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Abstract: 

The macro prudential policy expresses a set of procedures and steps through procedures 

and steps through which systemic risks are identified, monitored and controlled to reduce 

the accumulation of these risks and enhance the financial system‘s ability to withstand 

shocks, using a set of tools based on a set of basic indicators, and systemic risks are meant: 

risks of developments that threaten the stability of the financial system and thus the entire 

economy  .

The Iraqi economy was exposed to internal and external complex shocks that led to the 

distortion of the production structure and all sectors and disparity in income, which led to 

an increase in unemployment rates, an increase in poverty rates and budget deficits, which 

led to the accumulation of debts, and an imbalance occurred between savings and desirable 

investment, and the rooting of the imbalance in the structure of foreign trade (between 

exports and imports The weakness of the monetary and financial policies and their conflict 

in many cases, the weakness of the banking system and the underdevelopment of the 

financial market all led to the economy‘s inability to resist those complex, complex and even 
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simple shocks, which led to the failure to achieve the financial stability in Iraq necessary to 

achieve sustainability in it. 

Key Words: Macro Prudential Policies, Financial Stability, Budget Deficits, Monetary 

And Financial Policies, Economic Shocks. 
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 Introduction: 

The macro prudential policy plays an active role in reducing the negative effects of 

crises on economic stability, and this emerged after the global financial crisis of 2008, as the 

macro prudential policy sought to secure and flexibility the banking system and give it the 

ability to face unexpected shocks to the economy, the interactive relationship between The 

real and financial sector enables the macro-prudential policy to have an effective influence 

on economic policies, especially the fiscal and monetary policies. 

Hence, the role of the macro-prudential policy that focuses on the issue of 

interdependence between banking and financial institutions and their overlap with markets, 

and the extent to which these institutions are exposed to risks resulting from changes in 

macroeconomic performance, emerges. The macro-prudential policy also seeks to maintain 

financial and monetary stability by applying appropriate tools to confront structural 

imbalances and reduce the risks of crises that entail high costs on the national economy. 

 

 The importance of research: 

The importance of the research lies in the necessity of applying the macro-prudential policy 

because of its impact on economic activity, especially since this policy works to achieve 

stability that would reduce the risks resulting from economic openness, especially in a 

country like Iraq whose economy is characterized by vulnerability with the weak efficiency of 

the effectiveness of the two policies Financial and monetary and the lack of coordination 

between them, in addition to the inflexibility of the financial system, which leads to 

increased risks that are reflected in the rate of economic growth 

. 

 Research problem: 

The problem of the research revolves around the following question: "What is the ability of 

the precautionary policy to achieve financial stability in Iraq?" 

 

 Research Objectives: 

1. To highlight the role of the macro-prudential policy and the interrelationship between 

banking and financial institutions, and the extent to which these institutions are exposed to 

risks resulting from changes in macroeconomic performance. 

2. Analyzing the reality of the macro-prudential policy in Iraq and the developments it 

witnessed, the stages of activating its tools, and the extent of their effectiveness in 

enhancing financial and monetary stability in Iraq, to confront structural imbalances and 

reduce the risks of economic crises that entail high costs on the national economy. 
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 Methodology: 

The research relied on the descriptive-analytical approach based on a number of scientific 

references, recently published research, official reports and some important articles 

published on the Internet. 

 

 Spatial & Temporal Boundaries: 

Temporal limits: The research dealt with the period that followed the occupation from 2003 

to 2020. 

Spatial boundaries: the Iraqi economy, including fiscal and monetary policy, and economic 

stability. 

 

 The areas covered by the research: 

In order to achieve the hypothesis of the research and reach its objectives, the research was 

divided into three axes: The first axis focused on the research methodology and previous 

studies. As for the second axis, the theoretical framework of the prudential policy and 

financial stability and the relationship between them, while the third axis was devoted to the 

prudential policy and financial stability in Iraq, and the research concluded with a set of 

conclusions and recommendations. 

 

 View previous studies: 

1 . Dr. Hossam Abdel Qader and Ghada Ashour (2021) ―Estimating the impact of macro-

prudential policies on bank credit in Egypt: an empirical study”. 

The research aims to show the significance and impact of each of those tools on credit 

indicators, and the extent of a causal relationship between them. And identifying the most 

influential tools on credit indicators within the Egyptian banking system. The most 

important conclusions are: The macro prudential policy tools that were included within the 

two models as explanatory variables exert an influence on the two dependent variables 

representing credit indicators within the Egyptian banking sector and expressing the volume 

of credit granted to the private sector in relation to the total volume of credit. One of them 

includes credit granted to the business sector in both parts. The family sector, while the 

other includes the credit granted to the business sector in both its parts, the family sector 

and the outside world sector. 

