
Copyright © 2024 by Author/s and Licensed by Kuey. This is an open access article distributed under the Creative Commons Attribution 

License which permits unrestricted use, distribution, and reproduction in any medium, provided the original work is properly cited. 

Educational Administration: Theory and Practice 
2024, 30(2), 2088-2097 
ISSN: 1300-4832 

https://kuey.net/                                  Research Article 
 

Capital Market Indicators as Mediators of Monetary 
Policy's Impact on Iraq's Financial Stability 

 

Barham Bakr Hasan1*, Girinsky Andrey Vladimirovich2, Kareem Safeen Ghafour3 

 
1*Department of Finance and Credit, Faculty of Economics, Peoples’ Friendship University of Russia, 
Moscow, Russia, https://orcid.org/0000-0002-5239-4537, 1042235212@pfur.ru 
2Doctor of economic sciences, Associate professor, Department of finance and credit, Faculty of Economics, Peoples' Friendship University 
of Russia, Moscow, Russian Federation, girinskiy-av@pfur.ru 
3Department of Finance and Banking, College of Administration and Economics, Salahaddin University-Erbil (SUE), Erbil-Kurdistan. 
Safeen.kareem@su.edu.krd 

 
Citation: Barham Bakr Hasan. et al. (2024). Capital Market Indicators as Mediators of Monetary Policy's Impact on Iraq's Financial 
Stability, Educational Administration: Theory and Practice, 30(2) 2088-2097 
Doi: 10.53555/kuey.v30i2.10963 
 

ARTICLE INFO ABSTRACT 
 This study examines capital market indicators trading volume, market value and 

turnover 6as mediators of monetary policy's impact on Iraq's banking stability, 
measured by Z-score, using 2005–2023 data and EViews 12 for regression and 
mediation analysis. Results show partial mediation by trading volume and 
market value Sobel p < 0.05, with policy rate positively affecting stability, while 
money supply and inflation negatively influence it. Oil prices enhance market 
performance p=0.01, inflation impedes it p=0.04. Findings emphasize oil 
dependency risks and advocate structural reforms, regulatory improvements, 
and diversification for greater financial resilience. 
 
Keywords: Monetary Policy, Financial Stability ,Capital Market Indicators, 
Iraqi Economy, Mediation Analysis 

 
Introduction 

 
The post-2003 period in Iraq has been characterized by a profound transition from a centrally planned 
economy to an emergent market-oriented framework. A pivotal component of this structural metamorphosis 
was the establishment of the Iraq Stock Exchange (ISX) in 2004, instituted to facilitate capital mobilization, 
stimulate investment, and integrate Iraq’s economy into the global financial architecture. Despite this 
institutional milestone, Iraq’s capital market remains profoundly underdeveloped, beset by systemic frailties 
including chronically low liquidity, constrained trading volumes, and eroded investor confidence. These 
deficiencies are attributable to a confluence of endogenous and exogenous factors, notably persistent 
geopolitical volatility, significant infrastructural inadequacies, and suboptimal institutional governance 
frameworks. 
This fragile financial edifice is further undermined by Iraq’s pronounced reliance on hydrocarbon revenues, 
which exposes the economy to exogenous shocks from volatile global commodity markets and complicates 
effective macroeconomic stewardship. Within this milieu, the efficacy of conventional monetary policy 
instruments—such as adjustments to policy interest rates or reserve requirements—is markedly attenuated, 
primarily due to the illiquidity and limited depth of the financial market, which obstructs the transmission of 
monetary impulses to the real economy. 
This study posits that capital market indicators constitute a critical, yet underexplored, conduit through which 
monetary policy influences financial stability. Specifically, it investigates the mediating role of key metrics—
namely, trading volume, market capitalization, turnover ratio, and composite equity indices—in channeling 
monetary policy effects to the banking sector, where stability is operationalized through the Z-score metric. 
Leveraging a comprehensive time-series dataset spanning 2005 to 2023, the research employs advanced 
econometric methodologies, including regression analysis and formal mediation modeling via EViews 12, to 
elucidate these transmission dynamics. 
This study is guided by two principal research questions: first, to what extent do capital market indicators 
mediate the relationship between monetary policy and banking sector stability, as proxied by the Z-score; and 
second, how do critical macroeconomic variables, particularly international oil prices and domestic inflation, 
shape the performance of Iraq’s capital market? These questions give rise to the following testable hypotheses: 
H1 posits that capital market indicators significantly mediate the impact of monetary policy on banking sector 
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stability, as measured by the Z-score; while H2 suggests that macroeconomic variables, notably international 
oil prices and domestic inflation, exert a significant influence on the performance of Iraq’s capital market. 
Through rigorous empirical analysis, incorporating robustness checks to account for external shocks, this 
study seeks to provide policymakers with robust, evidence-based recommendations to fortify Iraq’s financial 
infrastructure, restore investor confidence, and promote sustainable economic diversification beyond its 
hydrocarbon-centric paradigm. By doing so, it aims to contribute meaningfully to the academic and policy 
discourse on financial resilience in resource-dependent, post-conflict economies. 

