
Jacob Shapiro on Islamic State Financing 

Welcome to this week's Current Events segment. We have with us Jacob Shapiro. Jacob is an 
associate professor at Princeton University. He is also the author of an excellent book-- I'll hold 
it up right here-- The Terrorist's Dilemma. We have a special segment in our optional content on 
this book, for those who are interested, and I urge you to take a look. It's really fantastic.  
 
But today I'm going to be asking Professor Shapiro about financing for the Islamic State. And in 
particular, looking at financing of its predecessor organizations and what we might learn for the 
group today. So Professor Shapiro, welcome.  
 
Thank you.  
 
And let me kick off by saying you just did a big project on the financing of the Islamic State and 
its predecessors. Tell us about this work and what you've been doing.  
 
So this was joint work with Howard Shatz and Patrick Johnston at RAND and Danielle Jung at 
Emory University. And what we did is we tried to take a set of about 150 documents from Al-
Qaeda in Iraq and the Islamic State of Iraq from 2006 to 2010 and figure out what we could 
learn about how the group was financed and managed from looking at these documents. And 
the reason we thought this was informative is you can trace a fairly direct line from Al-Qaeda in 
Iraq in 2004 and 2005, which rebrands itself as the Islamic State of Iraq in 2006.  
 
And then in 2012, sends some people to fight in Syria. Rebrands itself again as the Islamic 
State in Iraq and Syria. And then following some political events in Anbar Governorate in Iraq in 
2013, sends forces back into Iraq in 2014, and after taking Mosul, rebrands itself the Islamic 
State.  
 
So there's kind of cohesion in this organization. And if you look at the personnel spreadsheets 
for Mosul in 2009, the current emir of the Islamic State shows up as a cell leader, and five of his 
deputies who've been publicly identified also show up in this personnel-tracking spreadsheet. 
So in many ways, this is the successor organization to the same group that's been fighting in 
that territory in Iraq since 2004.  
 
Now let me ask you about that predecessor group, Al-Qaeda in Iraq, or the Islamic State of Iraq. 
When U.S. forces were departing Iraq, it looked like that group was, if not defeated, certainly on 
the run. What happened? How'd it come back?  
 
Well, so the group was very much knocked down and had retreated to engaging in sporadic 
terrorist activity, and had put, as far as we can tell, most of its kind of organizational 
infrastructure in Mosul, which was a mixed area where there was a significant Sunni population. 
So you had kind of sectarian tensions that made it possible for the group to continue to operate.  
 



The fundamental political dispute between the Sunni population of Iraq and the central 
government was never resolved. And so over the course of 2013, you had a year of very 
peaceful, by Iraqi standards, protests in Anbar Governorate against the central government, 
where people were basically demanding a greater share of money from oil revenues, some of 
which were generated on their territory, and that the Iraqi security forces basically stop 
kidnapping and torturing their young men.  
 
These protests were met fairly violently and repressively by the Iraqi state. And so this went on 
for basically the whole year of 2013. And it was only in December 2013 that Islamic State forces 
coming back from Syria started to get involved at all. December 30, actually, 2013, they start to 
move in following a particularly aggressive round of Iraqi Army actions against the protesters.  
 
And very quickly, with help from local tribal militias, many of the same ones that fought with the 
US in 2006 and 2007 and 2008, the Islamic State of Iraq and Syria, ISIS, was able to move in 
through Anbar Governorate, take a number of cities. And then later in June, they're able to take 
Mosul, that kind of mixed city in the north of Nineveh Province. And at that point they rebrand 
themselves the Islamic State.  
 
So fundamentally, what's going on here is the failure to resolve an Iraqi political dilemma, such 
that for the majority Sunni population in these areas, if you give them a choice between 
governance by the Islamic State and governance by the government in Baghdad, in many ways, 
in 2014, the reasonable thing to do was say, the Islamic State will be better for us. It's going to 
be terrible for our Christian and Yazidi neighbors, but at least we won't have kind of this 
oppressive state apparatus on top of us in the same way we did.  
 
Let's move over to financing. Obvious question-- where does the Islamic State get its money?  
 
So-- so we don't-- I mean, in some sense, we don't know. What we can infer is we can infer 
from how its predecessors raised money. And the main thing that the Islamic State of Iraq did is 
they taxed businesses.  
 
They basically ran extortion rackets. They used the fact that they were particularly good at 
threatening people to demand that they pay some taxes. And what seems to have happened 
since then is the group has expanded into taxing the thriving black market of trade in oil going 
out to Turkey, and kind of all other manner of economic activity in the area.  
 
So if you want to think about the revenue-generating potential that they have, they can apply 
some tax rate that's probably higher than what the central government could apply. Not that 
much higher. And then you apply that to however much economic activity you think is going on 
in the area.  
 
So when you think $300 million from oil sales, say, a year-- well, they can't get all of that. 
Because if they took all of it, no one would show up to work at the oil fields, and no one would 
show up to truck the stuff into Turkey. They can take some multiple of that and use that for their 



resources. And so that's probably what they're doing.  
 
There's a lot of argument that they're getting large amounts of money from elsewhere. I haven't 
actually seen any strong evidence of that. What we know from 2009 is they produced some 
documents which talked about where you should get your money from. And one of the things 
they say in these documents is, don't accept foreign donations. Because then you're basically 
giving your donors a say over what you do. So at least at that point in time, that was not a 
source of revenue that was either important or desired.  
 
So how do they spend the money?  
 
So they spend it on a bunch of things. They spend a fair amount on salaries. So they pay 
standard salaries, and they, at least in the previous period, had a fairly well-established pay 
scale. We can talk about that in a minute.  
 
