ECONOMIC ANNALS-XXI
ECONOMICS AND MANAGEMENT OF NATIONAL ECONOMY

ECONOMIC ANNALS-XXI
ISSN 1728-6239 (Online)
ISSN 1728-6220 (Print)
https://doi.org/10.21003/ea
http://ea21journal.world

Volume 194 Issue (11-12)’2021
Citation information:

Alyaseri, N. H. A. (2021). Optimization of the challenges facing the Iragi economy based on the values of returns in 2000-2020.
Economic Annals-XXI, 194(11-12), 4-12. doi: https://doi.org/10.21003/ea.V194-01

Nagham Hameed Abdulkhudhur Alyaseri

PhD (Economics),

Lecturer,

Economics Department,

Faculty of Administration & Economics,

Wasit University

Central Str., Kut, 52001, Iraq
nabedalkhdar@uowasit.edu.iq

ORCID ID: https://orcid.org/0000-0001-8784-9047

Optimization of the challenges facing the Iraqi economy
based on the values of returns in 2000-2020

Abstract. In this paper, the situation in the Iragi economy for the period of 2000-2020 has been analyzed
using three hybrid models. The research hypothesis was launched from the necessity of interaction between
the activity of the Iragi market for securities and the local financial and economic institutions. The hypothesis
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Anbsacepi H. X. A.

KaHOugaT eKOHOMIYHUX HayK, BUKknagad, kadenpa ekoHOMikU, dakynbTeTy ynpaBiHHSA Ta EKOHOMIKW,
YHiBepcuTteT BaciT, Ky, Ipak

OnTumi3auis 3aBgaHb, LLLO CTOATb Nepes, iPpakCbKO eKOHOMIKOIO, Ha OCHOBiI 3Ha4eHb NPUOYTKOBOCTI
y 2000-2020 pokax

AHoTauia. Y uiin poboTi cutyauia B ekoHomiui Ipaky 3a nepiog 2000-2020 pokiB npoaHanidoBaHa
3 BUKOPMUCTaHHAM TpbOX ribpuaHux mopenen. linotesza pocnigXeHHs chOpMyfibOBaHa, BUXOOS4YN
3 HeoOXxigHOCTI B3aemofii AiNbHOCTI ipakCbKOro PUHKY UiHHMX MnanepiB i3 MicueBUMU iHAHCOBO-
€KOHOMIYHMMUK HCTUTYyTamun. [inoTte3dy Oyno nNepeBipeHO BiANOBIAHMM YMHOM 3a AOMOMOrOK TECTy
Konmoropoea-CMupHOBa, TECTY HOPMasbHOCTI Ta TECTY MyJIbTUKOJliHeapHOCTI. CTaTUCTUYHWIA aHani3 6yB
3aCHOBaHWI Ha TPbOX MATEMAaTUYHUX MOOENSAX OYiKyBaHOi NMPMOYTKOBOCTI Ta pU3nKy PUHKY Ipaky. Byno
BUKOPWUCTAHO TPWU OCHOBHI Mogeni (onTumisauisa (BO), ontumizoBaHa npubyTtkosicTb (ORV), 3aranbHui
pn3unk onTumizauii (GOR) ona ontumisauii Ta BiANOBIAHOro aHanidy gaHux. Y xoni OoCnigXeHHs 6yno
3p06NeHO Kinbka BMCHOBKIB, HaMbiNbll BaXIMBUMU 3 SKUX € 0OMeXeHa eKOHOMIYHA pPOoJib ipakCbkOro
PUHKY LiHHUX NanepiB; NOTEHLUiiHA CXMUMBbHICTb 00 HEeraTMBHUX HacnigkiB, siki MOXYTb OYyTW BUKIMKAHI
MiDXHaPOOHMMU KPU3aMU, Yepes O4ikyBaHy BiAKPUTICTb; a TakOX MOXJIMBICTb HE3AKOHHOIO pyXy Kanitany,
L0 NPM3BOANTL A0 ippaLioHanbHUX CNEeKYNALIN; CKagHIiCTb peanidavii rpowoBo-KPeanTHOI Ta piHaHCOBOI
NONITUKM BHACNIAOK BPA3NMBOCTI Nepes MiXXKHaAPOAHUMN BUKITMKAMN.

