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ABSTRACT 

 
The link between monetary policy and the pace of economic growth is a topic that 

policymakers are still debating. In order to determine the efficacy of monetary policy in coping with 

volatility, economic and central bank specialists were consulted. 

The phases of stagnation and recovery that pervade these cycles describe cyclicality in the 

economy in particular. When the central bank makes a decision, 

The study aims to measure and analyze the relationship between government debt policy in 

Iraq and monetary variables for the period 2004-2020, through a number of monetary variables, 

which represent channels of transmission of the impact of crowding out financial policy on 

monetary policy by increasing the volume of government borrowing to finance the increase in 

public expenditures, which is reflected in Monetary policy tools and then on monetary variables 

that affect economic activity, and the Vector Autoregressive Model VAR was used to test the 

relationship. 

 

Keywords: Government Debt Policy (Internal And External Debt), Monetary Variables 

 

INTRODUCTION 

 

The fiscal deficit facing the Iraqi economy, which leads to structural imbalances in the 

economy due to the increase in financial pressures as a result of the continuous rise in public 

expenditures, and this rise in public spending has an impact on monetary variables (exchange rate, 

inflation, interest rate, and money supply), as the policy of Internal and external government debt 

leads to crowding out the private sector over the financial resources available for lending, as well as 

the Iraqi economy’s complete dependence on oil revenues to finance government spending, and this 

indicates a lack of diversification of economic and productive resources, which is linked to the 

deterioration of infrastructure, industrial and productivity , as a result of the major transformations 

after 2003 and the lifting of the siege on Iraq and the beginning of new stages of financial and 

monetary policies, and the nature of the expansionary financial policy, which did not focus on 

allocating spending towards supporting production projects to cover local demand, which led to 

dependence on imports to meet the needs of the local market, the matter Which led to the 

depreciation of the currency and increased demand for foreign currencies, the main source of which 

is oil exports . The Ministry of Finance converts it into the dinar at the Central Bank in order to 

finance spending, so the Central Bank used the window for buying and selling currencies to resell 

foreign currencies to financial institutions and investors in order to maintain the exchange rate. 
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RESEARCH METHODOLOGY 

 

First: The Problem of the Study 

 

The problem of government debt has many economic effects, through weak control over the 

trends of inflation and high prices, and then leads to imbalances in the distribution of economic 

resources to the various sectors of the economy, and the accumulated debts in Iraq represent one of 

the obstacles that may face achieving sustainable economic growth, especially since the Iraqi 

economy It depends mainly on oil revenues, which have witnessed great fluctuations due to price 

fluctuations in the global oil markets, which contributed to creating a gap in the resources available 

to meet the financing of the targeted growth rates, and then resorting to government debt to finance 

that gap, which affects the interest rate, foreign exchange, inflation and supply criticism. 

 

Second: The Importance of the Study 

 

The policy seeks to test the extent to which fiscal policy crowds out monetary policy, 

through the signals of monetary variables that reflect the impact of financing the increase in 

government spending by increasing government borrowing.  Which affects the effectiveness of 

monetary policy in achieving monetary policy goals. Through the effect of government debt on 

interest rates and then the cost of financing. Which affects the volume of investment and savings, 

which is reflected in the level of economic activity. 

 

Third: The Hypothesis of the Study 

 

The study aimed to test a basic hypothesis: (there is a direct and indirect relationship 

between government debt policy and changes in interest rates, foreign exchange, inflation and 

money supply). The main hypothesis results in a number of sub-hypotheses: 
1- An increase in government borrowing contributes to a rise in interest rates. 

2- An increase in the external government debt leads to a rise in the exchange rate. 

3- An increase in government borrowing leads to a decrease in the money supply. 

4- An increase in government borrowing leads to an increase in the general level of prices. 

 

Fourth: Objectives of the Study. The Study Aims to the Following 

 

In addition to testing the basic hypothesis, the study aims to achieve two goals: 

 
1-  Identifying the theoretical relationship between the variables of the study, the internal government debt 

(internal, external) as independent variables, while the monetary variables (interest rate, exchange rate, 

consumer price index, money supply) as dependent variables. 

