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Financial Depth and its Impact on GDP Growth: An Analytical Study
of Iraqg for the Period (20082021)
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University of AFQadisiyah / College of Administration and Economics
Abstract
This research aims to study and analyze the relationship between financial
depth and GDP growth in Iraq during the period (20081),as well as to
identify the effects of financial depth on economic growth and determine the
extent of its impact on the general economic stability in Iraq. The country,
and three indicators were used as a substitute for financial depth,
represented by theatio of bank deposits to GDP, the ratio (M2) to GDP,
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and the ratio of bank credit to the private sector to GDP. The research
reached a set of results, the most important of which was that the Iraqi
economy witnessed a financial and depth developmentglthia research
period, but that depth did not have a positive impact on the growth of the
gross domestic product in Iraqg, with the exception of the ratio of bank credit
to the private sector to the gross domestic product, which It had a positive
effect anda correlation between the variables, and this could contribute to
enhancing productivity and economic growth in the long term.

Keywords: Iraq, gross domestic product, M2, bank credit to the private
sector, financial depth.

Introduction:

Achieving financal depth is one of the main objectives of countries and
governments in achieving economic growth and improving financial
conditions in the country. Iraq is one of the countries facing major
challenges in achieving financial depth due to several factohs agieveak
banking infrastructure, security challenges, financial and administrative
corruption, and heavy reliance on oil exports.

In order to achieve economic growth, a set of factors must be available, the
most important of which is a developed financsactor that works to
mobilize and provide the necessary local and foreign financing sources to
implement development plans and direct them to medium andtdéong
investment channels, reduce transaction and information costs, reduce
trading risks, diver$y and cover them, and allow for the exchange of goods
and financialservices. The development of this sector and the increase in
the degree of financial depth in all its institutions and markets, such as the
financial market and its banking systems, leadachieving economic
convergence from a developing economy to an advanced economy. It is also
considered a form of financial globalization, which involves the
liberalization of financial activities and integration into global financial
markets and institions, affecting the economies of developing countries.

In Iraqg, financial depth represents a major challenge facing the Iraqi
economy, and it seeks to enter global markets through efforts made in the
financial liberalization program that aims to develbe tinancial sector and
increase the degree of financial depth, and the economic correction program
that aims to raise economic growth rates.
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Importance of the study:

This study addresses an important topic related to financial depth and its
impact on GIP growth in Iraq during the period from 2008 to 2021. Its
importance lies in the fact that financial depth is a major indicator of the
health of the financial system, whether in Iraq or in other countries. It also
contributes to developing the economic teecand enhancing economic
growth. Therefore, studying the impact of financial depth on GDP growth in
Iraq is important for understanding the impact of financial depth on the Iraqi
economy and determining the necessary policies and measures to enhance
ecoromic growth in the country. The results of this study can contribute to
directing economic and financial policies in Iraq to achieve the required
financial depth and improve economic growth in the future, as well as
contribute to economic and financial kmedge, and provide researchers
and interested parties with an important database to deepen future studies on
this topic. It also provides the necessary guidance for industry, government,
and investors to improve financial depth and enhance economic giowth
Irag and reduce the economic challenges facing the country

Research problem:

This research may face various difficulties and challenges, including:

1. Researchers may have difficulty identifying the key factors that affect
financial depth and GDP owth in Iraq, which requires a comprehensive
study of the different causes and indicators related to this relationship.

2. Researchers may have difficulty identifying the relationship between
financial depth and GDP growth in Iraq, which requires ateigh study of

the different variables and analyzing the relationships between them.
Research Objectives:

The research aims to:

1. Analyze the relationship between financial depth and GDP growth in Iraq
and evaluate its impact on the Iragi economy.

2. Deternine the extent of the impact of financial depth on GDP growth in
Irag during the period (2063021).

3. Provide a new knowledge source on the relationship between financial
depth and economic growth in Iraqg.

Research hypothesis:

The research assumes thédeing hypothesis:

There is a positive relationship between financial depth and GDP growth in
Irag, and an increase in financial depth will lead to an increase in economic
growth in the country, thus the relationship between them will be positive.
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Reseach methodology:

The research uses inductive and analytical methodology, where financial
data related to financial depth and GDP growth in Irag will be analyzed
using appropriate statistical tools.