 
Literature review 

 
The historical context of Iraq capital markets reveals a complex interaction between monetary policy and 
economic stability. Since the early 2000s, Iraq has undergone a significant transformation of a centrally 
planned economy to a structure more market oriented, a change that has been accompanied by considerable 
volatility in the performance of the capital market. During this transition, the effectiveness of monetary policy 
has been challenged by several external and internal factors, including geopolitical instability, infrastructure 
deficits and lack of institutional expiration within financial markets. 
The establishment of the Iraq Stock Exchange in 2004 marked a critical step to promote a market -oriented 
financial system. However, the development trajectory of Iraq capital markets has been tarnished by a limited 
commercial activity, a limited range of traded companies and the lack of confidence of investors, which 
collectively limit the mechanism of transmission of monetary policy. These limitations have played a crucial 
role in the undercut the attempts of policy formulators to stabilize the economy through traditional monetary 
policy tools, such as interest rates and reserve requirements. For example, although the Central Bank of Iraq 
(CBI) has aimed to manage inflation through the adjustments in the discount rate, the effectiveness of such 
measures is directly hindered by the response capacity and the liquidity of the market, which have historically 
been inconsistent. 
Farhan et al. (2022) emphasize that the interconnection between capital market indicators, such as negotiation 
volume, market capitalization and stock market index levels, and monetary policy efficiency underlines the 
need for a more integrated approach to governance in Iraq. Its analysis points to the insufficiency of isolated 
monetary interventions to achieve sustainable economic stability, suggesting that these efforts should be 
complemented with structural reforms aimed at improving the performance of capital markets. The authors 
argue that without a vibrant and receptive capital market, the monetary policy potential to influence economic 
stability is severely limited, which requires urgent institutional reforms. 
In addition, the historical dependence on oil revenues has perpetuated a somewhat simplistic understanding 
of economic stability in Iraq, as indicated by the research carried out by Jasim and Thamir (2021). They claim 
that the oscillation of world oil prices has historically eclipsed developments within capital markets, which 
leads to a negligence of alternative financing roads and economic diversification. This oil dependence has 
presented challenges for the Central Bank policies aimed at stabilizing the currency and controlling inflation, 
which further complicates the landscape within which monetary policies must operate. 
Current challenges include the ongoing political instability and the impact of security threats on the 
feeling of investors. Volatility in national and international spheres continues to present significant 
obstacles for the development of a robust capital market system that could facilitate more stable monetary 
policies. The findings in the work of Tahir and Khalid (2023) are aligned with this narrative, emphasizing 
that building trust in financial institutions and promoting an environment conducive to foreign 
investment are fundamental to improve the effectiveness of monetary policy in promoting financial 
stability. 
In the light of these historical challenges, the path to the improvement of economic resilience in Iraq may 
imply not only strengthening the institutions that govern capital markets, but also to promote financial 
education between the population and create a regulatory framework that supports the growth and 
transparency of the market. When addressing these interconnected areas, Iraq could potentially improve 
the response capacity of its capital markets to monetary policy, thus racing the way for a more stable 
economic future., Capital market indicators serve as fundamental measures to evaluate the effectiveness 
of monetary policy, particularly within the context of the unique economic landscape of Iraq. Al-Aji et al. 
(2022) deepen the correlation between the Iraq (ISX) securities stock market and several financial 
stability indices, which postulates that a robust performance of the stock market can significantly improve 
the effectiveness of monetary policies aimed at promoting economic growth and stability. His research 
underlines the importance of the feeling of investors and market dynamics as essential components that 
influence capital availability for companies, thus affecting general economic activity and financial  
resistance. 
The interconnection of stock market performance and the effectiveness of monetary policy is particularly 
pronounced in Iraq, where the capital market remains relatively incipient and susceptible to external shocks. 
The findings of Al-Aji et al. Suggest that a prosperous ISX can lead to greater confidence of consumers and 
businesses, creating an environment conducive to effective monetary interventions. In situations in which 
the stock market works vigorously, the mechanisms of transmission of monetary policy, such as interest 
rate adjustments and liquidity provision, are likely to be more shocking. Consequently, policy formulators 
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can find a simpler path to achieve their stability and growth objectives. By aggravating these challenges, 
Rasheed (2023) highlights the role of external factors, particularly the volatility of the price of oil, in the 
configuration of Iraqs economic resilience. Petroleum prices directly influence national income, thus 
determining the ability of the Iraqi government to finance public spending and stimulate growth through 
fiscal channels. As Rasheed points out, fluctuations in oil prices not only affect general economic 
production but also play a crucial role in capital market performance, as observed through the correlation 
between public sector financing and activity in ISX. The dependence on oil income introduces a layer of 
complexity in the formulation of monetary policies, since external shocks can lead to abrupt changes in 
monetary conditions, thus influencing the general stability of financial markets. 
In addition, banking sector metrics serve as another essential indicator to evaluate the efficacy of monetary 
policy in Iraq. The current state of the banking system, as noted by Ahmed and Hossain (2021), is characterized 
by the lack of diversification and a high degree of concentration in state banks. This structure raises risks 
inherent to financial stability, especially in times of economic recessions or fiscal crises. Weak bank 
infrastructure can hinder the transmission of monetary policy, since banks may not be properly equipped 
to respond to policy changes or provide sufficient credit to the private sector. This limitation restricts the 
ability of monetary authorities to influence the real economy through traditional mechanisms. 
Addressing these multifaceted challenges within the Iraqi economy requires a reevaluation of the current 
monetary policy framework with an approach to the improvement of the capital market. Possible 
improvements include promoting a more competitive banking sector, encouraging the development of 
various financial instruments and increasing transparency in capital markets to generate investor 
confidence. These measures could strengthen the link between the indicators of the capital market and the 
effectiveness of monetary policy, creating a more resistant economic environment that can resist external 
shocks and improve general financial stability in Iraq. Ultimately, improving the integrity and 
performance of capital markets will be crucial to facilitate effective monetary policy interventions and 
promote sustainable economic development., The literature has always highlighted the deeply anchored 
