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The unconventional monetary policy to stimulate
Economic growth in Irag

Ali Muhsin Ismail- The governor of Central Bank of Iraq -2016

Aftermath spark of the financial global crisis, economies witnessed new and
creative measures to deal with bad consequences, and correct the economic
deviations.

The measures emerged from creation economic policies, especially monetary
policy.

So in recent years, central banks in several important countries adopted
unconventional monetary policy measures (UMPM) (IMF, 2013), ranging from
large scale purchases of public and private debt securities to direct lending to banks,
this measures designed for many purposes including: repair the monetary
transmission, by ensuring depth and liquidity in financial markets, and provide
monetary accommodation at the Zero lower bound of policy interest rate.

One distinguishing feature of UMPM, which has also been referred to as
guantitative easing (QE), is that central bank actively use its balance sheet to impact
market prices and conditions beyond the use of a short-term or “’policy’ interest
rate or monetary aggregate (conventional monetary policy).

The crucial different between the economic crisis consequences in developing
countries and in development countries was:

The problem in 1%, happen on demand side of the economy, but it strike. The
supply side of the economic in the 2™

So for these different central banks in the development countries (as in Iraq)
must adopt measures convenience for its crisis consequences.

Iragi economy suffered a lot from the slowdown of global economic growth
(after 2014), and before, from financial crisis (After 2009), and both events
accumulated to emerge economic problem describe as:

Slowdown growth, liquidity shortage, pessimistic expectations, significant
decline in government expenditure (60% at 2015 compare with 2014).

Central bank of Irag (CBI), respond for this circumstances by arrange and
declare new initiative at (March 2015), it contain two measures:

1- Lending the private banks (48 banks) with one trillion ID (around 833 million
and 333 thousand$) to activate these banks for lend: youth, graduates,
unemployed with micro loans or what we call SME.

Maximum limit for this loans (50 million ID around 42 thousand $) with easy
guarantee and long payback period.

The borrowers must use on this fields: (industry, agriculture, retail
commerce) moreover these loans must cover all Iraqgi regions.

2- lending the Iraqgi Specialist banks (Agriculture bank, Industrial bank, Real estate
bank, Housing fund) within (5 trillion ID around 4 billion and 2 hundred
million$) .



Targeted large loans (medium and large projects) on the real sector of Iraqi
economy.
Upper limit of this loans (20 billion ID around 16 million and 666 thousand$)
with small cost and long payback period.
At Jan, 2016 all mechanism and regulations and rules of supervision settled
from CBI, since this time began the implementation of CBI initiative.
The CBI new measures targeted:
1- Provide the market with new liquidity, to facilitate the transactions and pass the
shortage.
2- Support the unemployed person to obtain job and expanding labor market.
3- Stimulate the supply side by create addition value add in Iraqi real sector.
4- Enhance the small banks to fund project and diversify their portfolios.
5- Motivate the private sector by large finance, to permit for extra extending in
whole lIragqi economy, and upgrade participation of private sector with more
share of GDP.

- This article was published in the journal of the annual meeting of the Islamic Development
Bank, 2016 — Jakarta — Indonesia.
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Abstract:

The analysis results showed that the balance sheet of the CBI components affect the
money supply , which means that any change in the balance sheet will lead to a change
in the money supply and the size of the money supply and this confirms the validity of
the hypothesis research showing that the balance sheet components is

significantly affected by the process of money supply with moral degree reached
(.926), The major findings were comparing the spread sheet F with the calculated
where we find that the calculated F value is larger than the spread sheet and This
means that the model is moral, and the calculated value of F has reached (60.463), so
the coefficient of determination was calculated (858). This means that there is a strong
impact on the balance sheet variables by the money supply influencing, so the
recommendations was an emphasis on the use of model (Durbin-Watson) to clarify the
moral variation link and it has been shown that there is a strong correlation of (789)
This means that there is a strong influence of the assets and liabilities of the balance
sheet of the Central Bank of Iraq in money supply.
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Oe 64 5l G oela Lo s e J Vs Deas Al 53511 Aoyl sl il (gacany lels
oai Ally Adoall danladll jules

Held-to-maturity investments as defined in paragraph 9, which shall be *
” .measured at amortized cost using the effective interest method
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Sadle 25V (g Ranl) Aadl Blas sl jew O BEAILY) )l die oY Gkl IS S sl
e
taadtly 3dlall Al g il o Addadl) cllg 2 .4
i) daall Ayl — 50kl 141
s 5l 100,000 Geesl) 458 ¢ Cun Hlus 110,000 ey 2015/1/1 3 2 ehs &
2025/1/1 & 2l Glisiad o)t of Lale %8 (558 5230
bl 8 Cpe LS o) gmaligy 8 Landd) Jsaall 35 0585 ) Ala

