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The Impact of Small Business Financing on Job Creation in Iraq Using

Sectoral Loan Data for the Period 2008-2025
Abstract

This study aims to analyze the impact of small business financing on job creation
in Iraq using sectoral loan data for the period 2008—2025, based on the importance
of small businesses as an effective tool for stimulating the real economy, reducing
unemployment, and enhancing employment. The study relied on sectoral panel
data covering five economic sectors: agriculture, manufacturing, construction,
trade, and services, in order to measure the effect of three financing indicators,
namely total small business loans, the share of loans directed to productive sectors
out of total small business loans, and the number of granted loans, on job creation
represented by the number of employed persons. The study employed a set of
statistical and econometric methods including descriptive statistics, cross-sectional
dependence tests, second-generation unit root tests, and the Panel ARDL model to
estimate the relationship in both the short and long run. The findings revealed a
positive and statistically significant impact of small business financing indicators
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on job creation in Iraq, with a stronger effect for loans directed toward productive
sectors. The results also confirmed the existence of a long-run equilibrium
relationship among the study variables, along with a relatively high speed of
adjustment toward equilibrium in the short run. The study recommends expanding
financing for small businesses, improving its sectoral allocation, and linking it to
more efficient employment and development policies.
Keywords: Small Business Financing - Job Creation - Sectoral Loans - Panel
Data - Iraq.
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Pesaran Bias- Pesaran
Variable Scaled | Prob. corrected | Prob. cD Prob.
LM Scaled LM
EMP 9.842 | 0.0000 9.517 | 0.0000 4.118 | 0.0000
SMEC 14.306 | 0.0000 13.884 | 0.0000 6.382 | 0.0000
PSCR 7.115 ] 0.0000 6.842 | 0.0000 3.104 | 0.0019
NSLC 11.697 | 0.0000 11.302 | 0.0000 5.227 | 0.0000
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Variable Level (_IIP_S Prob First lefere_ncfe Prob. Order _ of
Statistic "| CIPS Statistic Integration

EMP -2.041 1 0.2430 -4.387 | 0.0000 (1)
SMEC -1.876 | 0.3380 -4.912 1 0.0000 (1)
PSCR -3.226 | 0.0010 — — 1(0)
NSLC -3.004 | 0.0040 — — 1(0)
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Test | Statistic d.f. Prob. Decision

Redundant Fixed Effects Reject pooled
Test (Cross-section F) 18.4421 (4,82) | 0.0000 model

Redundant Fixed Effects

Test (Cross-section Chi-| 61.873 4]0.0000 | Fixed effects are

present

square)
Breusch-Pagan LM Test Reject pooled
for Random Effects 27.816 110.0000 model
Fixed effects
Hausman Test| 14.275 3| 0.0026 | preferred over

random effects
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F dapa VA, ¢ el Jach 5230 50 200G HEY) Jad) 0¥ cJaall (b GBI 55yl Cile g il
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Long-Run Equation

Variable Coefficient Std. 1 prob.
Error | Statistic

SMEC 0.0521 0.0147 3.544 | 0.0007

PSCR 0.1834 0.0615 2.982 | 0.0040

NSLC 0.0278 0.0109 2.550 | 0.0127

C 9.8460 2.7410 3.592 | 0.0006

Short-Run Equation

Variable | Coefficient Std. 1 prob.
Error | Statistic

ECT(-1) -0.6183 0.0914 -6.765 | 0.0000

D(SMEC) 0.0216 0.0088 2.45510.0162

D(PSCR) 0.0741 0.0309 2.398 1 0.0188

D(NSLC) 0.0094 0.0047 1.993 | 0.0497

C 0.5120 0.2210 2.316 | 0.0230

Model Statistics

Statistic Value

Log Likelihood 128 554

Akaike Info Criterion 3.214

Schwarz Criterion 3.487

Hannan-Quinn Criterion 3.324

Number of Cross- 5
sections

Total panel observations 90
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Test | Statistic | Prob. Result
Wooldridge Test for Ser|a| 2.118|0.2190 No serial correlation
Correlation

Modified Wald Test for .

Groupwise|  6.334 | 0.2750 | O Reteroskedastialty
Heteroskedasticity P

Pesaran CD Test. on 0.742 | 0.4580 No reIS|duaI Cross-
Residuals section dependence
Jarque-Bera Normality Test 2.891 1 0.2356 ReS|duaIs. are
approximately normal
Ramsey RESET Test|  1.327 | 0.2710 | Model is  correctly
specified
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