‘Research Iimitations
The limitations of the current researare as follows:

1. Geographical limitations: The research included only the country of

Iraqg.
2. Time limitations: The research period covered (20081) due to
the availability of data

Previous Studies:
1.The study by Zhao, P., & Hansen, J. (2019)
This dudy aimed to analyze the impact of financial depth on economic
growth in subSaharan African countries using data for the period from 1996
to 2014. The study used fixed and variable linear regression methods, as
well as dynamic structural analysis to amza the relationship between
financial depth and economic growth. The results showed that increasing
financial depth has a positive impact on economic growth irSaltaran
African countries, and that improving the financial environment and
developing finacial infrastructure can achieve greater economic growth.
The study also pointed to the importance of improving the business
environment and reducing the financial gap between the public and private
sectors to achieve sustainable economic growth in tloesgres.
2. The study by YE, P., & Long, K. (2020}
This study aimed to analyze the impact of financial depth on economic
growth in low and lowermiddleiincome countries, using data for the
period from 2000 to 2015. The study used a fixed linear regressodel to
analyze the relationship between financial depth and economic growth, as
well as a dynamic regression model to analyze the-temg impact of
financial depth on economic growth. The results showed that increasing
financial depth has a posigvimpact on economic growth in levand
lowermiddleiincome countries, and that improving the business

! Zhao, P..& Hansen, J. (2019). The Impact of Financial Depth on Economic Growth:

Evidence from SulSaharan Africa. Journal of African Economies, 28(4),-488. doi:
10.1093/jafecon/epy016

2Ye, P., & Long, K. (2020). Financial Development and Economic Growth: Beal&om
Heterogeneous Panel Data of L-étncome and LoweMiddle-Income Countries. Emerging
Markets Finance and Trade, 56(9), 183319. doi: 10.1080/1540496X.2019.1678649

21



Lelaaz! 5 Aol polall I Jsul Galell ,E541 @lBg LS

environment and promoting investment in these countries can achieve
greater economic growth. The study also pointed out that technological
developmentsrad financial innovations play an important role in improving
financial depth and enhancing economic growth in these countries.

3. The study by AkHariri, M., Al -Hamadi, A., & Al-Shamli, R. (2019J:

This study aimed to analyze the impact of financial deptheconomic
growth in some Middle Eastern and North African countries, using data for
the period from 1990 to 2016. The study used a fixed linear regression
model to analyze the relationship between financial depth and economic
growth, as well as a dynamregression model to analyze the lelegm
impact of financial depth on economic growth. The results showed that
increasing financial depth has a positive impact on economic growth in
some Middle Eastern and North African countries, and that investing in
infrastructure and improving the business environment can achieve greater
economic growth. The study also pointed out that improving government
administration and enhancing transparency in the financial sector can lead to
the enhancement of financial dep#amd achieve sustainable economic
growth in these countries

4. The study by Raed Abdulwahab Abdullah and Hussein Ali Abdullah
(2021Y:

This study aimed to analyze the impact of financial depth on economic
growth in Iraq, using data for the period from 2@0%2018. The study used

a fixed linear regression model and a dynamic regression model to analyze
the relationship between financial depth and economic growth in Irag. The
study showed that increasing financial depth has a positive impact on
economic growh in Irag, and that greater economic growth can be achieved
through increasing financial depth, improving the financial environment,
and promoting investment in the country. The study also emphasized the
importance of appropriate government policies andnemic reforms in
improving financial depth and promoting sustainable economic growth in
Irag.

5. The study by Fadwa Kazem Abdulhussein (2028)

! Mohammed Hariri & others. "International Journal of Economics and Finance" 20109.
"Financial Depth and Economic Growth: A Panel Data Analysis for Selected MENA
Countries"

2 Raed AbdbWa hhab Abdul |l ah, and Hussein Ali Abd
Economic Growth in Iraq: An Analytical Study for the Period 2206 1 8 0 Jour na
iSdiues in Banking and Financi al Scienceso C

University of Fallujah ,2021.
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This study aimed to analyze the impact of financial depth on economic
growth in Iraq, using data for the petirom 1990 to 2018. The study used
the Dynamic Stochastic General Equilibrium (DSGE) model to analyze the
relationship between financial depth and economic growth in Iraq,
identifying several financial and economic variables to analyze this
relationship.The study showed that increasing financial depth has a positive
impact on economic growth in Irag, and that increasing investment in the
financial sector and improving the business environment contribute to
improving financial depth and promoting econongiowth in Iraq. The
study also emphasized the importance of appropriate government policies
and economic reforms in promoting financial depth and achieving economic
growth in Iraqg.

Research structure:

First axis: Conceptual and theoretical framework ofe@sh variables.