Bond 1 1-Jan-15 | 1-Jan-15 | 1-Jan-25 100,000.00 110,000.00 | 8.0%
Face Value 100,000
Yield 6.60%
Cost 110,000
Couponre 8.00%
Settlemet Date  1-Jan-15
Maturity Date  1-Jan-25
Ref Date Period Ca_sh I e Amortization Celrtilg
Received Revenue amount
1-Jan-15 110,000
1-Jan-16 360 8,000 7,000 (1,000) 109,000
1-Jan-17 360 8,000 7,000 (1,000) 108,000
1-Jan-18 360 8,000 7,000 (1,000) 107,000
1-Jan-19 360 8,000 7,000 (1,000) 106,000
1-Jan-20 360 8,000 7,000 (1,000) 105,000
1-Jan-21 360 8,000 7,000 (1,000) 104,000
1-Jan-22 360 8,000 7,000 (1,000) 103,000
1-Jan-23 360 8,000 7,000 (1,000) 102,000
1-Jan-24 360 8,000 7,000 (1,000) 101,000
1-Jan-25 360 8,000 7,000 (1,000) 100,000
Total

Amortization (10,000)
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1-Jan-15 | 1-Jan-15 1-Jan-25 | 100,000 110,000 8.0%

Face Value 100,000

Yield 6.60%

Cost 110,000

Coupon rate 8.00%

Settlement

Date 1-Jan-15

Maturity

Date 1-Jan-25

Ref Date Period Ca_sh Interest Amortization Calming
Received Revenue amount
1-Jan-15 110,000
1-Jan-16 360 | 8,000 (7,263) (737) 109,263
1-Jan-17 360 | 8,000 (7,214) (786) 108,476
1-Jan-18 360 | 8,000 (7,162) (838) 107,638
1-Jan-19 360 | 8,000 (7,107) (893) 106,745
1-Jan-20 360 | 8,000 (7,048) (952) 105,792
1-Jan-21 360 | 8,000 (6,985) (1,015) 104,777
1-Jan-22 360 | 8,000 (6,918) (1,082) 103,695
1-Jan-23 360 | 8,000 (6,846) (1,154) 102,541
1-Jan-24 360 | 8,000 (6,770) (1,230) 101,311
1-Jan-25 360 | 8,000 (6,689) (1,311) 100,000
Total

Amortization (10,000)
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1,000 aldly el Jadl) dapka 8 436 & dai) 353 JSI Amortization sladaall 5 OLal) e 3
saily 5l 737 s ISV Al 8 (8 Al 58 Aayhe 3 el e OIS Laiy Sl
b 1,311 5,40 daud) 8 el s 5ol

Ll daph 8 A S s 1,000 <l lsies il Carrying Amount sl i) o .4
Tisis o gihad) 50l e ) Tobinad Alledl) 55 Ayl B (sae L (S (Bl Laiyy il

ClelalaYly b e 33 G585 Cun Aladll 335 Aappha pladind (e g6 ) A8 2l L5
gl Slaall 138 Jagh coglil) Jasll Ayla Leiy aiaell 05380} Aedll e 3%

) o) Gyl — aadll :4.3

Dress )ld 100,000 Gaes) 4ied o) Gun Sl 90,000 Jaes 2015/1/1 & i ehyd &
2025/1/1 & 2l Gl o)t of Lile %8 (558 5230

olial (3 e LS Jus¥) zmaliny 8 Ll Joaall 35 0685 Jlgadl Bl

Bond 1 1-Jan-15 1-Jan-15 1-Jan-25 100,000.00 90,000.00 8.0%

Face Value 100,000

Yield 9.60%
Cost 90,000
Coupon rate 8.00%
Settlement
Date 1-Jan-15
Maturity
Date 1-Jan-25
Ref Date Period Ca_sh Interest Amortization CEYIE

Received Revenue amount

1-Jan-15 90,000

1-Jan-16 360 8,000 9,000 1,000 91,000

1-Jan-17 360 8,000 9,000 1,000 92,000

1-Jan-18 360 8,000 9,000 1,000 93,000

1-Jan-19 360 8,000 9,000 1,000 94,000

1-Jan-20 360 8,000 9,000 1,000 95,000

1-Jan-21 360 8,000 9,000 1,000 96,000

1-Jan-22 360 8,000 9,000 1,000 97,000

1-Jan-23 360 8,000 9,000 1,000 98,000

1-Jan-24 360 8,000 9,000 1,000 99,000

1-Jan-25 360 8,000 9,000 1,000 100,000

Total
Amortization 10,000
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Bond 1 1-Jan-15 | 1-Jan-15 | 1-Jan-25 100,000.00 90,000.00 8.0%

