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Abstract

This research examines the impact of monetary shocks on investment in Iraq during the
period (2004-2023). The study begins with a conceptual framework for economic and
monetary shocks: their types (money supply shocks< money demand shocks:« interest rate
shocks« and exchange rate shocks)« and their underlying causes. It then discusses the role of
investment in economic growth« its types< sources of financing< and significance for

sustainable development.

The empirical analysis focuses on the evolution of key monetary policy variables in Irag¢
including money supply (M1¢ M2)¢< exchange rate¢ interest ratec and excess liquidity
(overhang)« and their interaction with both domestic and foreign investment flows. The
period under review witnessed significant challenges« such as the U.S. invasion« terrorisme
the oil price collapse« the war against ISIS¢< and the COVID-19 pandemic: all of which had
adverse effects on the investment climate. Domestic investment recorded a modest
compound annual growth rate of 4.6%¢ while foreign direct investment (FDI) experienced
severe fluctuations and capital flight.

Methodologically« the study employs econometric techniques¢ including the Augmented
Dickey-Fuller (ADF) unit root test¢ cointegration analysis¢ the Vector Error Correction
Model (VECM)« Impulse Response Functions (IRF)< and Variance Decomposition to

capture both the short- and long-run dynamics. The results reveal that:

Money supply (M1) has a positive but statistically insignificant relationship with

investment.

Interest rate exerts a negative and statistically significant effect on investment« indicating

that higher interest rates discourage capital formation.

Excess liquidity (monetary overhang) shows a negative and significant impact on

investment: reflecting inefficiencies in monetary policy transmission.

A long-run equilibrium relationship exists among the variables< while short-run responses

remain volatile.

Findings indicate that Iraq’s investment performance remains highly vulnerable to monetary
disturbances and structural weaknesses in the economy. The heavy reliance on oil revenues

amplifies the sensitivity of investment to external shocks.
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The study recommends improving the investment climate through political and economic
stability« diversifying funding sources beyond oil¢ strengthening monetary policy
instrumentsc and enhancing investor confidence by ensuring transparency and

macroeconomic stability.
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die  HEw) 288 B jras 4) dalyy (R) 'éi.ﬂ.sl\):.m\.a\ il as Geu SEel SIS, 9410 (S 52 (5 shumal g
il Ll Laadly 2 i ge Ly deally s (M) Lidie Lal <945 (e J81 Ly sine (5 sinay i aa (5 5 (5 siasall
Db S il (6) Jsas i aa e ale sladl s il saie 5 <l aa die JY) Gl aie

Gl o san sl 5ial s sall
UNIT ROOT TEST RESULTS TABLE (ADF)

Null Hypothesis: the variable has a unit root

At Level
INV M1 MX R
With Constant t-Statistic -3.1951 -2.0717 -2.8015 -1.5137
Prob. 0.0363 0.2569 0.0768 0.5052
*x no * no
With Constant t-Statistic -4.0527 -2.8285 -3.4632 -2.1766
& Trend
Prob. 0.0249 0.2049 0.0727 0.4745
** no * no
Without t-Statistic -3.0145 -1.2081 -2.7120 -2.2472
Constant &
Trend
Prob. 0.0047 0.1996 0.0096 0.0276
ok no ke *k
At First Difference
d(INV) d(M2) d(MX) d(R)
With Constant t-Statistic -7.4150 -4.5542 -5.0969 -6.2496
Prob. 0.0000 0.0024 0.0008 0.0001
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**k* ***x ***x
With Constant t-Statistic -7.2482 -5.3891 -4.9436
& Trend
Prob. 0.0001 0.0025 0.0050
**k* *** ***
Without t-Statistic -7.3899 -4.7168 -5.2220
Constant &
Trend
Prob. 0.0000 0.0001 0.0000
**k **kx **kx

*k%k

-5.0208

0.0055

*k%k

-6.1465

0.0000

*k*k

( Eviews10 ) g=bin i Lo alaie YU Eald) dee (301 jaadl)

( Co - integration Test ) & idull Jalsil) jLas) -2

i il 5 o) yisiall JalSll anl g anie e 3 ga s oShall Jsanl) g Aieaiall i) o)) (7) Jsand) e Jasdlys
Aa all Aadll e S (30.5) Y1 @ iiall JelSil) anial ale V) eV Jaral Lpusiaall dagdll o Y1 lasl
Aniall cabaall dagl) HLadY dpndaall dadll CulS 5 il jhia Alldialy 5 (5%0) 4 sine (5 i 2ic (29.7) (Al saall)
daa il J o A3 iy (0.2040) Adlaialy 5 A sinall (5 siue (i die (21,1 ) daal) daddll e 5S) (16.3)