2- Estimating the quantitative relationship between changes in government debt on monetary variables and 

indicating which variables have the mostimpact and influence through analyzing the trend of the statistical 

relationship. 

 

Fifth: Study Methodology 

 

The current study adopted the analytical and standard approaches to test the hypotheses of 

the study, as the analytical method was used to analyze the relationship between the economic 

variables subject of the study, and the standard approach was also adopted. The autoregressive 

vector model of time series was estimated, in testing the impact of government debt policy on 

monetary variables in Iraq during the study period. 
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The Second Axis: The Description of the Standard Model to Test the Relationship between 

the Variables 

 

The description of the standard model shows the direction of the functional relationship 

between government debt policy as independent variables and the quantitative variables as 

dependent variables. The stability of the time series was tested through time delay, which depends 

on the Akikestandard and the schawrzstandard, as well as the use of the granger test for short-term 

causation, and the analysis of the estimated models in a vector estimation method Autoregressive 

VAR and based on the statistical program EViews12, and the linear formula was applied to reach 

the best estimates for the multiple linear regression models, which adopted the following equation 

to estimate the linear formula: 

 

EMij=f (DX, DN )+ei . 

EMij :-There are four dependent variables in the Standard Model. 

i=(1،2،3،4) 

j= (1, 2, 3, ……17)  

(DX,DN):-They represent the independent variables of the model represented by the internal 

and external government debt. 

i= )1,2) 

j=)1,2,3………71). 

 

First: The Structure of the Standard Model 

 

The structure of the standard model includes the variables involved in it, so the variables are 

divided into independent and measurable variables in order to determine the path of government 

debt policy in Iraq. As for the independent variables, they refer to monetary variables that represent 

a channel for the spread of the effects of government debt. The following is an explanation of the 

divisions of the structure of the standard model for the study. 

 

The Independent Variables 
 

 It includes independent external variables, including internal and external government debt. 

 
 •Internal public debt. It represents the set of local government debt and is an indicator of the amount of 

government spending by borrowing instead of taxation and is symbolized by the symbol X1. 

 •External government debt. It represents the total loans that the state obtains from foreign governments or 

natural or legal persons residing abroad, as well as loans obtained by the state from international bodies 

such as the World Bank, the International Monetary Fund or the International Development Authority. It is 

denoted by the symbol X2.
1
 

 

Dependent Variables 

 

They are indicators of the efficiency of monetary policy performance and are divided into: 

 

 •Consumer Price Index: The consumer price index is defined as a statistical measure of changes in the prices 

of a fixed market basket of goods and services and is symbolized by the symbol Y1.
2 

 •Exchange rate: It is the amount of change in the value of a particular currency compared to other foreign 

currencies in a certain period of time, so it is symbolized by the symbol Y2.
3
 

 •Long-term interest rate: It represents the interest rate, as it is determined on the basis of the long-term period, 

which ranges from five to ten years and more and is symbolized by the symbol Y3.
4
 



Academy of Entrepreneurship Journal                                                                                                      Volume 27, Special Issue 5, 2021 

4 
 
 Entrepreneurship and Economics                                                                                                                                1528-2686-27-S5-05 

 •Money supply M1: a narrow measure of money supplied and it consists of the currency in circulation in 

addition to current deposits and is symbolized by the symbol Y4.
5
 

 

 
FIGURE 1 

SHOWS THE HYPOTHESIS OF THE RESEARCH 

 

Source: Prepared by the researcher based on the literature on the subject. 

 

Second: Assumptions of the Standard Model 

 
1- The relationship between an increase in debt and an increase in the ability to invest is an inverse relationship, as 

countries that depend on oil resort to external borrowing or borrowing from the local economy in order to finance 

its domestic expenditures, so an increase in production and export is directed to debt service, so the relationship 

between an increase Debt and increasing the ability to invest and repay an inverse relationship, and this is a product 

of the interrelationship of the issue of increasing debt and lack of economic growth 
6
 .Therefore, the burden of 

servicing large debts serves as a vicious circle for analyzing the development problem in developing countries, 

because debt service affects the volume of foreign earnings and the increase in imports impedes the growth of 

exports, and thus perpetuates the shortage of foreign currencies and this is linked to poor money management, as 

borrowing is a prerequisite To bridge the domestic gap or to bridge the gap between saving and investment
7
. Since 

the responsibility of fiscal policy is to provide good public finance commensurate with medium-term goals and 

respond to changing economic conditions, this matter depends on the flexibility of public spending in the face of 

the fluctuations of the economic cycle in order to support the economy against spending shocks that are counter to 

the economic cycles, which can be addressed through government public debt
8
. 