Kniouyogicnosa: Ipak; rpolwoBo-KpeaAnTHa NOMITUKA; MiXXHAPOOHY KPU3Y; BPA3NUBICTb; NiHiiHa oNTUMIi3aLis;
ontumisauis BBI1; ctatnctnyHmin aHanis; riopnaHi Mmogeni; TECTM Ha HOPMaJsbHICTb.
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Anbsacepu H. X. A.

KaHaMOAT 9SKOHOMMYECKUX HayK, MpenoaaBaresb, kadenpa SKOHOMUKN, dakynbTeTa ynpaBieHns U SKOHOMUKN,
YHusepcuteT Bacut, Ky, Npak

OnTuMM3auua 3apad, CToALLNX Nepen UPaKCKoOn 9KOHOMMUKOM, HA OCHOBE 3HAa4eHU J0XO04HOCTH
B 2000-2020rrT.

AHHOTauma. B paHHOM paboTe cuTyauus B 3KoHOMuke Wpaka 3a nepuog 2000-2020 rr.
npoaHanu3mMpoBaHa C WCMNONb30BaHMEM Tpex rmbpuaHbix Moaenen. [unotesa uccnemoBaHUsA
chopmMynmpoBaHa MCXoos N3 HeoOXO0OAMMOCTU B3aMMOOENCTBUSA AOEATEeNbHOCTM MPAKCKOro pPbiHKA
LeHHbIX ByMmar ¢ MeCTHbIMU (PUHAHCOBO-3KOHOMUYECKUMU NHCTUTYTaMu. [nnotesa Obina nposepeHa
COOTBETCTBYIOLLMM 06pa3omM ¢ nomoLbio Tecta Konmoroposa-CMnpHoBa, Tecta HOpMaibHOCTU U TecTa
MYJIbTUKONNIMHEAPHOCTU. CTaTUCTUYECKNI aHann3 Obll OCHOBAH Ha Tpex MaremMaTtnuyeckmx Moaensx
OXNOAEMOWN OOXOOHOCTU U PUCKA AEHEXHOro pbiHka Mpaka. Bbinm nmcnonb3oBaHbl TPM OCHOBHbIE
Mogenu (ontummsauua (BO), ontummnsmpoBaHHas goxogHocTtb (ORV), obwmii puck ontMMmnsauunm
(GOR) onga onTMMmMsaunm n COOTBETCTBYIOLLENO aHanM3a AaHHbIX. B xoae nccnegosaHums Ob110 caenaHo
HECKOJ/1bKO BbIBOAOB, HanboJsiee BaXHbIMU U3 KOTOPbLIX ABAAIOTCH OrpaHMYeHHas 3KOHOMUYeckas posib
MPAKCKOro pblHKA LEHHbIX Oymar; noTeHuuanbHas MNOABEPXEHHOCTb HeraTMBHbIM MOCNEACTBUSAM,
KOTOPbI€ MOTYT ObITb BbI3BaHbl MEXAYHAPOAHBIMU KPU3NCAMU, N3-3a 0XNAAEMON OTKPBLITOCTU; a TakXe
BO3MOXHOCTM HE3AKOHHOI0 ABWXEHMS Kanutana, NpuBOASALLEro K MppauMOHabHbIM CMEKYNSLMNAM;
CNOXHOCTb peann3aumm AEeHEXHO-KPeAUTHON U (UHAHCOBOWM MOAUTUKM B CNEACTBUE YS3BMMOCTU
nepen MexayHapogHbiMn BbiI30OBaAMMU.

KnioueBble cnoBa: Vipak; OeHexXHO-KpeaAuTHas MNONuTuKa; MeXOyHapoOHbl KPU3UC; YA3BUMOCTD;
JINHelrHaa onTuMmaaums; ontuMmusauus BBI1; ctatuctuyeckuin aHanms; rmbpuaHble Moaenu; TeCcTbl Ha
HOPMaJIbHOCTb.

