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Abstract:

The research aims to test a hypotheses explaining the behavior of commercial banks
towards government borrowing in the Iragi economy on the one hand and the effect of internal
government borrowing on bank credit. government borrowing on bank credit. The lazy bank
hypothesis is one of the explanations for banking behavior, it believes a continuous increase in
government borrowing from commercial banks can create a risk that leads banks to reduce their
lending to the risky private sector compared to granting loans to the public (government) sector
and thus eliminates their incentives to search for new profitable opportunities. To invest in the
private sector.

The effect of crowding out means that the rise in government sector spending leads to a
decrease in private spending or sometimes even cancellation. The main reason for crowding out
is to reduce the government deficit if the government borrows from the market to fill this deficit
so the demand for investment in the market increases and the value of money in the market
increases automatically and the interest rate increases. Using a method of Co-integration and
an Error Correction Model to measure the relationship between internal government borrowing
and credit in a short and long term for the period Jan. 2006-May 2020 monthly data. the results
of the econometric model supported this hypothesis, which reflects negatively on the size and
effectiveness of the private sector and its role in the Iragi economy.

Keyword: lazy bank, privet credit, borrow, government sector, crowding out.
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Sectoral Balances

Spending (G)

Government
(T-G)

Taxes (T)

Current Account
Payments (M)

Domestic Forei
Private e
(s—1) (M-X)

Current Account
Receipts (X)

S = Saving by Households
I = Investment by Businesses

Identity: Must hold true by definition

(T=-G)+(S=1)+(M=-X)=0

Source: Wynne Godley — Levy Institute = “Some Unpleasant American Arithmetic”™ (June 2005)
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ADF i) (3) Jdya

Table 2: ADF unit root test

ADF results

'Variable With intercept With time
Level Firstdifference Level First difference

CPRI 1.03 -17.79* —2.87 —18.09*

CGOV —0.88 —3.00* -1.47 -5.79*

1P1 —-1.83 —8.48* -1.99 —8.55*

FIN -1.33 -—7.58* —-2.31 —7.55*

| -1.09 —6.63* -152 —6.61*

r —2.12 —-4.20* —-1.34 —4.47*

\values tabulated by MacKinnon .

*, **Refer to that the null hypotheses that the sires contains a unit root is rejected at 1%, and
5%, significance level, respectively (the critical values (with time) are: 1%, —4.1; 5%, —3.5;
and the asymptotic critical values (with intercept) are: 1%, —3.6; 5%, —2.9.

Since the distribution of the ADF statistic is non-standard and requires the use of critical

ple ) 5 pasSall al JBY s A e paladl
Jinas idal) paill Janas admdlly Jadil) #Liy)
dsngy. oA dga esaa e SIS al Y saile
le sy 0o oy Say ¢ jide JWlSH ABDe
Ay yha ity el @l (g JaWI AL sl 4 ) 58
sle Jalsill aaie a8l Johansen and Juselius
¢ (Trace) Y Jlgal o Gl WaY) e (e 5
(Maximum Eigen value) (sebaall dadll jlaal
5 Y LAY Dy puaall dedll () Jss mams
b Aanmiall il (g JaaSlyy adiall Aadll ladl
Cleaie dag)l BY e asmy S Jsaal

i) Jalsal

Johannes’s co-integration

Hypothesized No. Trace statistic

of CE (s) 2
R=0

176.5*
R=1 109.6*
R=2 67.4*
R=3 38.5*
Hypothesized No. Max-Eigen
%f:%E (s) S?}Fgﬂﬁ“
R=1 43.2**
R=2 30.1**
R=3 31.3**

E-views.10 (Suaal) gl ) il ; jaal)

C,BG <l yaiall a3l Al o J ol (e aaly
Allaial CilS 3 ¢ g il (B A8l )Y, Cpi R .Gr
paadl dpm B J g iy lae 0.05 (e US| &l paiall S
o Ll ginl (ol L) gie il paial) (o sSi aamy AL
Ganall Gl paial gV 358l A aie 5, Bas gl jas
A sina (5 sie (o JB S G il dlldial (e ruially
el &) S Al A il 58 iy Las 5%

Y Al (e AlalSia Ll s 3o sl jda (e la sl

A=1
Co integration ¢&idal) Jalsil) Julad  —
Analysis

O AlalSie Gl il yagial dia B Jusdlad) cilS Ll
ol ey AL L g1 (I~1 ) 51 Al
Ol e yidia JalSS 2 ga 5 A0S0 e elld Jay

dadal) Jalsill Johannes JLid) gl (4) Jsa

5% critical 1% critical
value value
95.9 0.010
69.7 0.010
47.8 0.030
29.9 0.017

5% critical 1% critical
value value
40.3 0.020
33.8 0.014
27.7 0.025
21.6 0.044

*Trace test indicates co-integration at both 5% and 1% levels of significance **max-eigenvalue
test indicates co-integration at both 5% and 1% levels of significance. The 5% and 1%
critical values in the two columns are taken from Osterwald-Lenum (1992)
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(Johansson ) S5 5 ¢ 3l z3saill (A Jyshall Ja)
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J8s . dashall JaY) 3 Ldl 28D ) Uil
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AIC Jbae lgia Hulae e aladiul A e SR
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Jolill Aslaa . gl dny ) day (51 73 eill Jia¥) sl 5a
© o Ja¥l il sl Bl o sl
C = 3543 - 1.62G; + 1.23Y, + 1.09 Grt
+ 4.31Cpit
+ 0.02Rt....(2)