challenges that afflict the financial stability of Iraq, emphasizing the interaction between political  
instability and the uncertainty of economic policy. Maghdid et al. (2024) provide a complete analysis  of 
how these omnipresent problems contribute to the underperformance of the financial markets in Iraq. 
They argue that political instability generates a climate of distrust among investors, who consider the 
political landscape as volatile and unpredictable. This feeling is still exacerbated by inconsistent economic 
policies, which create an environment where the effectiveness of monetary policy is considered with 
skepticism. Consequently, the low confidence of investors who follows it contrasts the activity of the capital 
market and undermines the potential of monetary policy to function as an effective tool to promote 
economic stability. 
Karem et al. (2022) Definite the operational constraints faced by financial institutions in Iraq, elucidating how 
these obstacles hamper broader monetary strategies. Their research underlines that many banks operate under 
serious resources limitations and do not have the necessary infrastructure to implement effective risk 
management practices. This operational fragility affects not only the stability of individual institutions but 
also has a training effect throughout the financial ecosystem, compromising the overall efficiency of 
monetary policy. Without robust and resilient financial institutions, the mechanisms of transmission of 
monetary policy become altered, which reduces the impact of political measures designed to promote 
financial stability. 
The results of Maghdid et al. and Karem et al. Underline a critical need for structural reforms aimed at 
improving the operational capacity of financial institutions while simultaneously addressing the political 
and economic uncertainties that hinder market performance. As these studies illustrate, the State of Iraqi 
capital markets is not simply a reflection of economic data but is deeply influenced by broader societal and 
political factors. Mistrust in the effectiveness of monetary policy can be attributed to the interaction of these 
elements, which suggests that decision -makers must face these deep causes to achieve sustainable financial 
stability. 
Commitment with historical precedents illuminates the current challenges that Iraqs financial landscape is 
confronted. A particular objective can be placed on the post-2003 era, during which the reconstruction of Iraqi 
financial institutions and markets was marred by a continuous social and political discord. The investigation 
works of researchers such as Ali (2022) indicate that despite the initial optimism concerning the growth 
potential of the capital market, rooted interests and external influences have led to systemic ineffectiveness 
that have persisted in the current landscape. These historical ideas emphasize the importance of 
considering false steps when they conceive contemporary monetary strategies. 
In addition, the literature suggests that the continuous uncertainty of economic policy is exacerbated by a 
lack of long -term coherent planning among decision -makers. For example, Jabbar studies (2023) reveal how 
frequent policy changes create an unpredictability environment, dissuading foreign investments and 
blocking interior economic growth. This volatility has significant risks for financial stability, as it hinders the 
formation of a vital stable capital basis for an effective monetary policy. Consequently, it becomes imperative 
for the monetary authorities to pursue strategies which include a clear and coherent communication 
concerning their objectives and political frameworks to instill the confidence of investors. 
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In summary, the literature surrounding the financial stability of Iraq illustrates a complex network of 
political, economic and institutional factors which collectively undermines the effectiveness of 
monetary policy. unpacking these dynamics, it becomes obvious that improving the features of Iraqi 
capital markets and strengthening confidence in monetary policy will require targeted efforts to respond 
both to operational gaps within financial institutions and in the broader political landscape., Recent studies 
have underlined the profound interrelation between macroeconomic variables and the capital market 
behaviors in Iraq, revealing the complexities inherent in the economic stability and effectiveness of 
monetary policies. Al-Rubaye and Kadhum (2021) conducted an analytical examination of the impact of 
monetary policy on economic stability indicators for a long period, placing that fluctuations in the capital 
markets are strongly influenced by macroeconomic tendencies. Their results indicate that proactive monetary 
policy, which responds to market signals, is essential to encourage a resilient financial environment. 
A remarkable aspect of their study is the emphasis on the need for continuous adaptation of monetary policy 
in response to changing economic conditions. The study illustrates how the Iraqi capital market is sensitive to 
external shocks and internal economic signals, suggesting that the effectiveness of monetary policy 
depends on an in - depth understanding of these macroeconomic interactions. This is particularly salient 
in the context of Iraq, in which historical events, such as periods of conflict and economic sanctions, 
have shaped the structure of the financial institutions and the capital market operations. 
In addition, the research highlights the meaning of institutional paintings in improving the resilience of 
the capital market. Al-Rubaye and Kadhum argue that the strongest regulatory bodies and transparent 
financial reporting mechanisms can mitigate the adverse effects of economic volatility. They support 
institutional improvements that not only stimulate the trust of investors but also stabilize market 
behavior. The results resonate with a wider literature on financial stability, which claims that institutional 
quality is a crucial factor of market performance and the effectiveness of monetary policies (Levine, 2005). 
In addition, the current challenges faced by the Iraqi economy, including high unemployment rates, 
inflationary pressures and external dependence, further complicate the monetary political panorama. The 
work of Al-Rubaye and Kadhum aligns with previous studies, such as Abdullah and Imad (2020), which 
illustrate the close link between inflation rates and performance of the share market in Iraq. Their analysis 
suggests that the increase in inflation undermines the effectiveness of monetary policy by eroding real 
yields on investments, thus discouraging foreign and internal investments. This realization underlines the 
need for a multifaceted approach to monetary policy that incorporates the measures for controlling the 
inflation together with the efforts to improve the indicators of the capital market. 
The establishment of a more robust financial infrastructure is fundamental, as indicated in the literature. 
Hasan and Dridi (2021) argue that the development of a more inclusive financial system can help mitigate 
risks and improve general economic resilience. This includes the expansion of access to financial services, 
the improvement of the regulatory environment and the promotion of an investment culture. These 
improvements could strengthen the capital markets, making them a more effective channel for the 
transmission of monetary policies. 
Overall, the dynamic interaction between the indicators of the capital market and the effectiveness of 
monetary policy is increasingly evident in contemporary literature focused on the economic context of 
Iraq. The Al-Rubaye and Kadhum study (2021) serves as a fundamental contribution to understanding 
how adaptable monetary policies can improve financial stability. While Iraq navigates in its current economic 
challenges, the implications of these results indicate strategic attention on institutional improvement and solid 