1. Introduction

The stock market is one of the prominent financial institutions in free economies, as itis a
mediator in which savings are mobilized and directed towards various investments to produce
goods and services, and contribute to the formation and increase of GDP. It also represents
the link between individuals, banks and other savings institutions, which have accumulated
savings. As well as it represents one of the links in the development of the financial and ban-
king system in any economy. In order to continue the effectiveness of the stock market and its
activity in the Iragi economy. It is necessary to study the reality of this market to assess its eco-
nomic role, and stand on the level of international challenges that face the development of its
activity, and the problems and obstacles that lead to a low level of economic performance in it.
A financial institution is a commercial organization that helps its customers save money, then
helps them get loans and credit (Bansal et al., 2019). Companies use these services to help fa-
cilitate international commerce, such as resource mobilization and allocation, financial inter-
mediation, and facilitation of foreign exchange transactions (Prasetiyani, 2020). In the broa-
dest sense, you can classify a financial institution as a bank or a nonbanking financial institu-
tion. However, the examination conducted in this research specifically focused on the banking
industry. According to Elim (2019), implementing efficient governance procedures may boost
firm value.

In contrast to Kisman et al. (2019), well-governed corporations fence in their surplus capital
reserves and companies with poor corporate governance are quicker to invest in low-profitabi-
lity ventures. In simple terms, poorly administered enterprises lose company value by wasting fi-
nancial resources. In an extensive study of American companies by Pojanavatee (2020), strong
shareholder rights are shown to result in more shareholder value, better earnings, and fewer ca-
pital expenditures. Incorporating 51 different principles of corporate governance recommended
by the services division of institutional investor advisory firm Institutional Shareholder Services,
Hanif (2020) developed a corporate governance index (CGl). Better-governed enterprises are
also shown to be related to increased financial value.

Some categories of data show that cash holdings are negatively correlated with corporate
value. Cash holdings are inversely associated to the firm’s worth, as indicated by Wanjawa and
Muchemi (2014). Cash-rich organizations are more prone to conduct value-decreasing purchases
and mergers than cash-constrained ones, according to Lee et al. (2016). Furthermore, Kisman
and Restiyanita (2015) claim that liquid assets are more lucrative to the managers, as they can be
converted into private benefits at a lower price than other assets.

Many research projects have been completed regarding the correlation between corpo-
rate governance and business value, which have produced highly mixed results. Many of these
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researches discovered a favorable correlation between corporate governance and business va-
lue; others have revealed a negative association. Once again, this line of reasoning emerges in the
literature and may be paraphrased as «Corporate governance has no discernible effect on busi-
ness value.» Using inaccurate proxies for board independence, research found that inconsistent
results occurred. It appears that board composition has no link to business value. Many studies
have found that corporate governance practices favorably enhance the value of firms. Mehrara et
al. (2014) argue that enterprises that utilize country-specific capital markets have a higher value
and the accompanying valuation premiums are inversely proportional to the firm’s country’s in-
vestor protection (Ariyo et al., 2014). Firm value is adversely connected to proxies for investor pro-
tection according to Meeampol et al. (2014). This research also suggests that investors in coun-
tries with inadequate investor protection devalue company assets because they think they would
not benefit from these assets to their full extent

It has not been noticed the effectiveness of the economic role of the Iragi market for securities.
On the other hand, there are international challenges and risks that may limit future market activity
and cause problems and crises, which requires standing on the reality of this market to determine
the negatives, and quickly overcome the obstacles and problems faced by it to remain effective in
the economy. Thus, A study and analysis of the economic performance of the Iraqgi market for se-
curities in the period of 2005-2019 to determine the level of its economic performance on the one
hand, and to clarify the international challenges and risks that may result from it as a result of fi-
nancial openness to the world, on the other hand.

2. Research Methodology

2.1. Research hypothesis

The development of the performance of the Iragi market for securities is an imperative neces-
sity required by the process of interaction between market activity and local financial and eco-
nomic institutions and changes to highlight its economic role and its activation on the one hand,
and between international variables and adaptation to meet the challenges and expected risks
that may result from them on the other hand.

The research has taken from the descriptive approach an analytical method to reach the goal,
this method analyzes the financial statements of the Iraq Stock Exchange, and indicators of its fi-
nancial performance, to determine its role in the economy, and the extent of its willingness to face
the risks of financial openness expected in the future.

