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Banking, Credit, and Financial Depth
Dr. Ahmed Ibraihi Ali
ABSTRACT

The research presents an overview of the banking activities in Iraq in
comparison with the typical patterns of financial sector characteristics and
developments in the world. Therefore, Major determinants of the financial
depth and credit in lrag have been thoroughly investigated to identify
structural impediments and the potential role for better financial policies. In
this regard, the research provides quantitative analysis to highlights the
relationships between money and the components of banking sector balance
sheet. Although, the banking credit to private sector is much below the
average in middle income economies, the financial depth in terms of broad
money and credit to GDP has increased substantially beyond the initial
conditions. Considering the prospects for a higher level of credit to private
sector, limited total available deposits will be a major constraint. Regarding
market efficiency, Distortion of interest rate structure, and insignificant effect
of lending rate on credit, needs to be addressed by a new set of policies. Also,
banking non- credit activities and non- interest income in addition to assets
quality and impaired loans have negative consequences shaping the banking
performance in Iraq. And to deal effectively with these problems and
deficiencies, an integrated approach has become a requirement, and more

research efforts may provide some inputs to embark on a critical reform.

Key Words: Asset quality; Capital Adequacy: Return on Equity; Non-Interest
Income: Financial Deepening.
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+Cq* (genrbu_gdp) +c,* (RMI) +c,*(diegpieq_gdp) +Co* (gdp annual growth rate) +U

(c_a) :ladl luall s

68



(trdb_gdp): Mea¥) Aaall il L (5 il o) jaall

(pincb): oY) Jaall ) e
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(extd_mof_gdp): Jual! Jaall iUl das da sSall o lad) ool

(genrbu_gdp): AleaY) Aaall Ul s 4 gall dalall 455) 5all

(RMI): a5l s il sin )

(diegpieq_gdp): Jua¥! Jaall mlill Ao Halall lefiny)

(gdp annual growth rate): Jea¥! daall Ul sai Jars

a3 ¢(C) ualic 4 e il alagY (OLS) (gyruall cilasyall Ayl aladin Tals 3 satll 138 Al

o (K) 35 U~ N (0,8 baks by g5 o 8yg e sa5 (Slsdial) Uadll Galls oY) mpdl) (38
LI Bl el cpls Gl ez dpaill 138 LA i WS Akl yiial

DS (o g bl bl Jyan dlagl S Auball 48 cpdgall slial 2ibilall Joas oladinl S (e

ol Cliall Lo Gadae cpdiall o3 (Lo Al dands iy

Table(1)
Million US $ Variables in the Regression Model
GDP
ANNU
AL_G
GENR | ROWT | EXTD
C_A TRDB SERVB PINCB SINCB BU_G | H_.RA | _MOF | DIEQ_PEQ
Year (MUS$) | GDP (MUS $) (MUS $) (MUS $) RMI DP TE | _GDP | _C_GDP
2005 | 1694.1 | 74 -5739.3 502.3 | 32359 | 7.3 |19.1 | 44 | 0.0 6.9

103.
2006 | 7095.6 | 16.4 | -5163.5 | 8958 | -458.6 |129)/10.7[10.2| 5 3.7

2007 | 20062.7 | 25.0 | -4004.3 | 1483.0 | -380.5 |22.7|140] 14 [80.7| -0.3

2008 | 28440.3 | 25.4 | -6073.4 | 3485.2 | -2936.1 | 20.2 133 | 82 |[47.7| -1.0

2009 | -11424 | 3.7 | -6384.7 | 3095.1 | -19984 | 151 | 2.0 | 34 |57.6 -14

2010 | 64774 |10.1 | -7044.1 | 1593.2 | -2507.3 |16.3| 3.1 | 64 [399| -1.0

2011 | 26128.8 | 21.0 | -8296.0 | -237.4 | -4385.8 | 18.0 140 | 75 [33.0| -0.9

2012 | 29542.0 | 20.2 | -10458.8 | 1059.2 | -5112.0 | 16.8 | 11.4 | 13.9 | 26.5 -1.3

2013 | 22590.3 | 16.8 | -11360.2 | -505.2 | -4865.3 | 185 | 25 | 6.6 [ 25.0| -24

2014 | 244278 | 17.5| -10659.3 | -530.8 | -3162.8 | 174 | 84 | -21 [258| -21

2015 | 41213 | 6.2 | -6359.8 | -3144 | 5422 |186|-20 ] 2.1 | 343 -1.9

P YIS laylaal alyall da jallg
Null Hypothesis: R = () K=1,2,9
Alternative Hypothesis: R?
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el (1) Jsaal layaas cindl b dapaall bl osull 3318 2
(Aa el ABDal) Lygina (G20 ani) 8 Ll ige imy R2(C_a.1,2,...0 K) sl dalaw o) Cas
lieas EVIEW9 ilas) bl alasiuls . audjal) 18 2ol cibdially @lall claall o b