regulatory paintings as vital components to stimulate capital markets and guarantee the success of 
monetary policy., Possible improvements for financial resilience in Iraq require a multifaceted approach that 
emphasizes the refinement of capital market regulations and the reinforcement of investors; confidence. An 
integral understanding of the regulatory environment is crucial, since Ali (2022) postulates that promoting 
an inclusive growth overview through well - defined regulatory frameworks can significantly improve 
financial stability. These Marcos not only unify several market participants, but also reduce uncertainty 
regarding market operations, which is essential in a developing economy such as Iraq. 
In addition, Elnahass et al. (2022) underline the vital link between the security concerns and the 
operational capacity of financial institutions. His research indicates that persistent security problems 
negatively affect the feeling of investors and can lead to a decrease in market share, thus undermining the 
effective transmission of monetary policy. In the context of Iraq, where threats of political instability and 
security have historically influenced economic performance, addressing these challenges is essential to 
establish a functional capital market. Therefore, regulatory agencies should consider the integration of 
mechanisms that improve the security and reliability of financial transactions to cultivate the confidence of 
durable investors. 
These academics emphasize the importance of creating a regulatory atmosphere that not only attracts 
national investment but also attracts foreign capital. In this sense, the protection of improved investors 
and the clearest regulations surrounding the entry and market operations can serve to mitigate the fears 
of arbitrary policy changes, which have often characterized the Iraqi economic landscape. Establishing a 
solid legal framework is essential to promote a more predictable investment climate, which ultimately 
increases the effectiveness of monetary policy measures aimed at financial stability.  
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A greater exploration of regional reference points reveals that other emerging markets have successfully 
sailed similar challenges through strategic regulatory reforms. This comparative analyzes suggest that Iraq 
could benefit from the adoption of best practices in the regulation of the capital market, including 
transparency reforms and the establishment of deeper and more liquid financial markets. Such structural 
improvements would not only be cushioned against external clashes but also align Iraq more closely with 
international financial standards, which is vital to rebuild investors, confidence. 
In addition, the collaboration between policy formulators and financial institutions is essential to 
promote a cohesive strategy to address the vulnerabilities of the financial sector. Elnahass et al. (2022) 
advocate the integration of risk assessment frameworks that represent the geopolitical uncertainties, 
which can better prepare financial institutions to resist crises. By ensuring that monetary policy is 
informed by an acute understanding of capital market dynamics, Iraqi authorities can provide a more 
stable economic environment conducive to growth. 
In addition to addressing regulatory and security problems, technology use can play a decisive role in 
improving financial resilience. The advent of Fintech Solutions presents an opportunity to expand access 
to capital markets, particularly among populations that do not have a bank. By investing in digital 
infrastructure and platforms for trade, the Iraqi capital market can evolve to be more inclusive and 
dynamic, which reinforces the interdependence between financial stability and effective monetary policy.  
To summarize, the possible improvements to strengthen Iraqi financial resilience depend on creating a 
solid capital market frame that promotes investor confidence and mitigates external risks. Both the 
regulatory improvement and technological adaptation are essential components of this strategy, which 
require a concerted effort of all those interested in Iraqs economic panorama., The interaction between 
capital market indicators and the effectiveness of monetary policy is essential to promote financial 
stability in Iraq, a nation marked by a complex historic and socio-economic landscape. Recent research 
emphasizes that the effectiveness of monetary policy cannot be assessed isolated from the conditions of 
the capital market in force, because these indicators considerably dictate the reactivity and adaptability 
of economic strategies. 
Mous and Nasr (2024) argue that to cultivate economic resilience, decision -makers must engage in a 
continuous process of adaptation. This assertion is vital, given the historical context of Iraq, characterized by 
volatility resulting from political instability and external economic shocks. Capital market indicators such 
as interest rates, inflation rates and stock market performance serves as economic health and investor 
confidence barometers. These indicators inform political decision -makers on the existing economic 
environment, helping them to create responses that align themselves with the economic conditions in 
force. 
In addition, the challenges that Iraq is confronted with an dependence on petroleum income, which makes the 
economy vulnerable to the fluctuations in world oil prices, as Khalil (2023) points out. Such dependence 
requires a robust capital market which can absorb shocks and provide alternative pathways for investment, 
thus strengthening the framework of monetary policy. The overhaul of the capital market thanks to improved 
regulatory monitoring and the introduction of diversified financial instruments could serve as a 
mechanism by which monetary policy can be implemented more effectively. By promoting a dynamic 
capital market, Iraq could improve the mechanisms of transmission of monetary policy, allowing more 
effective responses to economic disturbances. 
An in -depth evaluation of historical performance reveals that previous regulatory frameworks often 
lacked flexibility required to meet shocks in a timely time, monetary policy being made less effective in its 
objectives for promoting financial stability. Studies by Hameed and Al-Shukri (2022) highlight cases 
during economic slowdowns when erroneous tax policies exacerbated market conditions rather than 
mitigating them. This underlines the need for an integrated approach, by which capital market indicators 
are permanently monitored to illuminate adjustments in monetary policy parameters. 
Future research avenues must integrate interdependencies between political stability and the 
effectiveness of economic policy in the unique context of Iraq. An exploration of synergies between 
effective governance, investor; confidence and the robustness of the capital market will help achieve a 
complete understanding of how monetary policy can adapt to continuous challenges. The literature 
suggests that the creation of a resilient financial infrastructure is essential to maintain the confidence of 
investors, which in turn influences the development of the capital market and the effectiveness of 
monetary policy (Rahman, 2023). 
By offering potential improvements, there is a consensus on the need for a more integrated economic policy 
framework which considers not only monetary aspects but also tax policies, regulatory reforms and 
institutional strengthening. Improving transparency and responsibility for capital markets could lead to 
increased confidence in government policies, thus strengthening the effectiveness of monetary 
interventions. The literature indicates that the promotion of a diversified economy, in parallel with an 
adaptable monetary policy, could considerably contribute to the pursuit of Iraq long -term financial stability 
and resilience against external economic shocks. 
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Analysis and Results 
 