Face Value 100,000
Yield 9.60%
Cost 90,000
Coupon rate  8.00%
Settlement
Date 1-Jan-15

Maturity Date 1-Jan-25

Ref Date Period Ca_sh Interest Revenue Amprtlzat Carrying
Received ion amount
1-Jan-15 90,000
1-Jan-16 360 8,000 (8,640) 640 90,640
1-Jan-17 360 8,000 (8,701) 701 91,341
1-Jan-18 360 8,000 (8,768) 768 92,109
1-Jan-19 360 8,000 (8,842) 842 92,951
1-Jan-20 360 8,000 (8,923) 923 93,874
1-Jan-21 360 8,000 (9,011) 1,011 94,885
1-Jan-22 360 8,000 (9,109) 1,109 95,994
1-Jan-23 360 8,000 (9,215) 1,215 97,209
1-Jan-24 360 8,000 (9,332) 1,332 98,541
1-Jan-25 360 8,000 (9,459) 1,459 100,000

Total Amortization 10,000
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Abstract:

This research deals with two important elements Interest Rate, Credit where
Interest Rate is one of the most important monetary policy tools as it has significant
impact on economic stability and its close relation with cash credit. Due to the great
importance in achieving economic balance between money demand and money
supply that this research focus on, given the transitional phase experienced by the
Iraqi economy, It was important to state the Interest Rate role in any economy related
to credit building the practical side based on statistical approach to state impact and
correlation between Interest Rate and Credit.

The research reached into the most important conclusion is that, despite the
limitations of this tool in the Iragi economy, but it has shown great interest in the role
of price control on the size of the cash credit even it was weak, but this tool has a very
big role in the developed world economies. We recommend to encourage Iragi banks

on the granting of credit conditions and appropriate controls in conjunction with the
reduction of interest rates in order to reach the set goals of economic stability.
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(1) do>
@SR Glaii¥) g B (s ABMAM () g s ol ) Jala

X y

x  Pearson Correlation 1 -681"
Sig. (2-tailed) .000
N 108 108

y  Pearson Correlation -.681" 1
Sig. (2-tailed) .000
N 108 108

**_Correlation is significant at the 0.01 level (2-tailed).
dsan (A O WS gamll GLat¥ly 30Ul e G ALl Gl Ggupm byl Jalaa aladin)
@ Ay Tan 3558 ADAe llin 4l ey 1305 (0.681) Zadlly (supn b)) Jales dad (e ey (1)
Oty B e ol 13 43 g S Al cuile e 4l (gl (eamll GLaly 5l e o Ranse
108 a (oS Qs il liall sxe o Lade il las)
(@) s *

iy zigal ADA Cpm

Std. Error of the

Model R R Square Adjusted R Square| Estimate
1 .681a 464 459 6.45486E6
(3) Jsa>
Model Sum of Squares df Mean Square F Sig.
1 Regression 3.818E15 1 3.818E15 91.629 .000%
Residual 4.417E15 106 4.167E13
Total 8.234E15 107

a. Predictors: (Constant), x

b. Dependent Variable: y
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(i) i) e saldll e Sl Jad e clldy lasa¥) Aalase 220 &5 L) 13 d L

(4) do>
Jlaady) clalaa
Standardized
Unstandardized Coefficients Coefficients
2Model B Std. Error Beta t Sig.
1 (Constant) 1.935E7 1.032E6 18.753 .000
X -1.090E8 1.138E7 -.681- -9.572- .000

A1 Aalaally Al oSy (525 (g _paill Hlasi¥) 23 g oMhe ) Jsaall (o poaly

Yy =by+ bix; .. (1)

9 = 1.935E7 — 1.090E8x;  ..(2)
Wy (X) Jitasall il o e Ao Allin iny Lae Al (by = —1.090E8) Lad & 6 43l Ly
Sl s 305 LalS a3l Aslaall imd Sl ool i) Jiay ) (y) @il smiall s 50 e Jiag

(1.090E) _laiay (yaddiw sl Lty & omdll lase i saal g 8o
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1-the liquidity coverage ratio and liquidity monitoring tools, bank for international
settlement, Jan2013.

2-Tom Farin & Jeff Goebel, measuring Asset — Based liquidity with the liquidity
coverage ratio, American bankers Association.

3- net stable founding ratio disclosure requirements finalized by the basel committee ,
bank for international settlement , June2015.
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