2- The local issuance of debt contributes to reducing the currency risks faced by the government, because the increase 

in the internal public debt, especially in the local currency, reduces financial stability concerns, due to the 

prolongation of the maturity of the public debt, which would also reduce the risks of default for borrowers due to 

the absence of risks of circulation or Liquidity
9
.the process of determining the size of government debt by the 

Ministry of Finance affects the independence of the central bank, meaning that the national government’s issuance 

of debt bonds undermines the independence of the central bank, especially if the national government works in a 

more politicized environment, which affects the reserves of foreign currencies as a result of the establishment The 

government increased its stock of debt by more than its planned size
10

. 

 

Third: The Effects of Government Debt in Developing Countries 

 
1- Increasing the issuance of debt to finance government spending leads to an increase in the demand for funds 

available for lending in the economy and thus competition from the private sector, which contributes to higher 

interest rates and the pressures of rising government debt appear in the financial policy tools by increasing taxes to 

finance interest payments and then lowering Domestic savings and then investment, consumption and production
11

. 

2- The increase in external borrowing to finance the fiscal deficit in developing countries is due to the limited 

resources of domestic borrowing, because the local capital markets are very small for this reason, the government 

borrows from external resources, and since the increase in government debt is linked to an increase in the long-term 

interest rate, which It leads to a decrease in investment and reduces consumption expenditures and the level of 

savings. Hence, the money supply
12

. 

3- The increase in government debt is related to the increase in government consumption, and it affects the volume of 

foreign reserves and the credit rating of the country, which affects access to international loans is that the more the 
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country moves to a lower level, it cannot access grants and soft loans from the international financial market, and it 

will have to He has to borrow at commercial interest rates that may double the interest cost and an increase in 

foreign interest rates increases the cost of external borrowing, meaning that higher interest payments means that 

financial resources are Cutting it off from public investment, which is an essential factor for achieving economic 

growth
13

.  

4- Government debt affects local liquidity. When government debt is repaid in foreign currencies, it not only affects 

the level of foreign exchange reserves, but can cause transient problems in liquidity management because 

continuing to issue foreign debt increases the country’s external vulnerability to investors and credit rating 

agencies, and also leads to a decline in the value of the local currency to increase the interest burden significantly
14

. 

5-  Paying the burdens of debts, especially foreign ones, affects the increase in the demand for foreign currencies, 

which are deducted from the foreign revenues generated from the export of oil, and the effect of this appears in 

reducing the recourse to the Central Bank for the purpose of converting foreign currencies into dinars, and then 

affecting the window for buying and selling currencies. Which leads to the depreciation of the local currency, so 

the accumulation of debts, especially foreign ones, makes the central bank in the face of foreign exchange risks, 

meaning the burden of foreign debt is the trade surplus necessary to enhance debt service
15

. 

 

Fourth: The Autocorrelation Function Test 

 

By noting Figure 1 for determining the stability of time series through autocorrelation 

analysis, the table shows that the average of the series is increasing continuously and at a high 

frequency and at a high rate. Less than the alpha value of 5%, statistic is also used, Q-stat = 

35.371>X20.05,15, Then we reject the null hypothesis which states that the autocorrelation coefficients 

are equal to zero and the series is unstable. 

 

 
FIGURE 1 

SIGNIFICANCE OF THE AUTOCORRELATION FUNCTION 

 

Source: Prepared by the researchers based on the EViews12 program. 