N JORT: RIS P
Table (2)
Method: Least Squares

Date: 07/30/16 Time: 23:53
Sample: 2005 2015
Included observations: 11

Variable Coefficient Std. Error t-Statistic Prob.
C 5636.437 21943.60 0.256860 0.8399
TRDB_GDP 1497.130 437.0658 3.425411 0.1808
PINCB -0.324618 0.646395 -0.502197 0.7037
SERVB -1.065351 1.083480 -0.983268 0.5054
SINCB 1.670304 0.999109 1.671794 0.3432
EXTD_MOF_GDP -45.19537 41.47190 -1.089783 0.4727
GENRBU_GDP 441.4388 326.7855 1.350852 0.4057
RMI -1324.861 1121.901 -1.180907 0.4473
DIEQ PEQ C_GDP -3854.313 1661.259  -2.320115 0.2591

GDP_ANNUAL_GROWTH_RATE 366.4247 209.2789 1.750892 0.3304

R-squared 0.998270 Mean dependent var 15403.45
Adjusted R-squared 0.982699 S.D. dependent var 11736.19
S.E. of regression 1543.721 Akaike info criterion 16.94207
Sum squared resid 2383074. Schwarz criterion 17.30379
Log likelihood -83.18136 Hannan-Quinn criter. 16.71405
F-statistic 64.10952 Durbin-Watson stat 3.155489
Prob(F-statistic) 0.096647

on bl dia o) @ (zaseal) il sasa) e Ju 13y 50S R? dad o el gl (e sl
Glall Clual) e ~ualy e 28I clpdigall sda 588 G V1 cgyladl lually G paal) Zaabai@¥) ey sall
J5lall sen Laa ¢(240.5) Adsaall F dad e 8 a5 (64.1) F-statistic dad culy 3 ((gpinn sy
ropalad) A iy (535 AlKad) ogd ) e
Loadindl) Aiiall clyiall 2o () 3 Lt 53N A slagiuls Luhall 28 Aiall aas 5205 Cany 1Y)
e Joasll jia0 e sa5 Al aaal Al juS
il aaa e disin 8 Cua Al i) G 13 Bl asas of da 1 S
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Figure (2)
Total Reserves in Months of Imports
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Figure (3)

Direct Investment to GDP
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Figure (4)
General Budget To GDP
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Figure (5)
gdp annual growth rate
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(2) oo

(c_a) =c, +c,*(trdb_gdp) +c,* (extd_mof_gdp) + c,* (diegpieq_gdp) +c,*(gdp annual
growth rate) +U

Table (2)

Dependent Variable: C_A
Method: Least Squares
Date: 07/31/16 Time: 02:40
Sample: 2005 2015
Included observations: 11

Variable Coefficient ~ Std. Error t-Statistic Prob.

C -1349.280 2124.169 -0.635203 0.5487

TRDB_GDP 1376.846 121.1223 11.36740 0.0000

EXTD_MOF_GDP -142.8523 29.70279  -4.809391 0.0030

DIEQ_PEQ_C_GDP -1117.153 300.2850  -3.720309 0.0098

GDP_ANNUAL_GROWTH_RAT

E 266.5678 195.5763 1.362986 0.2218

R-squared 0.970541 Mean dependent var 15403.45

Adjusted R-squared 0.950902 S.D. dependent var 11736.19

S.E. of regression 2600.510 Akaike info criterion 18.86776

Sum squared resid 40575912 Schwarz criterion 19.04862

Log likelihood -98.77267 Hannan-Quinn criter. 18.75375

F-statistic 49.41873 Durbin-Watson stat 2.491469
Prob(F-statistic) 0.000100

Slo Radine Uiiall Clpigall (585 Gliidia (gsina b cllia ol odlel alall Loyl e Jaadls
sl les (olal) Gluall 8 Al ypem 50 IS 58l (53 Ajan pead) (o 4 Y] (glal) il
:g:m
VIS 0055 Wjlia) dyall G il
Null Hypothesis: ci = ( i=1,2,5
Alternative Hypothesis: ci #0

table (1) aal, :°
Glall Claall 3 gginally 5ol 53l Al S Auhal) a8 (fise jaiie JS o (Wald Test) aatiua) HLaa¥) il ciaa
el Jil 0yl IS 0 ) ol bl gas Jans oLl
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