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Measurement of Impact of Banking System Development on
Economic Growth in Iraq
M

Abstract

At the heart of every robust economy is a vital banking system. The
functional banking system can effectively perform several functions such as
mobilizing savings, allocating credit, monitoring managers, transforming risks,
and facilitating the financial transactions. This paper aims to measure the impact
of banking system development on economic growth in Iraqg. Credit to private
sector divided by GDP used as a proxy of banking development. Real per capita
GDP used as a proxy of economic growth. By using Autoregressive Distributed
Lag (ARDL) model, the paper finds that the undeveloped Iragi banking system
could not promote economic growth in the country. Therefore, a variety of
policies need to be taken to spur the role of banking system in overall process of
economic development in Iraq. For instance; encouragement of private sector in
the economy, reducing the role of informal activities of private sector into
economy, eliminating the policies of financial repression, and more importantly,
set up the political and security stability.

The paper divided into the following sections: 1) introduction, 2) literature
review, 3) development of Iragi banking system, 4) econometric model, 5)
analysis of the results, and 6) findings.
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sl il e (s AaY) By

(Majid and Mahrizal, 2007), (Majid, 2008) leie bl jall (e aaell A Caeadind INF 5 INV Jie <l il o)
and (Mohemed, 2008).
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138 ey A LALG Clalia o (s giad LAY Gsws\[l@ Ladla sy ARDL gigadll o) 140 5 (5
1970 ale (o Baias S3aLEa 38 4L ¢ Cad) 13a B daddiciad) Aal) ana e dadla iS) 7z 3 gall)

L 2007
AY) dapall (389 ARDL gagaill ok Giga (1) a8y Aabaall o Ieliy
P P P P
A LEG=0+2B,ALEG.+2ZB,ALBD:.i+ZB3ALINV, ;+ZB4ALINF,;
i=1 i=1 i=1 i=1
+A1LEGt_1+A2LBDt_i+A3L|Nvt-]_ + A4L|NFt.1 FHt e (2)
Q) Cus

Jda¥) @AY A du A
il aal) o
el CRAT c gl oY) sl P
(Uadd) g 5 jauall) 3 j8Y Cilalea Bo,...., s
) :U.thgh :GM\ M )\,1,...., )\.4
Crasd ol |
o pdal) Uadl) aa g
J—alSil) (o) ) Aol ABDlal) 3529 Ll A AV Lonighd el ARDL zigadll (gadai o
lia) Adaud gy i pa) AN g Al Al Ci pida ¢ (COiNtegration or co-movement) & jidal)
(Pesaran et al, 1999) and . j—giall A_&la%al) il ghasal) 4y gira Juladt (F-statistics) dad
g1 aa) . i) (e Allid SacY Adgaad) gl An Al adl) o e 5 Latd (Narayan , 2004)
O o A Ao ganall g .5 il A ARDL  gigadll 8 < i) aaa o G5 addl) 022
e Adgas dad Lol o o) ol (F-statistics) ded culs 1)) .5 jlua pé A Gl piall asen
Sl el e Aa¥) Alygh AdH § ABe a3 g Y AdL (e LY G A giad) (pa ddaa (5 g
Aligh A a0 Y Al 0o LY G Adgas dad 8 (e JB) (F-statistics) dad cuils 13
alll ) g oY) gial) (e La i (F-Statistics) ded culs 1)) Lagll) pdiad) s Y
F-) Sl b 5 adal) Gl il Aalall dipall O LAdala e ¢80 dauilh (8 4 gaad)
3 NS s (statistics

Ho: 7\.1= )\.2= )\.3= )\.4= 7\.5:0

His MFho#Ehs#Eha#As7£0

5 ) Bl ABY (bl Jalal) JlaS) aoation W <) piiad) G Lo & ida JalSS lin oS 1) LG
il Lasd AQY) Al gl
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A asa g sy Augmented Dickey FuIIer(ADDF) ookl g8 — S LA aladiu) a3 A
J=SAY) 13 (1) ady Al A ALS0AY l pid) aven B (Stationarity) 4 ) &iu) o) sas gl
ALl dpda ) JiBa ¢ s pe AdL) Baagd s ‘ji‘?syu il pial) Gy aaad) dpa b el
.Jﬁm‘ﬁ\ Lﬁ‘ 3&\93\ Jl@uiﬁ @m\zgﬂ&d\ J,,\i:u“ Ol