 (r = 0) paadl Apm 8 il 5 o jidiall JalSHl) Cilgaia (e 230 3 ga 50 AT (r=1) ALl

Gl b o jisa) JalSill sl (7) Jsas

Unrestricted Cointegration Rank Test (Trace)

Hypothesized Trace 0.05
No. of CE(S) Eigenvalue Statistic Critical Prob.**
Value
None * 0.933164 79.29337 47.85613 0.0000
Atmost 1 * 0.597258 30.59422 29.79707 0.0404
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At most 2 0.515243 14.22396 15.49471 0.0770
At most 3 0.063974 1.190016 3.841465 0.2753

Unrestricted Cointegration Rank Test (Maximum Eigenvalue)

Hypothesized Max- 0.05
Eigen

No. of CE(s) Eigenvalu Statistic Critical Prob.**
e Value

None * 0.933164 48.69914 27.58434 0.0000

At most 1 0.597258 26.37026 21.13162 0.0040

At most 2 0.515243 13.03394 14.26460 0.0775

At most 3 0.063974 1.190016 3.841465 0.2753

( Eviews10 ) gebin & e alaie YU Galdl dae (e 1 sl

VECM Uail) graanai 3 gall guillii Judas -3

¢ AIC¢ SC ¢HQ) Lxe (e 3353k dad jaal el e (VECM) zises (8 Sl eUai¥) 5 58 aast oy
MX . 2 siall e o sSall 73 gail) 8 eUngYl ol 38 axe o)) ) i i) il g z35aill & ( LR¢FPE
LS ¢ Baal g 3ae ) Jead dpasil) cileaall pdgal il BV o) Sras ¢ 3aal 9558 a9 M1 R OINV

(8) s> g sy
(VECM) Waill mmnaai 3 503 oUas¥) 330 220 jLidl (8) Jsaa
Lag LogL LR FPE AIC SC HQ
0  -293.0286 NA 4.46e+08 31.26617 31.46499 31.29982
1 -256.2649 54.17805* 52679145* 29.08052* 30.07466* 29.24876*
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* indicates lag order selected by the criterion
LR: sequential modified LR test statistic (each test at 5% level)
FPE: Final prediction error
AIC: Akaike information criterion
SC: Schwarz information criterion
HQ: Hannan-Quinn information criterion
( Eviews10 ) gl n 7 e alddie YU Salll dee (o1 jaadll

ol eUaaYI il 8 A1 (g o ¥ el 3 el () s Las B35 330 203 g st asen s ¢ inall
A Ly ASSe (e 3 gadll glA g e cplal) L aae

G mdl 8 Al jall o jsial GV G35l wie bl 21 i Gan (1) IS

Inverse Roots of AR Characteristic Polynomial

1.5
1.0
0.5
0.0
-0.5
-1.0

-1.5

( Eviews10 ) mebin @i Je aldie YU Salll dee (a2 jaaal)
(L) s’ 4x%e) VECM gisad

2008 O8O OV Ay b A1 5 Bl lia o) (9) Jsaad) (sa Baadly
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(2.09) Leldas S Cum Tibian] 3 pine e LeiS 5 Al il INV W) U1y M2 S8l (2 s ¢ 3830
(t-stat = 1.44) 2l 388 Libas ) (T) 4ed Ll

(T) 4asd Ll (75.75) Ledalan cuilS Cua Lillian) & sina 5 e cailS [NV laiiaY) 5 R 251 e (s 28|
. (t-stat = -12,64)aly 36 Ailasy)

Ll (-15.32) Lelabaas il G Lilbian) 4 gina s dpuSe i€ INVeiind Jls MX (35300 Jal Y1 ¢y 4830l
. (t-stat = - 10.85)<aly a8 Alas) (T) 4ad

JaV! Al sk 35 ) Aleall L Lo
INV(-1) + 2.090457*M1(-1) - 75.75534*R(-1) - 15.32347*MX(-1) = 352.9807
1Y) el Jaanil) 4Saliyd a6 Al Usdl) st c¥alea Ll

(T) &ad Ll (0.0108)lelelae cilS Cun (3251 Jana) R))_siial lax age (COINtEQL) Uadd) promaai Jalas
Ja¥) Jashll ¢ 31 sl ) mal Al Y1 g8 3250 Jama O ixg 138 5, (t-Stat = 4.005)ls 28 Lilasy)

Sl A VECM sl Jidai 05 (9 ) Jsan
Cointegrating EQ: CointEql

INV(-1) 1.000000

M2(-1) 2.090457
(1.44867)