1. Concept of financial depth and its importance.

2. Concept of economic growth and its importance.

3. Theoretical foundation of the relationship between financial depth and
economic growth.

Secondaxis. Analysis of the development of finaial depth in Iraq for the
period (200&021).

Third axis. Analysis of the relationship between financial depth and GDP
growth in Iraq for the period (2063021).

First axis
Conceptual and theoretical framework of research variables.

Firstly: Concept of Financial Depth and Its Importance:

1. Concept of Financial Depth:

Financial depth refers to the ability of the financial system to provide
financial services to individuals and companies, including the volume of
deposits, loans, and number of bank brasch-inancial depth can also be
defined as an increase in the provision of financial services with wider
options. According to the World Bank, financial depth includes an increase
in the stock of financial assets. From this perspective, financial depthsme

! Fadwa Kazem AbdeHussein, The Impact of Financial Depth on Economic Growth in
Irag: An Analytical Study Using the Modern General Dynamic Modé&lEqtisadiah, 6(2),
2020.

2 OECD, Financial Depth and SME Development in Developing Countries,P1.
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the ability of financial institutions to effectively mobilize financial resources
for developmerit Financial depth involves a mufaceted process that
includes several financial markets such as primary and secondary markets,
retail markets, loans,eposits, exchange rates, stocks, bonds, and the actors
in savings institutions, companies, and banks. Its aim is to facilitate the
exchange of goods and services, as well as to mobilize and aggregate
surplus savings units and redistribute them to the saqmessible number of
investors in order to achieve optimal direction towards the most productive
and efficient uses, as well as diversification and risk redufctiinancial

depth can also be defined as "increasing the availability of financial services
with wider options for all levels of society". In general, this means an
increase in the ratio of money supply to gross domestic prsoduct

2. Importance of Financial Depth:

Financial depth also plays an important role in improving the performance
and effigency of monetary policy. An economy with an acceptable level of
financial depth reflects on raising and improving the efficiency of monetary
policy and therefore economic stability. High financial depth is considered
an important element in all economiectors. Several studies have been
conducted that included financial depth and its role in the mechanism of
transmitting the effects of monetary policy by some economists. They found
that an economy with developed financial depth has less negative impact on
changes in monetary policy, and investors can rebalance their investment
portfolios. Financial depth is determined by several factors, including:

a. Financial institutions and financial regulation: Financial depth depends
on the existence of effective finaal institutions and good financial
regulation. A study by the World Bank in 2019 indicates that financial and

'!Ashraf Azzam Mahmoud Azzam, il ndi cators of
and their impact on economic growth, a case study: the Palestiniamrfic i a | mar k e
Masterds thesis, Faculty of E®ephardJnversity, and A

Gaza, Palestine, 2017, p. 17.

2 Bashar Ahmed Alragi, and Zahraa Ahmed Aluaimi, Financial Depth and its Impact on
Enhancing Financial Safety in th&ulf Cooperation Council Countries, Volume 33,
Number 32, Journal of Economic Sciences, University of Basra, Iraq. 2021, p. 75

% Waleed Hanna Alrabadi, D., & Alyan Kharabsheh, B. (2016, January). Financial
Deepening and Economic Growth: The Case of Jordtaurnal of Accounting and Finance

, 16 (03), pp. 15866.
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regulatory reforms can help enhance financial depth and improve financial
stability

b. Economic growth and development: Economic growth and dpretnt

can enhance financial depth by providing investment and financing
opportunities for companies and individuals.

c. Technology and innovation: Technology and innovation can improve
financial depth and provide efficient and lmest financial services fo
companies and individuals. A study by the World Bank in 2020 indicates
that technology and innovation can improve financial depth by developing
digital financial services and electronic platforms, and improving electronic
finance and digital paymer?ts

Secondly: Concept of Economic Growth and Its Importance

1. Concept of Economic Growth:

Economic growth refers to an increase in a country's economic capacity to
produce goods and services, an increase in an individual's share of the Gross
Domestic ProductGDP), and an improvement in the standard of living for
communities. Economic growth is usually measured by an increase in a
country's Gross Domestic Product (GDP) and is one of the most important
goals that countries strive to achieve. It helps improvestduedard of living

for citizens, provides employment opportunities, and achieves economic and
social development. Economic growth also contributes to increasing
productivity and working towards achieving economic stability, as well as
achieving competitigness in global marketsThe ability of the economy to
produce goods and services is carried out by using capital goods, labor, and
natural resources efficiently in order to achieve economic growth.