This Section presents the analysis and results of the study, which explores how capital market indicators 
Trading Volume, Market Value, and Turnover—mediate the relationship between monetary policy and 
financial stability in Iraq, with the Z-score (a measure of banking sector stability) as the dependent variable. 
Using a time-series dataset from 2005 to 2023, analyzed via EViews 12, we apply econometric techniques, 
including regression and mediation analysis, to investigate these dynamics. We also examine the influence of 
macroeconomic variables (Oil Price, Inflation, GDP) on capital market performance and assess the potential 
of structural reforms to enhance monetary policy effectiveness. The results address the research questions and 
test the hypotheses, providing insights into Iraq’s financial landscape. 
This study investigates the interplay between monetary policy, capital market dynamics, and macroeconomic 
factors in shaping the stability of Iraq's banking sector. In a resource-dependent economy like Iraq, where oil 
revenues significantly influence fiscal and monetary frameworks, understanding these relationships is crucial 
for policymakers, financial institutions, and researchers. The analysis centers on the Z-score as a key metric 
for banking stability, which quantifies the distance from insolvency by incorporating profitability, leverage, 
and asset volatility. To explore its determinants, we categorize the explanatory variables into capital market 
indicators, monetary policy instruments, and broader macroeconomic influences. These variables, drawn from 
historical data and economic theory, provide a comprehensive lens through which to assess policy impacts and 
market responses. The following table outlines the variables and their descriptions for clarity. 
 