2. A study (Bustara and others 2020), ―Precautionary Policy and Financial Stability, Role 

and Tools: The study discussed the weakness of prudential policies and their role in 

achieving financial stability before the financial crisis in 2008, as few developing countries 
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used the tools of macro prudential policy, but after the crisis great progress was made.‖ In 

both emerging and industrialized economies to establish specific institutional settings for 

macro prudential policy to maintain financial stability by making it more resilient and 

preventing the accumulation of risks. 

3. Kaylan Ismail Abdullah, and. Saad Al-Abdali (2019), ―Financial stability in Iraq using the 

macro prudential policy.‖ The study aimed to analyze the reality and trends of financial 

stability in Iraq and the factors affecting it by building an aggregate indicator that expresses 

the state of financial stability in Iraq, in addition to analyzing the reality of the macro-

prudential policy in Iraq and the developments it witnessed, the stages of activating its tools, 

and their effectiveness in enhancing financial stability in Iraq. Iraq. The most important 

conclusions: The macro-prudential policy tools in Iraq contributed to enhancing the stability 

of the banking sector and reducing the possibility of a banking crisis in the financial system, 

by strengthening banking capital and liquid reserves along with developing macro-

prudential tools, which leads to achieving financial stability on the medium and long term. 

4. Makablah, and Mahmoud Heilat (2018) ―The role of official Arab economic policies in 

facing financial and economic crises.‖ The aim of the research is to investigate the most 

important economic policies and measures taken by the official supervisory authorities to 

confront the global financial crisis and its continuing repercussions, and to evaluate those 

policies whether they were precautionary or came as reactions after the occurrence of crises. 

In addition to highlighting the most important policies and measures that can be taken in 

Jordan and some other Arab countries represented by central banks and securities 

commissions to confront future financial and economic crises and to address them or 

mitigate their impact. The most important conclusions are: the absence of precautionary 

Arab economic policies to confront the expected crises and their focus on reactions, while 

financial institutions focused on financial stability policies, hedging policies and 

strengthening risk systems, as well as policies to stimulate the economy and carry out 

reforms related to transparency and accountability, confronting poverty, and waiting with 

regard to economic liberalization policies. 
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The first topic Macro prudential Policy and Financial Stability 

First:  The Macro prudential Policy. 

The macro prudential policy represents the set of tools used by the supervisory authorities 

to influence the budget and banking operations to ensure their safety, mitigate risks and 

ensure a state of financial stability. The occurrence of the global financial crisis in 2008 

prompted the International Monetary Fund, in cooperation with some international 

institutions, to search for indicators of macro prudential policy to confront crises and 

others. The Fund indicated that the safety of banking institutions is a necessary issue, but 

it is an insufficient condition to achieve a state of financial stability in the economy. Hence, 

interest in the financial system began as a complementary condition for achieving stability 

and safety of financial and monetary institutions. 

 

Second: The macro prudential policy tools: 

In light of the large costs resulting from credit, central banks and supervisory authorities 

have embarked on the development of the so-called macro prudential policy that limits the 

ability of the financial system to excessively grant credit through many tools. One of the 

most important benefits of these tools is that they can be used in a focused manner towards 

the types of loans that are considered risky. Among these tools are the loan/value ratio, and 

the income/debt ratio. Determining the ratio depends on the prevailing conditions in each 

country. 

The supervision of banks was focused on the durability of banks individually without taking 

into account the extent of interdependence between them. Where the global financial crisis 

in 2008 showed the need to preserve and pay attention to the financial sector as a whole, 

and not only to the safety and strength of institutions individually. It is true that no 

financial system can be considered sound unless the individual institutions that compose it 

are sound. This means that supervision using micro prudential safety indicators that focus 

on the safety of banks individually is not sufficient to maintain the safety of the banking 

sector as a whole. Therefore, it is necessary to use macro-prudential safety indicators as a 

method of controlling banks, because the risks facing banks collectively differ in their 

consequences from the risks facing banks individually. . 

 

Third: The concept of financial independence. 