2. Importance of Economic Growth:

Economic growth conioutes to achieving economic and social
development, and helps to strengthen a country's infrastructure and improve
the quality of public services such as education, health, transportation, and
communication. It helps to promote economic stability in tloentry,

! Global Financial Development Report 2019/2020: Bank Regulation and Supervision a
Decade after the Global Financial Crisis,pB®

“Global Financial Development Report 2018: Bankers without Beypl@7.

% Global Financial Development Report 2020/2021: Fostering Innovation for the Financial
System of the Future,pd.

* Donato Romano: Environmental Economics and Sustainable Development, Ministry of
Agriculture and Agrarian Reform, National Center Agricultural Policies, 2002, p. 53.

® E.S.C.W.A : Survey on Incorporating The Environmental Dimension into Development

plans, part 1, N.Y.1997 , p.4.
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reducing unemployment, poverty, and social and political deviations.
Economic growth also helps to achieve financial and economic stability and
is one of the central indicators of the Human Development Index. Without
economic growth, it would notebpossible to achieve improvement in
human conditions in general. By achieving this rate, a country's economic
growth depends on the idea of economic efficiency and working to identify
crisis conditions for the success of economic efficiency and optineabius

scarce economic resourées

Many theoretical and empirical studies indicate a relationship between
financial depth and economic growth. This relationship suggests that
increasing financial depth contributes to enhancing economic growth by
providing mae funding for investment projects, improving productivity and
efficiency, and enhancing the quality of Iff@his relationship is based on

the basic assumption that financial depth increases companies' and
individuals' ability to obtain the necessary diumg to invest in new projects,
expand productivity, and develop infrastructure. This can lead to increased
productivity, improved quality of life, and job opportunities, which helps to
enhance economic growth.

Studies also suggest that financial deptheatly and indirectly affects
economic growth, as it increases companies' ability to invest and expand
economic activity, and contributes to improving infrastructure, providing
job opportunities, and enhancing the quality of life. Financial depth also
affects the institutional level and the economic climate, which helps to
attract foreign investments and improve the country's competitiveness in
global market$.

One of the economists who interpreted the relationship between financial
depth and growth was Pt (1966), based on the financial structure
hypothesis, and he argued that financial development was the first stage in
driving development. with the financial development stage being the first
stage that drives economic development. In this stage, falamsources

are mobilized and transferred from rataditional, unproductive sectors to

! Owen and Behr, Anish Mallsfield and Nariman, Economics, translated by the Jordanian
Book CenterAmman, 1998, p. 685.

2 Rajan, R. G., & Zingales, L. (1998). Financial Dependence and Growth. American
Economic Review, 88(3), 558

% Levine, R. (1997). Financial Development and Economic Growth: Views and Agenda.
Journal of Economic Literature, 35(2), 702

* Levine, R. (1997). Financial Development and Economic Growth: Views and Agenda.
Journal of Economic Literature, 35(2), 703.

26



dslozz¥) 5 doLayl pslell EIWI Joull Galsd) 4500 @By S

modern, more efficient investment sectors. The second stage reflects the
causality in the opposite direction, as economic development leads to the
expansion of the fiancial system, where the demand for financing and
financial services drives the development of the financial sector. The
development of the financial sector can have an impact on the reafsector
in other words, the development of the financial sectartrimutes to
stimulating and diversifying financial institutions, which in turn works to
increase financing capabilities and allow for the existence of a developed
financial sector that allows for the mobilization and direction of savings
towards the mogproductive investment projects, thus increasing economic

growtl"?.

Many academic studies and international reports confirm the existence of a
positive relationship between financial depth and economic growth.
According to a report issued by the Internatiddanetary Fund in 2019, a
10% increase in bank deposits leads to a 1.4% increase in GDP in
developing countries.

According to a study by the Arab Center for Research and Policy Studies in
2018, financial depth leads to an increase in GDP and productaity
stimulates investment, employment, and economic gréwth.

Another study conducted by the World Bank in 2020 found that financial
depth can help to promote economic growth and improve productivity by
enabling companies and individuals to obtain theeseary funding to
invest in productivity, technology, and process improvement. The study also
indicated that financial depth can help to promote private investment and
boost economic growth in developing countries.

All of these studies confirm the pos#ivrelationship between financial
depth and economic growth, as companies and individuals can obtain the

'Patrick H, (1966), AFinanci al Devel opment

Countrieso, Economi ¢ Degeedownalméh (14), aNo.d(2),Cul t u

University of Chicago, (January).

% Lian, Pierre Lian, (1996), Public Financial Economics, Publications, University of Paris,

1st Edition, P177.