Optimal VAR lag order
Lag AlC
-8.31

—28.51
—34.24
—-32.96
—33.02*
-31.96
—33.98

o Ol A W DN P O

DY LAY Audad) Aedll Ga A5G DA e
3 Adsaall) Aa jall Aedll ae ol GV Jand

. 5% e J8 s JMA (e

VECM Wil sl 4aia gigal o

Gl e G @l yiba JWlSE A8e 2ga g U am
) Lasl) Foaeal dala CJ}A—I slu A ¢ G:J}A..\M
% (Granger ) <l &l ¢ 5 &5 « (VECM
) gisal el oSaal) (e @ i) JalSall 5 ga g Al
Al e Gl puiall J¥ Gd L e (VAR
Gz (52 5 (ecyg) o) sl aal kol 400 ) 5 gad
@ OOl (A aadll Ja¥) (& YY) e de

el skl 5aa 2(5) Jga

SC
-9.10
—27.67
—321.88
—32.97*
—32.40
—31.77
—31.09

*Indicates lag order selected by the. VAR: Vector auto

regression, AIC: Akanke Information Criteria

Asid) b ¢ A gl G paiall 4l Al Ll
aos .oaldll iyl e Gr s Y J gy Ll
32l jland 5 aduzaill Jaeal aludl il ofd ¢ elld
SV A laill e (5 Ly Galdl) QLY e (al Y
LSl SBY) (e o) Y1 S5 a8 4SS BaL
ooy Y Gl ZlY) e s ey )
Jaal i eulaasg ) a5 e sale 48 3aly 3l ()] dda

' LYY Bl 35 5 )

C G

1 1.62 -1.23
SE —-0.37 -1.12

t- 4.14 -1.31

(ilan¥) el ) guilii ; jbuaal

o=l Gl G 483l ) (2) Ualas (e guialy g
dan) je llia (o) dnlu ABe o Sall il yB8Y
dady asSall al @Y Jd e galdll el
Aol Bldail St (-1,62) Lba (0 S) dalaall
Jeslh Sl luca jal 4380 jell 4y )il o jladll
ol Y Ak yAlls Slagly) e dua 6l oda dia
Gl ppasll i (2) Aabaall o judy WS | e sSall
g ail) (o (o sSall () 81 3l | a3 of

Lol & yidial) Jalsil) cdlalaa 1(6) Joi>

Normalized co-integrating coefficients

Gr Cpi R Consta
-1.09 4.31 0.02 -36.42
-0.17 -1.66 —0.86
-9.64 3.44 3.51

(s gali jall il ; janaall
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Vector error correction estimates

Error ' D (C) D (G)
correction

EC —7.4E-05 0.001

D (5 (-1)) —0.254**  0.005

D (C (-2)) 0.066 0.065**
D (C (-3)) 0.045 0.016

D (G(-1)) 1.256%* 0.049

D (G(-2)) 0.189 0.235**
D (G(-3)) 0.01 0.250*
D (Y (-1)) 0.012 —0.011**
D(Y(—2) -0.008 0.008

D (Y (-3)) 0.002 —0.010**
D (Gr (-1)) 0.509 —0.038
D (Gr(-2)) -5.188 0.107
(Gr (-3)) 4,594 ~0.062
D Cpi (-1)) —0.016 0.009

D (Cpi(-2)) —0.046 0.009

D (Cpi (-3)) —0.016 —0.011
D (R (-1)) —0.067 —0.040
D (R (-2)) 0.234 ~0.050
D (R (-3)) -0.057 0.046

C 0.003 0.002**

D (Y) D(Gr) D (Cpi) D (R)
0.151 —5.9E-05 —0.005 0.010*
0.403 0.0006 —-0.127 0.019
0.158 0.0007 0.015 0.001
0.570*** 0.001 0.061 0.101**
—2.014** —0.002 —0.446 —0.007
—3.144** 0.004 0.442 —0.010
—2.264** —0.001 0.296 —0.219**
0.1450** 5.26E-05 -0.010 0.016**
0.1520** —0.0003 —0.022 0.010
0.1192***  0.0003 —0.018 —0.002
2.131 1.393* 9.937*** 1.2585
8.895 0.027 —22.340** -1.782
—11.753 —0.4741* 13.325** 0.006
0.2621 —0.001 —0.514* 0.001
0.182 —0.001 —0.339* 0.022
—0.011 —0.0003 v0.063 0.030
—2.241 0.001 —-0.129 —0.423*
—4.424* 0.002 0.531** —0.214**
=1.731** 0.001 0.151 —0.009
0.041** —6.5E—05 _ 0.005 —0.002***

Uadl) raaal dnia 2 gad 3(7) Joa

*The coefficient significantly different from zero at 0.01% probability level. **The coefficient
significantly different from zero at 0.05% probability level. ***The coefficient significantly
different from zero at 0.10% probability level.
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