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A budgetary crisis that gradually grew and deepened showed 
up in Iraq as of the starting of 2018. The new budget design 
was met with discomfort by all the elements that make up Iraq’s 
social and political structure. The emergence of a dispute in the 
country where there exists a structure since 2003 in which the 
Prime Minister is Shia, the President is Kurdish and the Presi-
dent of the Assembly is Sunni, the budgetary share the provinces 
and the Iraqi Kurdistan Regional Government (KRG) have has 
caused the crisis. Reducing the budget of the KRG, which has 
been 17 percent since 2003, to 12.67 percent within the scope of 
the austerity measures due to the costs of the war against Daesh, 
led to a reaction by the KRG and brought about a budget crisis. 
Therefore, Kurdish parliamentarians, in particular, have vetoed 
the law draft on the budget by the parliament because of the re-
duction in the budgetary share of the KRG and made the draft 
be sent back for further discussion. The law draft also vetoed by 
President Masum on the grounds that it included constitutional 
violations was enacted without any change in line with the re-
quest of the Iraqi Central Government.



2 

2018 IRAQI BUDGET 
CRISIS

A budgetary crisis that 
gradually grew and 
deepened showed up 

in Iraq as of the starting of 
2018. The new budgetary draft 
was met with discomfort by all 
elements that constitute the so-
cial and political structure of 
Iraq.1 The Arabs, Kurds and 
Turkmens who constitute the 
social structure of the country 
as constituent elements; and 
Shiites, Sunnis, and Kurds 
when considered from the po-
litical split, meaning all the 
groups, have objected to the 
draft due to their own reasons. 
The emergence of a dispute in 
the country where there exists 
a structure since 2003 in which 
the Prime Minister is Shia, the 
President is Kurdish and the 
President of the Assembly is 
Sunni, the budgetary share the 
provinces and the Iraqi Kurd-
istan Regional Government 
(KRG) have has caused the 
crisis. Reducing the budget of 
the KRG, which has been 17 
percent since 2003, to 12.67 
percent within the scope of the 
austerity measures due to the 
costs of the war against Daesh, 
led to a reaction by the KRG 
and brought about a budget 
crisis. Therefore, Kurdish 

parliamentarians, in particular, 
have vetoed the law draft on 
the budget by the parliament 
because of the reduction in the 
budgetary share of the KRG 
and made the draft be sent back 
for further discussion. 

The fact that the decrease in 
the budgetary share has come 
following the eventful Kurdish 
referendum can be considered 
as one of the most crucial rea-
sons to bring the already ag-
gravated country agenda to the 
crisis atmosphere. As is well 
known, the Peshmerge forces 
took control in Kirkuk, which 
was left to Daesh in June 2014 
and hosted one of the largest 
oil reserves in the country, and 
the KRG included Kirkuk for 
the independence referendum 
on 25 September 2017. How-
ever, after the completion of 
the fighting against Daesh, the 
Iraqi government carried out an 
operation for Kirkuk and other 
controversial areas under the 
control of KRG and regained 
the control of the region. Un-
der these conditions, the budg-
etary draft of 2018, which was 
presented by the government to 
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the parliament, has led to the 
reaction of all groups.

1. General Overview of the 
2018 Budget

According to the statement 
made by the Iraqi government, 
it is reported that the real tar-
get planned by the 2018 budget 
is to maximize the non-oil re-
sources.2 Besides, promoting 
employment by supporting the 
Iraqi private sector is among 
the main targets. In addition to 
all these, the Iraqi government 
spokesmen have added that the 
budgetary draft will develop 
affordable loans for the young 
Iraqis to enter the labor market. 
They also noted that the sala-
ries of state employees would 

be secured and most important-
ly, the Iraqi 2018 fiscal budget 
would be balanced and provide 
greater flexibility to boost the 
dynamism of the country’s 
economy. In terms of measures 
and constraints, the new budget 
includes measures to reduce 
government spending for all 
government officials and all 
ministries, as well as the presi-
dent and his/her assistants.

