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umbling world oil prices 
are emerging as a greater 
threat to the functioning 
of the Iraqi state than the 
depredations of the Is-

lamic State (ISIS).
Prices for benchmark crude oil 

have plummeted by almost 70% 
since mid-2014, to around $30 a 
barrel. That translates to less than 
$25 a barrel for Iraq’s relatively 
heavy crude. Production is on the 
rise — Iraq announced its second 
best export total — but the oil is 
going into a glutted market that is 
causing problems for all producers.

Unlike most of them, however, 
Iraq is having to cope with an eco-
nomic crisis at the same time as it 
is fighting a war. In 2015, $13 billion 
of an annual budget of about $100 
billion went to the military and the 
fight against ISIS.

In the semi-autonomous ter-
ritory of the Kurdistan Regional 
Government (KRG) the situation 
is, if anything, even worse, exacer-
bated by a recurring budget dispute 
with Baghdad. Authorities have 
responded by cutting government 
salaries as much as 75% for high-
ranking officials and by seizing 
funds from local branches of the 
Iraqi central bank.

Fuad Hussein, a member of a 
senior KRG delegation that went to 
Washington in January to explain 
the severity of the crisis, told the 
Americans: “If this financial cri-
sis continues, it will have a great 
effect on the front lines. You can-
not send your fighters with empty 
stomachs to the fight.”

The central government, mean-
while, is issuing treasury bills and 

bonds to cover a 24% deficit in the 
2016 budget after slashing public 
spending 40% in 2015 and tapping 
its foreign exchange reserves. Iraqi 
Finance Minister Hoshyar Zebari 
told Sky News that the government 
has introduced sales taxes and cut 
some costly military contracts not 
deemed vital to the war.

Baghdad depends on oil for 90% 
of its annual revenue. Much of that 
income goes on paying public-
sector salaries, a factor in ensur-
ing public support for the govern-
ment. However, with prices rising 
and businesses being forced to 
shut down, there are fears the eco-
nomic crisis could further destabi-
lise a society already riven by sec-
tarian conflict.

Even without the oil price shock, 
Iraq faces severe economic chal-
lenges. The steep decline in reve-
nue has simply made them worse.

When Prime Minister Haider al-
Abadi appointed Zebari as finance 
minister in late 2014, the crude 
benchmark was double what it is 
now, although already on a slide 
from levels of around $100 a barrel. 
Nevertheless, Zebari discovered 
that the Treasury cupboard was al-
most bare. “Iraq is going through a 
difficult financial crisis,” he said at 
the time.

A decade of war and sectarian 
conflict, coupled with the corrup-
tion and nepotism that charac-
terised the premiership of Nuri 
al-Maliki, had taken its toll on an 
economy that should be one of the 
Middle East’s most prosperous. 
That followed a previous decade of 
stagnation and sanctions for which 
Iraq is still paying the price.

The World Bank is among the in-
ternational institutions and foreign 
governments that have sounded 
the alarm about the consequences 
of the oil price drop. Announcing 
a $1.2 billion loan for budget sup-
port to Iraq in mid-December, the 
second injection in a year, the bank 
said the risk involved in support-
ing the Iraqi economy would help 
to avoid greater risks in the future.

The World Bank extended a $350 
million loan in mid-2015 to pay for 
basic infrastructure and public ser-
vices in areas liberated from ISIS.

Despite the limited World Bank 
aid, there is little sign that the 
United States and other foreign 
governments are prepared to di-
rectly bankroll Baghdad. “Cash 
handouts like those America has 
provided over the years in Iraq 
and Afghanistan should be out of 
the question,” the New York Times 
opined in a recent editorial head-
lined Iraq and the Kurds Are Going 
Broke. But the United States could 
offer technical advice and help it 
access credit from international in-
stitutions.

According to World Bank offi-
cials, what happens in Iraq, with 
its relatively large oil-dependent 
economy and its strategic loca-
tion, inevitably affects the rest of 
the region. “The economy’s go-
ing through an extremely difficult 
time, and people’s suffering bor-
ders the unbearable,” said World 
Bank Regional Director Ferid Bel-
haj when the latest loan was an-
nounced.

“We think that helping the Iraqi 
economy recover fast and helping 
Iraq stabilise will have great ben-
efit not just for the people of Iraq 
but also for the region.”

Harvey Morris has worked in the 
Middle East for many years and 
written several books, including 
No Friends but the Mountains: 
The Tragic History of the Kurds 
published in 1993.
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raq’s autonomous Kurdish 
leader asserts that the time is 
ripe for his community to cast 
a self-determination vote that 
would eventually lead to an 

independent state. However, many 
Iraqis believe that Masoud Barza-
ni’s aspirations are unrealistic and 
somewhat problematic, amid inter-
nal and regional turmoil.