 

Fifth: Autoregressive ARDL Model 

 

The autoregressive retardation model is one of the dynamic co-integration modeling 

methods, and it is calculated by determining the optimum deceleration period by using the 

autoregressive model (VAR) based on the lowest value of the AIC criterion (SC), and the largest 
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value of the criterion (HQ), and the relationships are tested If the value of F-statistic is greater than 

the tabular value, then this indicates the existence of a long-term integration relationship between 

the variables, and the alternative hypothesis is accepted and the null hypothesis is rejected
16

 . 

 

Analysis of the Correlation and Regression between Internal and External 

Government Debt Policy and Monetary Variables Using the ARDL Model 

 

Table (1) shows the analysis of the results of the Autoregressive Distributed Deceleration 

model to test the long-term correlation and regression between the internal and external government 

debt policy and its relationship to monetary variables by using time lag by choosing the lowest 

value for the AIC criteria (SC) which amounted to (32.03869, 34.11563) and the highest (HQ) 

value of (196.2902-) when taking the first difference mentioned in Table (1), as the table shows that 

there is a positive correlation with significant significance, as the coefficient of determination R2 

reached (0.993740, 0.772078, 0.847053, 0.985624) and this confirms There is a strong impact and 

correlation between government debt policy and monetary variables, as indicated by the test of the 

calculated F-statistic value that is greater than the tabular (F) value of (3.273) at a significant level 

of 5%, so the highest correlation is achieved when the variables slow down when taking the first 

differences between the variables for that We will reject the null hypothesis and accept the 

alternative hypothesis that asserts that there is a relationship between the variables at the 5% level 

of significance. 

 
Table 1 

AUTOREGRESSIVE MODEL ARDL 

 Y1 Y2 Y3 Y4 

Y1(-1) -0.182973 0.001683 -0.000110 -0.000376 

 (0.14387) (0.00617) (0.00015) (0.00047) 

 [-1.27176] [ 0.27283] [-0.72804] [-0.79831] 

Y2(-1) -10.72352 0.814665 -0.000749 -0.051908 

 (8.82514) (0.37830) (0.00923) (0.02887) 

 [-1.21511] [ 2.15351] [-0.08115] [-1.79787] 

Y3(-1) 997.3134 -2.852076 0.588747 2.873690 

 (547.714) (23.4782) (0.57301) (1.79188) 

 [ 1.82087] [-0.12148] [ 1.02747] [ 1.60373] 

Y4(-1) -37.88153 -3.078721 -0.040003 -0.010142 

 (166.093) (7.11970) (0.17376) (0.54338) 

 [-0.22807] [-0.43242] [-0.23022] [-0.01866] 

C 39252.87 977.9789 19.80993 83.75253 

 (31088.2) (1332.62) (32.5239) (101.707) 

 [ 1.26263] [ 0.73388] [ 0.60909] [ 0.82347] 

X1 12.66792 2.032521 0.246659 -0.357653 

 (216.279) (9.27097) (0.22627) (0.70757) 

 [ 0.05857] [ 0.21924] [ 1.09013] [-0.50547] 

X2 -1888.457 4.621322 0.075389 0.601194 

 (203.007) (8.70207) (0.21238) (0.66415) 

 [-9.30242] [ 0.53106] [ 0.35497] [ 0.90521] 

R-squared 0.993740 0.772078 0.847053 0.985624 

Adj. R-squared 0.978091 0.202274 0.464687 0.949684 

Sum sq. resids 9714500. 17850.21 10.63245 103.9752 

S.E. equation 1558.405 66.80234 1.630372 5.098411 

F-statistic 63.49964 1.354989 2.215291 27.42438 

Log likelihood -121.6422 -74.39698 -18.70303 -35.80484 

Akaike AIC 17.68562 11.38626 3.960404 6.240646 
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Schwarz SC 18.20486 11.90550 4.479641 6.759882 

Mean dependent 6205.007 1219.333 8.066000 58.93347 

S.D. dependent 10528.47 74.79368 2.228346 22.72917 

Determinant resid covariance (dof adj.) 5.40E+08   

Determinant resid covariance 2731913.   

Log likelihood -196.2902   

Akaike information criterion 32.03869   

Schwarz criterion 34.11563   

 

                                                                                             Source: EViews12. 