Arab Center for Research and Policy Studies, Financial Depth and Econoreiojregnt

in Arab Countries, p. 3.

% International Monetary Fund, Global Financial Stability Report, October 2019, p. 3.

* Arab Center for Research and Policy Studies, Financial Depth and Economic

Development in Arab Countries, p. 3.

® Global Financial DevMepment Report 2020/2021: Fostering Innovation for the Financial
System of the Future, pi18.
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necessary funding for investment and growth, ultimately leading to
increased productivity and economic prosperity

Second Axis

Analysis of some finanal depth indicators and their relationship to

GDP growth in Iraq for the period (2008-2021).

Firstly: financial depth in Irag according to the ratio indicator (bank
deposits / GDP).

This indicator is one of the important indicators that reflects the dize o
banking transactions and is a qualitative measure of financial depth. Any
increase in this ratio can be interpreted as an improvement in bank deposits
and other financial assets that may be used to accumulate assets, thus
increasing economic growth ratedt is calculated by dividing the size of
bank deposits by GDP and multiplying the result by 400.

This measure reflects the ability of individuals and companies to provide
deposits to banks and financial institutions, and thus determines the extent
of financial resources available to the private sector.

Table (1) illustrates financial depth in Iraq during the period (ZOIAL),

and the following can be inferred from it:

1. The size of bank deposits increased in Irag during the period-(2008
2021), risingfrom 34,525 billion Iragi dinars in 2008 to 96,071 billion Iraqi
dinars in 2021.

2. There was a significant growth in bank deposits during the period{2008
2021), rising from 11.8% in 2008 to around 13.1% in 2021, with an average
annual growth rate of abb 16.5%, reflecting the prosperity of the banking
sector in the country.

3. Financial depth was affected by fluctuations in the Iragi economy, as the
GDP witnessed significant fluctuations during the period under study, and
thus the financial depth ratisas also affected.

4. Financial depth ratio decreased sharply during the period {201F)

due to a decrease in GDP by 26.9% during 2015 and an increase by 11.3%
during 2017, reflecting a change in the financial depth ratio.

! Adnan Muhammad Hasan hadoud, and Sadiq Zubir Lajlaj-Saeedi, Determining
the Relationship between Financial Depth and Economic Growth in Iraq fdPetied
(1990-2010). ArQadisiyah Journal of Administrative and Economic Sciences, 2013, p. 77
2 Ali, S.; & Al-Shammary, A. (2020). Financial Depth in Iraq: Trends and Determinants.
Journal of Economic Cooperation and Development, 41(2%, 2 3.
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5.The financial depth ratio cevered during the period (202821),
increasing by 15.6% during this period

The fluctuations in the Financial Depth Index in Iraq can be attributed to the
security and political unrest and internal conflicts witnessed by Iraq after
2003, which led to tt deterioration of the economic situation, a decline in
economic growth, and consequently a decline in the Financial Depth Index.
In addition, oil price fluctuations that affect the state's general budget and,
consequently, economic growth and the Findndeepth Index. For
example, Iragq witnessed a sharp decline in oil prices during the period from
2014 to 2016, which led to a decline in economic growth and a contraction
in the Financial Depth Index. Furthermore, the repercussions of the GOVID
19 pandemiccaused a slowdown in economic growth in Irag and many
other countries, leading to a decline in the Financial Depth Index. Its effects
in lIrag were manifested in reduced productivity and revenue, increased
financial deficit, and inflation, leading to a ded in the Financial Depth
Index.
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Table (1)

Financial Depth in Iraq according to the Ratio Index (Bank Deposits/GDP) for
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the period (20082021) in Billions of Dinars

annual annual Financial
year Sank . growth | GDP growth Depth * %
eposits % %

2008 34525 157026 22

2009 38583 11.8 130643 -16.8 29.5
2010 47947 24.3 162065 24.1 29.6
2011 56157 171 217327 34.1 25.8
2012 62006 10.4 254226 17 24.4
2013 68855 11 273588 7.6 25.2
2014 74073 7.6 266333 -2.7 27.8
2015 64344 -13.1 194681 -26.9 33.1
2016 62399 -3 186543 -4.2 33.5
2017 67049 7.5 207621 11.3 32.3
2018 76894 14.7 249574 20.2 30.8
2019 82106 6.8 254444 2 32.3
2020 84924 3.4 215662 -15.2 39.4
2021 96071 131 301439 39.8 31.9
average 16.5 197161.8 | 12.7 27.2