Since the creation of the mod-
ern Iraqi state in 1932, Kurds have 
been involved in an armed struggle 
against the various central govern-
ments in Baghdad over gaining in-
dependence from the Arab part of 
the country.

The turning point was in 2003 
when the US-led invasions toppled 
Iraqi dictator Saddam Hussein, 
who led a crackdown on the ethnic 
minority in the 1980s. Subsequent-
ly, the Kurds became a key player in 
the country’s new political system 
in the past decade, establishing a 
self-rule area in the north while re-
ceiving about 17% of the national 
budget.

Evidently, this was not enough 
for the Kurds.

On January 3rd, Barzani said, 
in his strongest show of desire for 
statehood, that “the time has come 
and the conditions are suitable 
for the people to make a decision 
through a referendum on their fu-
ture”.

The referendum, which Iraq’s 
federal government opposes be-

cause it will split off an oil-rich 
area of the country long under its 
control and it questions which ar-
eas the vote would cover, will raise 
tensions between the autonomous 
Kurdish region and Baghdad.

The region officially includes 
three provinces but Kurdish forces 
hold parts of four more over which 
the federal government wants to 
maintain control.

Kurdish forces are key US part-
ners in the war against the Islamic 
State (ISIS). Iraqi forces fled posi-
tions in various northern areas in 
the summer of 2014 in the face of 
advancing ISIS fighters. That al-
lowed Kurdish forces to gain or 
consolidate their control over areas 
claimed by both Kurds and Bagh-
dad.

The petroleum-rich Kirkuk prov-
ince, which is mostly held by Kurd-

ish peshmerga forces, will be a 
particular point of contention with 
the central government due to the 
wealth of natural resources there.

Therefore, economic challenges 
are likely to be the biggest obstacle 
to Kurdish independence and the 
main impediment ahead of the ref-
erendum.

Iraq’s northern Kurdistan region 
has been independently exporting 
oil via Turkey from four northern 
provinces since a deal brokered 
with Baghdad on oil and revenue 
sharing collapsed in 2015.

Baghdad and Kurdistan are fac-
ing a cash crunch because of plum-
meting oil prices, on which both 
rely for the vast majority of their 
funds. The Kurds, however, do not 
have the same loans and bond mar-
kets that Baghdad can raise to keep 
its finances afloat.

Many Iraqis say Barzani’s sudden 
announcement was likely moti-
vated by his own political troubles, 
having remained in power despite 
the expiration of his term last Au-
gust. Other issues include the 
area’s financial hardships and the 
costly war against ISIS.

Barzani is well aware that inde-
pendence is a long way off but he is 
manoeuvring.

Baghdad-based political analyst 
Saif al-Azawi said the announce-
ment “is only a new attempt by 
Barzani to blackmail the central 
government in Baghdad and to 
consolidate his position in the poli-
tics of his area”.

Relations between the Kurds and 
Shia-led governments in Baghdad 
have been tense. The sides failed 
to reach an agreement over several 
issues, such as disputed areas and 
the oil Kurds are exporting without 
Baghdad’s approval — a move that 
prompted Baghdad to cut funds to 
the Kurds in mid-2015.

Domestically, Barzani is facing 
the most serious crisis in years as 
his presidency is facing legitimacy 
doubts.

Last October, protesters, mainly 
from opposition Goran Party, at-
tacked and torched several offices 
belonging to Barzani’s Kurdistan 
Democratic Party (KDP). Several 
people were killed during the pro-
tests, which were an apparent sign 
of public anger over economic 
hardships blamed on the regional 
government.

Iraqi Kurdish lawmaker Massoud 
Haider said any decision to sepa-
rate Kurdistan from Iraq should be 

approved by all Kurdish political 
groups.

“This decision is not up to Barza-
ni. The Kurdish parliament should 
decide. Barzani is only a leader to 
one party,” Haidar insisted.

He said there “is a long way to go 
on the path of attaining independ-
ence in Kurdistan” as the area must 
first stabilise its revenues, agree 
with Baghdad on sharing oil and for 
ISIS to be out of Iraq.

“It’s too early for this separa-
tion,” he said.

Moreover, Iran and Turkey have 
concerns that the emergence of 
a Kurdish state on their borders 
could encourage calls for similar 
actions by the Kurds and other mi-
norities in their territories.

Ahmed Amin, a Kurd from Dohuk 
city in Kurdistan, said independ-
ence is a Kurdish right that should 
be postponed for the time being.

“Some neighbouring countries 
are not comfortable with the fed-
eralism we are enjoying,” he said. 
“Only God knows how they would 
react if they see independent Kurd-
ish state on their borders.”

Muhanad al-Hussam, a 
pseudonym used for safety reason, 
is an Iraqi journalist who has 
covered Iraq for 17 years.
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A man sews an Iraqi Kurdish flag bearing a portrait of Iraqi Kurdish 
leader Masoud Barzani at a workshop in Erbil, on February 3rd.
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