The concept of financial independence means that the financial system with all its 

institutions is able to achieve stability in the performance of its basic functions of mobilizing 

the use of savings and granting various loans and settlement of payments, especially in 
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times of financial crises and risks resulting from the deterioration of the financial system or 

generated from the real sector Financial stability is one of the goals that must be achieved 

and maintained by the monetary authority represented by the central bank along with the 

stability of monetary policy variables to ensure effective and efficient performance of the 

tools of the national economy in achieving the required and sustainable economic growth. 

Therefore, the Central Bank of Iraq has been working since 2009 to issue annual reports on 

indicators of financial stability using eleven banking indicators, represented by the 

following: 

(Assets, liabilities, capital, legal reserves, bank credit, bank deposits, bad debts, interest 

rates, capital adequacy, investments and finally banking efficiency). 

Financial stability is defined as the state in which confidence is maintained in the financial 

system, as there are various crises that can threaten the financial system, leading to 

financial imbalances, and therefore preventing the occurrence of this imbalance is a real 

challenge to the financial system that must be confronted (Lager, 2005). And others, such 

as (Shinnies, 2005), believe that the financial system is stable if it reflects the efficiency in 

managing and distributing financial and economic resources and the ability to assess and 

manage financial risks effectively and efficiently, as well as the continued ability to perform 

basic functions in light of these risks. 

 

Fourth: The importance of financial stability: 

The importance of financial stability emerges from the state of financial and banking 

instability as a result of its exposure to various systemic risks and the inability to confront 

unexpected crises and shocks in the economic and financial environment, which negatively 

reflect on economic stability and harm efforts made to achieve economic stability in general 

and monetary stability in general. Special . Therefore, there was a need to pay attention to 

the issue of financial stability, as countries realized the need to use mechanisms that 

include a set of criteria and indicators that can be used to infer the emergence of financial 

crises and deal with them before they occur, as well as work to secure the financial system 

against unexpected risks and crises in order to avoid their occurrence or reduce their 

effects. And its negative repercussions on the national economy, and financial stability is a 

necessary condition for the development of the financial sector and the stability of the 

government‘s general financial policy, as well as its role in promoting the transmission of 

the effects of monetary policy to the real sector, price stability and enhancing opportunities 

for financial inclusion in order to achieve economic growth. Therefore, achieving financial 

stability does not It is less important than monetary stability and economic stability in light 

of the great development that takes place in the global financial system and the great 

interdependence between the various global financial systems. 
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Fifth: Indicators of financial stability: 

In order to verify the extent of financial stability, it is necessary to use a set of financial 

indicators that reflect the financial conditions prevailing in the national economy and 

monitor the structural trends of early warning trends of financial instability and the ability 

of the financial system to confront crises and financial risks resulting from them. These 

indicators include the following : 

1. Financial safety indicators that reflect the safety and stability of financial institutions, 

which are represented by the CAMELS classification system, which includes six indicators 

or variables that reflect financial soundness, namely: 

A. Capital Adequacy Index 

B. Assets Quality: 

C. Management. 

D. Earning. 

E. Liquidity 

F. Sensitivity to Market Risks 

2. Macroeconomic indicators related to the financial system: they reflect the overall 

economic activity, as financial instability has repercussions on macroeconomic indicators 

such as economic growth and balance of payments, inflation, exchange rates, interest rates, 

lending, stock prices and financial market indicators, and the effects of contagion 

transmission. 

 

The second topic: The Relationship between Prudential Policy  &  Monetary and 

Financial Policies. 

It is certain that the macro prudential policy directly affects the support of macroeconomic 

stability, and this effect is achieved through the interaction of the macro prudential policy or 

as it is called the precautionary policy with other economic policies, and this can be 

monitored through the relationship between the financial and real sectors, as Any 

fluctuations that affect the financial sector and lead to a state of instability in it will result in 

pressure on the real sector and thus will affect the effectiveness and responsiveness of the 

monetary and financial policies, and the following figure shows the extent of the direct 

relationship between the instability of the financial sector and the effectiveness of monetary 

and financial policies  .  
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Shape (1) 

The Relationship between the Turmoil of the Financial Sector and the Effectiveness of 

Monetary and Financial policies 

 

The scheme is the work of researchers based on some theoretical studies 

It is clear from the previous scheme that the occurrence of financial and economic shocks or 

crises over time leads to generating pressures on real economic activity and with the 

passage of time the monetary and financial policies and their tools become less effective in 

influencing economic conditions, and here comes the role of the macro prudential policy as 

a macro policy (Macro Policy Its impact is concentrated on the economic sectors and the 

credit behavior of the parties requesting bank credit. 

