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Financial discipline and its impact on dealing with double shocks
in Iraq for the period (2004-2020)
Abstract

In light of the increasing financial responsibilities of governments, adopting
financial discipline has become necessary to maintain an optimal balance between
public expenditures and revenues. Moreover, to avoid borrowing and accumulating
debts. In general, Iraq suffers from the poor exploitation of the available financial
resources as a consequence of its economy being unilaterally dependent on the oil
sector for financing, making it vulnerable to external shocks and political and
economic conditions that harm public spending. This study aims to clarify the
impact of financial discipline in addressing dual shocks in the short and long terms
for 2004-2020 using the ARDL model methodology. Furthermore, the study
assumes that financial discipline does not have a positive role in facing the double
shocks that the Iragi economy was subjected to during the study period. This
study's finding shows an inverse relationship between the indicators of financial
discipline (deficit, public debt, and public expenditures) with the GDP, while the
relationship was direct with the public revenue index. Finally, the study offers
some significant recommendations to achieve economic stability, such as the need
for economic policymakers to adopt financial discipline in the medium term,
reduce the dependency on the oil sector, and lean towards investment.

Key words: financial discipline, double shocks, co-integration, ARDL model.
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At level At first difference
Variables Trend & Trend &
Intercept none Intercept none
Intercept Intercept
GDP (Y) 0.3539 0.8249 0.8017 0.0000 0.0000 0.0000
FA(X1) 0.2329 0.0673 0.0673 0.0000 0.0000 0.0000
DEBT(X2) 0.0016 0.0761 0.0001 0.0000 0.0000 0.0000
EXP(X3) 0.0889 0.2464 0.4114 0.0000 0.0000 0.0000
REV(X4) 0.4502 0.2356 0.0563 0.0000 0.0000 0.0000
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Dependent Variable: DLOG(Y)

Method: ARDL

Date: 06/07/22 Time: 18:14

Sample (adjusted): 2004Q3 2020Q4

Included observations: 66 after adjustments
Maximum dependent lags: 4 (Automatic selection)
Model selection method: Akaike info criterion (AIC)
Dynamic regressors (4 lags, automatic): X1 X2 X3 X4
Fixed regressors: C

Number of models evaluated: 2500

Selected Model: ARDL (1,1,1,1,1)

Variable Coefficient Std. Error t-Statistic Prob.*

DLOG(Y(-1)) -0.051135 0.068934 -0.741805 0.4613

X1 -0.101214 0.030687 -3.298220 0.0017

X1(-1) 0.120298 0.030305 3.969530 0.0002

X2 -0.004757 0.000487 -9.759786 0.0000

X2(-1) 0.004604 0.000466 9.878634 0.0000

X3 -0.092633 0.030050 -3.082627 0.0032

X3(-1) 0.111664 0.029737 3.755059 0.0004

X4 0.121731 0.030629 3.974360 0.0002

X4(-1) -0.140323 0.030389 -4.617583 0.0000

C 0.010279 0.073254 0.140324 0.8889
R-squared 0.775533 Mean dependent var 0.021483
Adjusted R-squared 0.739458 S.D. dependent var 0.102538
S.E. of regression 0.052339 Akaike info criterion -2.923436
Sum squared resid. 0.153403 Schwarz criterion -2.591670
Log likelihood 106.4734 Hannan-Quinn criter. -2.792340
F-statistic 21.49781 Durbin-Watson stat 2.227251

Prob(F-statistic) 0.000000
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Test statistic Value K
F-Statistic 44.86455 1
Critical Value Bounds
Significance Iy bounds I; bounds
10% 2.2 3.09
5% 2.56 3.49
2.5% 2.88 3.87
1% 3.29 4.37
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Ll ClS Cum (%5) (6 sinse 2ie Lygina (LS 331 138 o5 Jlaay) Aol il
.(0.0000) 4duaisy)
S LS Al S (-1.05) Al s Uadll mepmeat Jalae G o)) ) gl i LS
ellaal) (e (1.05) ol el 5 dilian) AV i3 L) ing Laa %) (e B Led Allain¥) Al
Uls N Jsa sl da e A saa 8 6L IS0 lgagaal oy juadl) Ja¥) b Joasd )
el ) Jaad A (e J81 ) iy Man ) ) ol () (5 ey sl Ja¥1 a0 sl
(%105) Apusis Lgngnaai o A8l il ginal) ol jai) ) g Jashall Ja¥) a4l 15l
ECM Wil gaual £ 9ad (5) J gl
ARDL Error Correction Regression
Dependent Variable: DLOG(Y,2)
Selected Model: ARDL (1,1,1,1,1)
Case 2: Restricted Constant and No Trend

Sample: 2004Q1 2020Q4
Included observations: 66

ECM Regression
Case 2: Restricted Constant and No Trend

Variable coefficient Std. Error t-statistic Prob.
D(X1) -0.101214 0.027275 -3.710926 0.0005
D(X2) -0.004757 0.000413 -11.52102 0.0000
D(X3) -0.092633 0.026726 -3.466054 0.0010
D(X4) 0.121731 0.027234 4.469850 0.0000

CointEq (-1) -1.051135 0.061385 -17.12372 0.0000

R-squared 0.892555 Mean dependent var 0.000000

Adjusted R-squared 0.885510 S.D. dependent var 0.148207
S.E. of regression 0.050148 Akaike info criterion -3.074951
Sum squared resid. 0.153403 Schwarz criterion -2.909069
Log likelihood 106.4734 Hannan-Quinn criter. -3.009403
Durbin-Watson stat 2.227251
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ARDL gigai g8y Jashll Ja¥) & A8l < (6) Jaad)
Long run form
Variable coefficient Std. Error t-statistic Prob.
X1 0.018155 0.018789 0.966285 0.3381
X2 -0.000146 0.000176 -0.825410 0.4126
X3 0.018105 0.018803 0.962900 0.3397
X4 -0.017688 0.019251 -0.918815 0.3621
C 0.009779 0.069719 0.140265 0.8890
EC = DLOG(Y) - (0.0182*X1 -0.0001*X2 + 0.0181*X3 -0.0177*X4 + 0.0098)
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Histogram -Normality tests

Jarque -Bera | 117.3486 | Prob. | 0.0000
Breusch-Godfrey Serial Correlation LM Test

F-statistic 1.722563 Prob. F (2:54) 0.1883

Obs*R-squared 3.958182 Prob. Chi-Square (2) 0.1382
Heteroskedasticity Test: Breusch-pagan-Godfrey

F-statistic 0.793012 Prob. F (9,56) 0.6239

Obs*R-squared 7.460733 Prob. Chi-Square (9) 0.5893

Scaled explained SS 18.38093 Prob. Chi-Square (9) 0.0310
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