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Measurement of Impact of Banking System Development on
Economic Growth in lraq

Abstract

At the heart of every robust economy is a vital banking system. The
functional banking system can effectively perform several functions such as
mobilizing savings, allocating credit, monitoring managers, transforming risks,
and facilitating the financial transactions. This paper aims to measure the impact
of banking system development on economic growth in Iraqg. Credit to private
sector divided by GDP used as a proxy of banking development. Real per capita
GDP used as a proxy of economic growth. By using Autoregressive Distributed
Lag (ARDL) model, the paper finds that the undeveloped lIraqi banking system
could not promote economic growth in the country. Therefore, a variety of
policies need to be taken to spur the role of banking system in overall process of
economic development in Irag. For instance; encouragement of private sector in
the economy, reducing the role of informal activities of private sector into
economy, eliminating the policies of financial repression, and more importantly,
set up the political and security stability.

The paper divided into the following sections: 1) introduction, 2) literature
review, 3) development of Iragi banking system, 4) econometric model, 5)
analysis of the results, and 6) findings.
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Regressors | Coefficient | Standard T-Ratio
Error (Prob)
LBD -1.5542 .67766 -2.2935[.029]
LINV .84467 .29078 2.9049[.007]
LINF -.44553 .21696 -2.0535[.049]
CON 9.8106 2.2935 4.2776[.000]
TREND .0010988 .018833 .058344[.954]

Note: Dependent variable is LEG and ARDL (1, 1, 0, 0) is selected based on
Akaike Information Criterion
Source: This table estimated by the author based on Microfit (4.1) package.
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Regressor Coefficien | Standard Error | T-Ratio [Prob]
t
ALBD -.66923 12316 -5.4338[.000]
ALINV .20753 12153 1.7077[.098]
ALINF -.10947 .036284 -3.0169[.005]
A CON 2.4104 74999 3.2139[.003]
ATREND .2700E-3 .0046007 .058679[.954]
ECT(-1) -.24570 11674 -2.1046[.044]
R-Squared .63142 R-Bar-Squared 55771
S.E. of Regression 24744 F-stat. F(5,31) 10.2787[.000]
Mean of Dependent .010004  S.D. of Dependent 37206
Variable Variable
Residual Sum of 1.8368 Equation log- 3.0531
Squares likelihood
Akaike Info. Criterion -3.9469  Schwarz Bayesian -9.5851
Criterion
DW-statistic 2.3875

Note: Dependent variable is ALEG and ARDL (1, 1, 0, 0) is selected based on
Akaike Information criterion
Source: Estimated by the author based on Microfit (4.1) package.
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