First: The Relationship between the Macro prudential Policy and Monetary policy: 

One of the main objectives of central banks is to achieve stability in the general level of 

prices, and despite the success of many central banks in targeting inflation at low and 

desirable levels, reaching the ultimate goal of achieving financial stability still needs to 

invent new tools to achieve that stability, and from It is worth noting that the stability of the 

general level of prices is not sufficient and does not guarantee the achievement of financial 

stability, and the reason for this is due to the fact that many financial and banking crises 

occurred at low levels of inflation. 

In addition to the above about the mechanism of action of the macro prudential and 

monetary policies in normal conditions, there are different working environments and 

abnormal conditions under which the two policies operate, and this can be clarified: 

1- In the case of simultaneous low inflation rates and an increase in credit, the deflationary 

measures of the monetary and macro prudential policies, which aim to reduce credit 

directed to various economic sectors, may enter the economy into a state of stagnation due 

Financial 
sector 

fluctuations 
or instability 

due to shocks 
or crises 

Ineffective 
monetary 
and fiscal 
policies 

pressure 
on real 

economic 
activity  
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to the reduction in credit grants and then reduce aggregate demand, which leads to the 

result to reduce production. Based on this, there is a conflict that may occur in the 

application of the two policies together, and in such circumstances, the application of the 

macro-prudential policy is more effective in controlling the granted credit, for example, the 

restrictions imposed on the loan-to-value ratio, or as it is known technically (LTV) (Loan to 

Value). and other macro prudential policy tools. 

 

2- In the event that the source of financial instability is the financial crisis, which means the 

excessive increase in the volume of credit granted by the banking system to the economic 

sectors, the application of the monetary and macro prudential policies together will be very 

effective, especially in controlling credit levels on the one hand. On the other hand, reducing 

the risks of financial instability. 

 

Second / The Relationship between the Macro-prudential Policy and the Fiscal policy: 

Although achieving financial stability is not a major objective of fiscal policy, some fiscal 

policy tools have an active and important role in the development of systemic risks and an 

influential role in the ability of the entire financial system to absorb unexpected shocks, and 

as a result, any link between the two financial policies And the macro precaution will have a 

significant impact in reducing the possibility of financial and banking crises (Dominic 

2019,p3)). 

Any defect that affects the sovereign creditworthiness of the state will reflect negatively on 

financial stability, because this will lead to a decrease in the value of the sovereign 

securities that banks use as collateral on this one hand, and on the other hand, the 

imbalance in the state‘s sovereign creditworthiness affects the financial stability indirectly 

from Through its impact on the weakness of economic activity, the increase in financing 

costs and the increase in defaults among bank customers, so in order to provide protection 

for the financial system and not expose it to the risks of sovereign debt, the macro-

prudential policy must take its role in addressing these systemic risks by monitoring 

sufficient provisions to avoid these risks or Restricting the sovereign debt held in banks, 

taking into account the credit rating of the country issuing the sovereign debt (BIS, 2016). 

 

 

Third: The Mechanism for the Transition of the Macro-prudential Policy to Economic 

Activity 

The macro-prudential policy can affect economic activity and growth through its role in 

reducing systematic risks, preventing banking crises and ensuring the safety and stability of 

the financial system. Economic and banking studies indicate that the mechanisms and tools 

for the transfer of macro prudential policy to the financial and banking sector can be 
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achieved through its impact on the aspects of the bank credit market, ie the demand side 

for credit and the supply side for credit. 

1. Tools related to the borrower "demand side", where the demand for credit is determined 

and restricted by imposing limits on the loan-to-asset ratios or the debt-to-income ratio. 

These tools aim to support the safety of borrowers (the family sector). 

2. Tools related to financial institutions (lending) ―the supply side.‖ These tools aim to 

determine the ability of the banks (the lender) to offer credit by relying on a number of 

macro prudential policy tools represented by capital requirements opposite to the risk-

causing economic cycle. regularity, as well as the financial leverage ratio) Financial 

Leverage). 

The channels of transmission of the effects of the macro prudential policy can also be 

divided into economic activity on the basis of the nature of risk management and its 

agencies: (Scincheze + Rohn 2016). 

1. The mechanism of reducing and avoiding systemic risks (Risk Reducing): by controlling 

the components of systemic financial risks such as excessive prevention of bank credit, 

increasing the financial leverage of banks and the increase in the price of assets (which 

would make the financial system itself a source of crisis and danger). 