 

Measuring and Analyzing the Impact of Government Debt on Monetary Variables 

 

In order to measure and analyze the relationship of impact and the relationship between 

government debt policy (internal and external) and monetary variables, as the application of the 

linear formula to reach the best estimates of multiple linear regression models, through the method 

of estimating the autoregressive vector VAR and based on the statistical program EViews12. 

 

Analyzing the Impact and Correlation between Debt Policy and the Consumer Price 

Index 

 

The results of the statistical and standard tests to measure the relationship between 

government debt policy and the consumer price index y1 are shown in Table (2). The results show 

that the internal debt and external debt affect the dependent variable y1, as the t-value calculated for 

the variables reached (2.819090,12.32360), which is greater than The tabular t-value of (1.746), and 

the results show that there is a significant relationship between the independent variables and the 

dependent variable, as the calculated value of the probability P(F-statistic) for the independent 

variables (0.00) is less than the alpha value of 5%, and this indicates a significant relationship 

between the variables. That is, the independent variables affect the dependent variable, which 

confirms the significance of the estimated parameters, and the interpretation coefficient R2 shows 

the effect relationship as it reached (95%), which confirms the explanatory power of the standard 

model, meaning that the independent variables explain 95% of the changes in y1, as indicated by 

The results of the statistical tests on the success of the standard model in representing the 

relationship between the independent variables and the dependent variable when the calculated F 

values (142.7890) exceeded the tabular value (3.273) at the level of significance (0.05). 

 
Table 2 

THE RESULTS OF THE IMPACT AND CORRELATION RELATIONS 

BETWEEN DEBT POLICY AND THE CONSUMER PRICE INDEX 

Variable Coefficient Std. Error t-Statistic Prob. 

C 33528.95 1622.095 20.67015 0.0000 

X1 -200.3393 71.06524 -2.819090 0.0137 

X2 -1723.205 139.8297 -12.32360 0.0000 

R-squared 0.953268 Mean dependent var 8683.495 

Adjusted R-squared 0.946592 S.D. dependent var 12173.98 

S.E. of regression 2813.439 Akaike info criterion 18.88099 

Sum squared resid 1.11E+08 Schwarz criterion 19.02803 

Log likelihood -157.4884 Hannan-Quinn criter. 18.89560 

F-statistic 142.7890 Durbin-Watson stat 0.928418 

Prob(F-statistic) 0.000000    
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Table (2) shows that there is an inverse relationship between the government debt policy and 

the inflation rate, as the increase in government debt is linked to raising interest rates, which leads 

to limiting the rise in inflation rates and maintaining the general level of prices, meaning that the 

increase in government debt leads to the adoption of an expansionary monetary policy and vice 

versa. 

 

Analysis of the Impact and Correlation between Debt Policy and the Exchange Rate 

Y2 

 

It is noticed from the results of Table (3) that the external debt X2 affects the exchange rate 

y2, where the calculated t value amounted to (2.959049), which is greater than the tabular t value of 

(1.746), and the results also show the existence of a significant relationship between the 

independent variable and the dependent variable if the value was Calculated for the probability P(F-

statistic) for the independent variable (0.01) which is less than the alpha value of 5%, and this 

indicates the existence of a significant relationship between the variables, meaning that the 

independent variable affects the dependent variable, which confirms the significance of the 

estimated parameters, and the interpretation coefficient R2 appears. The impact relationship reached 

(50%), which confirms the explanatory power of the standard model, meaning that the external debt 

explains 50% of the changes in the exchange rate, and the results of statistical tests indicate the 

success of the standard model in representing the relationship between the independent variables 

and the dependent variable when the values of Calculated F (7.016587) tabular value (3.273) at the 

level of significance (0.05). 

 
Table 3 

THE RESULTS OF THE EFFECT AND CORRELATION 

RELATIONSHIPS BETWEEN 

Variable Coefficient Std. Error t-Statistic Prob. 