2.2. Research modeling

2.2.1. Optimization of Capital Assets

This strategy is predicated on the belief that every asset can be categorized according to
two statistical characteristics: a position statistical characteristic, which provides a metric of
the average return of an asset over some period of time; and a dispersion statistical characte-
ristic, which quantifies the asset risk. The arithmetic average of the stock returns - or Basic
optimization BO or Ri which is the average return of stock are used to compute the average
return of each stock:

Z;n=1rij (1)

Basic optimazion (BO) = W

where:

Ri is the average return of stock i; or Basic optimization BO,;
r;; is the return of stock 7 in period j;

Vf/ is the number of periods considered.

The optimizing risk value (A) associated to an individual stock is determined through the stan-
dard deviation of its returns, hose formula is shown as equation 2:

g (2)

Alyaseri, N. H. A. / Economic Annals-XXI (2021), 194(11-12), 4-12



ECONOMIC ANNALS-XXI
ECONOMICS AND MANAGEMENT OF NATIONAL ECONOMY

General Optmiazion Risk (GOR) = \/2X 7", (x2 + 0%) + 2 X" x;X;€; €;p; » (3)

where:

x; is the percentage of that is used for investment in stock i;
R, is the average Risk of stock i;

€ is the risk, or standard deviation of stock i;

p;is the correlation between stocks i and /;

n is the number of stocks.

Although these methods may be applied, there are too many stocks and percentages to assess
that they are tough to use.

Optimization of risk assessment can be formulated as:
Risk = YT x; (R; — Rmax) < 6(Rimin — Rmax) (4)

where:
xi is the percentage (expressed in tenths) of stock i that must be bought and it is a real variable;

0 < xi < 1,xi =0when stock i is not included in portfolio;
di is the selling price of stock i.
Optimization based on Return assessment is considered as:
Optimized Return Value (ORV)=Y"x; (3; — 0max) < 6(Omin — Omax) » (9)
where:
xiis the percentage (expressed in tenths) of stock i that must be bought and it is a real variable as
follows: 1, 62 are variables that are used for covering; all of the solution space and their values
are limited by: 0 <62 < 1;
d; is the selling price of stock i.
3. Results And Discussion

3.1. Hypothesis based on normality testes

3.1.1. Normality Based F test

In this research, International variables and adaptation to meet the challenges and expected
risks that may result from them on the other hand. Based on the output presented in Table 1, we
see that F test is 21.262 with p-value (sig) 0.000, we get F table 2.1142. Because F test > F table
(21.262 > 2.1142), it led to accept the proposed assumption period 2003-2020.

Table 1:
Details of the tested assumption
Function Sum of R? Df Mean of Squares F value SIG
Regression 33.2 5 12.454 19.2. 000
Residual 31.2 18
Total 29.4 19

Source: Calculated by the author

3.1.2. Normality based on the Kolmogorov-Smirnov Test

Normality Test is examined to find whether the residual data is normally distributed or not. This
test has been implemented on employed models: Optimized Return Value (ORV), Basic optimiza-
tion (BO) and General Optimization Risk (GOR). R squares, standard errors and Values of Durbin
Watson have been considered to investigate whether assumption is suitable for current analysis
or not (Table 2).
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Table 2:
Normality Test Koimogorov-Smirnov
Model R R? Preferable R? Err. Std Durbin Watson
Basic optimization (BO) 0.344 0.4277 0.423 0.14 1.23
Optimized Return Value (ORV) 0.229 0.3469 0.350 0.23 1.09
General Optimization Risk (GOR) 0.198 0.374 0.381 0.19 1.12

Source: Calculated by the author

3.1.3. Multicollinearity Test
Multicollinearity Test is intended to examine whether in the regression model we can found a
correlation between its independent variables. A good regression model should not contain cor-
relation between its independent variables as shown in Table 3.
The results in Table 3 indicate that the VIF value for each independent variables are far below

10, which is Capital assets - X1 = 1.345, Risk assessment - X2 = 2.356, and Return assessment -
X3 =4.46. Therefore, we could conclude that there is no multicollinearity between its independent
variables on the regression models.

Table 3:

Results of multicollinearity test

Model Unstandardized coefficients | Std Coef. | T Values sig Collinearity statistics
B Std. Error Beta Tolerance VIF
Constant .03 0.12 000 0.12 000 00 00
Basic optimization (BO) 435 0.34 0.54 0.135 000 0.65 1.345
Optimized Return Value (ORV) 0.23 0.44 -0.45 0.02 000 0.54 2.356
General Optimization Risk (GOR) 0.34 0.13 0.14 0.05 000 0.41 4.46

Source: Calculated by the author

3.2. Optimize the Gross Domestic Product Based Proposed Model

The results from the risk assessment and the return are very similar, being the difference slight-
ly smaller for those from the minimization problem. It is important to notice that the portfolio com-
position resulting from each problem is different, which was anticipated since the variables are
really valued and the problems admit an infinite number of solutions. This fact allows the possibi-
lity for selecting percentages for each stock and obtaining similar returns and risks.