On the other hand, accept-
ance of the new budget was 
just a few weeks after the do-
nors in the International Con-
ference held in Kuwait in Feb-
ruary with the purpose of help-
ing the Iraqi economy suffering 
a deep wound in the struggle 
against Daesh promised $ 30 

Graph 1. Total Oil Exports of Iraq (2005-2018)

Source: Alfred3

A budgetary crisis 
that gradually grew 
and deepened 
showed up in Iraq 
as of the starting 
of 2018. The new 
budget design 
was met with 
discomfort by all 
the elements that 
make up Iraq’s 
social and political 
structure.
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billion in loans and investment 
for the reconstruction of Iraq. 
The Iraqi central government 
has announced that the 10-year 
restructuring plan will cost 88 
billion dollars and that $ 22 bil-
lion is immediately needed. In 
this regard, the total budget of 
Iraq in 2018 was announced as 
88 billion dollars.

The budget is based on the 
oil exportation of 3.9 million 
barrels per day, with a refer-
ence price of $ 46 (Graph 1). 
250 thousand barrels of daily 
oil production are made within 
the boundaries of the KRG.

(Chart 2). That is to say; Ac-
cording to Article 10, Clause 2 
of the budgetary draft: KRG 
will export 250,000 barrels of 
oil through the Sumer company 
and deliver the income earned 
to the Iraqi central government. 
It is also pointed out in the 2.B 
Clause of the same article that 
Peshmerga forces are consid-
ered part of the Iraqi military 
system and that their salaries 
will be paid from the budget al-
located to the Iraqi army.

The draft also includes the 
payment of civil servant sal-
aries, which have been frozen 
by the Iraqi central government 

Graph 2. Region-by-Region Petroleum Production in Iraq

Source: Esplift5
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KRG will export 
250,000 barrels 
of oil through the 
Sumer company 
and deliver the 
income earned to 
the Iraqi central 
government.

for the last six months in or-
der to determine the number of 
public servants under the su-
pervision of the KRG. Finally, 
in the 2.C Clause of the same 
article, it is stated that if the 
income generated from oil pro-
duced within the borders of the 
KRG is not handed over to the 
central government, the central 
government will decrease the 
same amount from the budget 
items assigned to the KRG. Ta-
ble 1 lists the general items of 
Iraq’s 2018 budget.

Expected public revenues 
in the 2018 budget are $ 77.5 
billion; while the amount of 
investment allocated to the re-
gions has been announced to 
be $ 20.8 billion. Twenty per-
cent of these investments are 

reserved for restructuring the 
liberated areas from the Daesh. 
Besides, the projected budget 
deficit has been calculated at 
10.6 billion dollars. In the budg-
etary draft, the finance of this 
deficit is stated to be covered 
by; ‘the increase in crude oil ex-
ports, crude oil sales price, and 
the increase in oil production 
along with the abundance of oil 
production, tax hikes ranging 
from 3 to 15 percent, domestic 
borrowing (included in budget 
deficit calculation, excluding 
external debts for investment 
projects) and the cash amounts 
drawn by the Ministry of Fi-
nance.6

To which projects the for-
eign debt to be taken as a source 
for the financing of investment 

Items Quantity*
Total income 90,981,840,893
Oil revenues 77,160,392,640
Total Expenditures 13,821,448,553
Current Expenditures 103,997,180,666
Total investment expenditures 79,508,071,596
Investment Expenses from Treasury 24,489,109,070
Investment Expenses through foreign lo-
ans

19,164,274,720

Total planned expenditures 13,015,274,773
*Iraqi Dinar

Table 1. Iraq 2018 Budget Spending Items
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projects will be the source of 
financing, the organizations 
from where the financing will 
be realized, the amounts of the 
debts, and the regions in which 
the financing will be used are 
detailed in the budget draft 
(Table 2). Another important 
change in the budgetary draft 
is the additional 10 percent tax 
levied on spending, which is 
applied in commercial centers, 
restaurants and barber shops.7 
It is necessary to explain the 
new tax package added to the 
budget with the terms of the 
$ 5.4 billion loan agreement 
signed with the IMF in 2015. 
That is to say, this agreement 
with the IMF also included 
a new public finance reform, 
which included the tax system 
of the country. According to this 
reform, the government needed 
tax revenues worth 2.3 trillion 
dinars, or 1.8 billion dollars in 
the 2018 budget, which could 
be carried out through the eas-
iest expenses. The government 
has also included in the budg-
etary draft additional tax pack-
ages to reach these goals that 
are aimed by the reform.