C 1405.232 46.39294 30.28977 0.0000 

X1 -0.564232 2.032510 -0.277604 0.7854 

X2 -11.83388 3.999216 -2.959049 0.0104 

R-squared 0.500592 Mean dependent var  1247.765 

Adjusted R-squared 0.429248 S.D. dependent var 106.5097 

S.E. of regression 80.46611 Akaike info criterion 11.77233 

Sum squared resid 90647.13 Schwarz criterion 11.91937 

Log likelihood -97.06484 Hannan-Quinn criter. 11.78695 

F-statistic 7.016587 Durbin-Watson stat 1.049245 

Prob(F-statistic) 0.007748   

 
 

Source: EViews12 program                                                                                                    

                                                                                                 

It is noted from Table (3) that there is an inverse relationship between the external debt and 

the exchange rate in Iraq and the reason for this is the accumulation and cost of external debt, as 

well as Iraq’s resorting to external borrowing to finance the budget deficit, which raises the demand 

for foreign currency to pay off debt installments and interests, which affects the selling window The 

purchase of foreign currencies and a decrease in the volume of sales of foreign currencies to 

achieve a balance in the exchange rate and then a decrease in the exchange rate. 
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Analysis of the Impact and Correlation between Debt Policy and the Long-Term 

Interest Rate 

 

It is noted from the results of Table (4) that the internal debt X1 affects the interest rate Y3, 

where the calculated t value reached (3.946633), which is greater than the tabular t value of (1.746), 

and the results show that there is a significant relationship between the independent variable and the 

dependent variable if the value was Calculated for the probability P (F-statistic) for the independent 

variables (0.00), which is less than the alpha value of 5%, and this indicates a significant 

relationship between the variables, meaning that the independent variable affects the dependent 

variable, which confirms the significance of the estimated parameters, and the interpretation 

coefficient R2 appears. The effect relationship reached (59%), which confirms the explanatory 

power of the standard model, meaning that the external debt explains 59% of the changes in the 

long-term interest rate, and the results of statistical tests indicate the success of the standard model 

in representing the relationship between the independent variables and the dependent variable when 

The calculated F values (10.17576) exceeded the tabular value (3.273) at the level of significance 

(0.05). 

 
Table 4 

RESULTS OF THE IMPACT AND CORRELATION 

RELATIONS BETWEEN DEBT POLICY AND THE LONG-

TERM INTEREST RATE 

Variable Coefficient Std. Error t-Statistic Prob. 

C 6.006902 0.824610 7.284540 0.0000 

X1 0.142579 0.036127 3.946633 0.0015 

X2 -0.025716 0.071084 -0.361769 0.7229 

R-squared 0.592449 Mean dependent var 7.995882 

Adjusted R-squared 0.534227 S.D. dependent var 2.095668 

S.E. of regression 1.430242 Akaike info criterion 3.712350 

Sum squared resid 28.63829 Schwarz criterion 3.859387 

Log likelihood -28.55497 Hannan-Quinn criter. 3.726965 

F-statistic 10.17576 Durbin-Watson stat 1.266825 

Prob(F-statistic) 0.001868    

  
 

Source: EViews12 program. 

 

           It is noted from Table (4) that there is a direct relationship between the internal public debt 

and the interest rate, and this is due to the fact that the increased issuance of government debts leads 

to the withdrawal of cash liquidity from the local market, and then increases the competition of the 

public sector to the private sector over the funds available for lending, and thus the interest rate 

rises. 

 

Analyzing the Impact and Correlation between Debt Policy and Money Supply 

 

It is noted from the results of Table (5) that the two variables, the internal and external debt, 

affect the money supply Y4., where the calculated t-value amounted to (5.242641, 6.969511) which 

is greater than the tabular t-value of (1.746), as the results show a significant relationship between 

the independent variables and the exchange rate, as the calculated value of the statistic) was P(F- for 

the independent variables (0.00), which is Less than the value of alpha, which is 5%, and this 

indicates the existence of a significant relationship between the variables and the significance of the 
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estimated parameters, and the interpretation coefficient R2 shows the effect relationship as it 

reached (92%), which confirms the explanatory power of the standard model, meaning that the 

internal and external government debt policy explains the proportion of 92% of the changes in the 

money supply, and the results of the statistical tests indicate the success of the standard model in 

representing the relationship between the independent variables and the dependent variable when 

the calculated F values exceed (83.89145) the tabular value (3.273) at the level of significance 

(0.05). 