3.2.1. Linear Optimizing of the Capital Ratio of the GDP Based Models

One of the indicators of the market size is the value of securities listed on the stock market di-
vided by gross domestic product. It is a measure of the depth of the market value in the natio-
nal economy. From an economic point of view, its use is based on the assumption that the size
of the stock market correlates positively or negatively with its ability to mobilize savings and di-
rect them towards diversified investments at the macroeconomic level. The ratio of the market
value to the gross domestic product in the year 2005 reached about 4.42%, and decreased to
reach 2.05% in 2006 then to 1.48% in 2008, and the increase came again to reach 6.85% in 2016
despite its decrease in 2014 to 3.57%, due to the decline in the security situation, then the decline
has returned again to reach 4.90% in 2019 as shown in Figure 1. Although this percentage has

Figure 1:
Optimized fluctuation in GDP of Iraq in 2000-2020
Source: Compiled by the author
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decreased, this means that the market value has grown at a rate greater than the rate of growth of
GDP in this period.

3.3. Investigation Ratio of the Market Value to the Liquidity of Gross Domestic Product

This ratio has taken the same approach to the ratio of the market value to the gross domes-
tic product. It decreased from 9.30% in 2005 to 7.06% in 2012, to rise in the year 2013 and to
reach 16.59% in 2017, then to decrease to 12.44% in 2019, and the reason for the increases is
due to the growth in the market value at a rate greater than the rate of domestic liquidity growth
as shown Table 4.

Figure 2 represents that percentage of liquidity to GDP through the period of 2005-2019. The
maximum percentage of GDP through these years is 6.8% through 2016 with a liquidity 15.3%.
while the maximum liquidity happened at 2017 with GDP value changing to 6.6%.

Table 4:

Performance indicators of the Iraqi monetary sector for the period of 2005-2019
Years Companies listed Trading volume Total trading value Market value Turnover
2005 85 55639 366.81 3246.86 11.30
2006 93 57975 146.89 1960.21 7.49
2007 94 152991 427.37 2108.22 20.27
2008 96 150853.1 301.35 2319.46 12.99
2009 91 211290.6 411.93 3581.20 11.50
2010 87 255659.5 400.36 3462.28 11.56
2011 87 492371.6 941.20 4931.19 19.09
2012 84 625639.9 893.83 5327.35 16.78
2013 83 875568.6 2845.42 11451.37 24.85
2014 83 746212.4 901.17 9520.63 9.47
2015 98 618726.5 495.11 12364.79 4.00
2016 97 1038229.8 515.96 13490.01 3.82
2017 101 1215082 900.15 14838.13 6.07
2018 104 832631 466.48 14735.45 3.17
2019 106 460097.1 284.91 12872.21 2.21
2020 109 345675.35 335.3 23453.35 2.13

Source: Compiled by the author based on available public data

Figure 2:
Optimization of the Iraqgi market value to the liquidity of Gross Domestic Product
Source: Compiled by the authors based on available public data

3.4. Investigation of the primary financial stock market of Iraq for the period

of 2000-2020

The primary market can be evaluated through the following indicators and based on Table 3:

1 - The ratio of new issuances to GDP: The ratio of new issuances from stocks to GDP during
the period 2005-2019 was modest, as Table 3 indicates that the average of this ratio reached up
to 0.11%, while the highest ratio up to 1.36% in 2015, and this percentage has taken a descending
trend during the following years until it reached 0.06% in 2019. This means that the size of the pri-
mary market is weak and that the tools offered there are low, i.e. the low ratio of savings directed
to the primary market for investment in securities, and the low ability of financial instruments of-
fered in this market to attract the available savings.
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2 - The ratio of new issues to gross domestic savings: This indicator indicates the extent
to which the primary market contributes to attracting domestic savings. It is noted from Table 2
that the ratio of new issues of shares to gross domestic savings increased from 0.57% in 2006
until it reached its highest level in 2015 with limits of 14.24%, despite its decline in the years
2007, 2008, 2010, 2011. This percentage fluctuated and increased during the following years to
reach 0.32% in 2019.