In addition to the appli-
cations that we can call the 

austerity policies in the budg-
etary draft, we see that public 
spending is going to reduce. 
The limit on the number of ve-
hicles in the state government 
ranks, including the convoys 
of the President and the Prime 
Minister, included in the draft, 
can be considered within this 
scope. According to the new 
practice, the number of vehi-
cles in the convoys of the Pres-
ident and the Prime Minister, 
consisting of a dozen cars in 
the present case, is limited to 
five. In addition, a three-ve-
hicle convoy to the ministers 
and a two-vehicle convoy to 
the vice-president are among 
the restrictions. Accordingly, 
it was decided that all surplus 
vehicles included in the men-
tioned restrictions should be 
put on the market by means of a 
tendering procedure and the in-
come generated by these sales 
shall be added to the budget.8 
Thus, following the bloody and 
costly fighting against Daesh, 
the government adopted a re-
strictive public finance policy 
through the 2018 budget, in 
which the taxes are increased 
and the public spending is de-
creased.
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Table 2. Iraq Finance of 2018 Budget Public Expenditures

Source of Finance Quantity*
Balances (assets) of the Ministries and non-bud-
getary parties in state banks 

250,000,000

Balance circulating in the Ministry of Finance 742,835,421

International bank loans 1,182,000,000
International Monetary Fund Loan for budget 
support

1,891,200,000

Japan International Cooperation Agency loan for 
budget support

236,400,000

Saudi Arabia Development Fund 35,460,000

Foreign bonds 1,182,000,000

EU loans 118,200,000

Money transfers by commercial banks 2,000,000,000

JBIC credit 94,560,000

International bank loans/projects 296,918,400

US credits for arming 834,964,800

Credits from the UK 851,040,000

Loans secured by international export guarantee 
institutions

1,071,364,800

Germany loan (KFW) 179,664,000

Loans from Switzerland 141,840,000

Loans from Italy 92,905,200

Japanese Agency loan JICA / projects 692,103,552

Germany, Siemens credit 283,680,000
Loan from the GE Export Authority to the main-
tenance projects of the Ministry of Electricity

413,700,000

Kuwait Development Fund 94,560,000
US OPIC credit 236,400,000
International Agricultural Development Fund 5,673,600
French Development Agency 87,870,000

*Iraqi Dinar



8 

2018 IRAQI BUDGET 
CRISIS

The Outbreak and 
Evolution of the Crisis

The reduction of KRG budget 
share from 17 percent since 
2003 to 12.67 percent within 
the scope of the austerity me-
asures due to the costs of war 
against Daesh has led to reacti-
ons from KRG and triggered a 
budget crisis to arise. The bu-
dgetary draft submitted by the 
government for parliamentary 
approval was also vetoed by 
Kurdish parliamentarians and 
deputies of oil-producing pro-
vinces such as Kirkuk and Bas-
ra, which demanded an increase 
in their budget shares.