.2  Mechanisms of the ability to absorb and bear shocks (risk bearing), where the macro-

prudential policy tools can support the economy's ability to absorb the impact of shocks and 

reduce their negative effects, such as liquidity and capital buffers. 

There is also another important division of the mechanisms for the transmission of the 

effects of the macro prudential policy tools to the national and banking economy, according 

to the intermediate channel through which they can affect the activity and safety of banks 

and the real economy, as follows: 

1. Tools targeting capital, including: 

a. Counter Cyclical Capital Requirement 

b. Sectorial Capital Requirement 

c. Dynamic Provision 

2. Tools that target liquidity, including: 

A. Liquidity Coverage Ratio 

B. NSFR Net Sustainable Finance 

C. Counter-cycle boundary requirement 
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D. Legal reserve ratio. 

.3  Tools that target assets. 

Where these tools target the amount of supply and demand of bank credit by tightening 

restrictions in the bank credit market, such as the loan to asset value ratio (LTV) or the 

debt-to-income ratio (DTI) Debt to Income that such tools are aimed at safety and flexibility 

The credit banking system and control of the credit cycle as counter-cyclical tools and 

reduce the possibility of financial default on loans by forcing borrowers to maintain high-

value buffers capable of absorbing the effects of negative shocks. 

 

The Third Topic: Macro prudential Policy in Iraq. 

The implementation of the precautionary policy in Iraq has been linked to the application of 

banking supervision (preventive supervision), because the party responsible for the 

precautionary or macro prudential policy is the banking control department in the Central 

Bank, through which it exercises the supervisory role on banks through the Banking 

Control Department, by specifying the degree of banking risk that banks may be exposed to, 

as the Central Bank of Iraq examines and monitors the performance of banks to identify the 

level of their performance, identifies weaknesses in their activities, and provides them with 

directions, instructions and follow-up in the nature of their policies and activities in order to 

maintain the stability of the banking sector, and identify banks that are banks faltering or 

poor performance for the purpose of follow-up and protection from exposure to failure. 

The Evolution of the use of the Macro Prudential Policy in Iraq . .1  

Its development in Iraq was linked to the developments that occurred in the nature of the 

financial system and the resulting developments in the global financial environment. The 

most important tools of the prudential or macro prudential policy were embodied in 

Instructions No. (4) dated January 3, 2011, regarding facilitating the implementation of 

Banking Law No. (94).) for the year 2004, and the following instructions and controls issued 

by the Central Bank of Iraq. Legislation has been put in place to monitor banks, including a 

definition of the banking institution, how to establish it, the legal conditions for its banking 

assets and liabilities, its liquidation, and all other matters related to organizing its business 

in a manner consistent with the objectives desired to be achieved by these institutions. The 

work of banking supervision results in the application of legal controls and normative 

banking rules that aim to empower banking institutions in a way that leads to the integrity 

of the local financial and economic system, in order to avoid any improper practice by these 

institutions that may lead to damage to depositors‘ money and shareholders‘ rights 

(Abdulnabi, 2010: 8 -11). 
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It is noted from Table (1) the results of evaluation and classification nominated for the 

application of the provisions of the evaluation system by private banks during the period 

(2007-2010). 

Table (1) 

Percentages of classification degrees for the number of private banks for the period (2007-2010) 

Year           Number of                         Percentage of rating             

                   private banks   

Weak Marginal Good Very good Excellent   

- 53% -47% - - 19 2007 

11% 42% 35% 12% - 26 2008 

- 17% 52% 31% - 29 2009 

%3 9% 47% 34% 7% 32 2010 

 

Source: Rahim, Abbas Fidel (2014) “The importance of the camels system in evaluating the 

performance of banks in Iraq: A case study on the Islamic National Bank”, Journal of Baghdad 

College of Economic Sciences, Issue (39), p. 36. 

The application of this system gives a clear picture of the role played by the Central 

Bank of Iraq in banking supervision and its quest to work on achieving the new formula for 

banking supervision by achieving two main goals: monetary stability and financial stability. 

 

2. The tools of the macro-precautionary policy in Iraq. 

Among the macro prudential policy tools that the Central Bank of Iraq uses to 

maintain the integrity, durability and stability of the Iraqi financial system to contribute to 

supporting the economic growth process are: 

First: the tools related to credit. 