[ 1.44302]
R(-1)  -75.75534

(5.99537)

[-12.6356]
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MX(-1)

C

Error Correction:

CointEql

D(INV(-1))

D(M1(-1))

D(R(-1))

-15.32347
(1.41210)

[-10.8515]

352.9807

D(INV)

-0.026370
(0.01652)

[-1.59671]

0.541344
(0.17868)

[3.02965]

0.089471
(0.26449)

[ 0.33828]

-4.072546

(1.34276)

(June)

160

D(M1)

0.006753
(0.02033)

[ 0.33210]

-0.027691
(0.21998)

[-0.12588]

-0.227610
(0.32562)

[-0.69901]

-0.252074

(1.65312)

D(R)

0.010835
(0.00271)

[ 4.00530]

-0.005692
(0.02927)

[-0.19449]

-0.046717
(0.04332)

[-1.07839]

-0.313384

(0.21993)

D(MX)

-0.029721
(0.05002)

[-0.59418]

-0.416105
(0.54117)

[-0.76890]

0.655216
(0.80104)

[ 0.81796]

7.484328

(4.06676)
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[-3.03297]  [-0.15248]  [-1.42490] [ 1.84037]

D(MX(-1)) 0.333571 -0.057336 0.064199 -0.420914
(0.18094)  (0.22276)  (0.02964) (0.54801)

[1.84353]  [-0.25739] [ 2.16618] [-0.76808]

c -3.483510 -0.081033 0.016914 3.712888

(2.62586) (3.23280) (0.43010) (7.95283)

[-1.32662]  [-0.02507]  [0.03933] [ 0.46686]

R-squared 0.644975 0.185176 0.795240 0.421937

Adj. R-squared 0.497048 -0.154335 0.709923 0.181078
Sum sg. resids 1466.493 2222.776 39.34302 13451.82
S.E. equation 11.05476 13.60997 1.810686 33.48111
F-statistic 4.360082 0.545420 9.321014 1.751798

Log likelihood -65.14321 -68.88616  -32.57841 -85.08938
Akaike AIC 7.904801 8.320684 4.286491 10.12104
Schwarz SC 8.201592 8.617475 4.583281 10.41783
Mean dependent -2.161111 -0.160556 0.027778 3.955556
S.D. dependent 15.58784 12.66751 3.361912 36.99802

( Eviews10 ) z=bin zib Lo alaie YU Galdl dee (30 1 jadll
Gladl B iy A ([RF) Azl i) Jigs -4

A Aanall B el SLaBY 6 Laial) Jane dulaiol Jias 30 J1sall 634 (10) Jsaall G ae s
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& Al ad dlia ol Jidl) e daaly LI 3 ga g ae el dan ge O el R Al (INV) dlaiad ¢
L0.10- &l saall Ales ALl 11,1 32l Jsf s s ,aT 8 A g0 5 il ydll

S 2.4 o fus 283l e il qdi oS Y1 sl e 168 Jelin ¥ L) cuntion (M) 3 (e
(0.54) & ua 10 53 Jsbay sial) (e sy g ) L 55 iy

R o ddasdle ae ¢l Wyl jedai (5 A Y) @l paaitall s 40,5l o) 5 bl G oyt ()5S 2500 e
ANV o LS ol al oS lay R ol G 13 s o 08 (5,234 Y1 3.83- (00) peins 5 e 4l

LY dada 2y 3l e X531 5 38l A aliail (5l S aaas s Lulu Cuaivn Ladl (MX) il Ll 3y

Lo e e el i e galol pUail b il 2, Aaid gl Y L) ke () (38) Jsaall e

Sl aiall e Baae Adalite 80 25y e Jy
Gl (8 (el Hlafin Al daiad s (10) J s

Response of INV:

Period INV M1 R MX
1 11.17928 0.000000 0.000000 0.000000
2 1.823630 2.442175 -3.834362 -1.920981
3 2.143528 2.306650 3.450019 -1.053893
4 -1.284129 0.564483 -2.794205 0.159194
5 0.398748 -0.397196 5.236650 -0.702254
6 1.388488 0.570925 -0.514680 -0.327311
7 3.859458 -0.388745 3.003661 -1.488653
8 2.221362 0.250943 -1.322293 -0.465942
9 1.545692 -0.205630 0.796139 -0.384122

10 -0.101292 0.547399 -0.700808 0.084351
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Gladl B ldiuy) A (Variance Decomposition) ¢kl cilisSa Julad -5