KRG deputies demanded 
the removal of the decrease in 
budgetary shares, the accept-
ance of the KRG as a direct ad-
dressee, the abrogation of the 

expressions that they did not re-
gard as constitutional, the pay-
ment of petroleum income, the 
addition of the shares of Pesh-
merga and the Halabja province 
to the draft, and the payment 
of the income of the farmers 
in the region.9 However, the 
government resent the parlia-
ment the vetoed draft without 
any change. Despite the veto 
of Kurdish deputies, the budget 
was approved by the Iraqi Par-
liament in early March and sent 
to the President. Kurdish pol-
itics seem to be united in the 
view that the Haydar Abadi ad-
ministration has policies based 
on the principle of the majority 
and close to building consen-
sus. On the other hand, the Iraqi 
central government argues that 
all requests of the KRG are in-
cluded in the current draft law.
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While all the discussions 
continued, Iraq’s Kurdish Pres-
ident Fuad Masum vetoed the 
controversial 2018 budgetary 
draft on the grounds of ‘consti-
tutional violations’ and sent it 
back to the parliament. Masum 
argued that 31 financial and 
legal violations existed in the 
draft and stated that while the 
budget strengthened the cabinet 
for restructuring ministries, the 
constitution limited that legisla-
tion according to the constitu-
tion. However, the Abadi gov-
ernment reported to Masum that 
the elections were approaching 
and that there was no question 
of convening the parliament 
again. Additionally; it is also 
necessary to add that Haydar 
Abadi told that nobody has the 
right to object to the law ap-
proved by the parliament. The 
draft law was then ratified by 
President Masum without any 
amendment in the articles.10

Apart from the reasons men-
tioned above, another reason for 
the opposition of the Kurdish 
MPs to the draft is; They argue 
that, as put forward in Article 
9 of the Iraqi Constitution, the 
paragraph that the ‘budget share 

of the Kurdish Autonomous Re-
gion shall be determined in a 
way to reflect the population of 
the region’ is violated. Accord-
ing to the Kurdish MPs, that 250 
thousand barrels of exports and 
the income generated by this 
purchase be transferred to the 
central government and if the 
autonomous region fails to do 
it, the equal amount will be cut 
off from the budget allocated to 
the region is clearly a violation 
of Article 9 of the constitution.

As a matter of fact, Presi-
dent Masum vetoed the draft 
due to the same reason: consti-
tutional violation. The draft has 
drawn reaction not only from 
the Kurds but also from other 
actors who make up the basis of 
the country. Shiite parliamen-
tarians say that Shiite-dominat-
ed oil-producing provinces in 
the south need to receive more 
share from the budget and that 
the opportunities of the Hash-
di-Shaabi who helped the Iraqi 
army fight against Daesh and 
the Shiite militias in it should 
be increased and they should 
have higher salaries.11 Simi-
larly, Sunni MPs demand that 
more resources be allocated to 

While all the 
discussions 
continued, Iraq’s 
Kurdish President 
Fuad Masum 
vetoed the 
controversial 2018 
budgetary draft 
on the grounds 
of ‘constitutional 
violations’ and 
sent it back to the 
parliament. 
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the zones that are largely res-
cued from the Daesh and are 
predominantly Sunni settle-
ments. These regions also in-
clude Mosul, the second largest 
city in Iraq, which was recap-
tured after nine month-lasting 
city warfare.

3. Financial Status of the 
KRG and the Economic 
Policy of the New Budget 
Law

Iraq ranks 169th out of 180 
countries in Transparency Inter-
national’s corruption perception 

index in 2017 and is among the 
countries with the highest cor-
ruption rates in the world12. 
The Iraqi economy that is just 
freed from the bloody and cost-
ly war against Daesh for three 
years has also suffered from the 
pressure of low oil and natural 
gas prices (Chart 3). KRG eco-
nomy is also seen to be pressed 
by cash in the recent period. 
The ongoing security crises, the 
war against Daesh, the declines 
in oil barrel prices, and finally 
the decline in budgetary share 
can be enumerated as factors 
that affect the KRG economy 

Graph 3. Development of Natural Gas and Oil Barrel Prices 

Source: Macrotrends.png. This chart compares price performance 
in accordance with West Texas Intermediate (WTI) or Nymex Cru-
de Oil’s Henry Hub Natural Gas spot price.
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negatively. Especially in the 
recent period, it seems that the 
administration is in such a debt 
spiral that it cannot pay even 
the salaries of his own emplo-
yees13. Moreover, there is cur-
rently a process in which the 
citizens cannot make payment 
for their taxes or penalties etc. 
to the administration and the 
socio-economic conditions be-
come worse day by day. It can 
easily be argued that this situ-
ation, experienced with mutual 
interaction, causes problems in 
market conditions and balance 
of payments.