It consists of a set of tools, and these tools are: 

A. Ceilings on the loan-to-value ratio: This tool has not been applied in the Iraqi banking 

system, but the bank takes on guarantees according to Article (15/Third) of the 2011 

instructions, and these guarantees are: real estate guarantees, cash guarantees, securities, 

and personal guarantees (Iraqi Realities, 2011(a): 27-30). 
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B. Ceilings on the ratio of debt to income: This tool is not applied in the Iraqi banking 

system, except that the loan provided to holders of leadership positions in banks should not 

exceed (50%) of the total annual income, as stipulated in Article (31/1/b).) of the Banking 

Law of 2004 (Al-Waqa‘a Al-Iraqiya, 2004 (b): 22) 

C. Ceilings on foreign currency lending: This tool is applied in the Iraqi banking system, and 

foreign currency lending is treated as in the local currency and in the manner shown in the 

following tool. 

 

Second: Tools which related to Liquidity. 

The Central Bank of Iraq stresses the importance of managing liquidity in banks 

operating in Iraq and the need for these banks to have a clear policy for managing and 

dealing with liquidity risks in line with the requirements set by the Central Bank of Iraq. In 

order to maintain an acceptable percentage of liquidity at banks operating in Iraq, Article 

(21/First) of the 2011 instructions stipulated that banks should maintain a daily net 

liquidity ratio of (30%), and that it be in all currencies after converting it to the Iraqi dinar, 

as This ratio is calculated on the basis of dividing the total liquid assets that mature within 

a week on the liquid liabilities weighted with their respective weights as specified in 

Paragraph (Second) of the same article, which mature during this period as well, provided 

that the mandatory reserve deposited with the statutory reserve is excluded from these 

assets. The Central Bank of Iraq (Al-Waqa'i Al-Iraqiya, 2011: 37). 

Table (2) 

Liquidity Ratios for the Banking Sector in Iraq 

for the period (2005-2019) 

Liquidity Percentage 
 

Year 

10 2005 

11 2006 

15 2007 

18 2008 

23 2009 

25 2010 

51 2011 

56 2012 

68 2013 

68 2014 

69 2015 

68 2016 

72 2017 

46 2018 

43 2019 

 

Source: Central Bank of Iraq, "Annual Statistical Bulletin for Different Years", Department of 

Statistics and Research. 
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It is noted from Table (2) the percentage of liquidity achieved in the Iraqi banking system 

during the period (2005-2017), as these liquidity ratios were less than (30%) before the year 

2011, and after the application of the 2011 instructions in the banking system, the liquidity 

ratios increased On the percentage specified in the total banks operating in Iraq during the 

period (2011-2019). It is also noted that the liquidity ratios after 2011 took a significant 

increase due to the decrease in the total assets of the banking sector to reach (72%) at the 

end of 2017, which reflects a negative and unsatisfactory situation about the role of banks 

in supporting the process of economic growth, as these banks retain liquidity in exchange 

for limited Provided for credit. In 2018, this percentage was 46%, and in 2019 it was 43%. 

This decrease occurred as a result of the increase in total assets from (122,994.835) million 

dinars in 2018 to (133,089.809) million dinars in 2019 with a growth rate of (8.2%). It is 

higher than the growth rate of liquid assets of (1.5%) for the same period, and despite its 

decrease, it is a high rate, which reflects the precautionary trend of the banking system, 

 

Figure (2) shows the liquidity ratio of the banking sector for the period 2005-2019 

 

Source: From the work of researchers based on the data in Table (2.( 

 

Among the macro precautionary tools related to liquidity that are implemented by the 

Central Bank of Iraq, in addition to the aforementioned liquidity ratio, are the following: 

A. Reserve requirements: Based on the provisions of paragraph (3) of Article (4) of the 

Central Bank of Iraq Law No. (56) for the year 2004, and the executive regulations for the 

mandatory reserve for banks were issued, as the Central Bank of Iraq decided to reduce the 

reserve requirements to (15%) as of September 1, 2010, and these requirements apply to all 

bank deposits, whether these are government deposits or private sector deposits, and that 

the reserve requirements are distributed at the rate of (10%) to be kept with the Central 
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Bank of Iraq and (5%) to be kept in the bank‘s vaults. In 2014, the Central Bank of Iraq 

decided to keep its reserve requirements exclusively. This trend came regarding reducing the 

required reserve ratio with the aim of motivating banks to move towards the market through 

the expansion of credit grants. 