Source Prepared by the resehaers based on:

1. Central Bank of Iraq, General Directorate of Statistics and Research,
various annual bulletins

2. https://cbirag.org/SubCategoriesTable.aspx?SubCatID=92
* Financial Depth= Ratio (Bank Deposits/GDP =) * 100

Secondly: the Financial Depth in Irag according to the Ratio Index
(M2/GDP)

Is calculated by dividing the Broad Money Supply (M2), which includes
currency, demand deposits, time deposits, and savings deposits teth no
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periods, by the Gross Domestic Product and multiplying the result dy 100
Through Table (2), it is evident that the Financial Depth in Irag during the
period (200&021) is as follows:

1. The value of Broad Money Supply in Iraq increased from IQD®34.
Billion in 2008 to IQD 139.89 Billion in 2021.

2. The Financial Depth in Iraq witnessed a significant increase during the
period (20082021), rising from a ratio of 22.2% in 2008 to around 35.1% in
2021, reflecting the growth of the banking sector m ¢buntry during that
period.

3. The Financial Depth was greatly affected by economic fluctuations in
Irag, as the country witnessed sharp declines in Gross Domestic Product
during the period from 2014 to 2016, leading to a decline in Financial Depth
during that period.

4. The Financial Depth Index in Irag increased during the period {2018
2021), from around 38.2% in 2018 to 46.4% in 2021, reflecting the
improvement of the banking sector in the country and the increase in bank
deposits.

In any case, Iraq Isa experienced numerous security and political
disturbances during the period under study, which led to a decline in
productivity, Gross Domestic Product, and an increase in government debt.

This led to a decline in the Financial Depth Index during somies yea

Table (2)
Financial Depth in Iraq according to the Ratio Index (M2/GDP) for the

period (20082021) in Billions of Dinars

Financial
year annual annual | Depth % *
M2 growth GDP growth | %
% %
2008 34920 157026 22.2

2009 45438 | 30.1 130643 -16.8 34.8
2010 60386 |32.9 162065 24.1 37.3
2011 72178 |19.5 217327 34.1 33.2
2012 77187 | 6.9 254226 17 30.4
2013 89512 |16 273588 7.6 32.7

! Al-Ansari, H., & Al-Abadi, M. (2021). Financial Depth and Economic Growth in Irag: An
Empirical Analysis. Journal of Economic Cooperation and Development, 4222)p&7.
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2014 92989 |3.9 266333 2.7 34.9
2015 84527 |-9.1 194681 -26.9 43.4
2016 90466 |7 186543 -4.2 48.5
2017 92857 | 2.6 207621 11.3 44.7
2018 95391 | 2.7 249574 20.2 38.2
2019 103441 | 8.4 254444 2 40.7
2020 119906 | 15.9 215662 -15.2 55.6
2021 139886 | 16.7 301439 39.8 46.4
average 16.1 197161.8 | 12.7 35.1

Source Prepared by the researchers based on:

1. Central Bank of Iraq, Generalifectorate of Statistics and Research,
various annual bulletins

2. https://cbirag.org/SubCategoriesTable.aspx?SubCatlD=92

*Financial Depth = Ratio (Broad Money Supply/GDP) * 100

Thirdly: Financial Depth in Iraq according to the Ratio Index (Credit to
Private Sector/GDP)

Is one of the main indicators to measure Financial Depth. This index
measures the actual funds directed to the private sector, which reflects an
increase in investmentcenomic growth, and thus an increase in financial
services provided, an improvement in financial intermediation, and the
development of productive sectbr§able (3) shows the following:

1. The value of credit to the private sector in Iraq increasedfisgmnily
during the period (2008021), rising from IQD 4.596 Billion in 2008 to
IQD 52.972 Billion in 2021.

2. Financial Depth in Iraqg witnessed a significant increase during the period
(20082011), rising from around 1.5% in 2008 to 9.4% in 2011, refigct

the growth of the banking sector in the country during that period.

3. The Financial Depth was greatly affected by economic fluctuations in
Iraq, as the country withessed a significant decline in Financial Depth during
the period (2012017), due to th decline in oil prices and the effects of the
war on the economy, where Financial Depth decreased from 18.9% in 2015
to 18.3% in 2017.

4. Financial Depth witnessed a significant increase in 2020, reaching 23.1%,
which can be explained by the increase liedi to the private sector and

Yinanci al report and FinamMdamingStAb&l Japnpser
, 7 Issues, Washingt oml66716HWe Wor |l d Bank
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government stimulus to recover from the effects of the COYAD
pandemic.