 
Table 5 

RESULTS OF THE IMPACT AND CORRELATION RELATIONS 

BETWEEN DEBT POLICY AND MONEY SUPPLY M1 

Variable Coefficient Std. Error t-Statistic Prob. 

C 2.053236 4.551020 0.451160 0.6588 

X1 1.045297 0.199384 5.242641 0.0001 

X2 2.734224 0.392312 6.969511 0.0000 

R-squared 0.922985 Mean dependent var 53.26759 

Adjusted R-squared 0.911983 S.D. dependent var 26.60642 

S.E. of regression 7.893504 Akaike info criterion 7.128743 

Sum squared resid 872.3037 Schwarz criterion 7.275780 

Log likelihood -57.59431 Hannan-Quinn criter. 7.143358 

F-statistic 83.89145 Durbin-Watson stat 2.068614 

Prob(F-statistic) 0.000000   

 

Source: EViews12 program 

 

It is noticed from Table (5) that there is a direct relationship between the internal and 

external government debt policy and the money supply, and it is due to the fact that the largest part 

of the government debt is to finance government spending, especially current expenditures, and 

then increase the volume of currency in circulation. This increase in expenditures is one of the 

reasons for the continuing financial deficit in Iraq. 

 

CONCLUSION 

 
 Iraq faced a real debt problem due to the accumulation of foreign debts and war compensation before 2003, which 

is one of the obstacles to the growth of the Iraqi economy, in addition to that Iraq depends mainly on oil revenues 

to finance public spending. 

 The reason behind the increase in government debt is the increase in government spending due to the expenditures 

of the war on terrorism, and the accompanying drop in oil prices due to the price war witnessed by the global oil 

markets, which led to a very large decline in oil prices, which led to an increase in the financial deficit, which 

forced The government has to reduce the size of capital spending and resort to borrowing to finance current 

spending. 

 The expansion of the gap between government spending at the expense of public revenues, led to an increase in 

reliance on borrowing to finance this deficit, due to the weakness of other sources of revenue. Therefore, in times 

of economic stagnation, the government seeks to revive the economy and as a result of the weak participation of 

the private sector and its contribution to growth, this deficit is financed by borrowing. 

 The results show that there is a direct relationship between the increase in government borrowing and the rise in 

the interest rate, especially after the liberalization of interest rates by the Central Bank, and allowing banks to 

freely set interest rates, and since the government relies on public debt to finance the budget deficit, it led to 

crowding out private investment, because High interest rates and high financing costs, which leads to the 

unwillingness of the private sector to borrow from the banking sector and the transfer of capital outside Iraq. 
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RECOMMENDATIONS 

 

 Directing spending towards productive economic sectors and encouraging investment and production, and these 

sectors will move exports and reduce dependence on imports to meet the needs of the local market, and correct the 

status of the trade balance through a restrictive spending policy. 

 Working to provide liquidity and address the budget deficit, through the development of alternatives such as taxes 

and reducing the resort to external borrowing, relying on medium-term domestic debt. 

 Attracting local and foreign private investments because of their role in creating job opportunities and contributing 

to Iraq's avoidance of external shocks as a result of low oil prices in particular, by creating an attractive investment 

environment in accordance with encouraging laws for investors. 

 Financing economic development projects, especially income-generating productive sectors, such as agriculture, 

industry and information technology, in addition to developing the private sector through external debt. 

 Working to support the growth of exports through coordination between fiscal and monetary policy, with the aim 

of achieving a stable inflation rate and addressing imbalances in the balance of payments by setting a time limit for 

external borrowing as a percentage of GDP. 

 

Suggestions for future studies // Here are some suggestions for studies that enhance the 

research path and its variables 

 
 Studying the relationship between fluctuations in oil prices and external debt in Iraq. 

 Measuring the impact of government debt policy on the performance indicators of emerging financial markets. 

 Studying the relationship between debt policy and indicators of economic stability in developing countries. 

 Measuring the effect of financial crowding out through government indebtedness, a comparative study between an 

open and a closed economy. 

 Estimating and analyzing the relationship between government debt and private sector growth. 
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