One of the consequences of 
this interaction is the policy of 
paying partial wages, which led 
to the protests of public em-
ployees by the decision taken in 
2016. By this policy, KRG cuts 
into the partial salaries of public 
employees with the condition to 
repay later.14 It is also observed 
that there are consequences of 
this cut-off such as workforce 
reduction policies in the public 
sector and even the closure of 
some local schools. 

What is more, the fact that 
the Iraqi central government has 
frozen salary payments for six 
months prior to the budgetary 

talks in order to determine the 
inspections and numbers of 
civil servants within the KRG 
has added an additional burden 
on the shoulders of the people 
of the region. KRG is claimed 
to owe about 10 billion dollars 
only to its people (especially for 
public employees) and about 10 
billion dollars to investors15. 
Besides, it is reported that the 
people living in the KRG are in 
approximately 2 million dollar 
debt to the administration. De-
spite all this, it seems that there 
is not a full-scale mechanism 
for repaying these debts yet. 
In this sense, a department was 
opened a year ago under the 
name of the State Debt Depart-
ment, which monitors and su-
pervises the said domestic debt. 
The department has started its 
activities this year.16

While the situation is as said, 
in November 2017, KRG decid-
ed to give up some of its unpaid 
local tax liabilities that suffered 
from Daesh terror. It can be 
argued that this policy, which 
is a kind of financial recovery 
package, has a destabilising ef-
fect on the KRG budget. In a 
period when the controversial 
2018 budget is discussed, this 

Iraq ranks 169th 
out of 180 
countries in 
Transparency 
International’s 
corruption 
perception index in 
2017 and is among 
the countries 
with the highest 
corruption rates in 
the world.
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stoppage in the budget share 
of the KRG which is already 
experiencing problems in its fi-
nancial structure will definitely 
contribute to the deepening of 
the structural problems they ex-
perience.

Especially the problems to 
be suffered by the KRG in terms 
of internal debt financing have 
the potential to reach out to the 
political dimensions instead of 
remaining only economic prob-
lems. The fact that the 2018 
budget includes austerity poli-
cies covering the whole coun-
try has without any doubt the 
disruptive effect for the already 
difficult KRG economy.

One of the most significant 
changes in the budgetary draft 
is the additional 10 percent tax 
package to be applied on spend-
ing in commercial centers, res-
taurants, and barbershops.17 
This additional tax on expendi-
tures in the country, where tax 
enforcement is already low, and 
the burden to be shouldered by 
citizens have become a matter 
of debate. In daily life, it can be 
said that spending with cash in-
stead of credit cards makes dai-
ly expenditures difficult to fol-
low and that it makes it easier 

for individuals to resort to tax 
avoidance methods. The effect 
of the corruption of public in-
stitutions on the tax effort is an-
other issue of controversy.

As explained above; the ad-
ditional tax package added to 
the budget has been introduced 
to meet the terms of the $ 5.4 
billion loan agreement with the 
IMF in 2015. The public finance 
reform package, which is one of 
the conditions of the agreement, 
is thought to prevent the coun-
try from performing worse its 
economy. According to this re-
form package, by the adoption 
of a restrictive fiscal policy, it 
has been aimed at providing 
additional income of 1.8 billion 
dollars in the budget with addi-
tional taxes to be taken out of 
the expenditures. Furthermore, 
rescue package applications 
such as the cut-off of public ex-
penditure due to the restrictive 
fiscal policies and the introduc-
tion of limits to the vehicles of 
the statesmen, and their sale 
through the tendering procedure 
and the transfer of the revenues 
to be generated from them give 
positive signals in the sense of 
the future of the country’s econ-
omy and crisis management.
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