They spent a bunch of money on basically reimbursements. So people would send up chits for 
the expenses incurred on behalf the group-- so new tires for a car, food for a meeting, expenses 
for renting a guest house, someone's medical treatment. So they had all kind of the manner of 
expenses that you would expect from an organization with several hundred or several thousand 
employees.  
 
Now that they have all this equipment that they've taken from the Iraqi Army, and now that 
they're trying to provide governance in some of the areas they control, they've got a whole new 
set of expenses, right? They need to buy spare parts and fluid and fuels for their vehicles, and 
ammunition and weapons, and kind of basic office supplies. So you can think of the list of things 
that any government needs to buy. That's what they need to spend money on now.  
 
Let's go a little deeper into salaries. So, you know, are they good salaries? Who gets paid what?  
 
So this is one of the most interesting things about looking at the salary structure historically, is 
they were terrible salaries. So the average fighter in the Islamic State of Iraq was taking home 
something about half of the monthly income reported by an illiterate person in Nineveh Province 
in 2008. So they were getting paid terribly. And the way they were paid is there was a base 
salary to be a fighter. And then you got an increment for each dependent in your household.  
 
And then, for people who were, say, renting houses on behalf of the group, or incurring some 
regular organizational expenses, they got another category of money. But taken together, these 
things-- so you could think about that as, like, the housing allowance or entertainment allowance 
of a CEO, right? Taken together, the average salaries of these things were just awful.  
 
And there's some correlation between responsibility in the group and salary, but not much. And 
in fact, people in places where combat was more intense were getting paid less. Little bit less, 
but still less, which is the opposite of what you'd expect.  
 



To put this in a little bit of perspective, from 2007 to 2009, there's one area where we think we 
have the complete payroll. It looks like the turnover in that area was somewhere between 60% 
and 85% over an 18-month period.  
 
When you say turnover, what do you mean?  
 
So we have, for late 2007 and early 2009, what we think are complete payroll records for Mosul 
City in Nineveh Province. So of all the people who are listed as active fighters in the 2007 
payroll, depending how you count them and how you match up people's names-- there's a little 
bit of ambiguity there-- between 60 and 85% of those people are missing from the 2009 payroll. 
And then if you look at the 2007 payroll, about 40% of the people they're paying salaries to are 
martyrs. They're paying money, salary, to the families of people who've died or are in prison. By 
2009, that's up to about 70% of the payroll.  
 
So any way you kind of slice it-- so we don't know, you know, are the people leaving because 
they were killed, they were injured, they went to work somewhere else? What we know is in that 
area, they had massive turnover. And the proportion of their payroll that went to paying people 
who were either in prison or deceased went up by 50%.  
 
Was that sustainable?  
 
Well, apparently, right? In the sense that this is a group that had sufficient structure, that in the 
face of unbelievable amounts of personnel turnover, they could basically go to ground and 
survive and reemerge three years later, when political opportunity presented itself. So in 2011, 
they had enough wherewithal to send cadres of fighters to go into Syria under the banner of 
Jabhat al-Nusra. One year later, when their relationship with that group's leadership soured, 
they had enough fighters to send units, fully formed, under their command and control, into fight 
as the Islamic State in Iraq and Syria.  
 
So whatever structures they had-- and the ones that we can see were fairly bureaucratic and 
kind of well-laid articulated-- those enabled the group to go to ground for a period of three to 
four years and reemerge.  
 
One of the things that also fascinated me about your research was how they treated foreign 
fighters. Can you say a few words about their policy towards foreigners coming in?  
 
Sure. So this comes from a couple of documents that lists individuals' backgrounds and how 
they were used and trained. And what it looks like they did is foreign fighters coming in were 
given training in basically how to operate as a terrorist and how to do relatively covert 
operations, but not to engage in the kinds of activities that required you to be out and about on 
the street every day. Right, so not to be security bureaucracy, or kind of people who would fight 
day to day.  
 
And so what seems to have happened is you took the outsiders who couldn't pass as Iraqi and 



you trained them up for the operations where they weren't exposed to the public. You took your 
Iraqi fighters, who could speak Arabic properly and knew how to carry themselves, and you 
used them for the jobs where people needed to be out interacting with the population and 
traveling around.  
 
Sounds like a perfectly reasonable personnel system, in the end.  
 
I think so. It also has implications for thinking about, you know, what's likely to be happening 
with the foreign fighters who are now fighting for ISIS? An implication of this is when the group's 
presence is not tolerated in the ways it is now in areas they control, those foreign fighters aren't 
going to be very valuable. They're going to be fairly restricted to doing kind of short, pinpoint 
operations. Because as soon as they start to be out and about, people will recognize them as 
foreigners and then report them to the authorities.  
 
More broadly, based on your work on budgets and your work on personnel, are there 
weaknesses that might be exploitable when we think about the Islamic State today?  
 
I think for sure. I think the biggest one is as the amount of things you need to manage get large, 
the amount of paperwork and records you need to keep to do so also get large. And that kicks 
off a great deal of information that counterterrorists and counterinsurgent forces can use.  
 
So in June of this year, the Iraqi government reportedly found a cache of 140 USB drives with 
the group's records on them. Now, I don't know what's in those, but surely the U.S. and Iraqi 
governments do. And presumably, if they're similar documents, we've got, now, very good 
membership rosters and a very precise sense of where the group's revenue is coming from in 
certain areas. All of that is information that could be used against them.  
 
And so I think the way to think about this is given a competent set of states fighting the group, 
as they grow, they're going to hit a kind of inescapable constraint, right? Because the amount of 
information that they kick off that can be used against them is going to grow faster than they can 
grow. And so if the states around them are competent to use that information, they'll be able to 
degrade them and contain them.  
 
Well, let's hope that's the case.  
 
I hope so.  
 
Thank you very much for joining us.  
 
Thanks, Dan. 
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