B. Restrictions on net open positions for currencies: This tool is applied to banks operating 

in Iraq based on Article (32) of the Banking Law No. (94) of 2004, which requires the bank to 

hedge against the risks of changing foreign exchange rates in the foreign exchange center for 

each currency, Article (53) of the 2011 instructions stipulated that when maintaining a cash 

position in any currency, the total cash position at the end of each day should not exceed 

(40%) of the bank's total private funds. And that every bank that exceeds its cash centers on 

any working day the percentage established by the Central Bank of Iraq to work immediately 

to liquidate this excess by selling the surplus of this center if the amounts transferred in 

foreign currencies are greater than what is allowed from the rates established by the Central 

Bank of Iraq, and to work to buy Foreign currencies if he is unable to meet the prescribed 

rates, provided that the bank remains within the established limits. In the event that the 

bank does not remove the excess, it must deposit an additional mandatory reserve for the 

prescribed percentage from the Central Bank, equivalent to the value of the excess, and 

freeze this reserve with the Central Bank for a period of (30) thirty days for each day on 

which this violation. 

C. Restrictions on the mismatch of maturity dates: Restrictions on the mismatch of maturity 

dates are an important macro prudential tool, because the process of converting the 

maturity dates involves clear risks and is a source of financial fragility and negative external 

factors. The circulars of the Central Bank of Iraq included that the Iraqi banks are 

committed to adopting the start of the actual application of both tools and the fulfillment of 

the minimum limits as of January 1, 2017, counting it as the first stage, provided that the 

application percentage (100%) is reached gradually, as shown in Table (3): 
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Table (3) 

The gradual stages of applying liquidity ratios by banks operating in Iraq 

 

   General      

 

Tool 

 

2017 

 

2018 

 

2019 

 

Liquidity Coverage Ratio 

 

 

80% 

  

 90% 

  

 100% 

Net Stable Financing Ratio 100% 100% 100% 

 

Source: Central Bank of Iraq, Financial Stability Report 2017, Monetary and Financial Stability 

Section, p. 31. 

 

Table (4) 

The ratios of loans and cash credit to deposits in the Iraqi banking sector for the period 

 (2005-2019)   (million dinars) 

Year Total Loans Total Cash 

Credit 

Total Deposit Loans / 

Deposits % 

Credit / 

Deposit% 

2005 725,033 1,717,450 10,769,995 6.7 15.9 

2006 1,438,860 2664,898 16,928,295 8.5 15.7 

2007 2,057,098 3,459,020 26,188,926 7.9 13.2 

2008 3,576,922 4,587,454 34,525,448 10.4 13.3 

2009 4,308,539 5,690,062 38,583,086 11.2 14.7 

2010 9,711,452 11,721,535 47,947,232 20.3 24.4 

2011 15,268,978 20,344,076 56,157,180 27.2 36.2 

2012 22,850,336 28,438,688 62,005,935 36.9 45.9 

2013 24,700,569 29,952,012 68,855,487 35.9 43.5 

2014 28,195,535 34,123,067 74,073,336 38.1 46.1 

2015 30,297,202 36,752,686 64,344,061 47.1 57.1 

2016 30,612,337 37,180,123 62,398,733 49.1 59.6 

2017 30,097,053 37,952,829 67,048,631 46.2 56.6 

2018 29,897,054 38,486,947 76,900.000 38.8 50.0 

2019 32,456,567 42,052,511 82,000,000 39.6 51.0 
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Source: Central Bank of Iraq, "Annual Statistical Bulletin for Different Years", Department of 

Statistics and Research. 

It is noted from Table (4) that the ratio of net stable financing amounted to (184%) at 

the end of the first quarter of 2017, which means that the banking sector in Iraq has the 

ability to cover its obligations equivalent to (100%) during the year following the end of the 

first quarter (31/3/2017) in addition to (84%) as an increase in the stable financing 

available in the banking sector. The same was the case in the second quarter of 2017, when 

the ratio of net stable financing amounted to (179%), then increased in the third quarter of 

the same year to reach a rate of (311%), meaning that the banking sector is able to meet 

more than three times its obligations towards others during The year following the date 

(9/30/2017). 

The same was the case in the fourth quarter of 2017, when the ratio of net stable 

financing amounted to (287%), which means that the banking sector has the ability to 

finance nearly three times its obligations towards others during the following year 

(31/12/2017). Which means that the banking sector has available financing that exceeds 

the required financing, meaning that the banking sector is largely able to finance the assets 

side according to what the sources of funds allow it to be on the liabilities side. 