From the foregoing, the ratio of new issues of shares to gross domestic savings during the pe-
riod 2005-2015 was high, due to the increased market activity that prompted savers to subscribe
to shares and bonds issued in the market. While the percentage during the period 2016-2019 was
weak and unstable, which means the trend of savers towards other safer savings areas for them,
and this requires a rapid response to revitalize the issuance market and diversify the tools and in-
stitutions that increase their effectiveness in playing their role in mobilizing savings and directing
them towards Real investment.

3 - Ratio of new issues to total fixed investment: Table 4 indicates that the ratio of the prima-
ry market contribution to financing investments during the period 2005-2019 was average, as it
averaged 3.50%. It decreased from 12.12% in 2006 to its lowest level 2.71% in 2013. However, it
increased to 15.79% in 2015 and then took a descending trend to reach 0.99% in 2019, despite the
improvement of this percentage during 2017 and 2018 and reaching 8.46% and 4.04%, respec-
tively. This is an indication of the continued weakness of the primary market in contributing to fi-
nancing new investments.

4 - The ratio of new issues to long-term deposits in the banking system: This indicator rep-
resents one of the measures of the efficiency of the stock market, and indicates the ability of the
market to mobilize savings and reorient them towards long-term investments. Results indicates
that the ratio of total new issuances to total noncurrent savings deposits (long-term) ranged bet-
ween 0.56% in 2006 t0 5.15% in 2015. Then, this percentage began to fluctuate up and down un-
til it reached 0.23% in 2019.

This ratio reflects the ability of the trading market to attract domestic savings. Table 5 in-
dicates that the percentage has taken an upward trend, reaching 4.46% in 2005 and rising to
17.50% in 2009, due to the growth of the trading value at a rate higher than the growth of the
gross domestic savings. However, it began to decline, reaching its lowest level of 0.45% in
2019, despite its rise in 2013 to 5.44%. The high ratio means an increase in the ability of the
trading market to attract savings, and its decrease means savers prefer to invest their money
in deposits in banks or in other investments without investing in the secondary market, which
means a shift from investing in the market towards other areas of investment, and this is evi-
dent when comparing the ratio of the value of trading in the market to the total annual deposits
in the banking system.

Table 5:
The primary money market indicators for the period of 2003-2020
Years The value The value of The value of new The value of new The value of new
of new new issuances / issuances / issuances / issuances /
issuances GDP Total domestic Total fixed Total non-current
savings investment deposits

2003 177.4 0.56 0.66 11.6 0.88
2004 199.3 0.36 0.82 12.6 0.76
2005 193 0.65 0.76 13.46 0.67
2006 108.84 0.11 0.57 12.12 0.56
2007 39 0.03 0.21 5.83 0.16
2008 56 0.04 0.13 7.13 0.15
2009 25 0.02 1.06 1.80 0.08
2010 50 0.03 0.32 2.40 0.17
2011 100 0.05 0.24 3.98 0.27
2012 - - - - -
2013 270.01 0.10 0.52 2.71 0.54
2014 - - - - -
2015 2654.78 1.36 14.24 15.79 5.15
2016 100 0.05 0.53 0.88 0.22
2017 1255.01 0.57 3.62 8.46 2.67
2018 615 0.24 1.29 4.04 0.90
2019 168 0.06 0.32 0.99 0.23
2020 434 0.45 0.45 0.43 0.43

Average 362.77 0.11 1.18 3.50 0.48

Source: Calculated by the author
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4. Gross Domestic Product Based on Total Value of Circulation

This ratio indicates the volume of transactions (the actual exchange of shares) in the secondary
market in relation to the size of the national economy, and it largely reflects the level of liquidity in
the economy, as well as it complements the market capital ratio, the market capital ratio may be
high, but the circulation move is weak (liquidity) in the market. Table 6 indicates a small percen-
tage of the circulation value throughout the study period, reaching a maximum of 1.04% in 2013.
The increase in the value of the trading value means that there is an increasing preference for in-
vestment in the trading market and its ability to attract savings over the period, while this ability de-
creases when this percentage decreases.