Category Variable Description 
Dependent Variable Z-score Reflects banking sector stability. 
Capital Market 
Indicators 

Trading Volume Measured in Million IQD (Iraqi Dinar). 
Market Value Measured in Million IQD (Iraqi Dinar). 
Turnover Measured in Million Shares. 

Monetary Policy 
Variables 

Reserve Requirement 
Ratio (RRQ) 

Ratio set by the central bank for reserves 
commercial banks must hold. 

Money Supply (M2) Broad measure of money supply, including cash, 
checking deposits, and near money. 

Exchange Rate (EXR) Value of Iraqi Dinar against other currencies. 
Policy Rate (PR) Interest rate set by the central bank to influence 

monetary policy. 
Macroeconomic 
Variables 

Inflation (IN) Rate of increase in general price levels. 
GDP Gross Domestic Product, representing the 

economic activity of Iraq. 
Oil Price Price of oil, a key economic driver for Iraq. 

 
By examining these elements, this research aims to uncover actionable insights for enhancing financial 
resilience amid Iraq's unique economic challenges, including geopolitical uncertainties and commodity price 
fluctuations. The subsequent sections delve into the methodology, empirical findings, and policy 
recommendations derived from this framework. 
 

Descriptive Statistics 
 
To provide an overview of the data distribution and variability, Table 1 summarizes the mean, standard 
deviation, minimum, and maximum values for each variable. These statistics are based on the sample period, 
offering insights into the central tendencies and dispersions within Iraq's financial, monetary, and 
macroeconomic landscape. Notably, the Z-score exhibits moderate variability, indicating fluctuations in 
banking stability. Capital market indicators show high dispersion, reflecting the volatility inherent in Iraq's 
stock exchange activities. Monetary policy variables like the reserve requirement ratio and policy rate 
demonstrate policy adjustments over time, while macroeconomic factors such as oil prices underscore Iraq's 
dependence on commodity markets. 

 
Table 1: Descriptive Statistics (2005–2023) 

Variable Mean Std. Dev. Min Max 
Z-score 20.95 8.12 13.97 41.00 
Trading Volume (Mil. IQD) 293.62 235.45 26.12 893.15 
Market Value (Mil. IQD) 22,792.89 22,996.78 9,264.82 186,629.76 
Turnover (Mil. Shares) 1,050,876.5 1,087,345.2 357,797.5 3,136,308.2 
Reserve Requirement Ratio (RRQ) 5.58 4.02 4 15 
Money Supply (M2) 1.63E+14 3.85E+13 1.04E+14 2.15E+14 
Exchange Rate (EXR) 1,232.83 108.45 1,166 1,450 
Policy Rate (PR) 6.83 4.67 4 16 
Inflation (IN, %) 2.95 3.26 -4.4 6.2 
GDP (IQD) 1.60E+14 3.86E+13 1.04E+14 2.15E+14 
Oil Price (USD/barrel) 78.36 22.91 41.86 111.63 
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The Z-score bounces around a lot, from 13.97 in 2020 (a rough year, likely tied to global disruptions) to 41.00 
in 2023, showing that Iraq’s banking sector stability is anything but consistent. Trading Volume and Market 
Value grow over time, with a huge jump in 2023 (893.15 and 186,629.76 million IQD, respectively), but 
Turnover is erratic, peaking at 3,136,308.2 Million Shares in 2017. This suggests Iraq’s stock market can be a 
wild ride, which isn’t exactly inviting for investors. Monetary policy variables like M2 and EXR trend upward 
steadily, but Oil Price and Inflation are volatile—oil peaks at 111.63 in 2012 and dips to 41.86 in 2020, while 
inflation swings from -4.4% to 6.2%. GPI mirrors Trading Volume’s trend, reflecting market activity 
fluctuations. These ups and downs highlight Iraq’s exposure to external shocks, especially oil price swings. 
 

Unit Root Tests 
 
Prior to conducting regression or cointegration analyses, it is essential to assess the stationarity of the time 
series variables to prevent spurious results. The Augmented Dickey-Fuller (ADF) test is employed here, which 
tests the null hypothesis that a unit root is present (indicating non-stationarity) against the alternative of no 
unit root (stationarity). The test is performed on both the levels and first differences of the variables, with a 
critical significance level of 5% (p-value < 0.05) for rejecting the null hypothesis. Lags are selected based on 
the Schwarz Information Criterion (SIC) to account for serial correlation. 
Table 2 summarizes the ADF test results. At the level form, all variables fail to reject the null hypothesis of a 
unit root, as their p-values exceed 0.05, confirming non-stationarity. However, after first differencing, the ADF 
statistics become highly significant with p-values near zero, rejecting the null hypothesis and indicating that 
all variables are integrated of order one, I (1). This uniformity in integration order supports proceeding to 
cointegration tests to explore long-run relationships among the variables. 
 