= Uk T oas e oA 5 (ADF) jshaal) jUgh — S0 JLOA) milil o (g giag (1) a8 Jgaad)
L) oy 1(0) As) o (o) Bl ) Wil g ¢ 1(1) AN (o (o) Bl i A ) el
S paadall J oY) 3 A

(ADF) daui g3 3aa gl jda L) il (1) pd) Jgaad

Jalsil) s Ja¥) @il 6 ——itisal) —ial)
(1) -3.591060* -1.553322 EG
(1) -3.739068* -2.282023 BD
I(1) -3.456836 205868 INV
1) -3.406353%* 11.923278 INF

MacKinnon (1996) one-sided p-value o 4 saad) dadl) cadic) :Aaadla

%5633“‘&4.'\9‘53&.4*
%10(53"m£9‘§33u**

el C Aa¥) Al gha ABMaY waad g ARDL gl Judad 3 Ag¥) 5 ghadl) (8 Wil Uyl LS
Old Gl Baaliia 38 N 3gaaa Waie g Ay ghur iy addina L) Lay . (F-statistics) sl dau g
AN e o ghenad) 138 ) Lale ol CAIATY (e (piaia) (o i daae 068 Cigw ARDL g gadl
(F-statistics) ¢) .(Pesaran and Shin, 1998) and (Narayan, 2004) ¢ JS ddau) 2 £ sida
s =5 % 5 Asine o g dic A gand) aliel) Aadl (pe S A (4.312) caily Luudaal)
.(Narayan, 2004, p 27) ¢ siwall i dic (3.130) cald 5 jal) 4ol Aol Laiy (4.128)
Ayl i) G ) Algh ABDS 350 ek o ali Al atedl A B by ) s Vg
Ot Al 3 gdadl) N Akl 73 gall) il piia c & jidia JulSE gl 2aY) Aok ABDS 3ga g Ll
Eagalll @ilil (8 UM L aaY) B yuuall) 5 Aa¥) Abyglall Cllaleall yafS aly Chgas AdaIY o i . Judadl)

-(3) 5(2) A, Joatb daua ga ARDL
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ARDL gigaill aa¥) dlygh wa.; T (2) a8 Jsaad
Regressors | Coefficient | Standard T-Ratio
Error (Prob)
LBD -1.5542 .67766 -2.2935[.029]
LINV .84467 .29078 2.9049[.007]
LINF -.44553 .21696 -2.0535[.049]
CON 9.8106 2.2935 4.2776[.000]
TREND .0010988 .018833 .058344[.954]

Note: Dependent variable is LEG and ARDL (1, 1, 0, 0) is selected based on
Akaike Information Criterion
Source: This table estimated by the author based on Microfit (4.1) package.

BEST (2) by Joaad) A il Lz dgaill Aa¥) Al gl ABMal) (uliby o683 Juladl) (e ALY 3 ghdl) A
g jodad L @) y—ad) H éébaﬁ‘ﬂ Sadll ‘9%,3).4-&5\ ookl o A Alygh A aa g Y Al
O e 1S3 13a BD el Lpld) 5 LY jadi LS galai®y) gadll o Ula i) A pal)
Lagd Jah 31 o) ABDlad) Cinia () . g 3LaiBY) gadll iy Al A1 al) A e ekl Chmdal) (o gl
Lo 468 A 390 g Aaliaiy) 4y pladl) Adle sl Lo Ay o alaBY) gall) g (A puaall okl (o
ple (e ClES Clud Al Gany ) ouSall o Adgila e o) Au e Cud A Al ol ol g L Lag
O S L alB Al el ol Leda (Al g o dbai®y) galll g A paal) gl O A sgag
(Chang, 2002), (Shan and Morris, 2002), (Dawson, 2003) and (Mohamed, 2008)
pla o af ) Lo . LA W grdad) AN dpad Al Adall A culs Ll ) shan Al gilill) o).
il oda Ladl g Agabady) el B A sl Jlgad) ok Aad) sy adad) oSy Y AD) Y gl
=AY ALy cleladl o aldieY) 5 oalai®y) galll d s LB pad gl Jlal e Cpe
L@ Al B Les Jadlh) S

G s—ira JSEy S L) ada o)) (Arg 138 g A glall A gal) BLEY) 3A) L) caBgie g LaS
hhia 138 a8 gia LaS Gl ga (LBl gaill o addill 00 oy (@) ad B g alandy) gl b
o UJAJU.\IUML;A&.:U\ P e g bady) gail) J8 a3 o (Say aduail) On dllel) e anal) oY
o LA A3} LY e gl oda ¢ Jlalidly L gabaly) galll 5aws ooy CsSi o Ll i
A (B ) sl & S A (R A ad) gl g