Ol il sSe e sV ) 8 s (Y1 Baall 804100 s ey Jlaiinl) Jarae o) (11) Jsaad) e ooy —
Mdﬁ‘wugjsM}M&MWN\gﬁhUd)Q&Au\F\)\JSAJQ\.A.LA.HQ_UJ;::.\A;u\Lﬁi

62.6 ey Caai gyt ey (gl B pailall Baall 8 4 (5 e Sl )

i Gl ey () Y1 iea ) lae 068 (Y Baall 8l Jare (b i) pudy 4l S8 e L) -
plall saall G add (il Waayg 6.4 lata 45550 et alud A 304l A alil aselial o ) geay (bl
.(4.9)

JPRCN LJA)“ B ES chJ\ 43 Y Jua é}“ﬂ\ Bl ‘f oS dua JLA.\.\.»A‘}” Jaza @ Uﬁbﬂ\ pailall oty @JhS} -
20,18 dlad 5 ,alel) 5adl b (b e Gl ) Y1 (29.3) alad Aeddl 50l DA 45553 Sl ) Jeas

saall 8 Juadd adi ) Wasys IV 52l 8 1 jhia oSl L) Jare 3 ol e a8 il Ll AV L) -

3.16 Sl 5l
Gl (8 JlatindU ol il S Jlasi (11) Jsea
Variance Decomposition of INV:
Period S.E. INV M1 R MX

1 11.17928 100.0000 0.000000 0.000000 0.000000

2 12.35551 84.04499 3.906897 9.630851 2.417267

3 13.25094 75.68693 6.426916 15.15198 2.734171

4 13.61572 72.57521 6.259034 18.56245 2.603298

5 14.61576 63.05798 5.505682 28.94623 2.490101

6 14.70531 63.18380 5.589560 28.71724 2.509405

7 15.57340 62.47783 5.046095 29.32490 3.151179

8 15.79537 62.71195 4.930506 29.20729 3.150252

9 15.89675 62.86008 4.884554 29.08678 3.168588

10 15.92215 62.66374 4987179 29.18778 3.161294
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( Eviews10 ) gebin gl e slaie YU Calill dee (a1 jaadll

Gl 5l 5 Cilalisin)

Claiziay) /Y

Fosmlaaall 5 A0LaBY) e 3V 5 Aaiill Aulauadl culidal Tin 5 85 3 jal) 8 L)
s A Gleasall ol Laa SLéin¥) Jas Adaiil) cilal ¥ e ) slaie V)
(B a5l e 5 e sl G iy LS 5 ) gy HLalinl) judad 8 e ol dpaiall Ay
Cilpa gill -/ Ll

s Gag dal sy ) Flall a5 & jlatin¥) dnll #lal 3 )5
leaall i Jalaal dpaail) dalead) ol ol ghas

Lail (e Tagmy S 5 o sadll jobiae o588 e Jaall

Al 1) il ST Aalal il e (3 paioaal) 455 3y jas

Ay gall jaladll

é\)ﬂ\ ‘f &Sﬂ Aty ) yzia (pamy @LJLA.@‘}“ Gladall )3\ (Opaa ulie juiad cg;‘)j..\_;l\ D (S
2013 c@u\ Al c‘;ﬁ_ﬂ\ alaall e S dadls calaiill g 5 laY) daa c(201 1_1980) saall

21995 saall 31l A bl a1 LY e daa il clesall BY il Qs (g a8 a2 el
2018 107 2221l 24 alaall calaidyl 4 5 lay) < S8 FPAPN saﬁ)\d\;{\} ALalaidy) ?JM‘ daa 2016

2008 3 _jalll « il alle ¢ 31 Axadall Y1 alaall 65 jualeall Ay jall Axll) anne ¢ jac lida daal

pen) Gom n ol Qi ¢ pgn) (3gme 8ol aill Al ¢ i 5515 e 5 e ol Clalu ¢ e
1998 « :u.ﬁ‘)x.m]\ 11 e ¢ 3 laYl g Alaidyl ¢ ‘)g‘)ﬂ\ e Sl dnala s« :u.ﬁ‘)x.m]\

2022¢ paa cﬂ‘)ms.uY\ onadall 48 el o copasd) pae S ‘_g dpadl) sl ddalac D
2022 ¥ e c@j;ﬂ\} sl 3yl Hla cgsdl.uaﬁy\ Sl C._a‘)u c‘f\.\;ﬂ O J gana
.1980 ¢ Sl ccb..md\ YTV s‘gﬂ\ AtV fgalia ¢ Jald ‘;ALHA

Aaalal) ¢yl (da gl &gy Alae ApalaiY) Al ddee o0 uin ) LY dpaal (Jda sl
2004 43l (15 222l Ay peaiivall
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