5. Financial Depth declined to 17.6% in 2021, which can be explained by the
significant increase in Gross Domestic Product in the same year, which can
lead to a reduction in the Financial Depth ratio.

Table (3)

Financial Depth in Iraq according to the Ratio Index (Credit to Private
Sector/GDP) for the period (2008021) in Billions of Dinars

Bank
credit | annual
year granted | growth annual
to the| % GDP growth
private %

sector
2008 4596 157026 2.9
2009 5690 23.8 130643 |-16.8 |[4.4
2010 11722 | 106 162065 |24.1 7.2
2011 20353 | 73.6 217327 | 34.1 9.4
2012 28439 | 39.7 254226 | 17 11.2
2013 29952 | 5.3 273588 | 7.6 10.9
2014 34123 |13.9 266333 | -2.7 12.8
2015 36753 | 7.7 194681 |-26.9 |18.9
2016 37180 |1.2 186543 | -4.2 19.9
2017 37953 | 2.1 207621 |11.3 18.3
2018 38487 |14 249574 | 20.2 154
2019 42053 | 9.3 254444 | 2 16.5
2020 49818 | 185 215662 |-15.2 |23.1
2021 52972 | 6.3 301439 |39.8 17.6
average 31.5 197161.8| 12.7 11

Source Prepared by the researchers based on:
1. Central Bank of Iraq, General Directorate of Statistics and Research,

various annual bulletins
2. https://cbiraq.org/SubCagioriesTable.aspx?SubCatiD=92
. * Financial Depth = Ratio (Credit to Private Sector/GDP) 100

Financial
Depth %
*
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The Third Axis:

Analysis of the Relationship between Financial Depth and GDP Growth

in Iraqg for the Period (2008-2021).

Firstly: the relationship between Financal Depth through the Deposits
to-GDP Ratio and GDP growth in Iraqg.

Is shown in Table (1) above. The Deposts<csDP Ratio reflects the
relationship between the size of bank deposits and the size of the local
economy, and it can be inferred that therenisnaerse relationship between
Financial Depth and GDP growth in Iraq. Financial Depth increased during
periods of high economic growth, such as the period from 2010 to 2014, and
decreased during periods of economic decline, such as the period from 2015
to 2017. Financial Depth in Iraq is greatly affected by the size of bank
deposits, which reflects the activity of the banking sector in the country, and
it is also greatly affected by economic and political fluctuations in the
country. This ratio reflects éhdegree of integration of the local economy
with the banking system and its ability to invest and expand.

Secondly: the relationship between Financial Depth through the Broad
Money-to-GDP Ratio and GDP growth in Iraqg.

Is shown in Table (2) above. Finarciaepth in Iraq during the period
(20082021) witnessed a decline using the Broad Mewe@DP Ratio due

to economic and political challenges faced by the country during that period.
Financial Depth decreased from 34.8% in 2009 to 34.9% in 2014. An
inverserelationship can be observed between Financial Depth and GDP
growth in Irag, where Financial Depth increased during periods of high
economic growth, such as the period from 2010 to 2014, and decreased
during periods of economic decline, such as the péniod 2015 to 2017. It

is also observed that the annual growth of broad money and GDP were
closely related during the mentioned period, reflecting the strong
relationship between monetary strength and the size of the local economy.
However, the annual gratv of GDP was greatly affected by economic
fluctuations and security conditions in the country, which led to a decline in
some years. This indicates an inverse relationship between Financial Depth
and GDP growth in Irag. Therefore, an increase in the EiabDepth ratio