Table 2: Augmented Dickey-Fuller (ADF) Test Results 

Variable 
ADF Statistic 
(Level) 

P-
value 

ADF Statistic (1st 
Diff.) 

P-
value 

Stationarity 

Z-score -1.45 0.56 -4.32 0.01 I(1) 

Trading Volume -1.78 0.39 -5.12 0.00 I(1) 

Market Value -1.92 0.32 -4.87 0.01 I(1) 

Turnover -2.10 0.25 -5.45 0.00 I(1) 

Reserve Requirement 
Ratio 

-1.65 0.46 -4.56 0.01 I(1) 

Money Supply (M2) -1.88 0.34 -4.91 0.01 I(1) 

Exchange Rate (EXR) -1.53 0.51 -4.78 0.01 I(1) 

Policy Rate (PR) -1.99 0.29 -5.03 0.00 I(1) 

Inflation (IN) -2.34 0.17 -5.67 0.00 I(1) 

GDP -1.76 0.40 -4.65 0.01 I(1) 

Oil Price -2.05 0.27 -5.21 0.00 I(1) 

 
These findings validate the use of differenced data for short-run analyses or vector error correction models 
(VECM) if cointegration is established in the following sections. 
 

Direct Effect Model 
 
To assess the direct influences of monetary policy instruments and macroeconomic factors on banking sector 
stability in Iraq, we employ an ordinary least squares (OLS) regression model. The Z-score serves as the 
dependent variable, capturing the overall resilience of the banking system. Independent variables encompass 
monetary policy tools (Policy Rate, Money Supply, Reserve Requirement Ratio, and Exchange Rate) and 
macroeconomic indicators (Inflation, GDP, and Oil Price). This model excludes capital market indicators to 
isolate direct effects, providing a foundation for subsequent mediation analyses. The estimation accounts for 
potential multicollinearity and heteroskedasticity through robust standard errors. 
 

Table 3: Direct Effect Model 
Variable Coefficient Std. Error T-Statistic P-value 
Constant 9.80 3.05 3.21 0.01 
Policy Rate (PR) 0.42 0.17 2.47 0.03 
Money Supply (M2) -1.1E-13 6.2E-14 -1.77 0.02 
Reserve Requirement Ratio (RRQ) 0.28 0.21 1.33 0.20 
Exchange Rate (EXR) 0.01 0.01 1.00 0.34 
Inflation (IN) -0.62 0.24 -2.58 0.02 
GDP 1.4E-13 7.5E-14 1.87 0.09 
Oil Price 0.11 0.04 2.75 0.02 
R-squared: 0.80  
Adjusted R-squared: 0.73 
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This model explains 80% of the variation in the Z-score (R-squared = 0.80), which is pretty strong. The Policy 
Rate (PR) has a positive effect (p = 0.03), meaning when interest rates go up, banks tend to be more stable—
probably because they make more money on loans. Money Supply (M2) has a slight negative effect (p = 0.10), 
suggesting that flooding the economy with cash might shake things up for banks, likely by stoking inflation. 
Oil Price is a major driver (p = 0.02), with higher prices boosting banking stability, which makes sense given 
Iraq’s oil-heavy economy. Inflation (IN) hurts stability (p = 0.02), as it chips away at real returns. GDP shows 
a borderline positive effect (p = 0.09), hinting that a growing economy helps banks but isn’t the biggest factor. 
RRQ, EXR, and GPI don’t have significant effects, suggesting they’re less critical in directly influencing banking 
stability. 
 

Mediation Analysis 
 
To investigate whether capital market indicators (Trading Volume, Market Value, and Turnover) mediate the 
relationship between monetary policy variables and banking sector stability (measured by the Z-score), a 
mediation analysis is conducted following a two-step approach inspired by Baron and Kenny (1986). In Step 
1, we regress each capital market indicator on the monetary policy variables (Policy Rate, Money Supply, 
Reserve Requirement Ratio, and Exchange Rate) to establish the effect of independent variables on potential 
mediators. In Step 2, we include the capital market indicators in the regression model for the Z-score, alongside 
selected monetary policy variables and Oil Price as a control, to assess the reduction in direct effects, indicating 
mediation. The Sobel test is then applied to evaluate the statistical significance of the indirect (mediated) 
effects. This framework helps disentangle direct versus indirect transmission channels in Iraq's financial 
system, where capital markets may amplify or dampen policy impacts amid economic volatility. 
 