(Error correction model) Usid) gaual 73 gai alddind ai 888 ¢ 2aY) 5 yuuad ABDlal) (uld (2 il
il Ao (unl L) A AU g cdaY) B juuad ABDall (b A A 1ol A pisadl) 12 ) .
adl) a3 gad il i (3) aly Jsdad) L Sabinall zigadll B o)) g BaeY
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Qe RS "
Tl i gad &) S (3) Al Jgaad)
Regressor Coefficien | Standard Error | T-Ratio [Prob]
t M
ALBD -.66923 12316 -5.4338[.000]
ALINV .20753 12153 1.7077[.098]
ALINF -.10947 .036284 -3.0169[.005]
A CON 2.4104 74999 3.2139[.003]
ATREND .2700E-3 .0046007 .058679[.954]
ECT(-1) -.24570 11674 -2.1046[.044]
R-Squared .63142 R-Bar-Squared 55771
S.E. of Regression 24744 F-stat. F(5,31) 10.2787[.000]
Mean of Dependent .010004  S.D. of Dependent 37206
Variable Variable
Residual Sum of 1.8368 Equation log- 3.0531
Squares likelihood
Akaike Info. Criterion -3.9469  Schwarz Bayesian -9.5851
Criterion
DW-statistic 2.3875

Note: Dependent variable is ALEG and ARDL (1, 1, 0, 0) is selected based on
Akaike Information criterion
Source: Estimated by the author based on Microfit (4.1) package.

13 L@ B sbaBY) gadll B Lda ) B jaad) jelail) juall) el B 4D ) e i) oda
s (3) pdy dodad LAl A gall A B jadd) Sl Laal ae o X AN B e
8 LSy adanl) L jualll Al B oY) galll o agaae p0U Al OIS LAWY o) A Ly
Jalaa ) Al Y ABLAYL L@ e B juall) aaY) B oY) gall o ale U AL OlS pdgia
Uads iy 38 138 9 .Ad dad gial) ALl 5 LYY ae Lilaa) s giaa p& g8 [ECT(-1)] Uadl) s
(-0.24570) g A [ECT(-1)] Aaleall o) .l piiad) o ddalsi A cllia aa o 4l
) G O G % 24 Jara aa B AY) Jigh g alal®Y) gall) e B A o) S AN
sl B Lo o day OIS Zagadll B il o ) ads VA

Sl i A Laga )90y Al Chmdall s kil ol cddS odle) @il of ¢ latidly
Ua dgila jiad adell dudajd ol casad) 13¢3 .2007 D 1970 o 3580 DA @) 2l B 5 alaidy)
c@ A (B Aty Al gl g Sada age dale 08 Al A el okl o i A
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0 ralaliiiay) (6
G ) (a AS gada pladic) DA e ke 8 ) e gl ol dagd) 1 ag
3 GDP () 25l bl Ay 5 GDP () adhash (Auanl duusd 0 (g (Apaal johall) (bl
o ALY L ) sl ) aldd) pUadl Y i) s GDP ) paldl) gl b claidy)
A dad g i el e OSaly al jekilall p€ Aaadd) gl ob L) Cagll 1 a1
ZULAY) 138 ) Juagl) o3 By 2007 N 1970 o 5aad) DA 3l (8 ooalBy) pall) apands
Autoregressive Distributed Lag Model § jsall sUadd A3 a3 gai aladiad ddaud oy

. (ARDL)
ookl Al Ml A aaad) gl jd Jadl ) aad ABal claba JAS) o AN AN
i) 9a (e aal) (2 -zt ‘_,A paldl) sUaRY g0 pghaig Juadi (1 :lgia (@) adl @ i)
e Lo agil Jui (3 L aladY) A aldd) e Uil informal activities A ) & dpalaidy)
5 ) ) B (4 ) D lab g (e Apad) Jgal Al Sirte b
.é\)ﬂ\ L_,j L_,-u‘,,\u”

: yekall

Jsd (B glaiBy) gall) o b ) g A paad) Al ekt 2001 (gl Al 2e b (LS
86 axd) (22 alaall (Al G Alaa ARl G gladl) alaa
L3y (Gl 5 slaadl daal) 4y paall 2003 alad Ay giadl 3 il (A al) g S pal) Sl
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