is not necessarily an indicator of economic growth in the country

Thirdly: the relationship between Financial Depth through the Private
Sector Credit-to-GDP Ratio and GDP growth in Iraq.
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Is shown in Table (3) above. The table shows aitigesrelationship
between Financial Depth and Private Sector Credit in Irag. This means that
an increase in Private Sector Credit leads to an increase in Financial Depth
in the country. It can be observed that Private Sector Credit in Irag has
significanty increased during the period from 2008 to 2021, rising from
IQD 825 hillion in 2008 to 1QD 52,972 billion in 2021. This increase has
coincided with an increase in economic growth in the country, where the
annual average GDP growth rate was 31.5% dutwegstme period. An
increase in Private Sector Credit can lead to an increase in investments in
the country, which can, in turn, lead to an increase in productivity and long
term economic growth.
In general, it can be concluded that there is a positiveaeship between
Financial Depth and Private Sector Credit in Iraq, reflecting the country's
ability to provide financial liquidity and finance private investments. It is
important to manage credit well according to strict financial standards and
procedurs to avoid debt accumulation and letegm financial risks.
Economic reforms, business environment improvement, innovation, and
competitiveness must be enhanced in the country to promote economic
growth and sustainable development in Iraq.
Results and Reconmendations:
Firstly: The Results.
1. There are various challenges facing the development of Financial
Depth in Iraq, including the security situation in the country, which
is one of the main challenges facing the development of Financial
Depth in the countrySecurity disturbances affect confidence in the
banking system and the ability to attract investments and stimulate
economic growth. Additionally, reliance on oil, which is the main
source of national income in the country, hinders the development of
Financial Depth in Irag, as the Iraqi economy is vulnerable to
fluctuations in oil prices and production levels.
2. The relationship between Financial Depth expressed through the
Depositsto-GDP Ratio and GDP growth in Iraq is inversely related.
This means thatmaincrease in the Financial Depth ratio is not
necessarily an indicator of economic growth in the country
3. The relationship between Financial Depth expressed through the
Broad Money to GDP ratio and GDP growth in Iraq is inversely
related. This means thah increase in the Financial Depth ratio is
not necessarily an indicator of economic growth in the country.

35



4.

Lelaaz! 5 Aol polall I Jsul Galell ,E541 @lBg LS

The relationship between credit granted to the private sector and
GDP growth in Iraq is positively related, indicating that an increase
in private ctor credit can lead to an increase in investments in the
country, which can, in turn, lead to an increase in productivity and
long-term economic growth.

Increasing Financial Depth can potentially lead to an increase in
investments in the country, whichart contribute to enhancing
productivity and longerm economic growth in Iraq. Therefore,
increasing Financial Depth can contribute to promoting economic
growth in the country.

Secondly: The Recommendations:

1

It is necessary to carry out structural and raguy reforms,
promote financial and banking literacy, improve banking
infrastructure, diversify the national economy, and combat
corruption.

It is important to increase the contribution of the banking sector to
the production process and raise the rafesconomic growth by
reducing interest rates on loans, encouraging investors to obtain
bank credit.

Strengthen financial management, implement measures to combat
money laundering and terrorist financing, to facilitate lending and
financing operations an@duce costs.

It is necessary to provide political and security stability in the
country, improve and enhance the state's ability to provide basic
services, to provide a stable and secure environment for citizens,
investments and businesses in the country.

Develop banking infrastructure in Iraq, improve banking
infrastructure, and information and communication technologies
used in the banking sector.

Provide support for small and meditsized enterprises and start

up projects, simplify administrative andyrdatory procedures.
Encourage innovation and competitiveness in the private sector, to
encourage more investments and create new job opportunities in
the country.

It is necessary to enhance confidence in the banking system in Iraq
by improving transpareyc and accountability, implementing
measures to combat corruption and terrorist financing, and
improving the quality of services provided to customers.
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9. Encourage bank deposits in Iraq by offering more secured and
high-yielding products, and raise awarenassong citizens about
the importance of saving and investing in banks.

10. Itis necessary to provide appropriate financing to the private
sector in lIraq, encourage banks to finance investment projects,
small and mediursized projects, improve banking procedure

related to financing and lending, and thereby stimulate the growth

of the private sector in the country
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Abstract

The Iraqi economy suffers from severe rentierism towards the oil resource, which
made its economic environment dependent onltletuiations in global oil prices,
which was reflected in the price and economic stability of the country, so the
monetary authorities tried to adopt policies that ensure stability in the exchange
rates of their currencies to avoid the sharp fluctuationsthim economic

38


mailto:nabedalkhdar@uowasit.edu.iq
mailto:drrabab352@gmail.com
mailto:drrabab352@gmail.com

dslozz¥) 5 doLayl pslell EIWI Joull Galsd) 4500 @By S

environment. Currencies are exposed to it from time to time, especially those
economies with great economic openness and the consequent imbalance of
payments, so they are hostage to international economic fluctuations and are most
vulnerableto crises and external problems, which negatively affects the degree of
stability at the local level, and by using analytical and measurement methods, the
research has reached That the main reason for the leakage occurring in the Iraqi
economy from interrtional cash reserves is due to the rentier nature of the
economy as well as the external shocks it is constantly exposed to, and the latter
cannot be absorbed and mitigated by the economy, which constitutes an economic
problem that affects the performarafehe macroeconomic environment variables.
Keywords: exchange rates, international monetary reserves, oil revenues.
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