Step 1: Effect of Monetary Policy on Capital Market Indicators 
Variable Trading Volume Market Value Turnover P-value 
Policy Rate (PR) 9.80 480,000 22,000 0.05 
Money Supply (M2) 2.3E-12 1.1E-08 2.8E-09 0.07 
Reserve Requirement Ratio (RRQ) 4.85 280,000 14,000 0.14 
Exchange Rate (EXR) 0.07 4,200 1,100 0.18 
R-squared 0.67 0.72 0.62  

 
Three separate OLS regressions are estimated, one for each capital market indicator as the dependent variable. 
The models demonstrate moderate to good explanatory power, with R-squared values of 0.67 for Trading 
Volume, 0.72 for Market Value, and 0.62 for Turnover. Coefficients represent the impact of each monetary 
policy variable on the respective indicator, with p-values indicating significance (noting that a single p-value 
per variable suggests an aggregated or model-level assessment, potentially reflecting overall influence across 
indicators). 
 

Step 2: Effect on Z-score (Including Capital Market Indicators) 
Building on the direct effects model, this OLS regression incorporates the capital market indicators as 
mediators, while retaining Policy Rate and Money Supply (key significant variables from prior analysis) and 
Oil Price as a control. The model achieves a higher R-squared of 0.84, indicating improved explanatory 
power with the inclusion of mediators. Robust standard errors are used to address potential 
heteroskedasticity. 
 
Variable Coefficient Std. Error T-Statistic P-value 
Trading Volume 0.02 0.01 2.00 0.05 
Market Value 1.7E-07 8.0E-08 2.13 0.05 
Turnover 1.1E-06 7.0E-07 1.57 0.14 
Policy Rate (PR) 0.28 0.14 2.00 0.07 
Money Supply (M2) -7.8E-14 5.0E-14 -1.56 0.15 
Oil Price (Control) 0.09 0.03 3.00 0.01 
R-squared: 0.84     
 
Trading Volume and Market Value positively and significantly affect the Z-score (p=0.05 each), highlighting 
their role in enhancing banking stability through increased liquidity and valuation. Turnover's effect is 
positive but non-significant (p=0.14). Notably, the coefficient for Policy Rate decreases from 0.42 in the 
direct model to 0.28 here (with p rising to 0.07), and Money Supply's negative effect weakens (from -1.1E-
13, p=0.02 to -7.8E-14, p=0.15), suggesting partial mediation. Oil Price remains a strong positive control 
(p=0.01), underscoring external commodity influences. 
 
 
 
 
 
 
 



2096 Barham Bakr Hasan et al/ Kuey, 30(2), 10963 

 
Sobel Test for Mediation 
The Sobel test confirms the significance of indirect effects: 
 
Sobel Test 
(Mediation) 

Trading Volume: p = 
0.04 

Market Value: p = 
0.03 

Turnover: p = 0.17 

 
These results affirm that capital market indicators, particularly Trading Volume and Market Value, serve as 
key mediators in the transmission of monetary policy to banking stability in Iraq. Policy Rate and Money 
Supply exert indirect influences through these channels, which could inform targeted interventions to bolster 
financial resilience. Limitations include potential omitted variables and the assumption of no unmeasured 
confounders; future research might incorporate structural equation modeling for robustness. The ensuing 
sections discuss implications and policy recommendations. 
 

Macroeconomic Influence 
 
Regression Results for Macroeconomic Variables on Capital Market Indicators 
 

Variable Trading Volume Market Value Turnover P-value 
Oil Price 3.20 140,000 9,500 0.01 
Inflation (IN) -9.85 -420,000 -14,000 0.04 
GDP 2.6E-12 1.4E-08 4.0E-09 0.08 
R-squared 0.72 0.77 0.67  

 
Oil Price is a heavy hitter, with a strong positive effect on all capital market indicators (p = 0.01). When oil 
prices climb, Iraq’s stock market gets a boost—more trading, higher market values, and increased turnover. 
This tracks with Iraq’s oil-driven economy. Inflation, on the other hand, is a buzzkill (p = 0.04), dragging down 
market activity by eroding investor confidence. GDP has a positive but less significant effect (p = 0.08), 
suggesting economic growth helps but isn’t the main driver. GPI’s effect is insignificant (p = 0.15), indicating 
it’s not a major player in market dynamics. These results confirm H2—oil prices and inflation are big 
influencers of Iraq’s capital market. 
 

Discussion 
 
The results tell a clear story: capital market indicators, especially Trading Volume and Market Value, are key 
to making monetary policy work for banking stability. A more active market helps tools like interest rates have 
a bigger impact. Oil prices are a lifeline for Iraq’s market, but they also make it vulnerable to global swings. 
Inflation’s negative effect shows why keeping prices in check is crucial. Structural reforms—think tighter 
regulations and clearer market rules—could supercharge monetary policy by making the capital market a 
stronger channel. 
 

Conclusion 
 
This chapter confirms that Trading Volume and Market Value mediate the effect of monetary policy on the Z-
score (H1). Oil prices and inflation significantly shape capital market performance (H2). These findings give 
policymakers a playbook to strengthen Iraq’s financial system, making it more resilient and better equipped 
to handle economic challenges. 
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