This percentage reflects the extent to which investors (individuals and companies) are inves-
ting money in securities (stocks and bonds), compared to deposits in the banking system. The
average turnover value to total annual deposits in the banking system was 1.24%, which is a very
small percentage. Table 6 shows that this percentage ranged between the lowest level in the year
2018 as it reached 0.44%, and the highest increase for this percentage was 3.20% in 2013, which
means the limited volume of funds destined for investment in securities through trading in the se-
condary market, compared to the volume of funds used as deposits in the banking system, that
is, the transformation of individuals and companies towards depositing money in the institutions
of the banking system.

Table 6:
Secondary money market indicators for the period of 2003-2019
Years Total turnover / Total turnover / Total turnover /
GDP Total local savings Total annual deposits

2003 0.61 3.44 1.98
2004 0.48 4.48 2.67
2005 0.50 4.46 2.73
2006 0.15 0.77 0.61
2007 0.38 2.31 1.33
2008 0.19 0.72 0.65
2009 0.32 17.50 0.88
2010 0.25 2.54 0.70
2011 0.43 2.22 1.32
2012 0.35 2.21 1.08
2013 1.04 5.44 3.20
2014 0.34 2.32 0.98
2015 0.25 2.66 0.60
2016 0.26 2.76 0.70
2017 0.41 2.60 2.92
2018 0.18 0.98 0.44
2019 0.11 0.54 0.48
2020 0.10 0.66 0.64

Average 0.34 3.34 1.24

Source: Calculated by the author

Private foreign capital has increased rapidly towards developing countries since the 1990s,
reaching in the period 1990-1997 about USD 280 billion, while the flow of loans from private inter-
national commercial banks was no more than 10% of the total private foreign capital flows to these
countries.

Upon analyzing the movement of this flow, it becomes clear that investment in the financial port-
folio (indirect foreign investment) is characterized by high growth and rapid movement and move-
ment from one market to another suddenly. It enters and exits a specific market in short periods of
time and with huge volumes, and the degree of volatility in the movement of the financial portfolio is
much higher than the degree of volatility in the movement of foreign direct investment, as it was sta-
ted in the World Investment Report for the year 1998 that the degree of volatility in the investment of
the financial portfolio measured on the basis of the coefficient of difference is 0.43, while for foreign
direct investment it reaches 0.35. This is due to the fact that conservative investment is governed
by short-term factors as well as its continuous pursuit of quick profits, as it can be easily eliminated
by selling in financial markets, as it is greatly affected by expectations and information available to
dealers and their psychological states that are often overshadowed by the herd behavior.

As for the sudden exit of investments in large volumes, it will result in a decrease in the ex-
change rate of the local currency leading to a deterioration in the prices of real assets (lands and
real estate) and financial assets, a decrease in profit rates, an increase in the balance of payments
deficit, a loss of foreign investor confidence in the local market, and the depletion of international
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reserves of foreign exchange, especially when intervention of the central bank to protect the local
currency exchange rate.

5. Conclusions

1. Despite the reform measures witnessed by the Iragi market for securities, they are still far from
fulfilling the economic role assigned to them, because of the characteristics that are still cha-
racterized by them and, which represent obstacles that prevent this.

2. The weak liquidity of the Iragi market for securities, as the stock turnover decreased during the
research period to 2.21%.

3. Weakness of the size of the primary market due to the limited types of securities that you deal in.
The average ratio of initial issuances of securities to gross domestic product was 0.11%.

4. Weakness of the primary market contribution rate for financing investments. The average ratio
of the value of initial issuances to the value of fixed capital has reached 3.50%, due to the inves-
tors’ shift to the cash and banking market to provide the necessary financing for them instead
of offering shares for public subscription. As well as favoring the private sector to establish fa-
mily joint stock companies.

5. The potential for the market, as well as other financial institutions, to be exposed to several cri-
ses, to enter illegal funds and high speculation, and to escape national funds abroad, and the
weakness of national sovereignty in the use of monetary and financial policy because of the vul-
nerability to the challenges of financial openness and its challenges.

6. The financial openness and its challenges push towards the potential exposure of the market to
many negative effects and risks, and its reflection in the macroeconomic variables and finan-
cial and economic stability, especially in the case of sudden movements of short-term capitals.
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