From the foregoing, it is clear that both ratios with their high rates reflect the 

precautionary approach to the performance of the banking sector in Iraq during 2017, 

which means that the banking sector maintains high rates of highly liquid assets, which 

also means a decrease in its investments and only short-term and guaranteed investments 

such as government securities And loans whose credit rating is good. It reflects their lack of 

contribution to achieving economic growth or any contribution to achieving economic 

development. 

D. Restrictions on the ratio of loans to deposits: The application of this macro prudential 

tool began in 2016, when the Central Bank of Iraq specified in its numbered session (1533) 

dated January 17 
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Figure (3) 

The credit and loan ratios of the total deposits of the banking sector in Iraq for the period 

2005-2019 

 

 

 

Third: Tools related to capital. 

It is represented in the set of tools through which the precautionary authorities in Iraq aim 

to enhance capital in the banking sector in order to preserve the rights of depositors and 

strengthen their confidence in the banking sector, and these tools are: 

a. Capital requirements to counter cyclical fluctuations. 

b. Dynamic Allocations. 

c. Restrictions on the distribution of profits. 

d. Sectorial capital requirements. 

e. Leverage Ratio. To learn more about capital-related tools, see Appendix (C( 

It must be pointed out to the aforementioned macro prudential policy tools that apply 

to all banks operating in Iraq, whether they are commercial banks or Islamic banks, despite 

the need to differentiate between the use of these tools in a dual banking system (that is, the 

system consisting of commercial banks and Islamic banks).), because the nature of the work 

of Islamic banks differs from that of commercial banks, as well as the needs and sources of 

financing and the risks inherent in Islamic financial and banking activity. 
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Results & Recommendation: 

First: the conclusions 

The researchers were able to reach the following conclusions: 

1. As a result of the recurrent crises in the global economy, most countries have tended to 

enhance their capabilities to deal with imported and local shocks, especially negative ones, 

which prompted most countries to take precautionary measures and steps to reduce those 

risks resulting from weakness in their capabilities to absorb, resist and encircle those 

shocks in order to undermine those shocks and exploit them. Its weaknesses and the 

strengthening of its strengths, all of this was reflected in the establishment of the Central 

Bank of Iraq to take care of the issue of financial stability as an important option to achieve 

financial and developmental sustainability. 

2. Despite the Central Bank‘s interest in the issue of financial stability through its law and 

the effective banking law after 2004 and so far, this interest is still in its first steps, all of 

which negatively affected the financial stability in Iraq. 

3. The applications and procedures of the banking system reflect the weakness of these 

procedures and thus the possibility of being exposed to great risks and the possibility of 

increasing those risks as a result of the development of imported shocks, especially since 

the Iraqi economy is an economy exposed to the outside world. 

4. The commitment of some banks to the requirements of the precautionary policy only 

without following the creative means in optimizing the exploitation of their resources makes 

them cuffed and take defensive positions only, which affects their performance in achieving 

the requirements of financial stability, which is a starting point for achieving the 

requirements of sustainable economic development. 

 

Second: Recommendations: 

1- The macro-prudential policy through its tools has become an imperative for central banks 

to ensure financial stability on the one hand, and their work as buffers against external 

shocks on the other. 

2- The necessity of linking the macro-prudential policy with monetary and fiscal policy to 

ensure stability in the exchange rate and financial stability. 

3- The success of the macro-prudential policy is linked to choosing the appropriate timing to 

implement its tools, and this is the main reason for the success of the macro-prudential 

policy in achieving its set goals. 
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4- The Central Bank of Iraq‘s focus on the importance of managing liquidity in banks 

operating in Iraq and the need for these banks to have a clear policy for managing and 

dealing with liquidity risks in line with the requirements set by the Central Bank of Iraq, 

with the aim of maintaining an acceptable percentage of liquidity in banks operating in Iraq. 

Article (21 / first) of the 2011 instructions stipulated that bank should maintain a daily net 

liquidity ratio of (30%), and that it be in all currencies after converting it to the Iraqi dinar. 

5- Calling for the establishment of the (National Financial Stability Committee), which 

consists of a representative of the Central Bank of Iraq, a representative of the Ministry of 

Finance, and membership of the Securities Commission. This committee will be headed by 

the Central Bank of Iraq. The goal of forming this committee is to ensure coordination and 

cooperation between monetary policy and fiscal policy. And the macro prudential policy to 

achieve and maintain financial stability. 
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