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Abstract:

Iraqg is one of the largest oil exporting countiieshe world. Qil price changes determine goveminrevenue
earning and spending level, inflation rate, unemplent level which, in turn, determines the growttthe Iraqi
economy. Problem Statement: a decrease in oil price is beneficial to oil-imjmy country rather than oil
exporting country like Iraq Significance of the study:The significance of the study comes from estinmate
the changes (increase or decrease) in the prigdi®foil will have impacted on economic growth o&d.
Objective: The purpose of this paper is to identify the intpaof oil price on economic growth of Irag.
Methodology: To achieve this objective (of fulfilling its fupotential), the present paper adopts OLS approach,
and the secondary data was used for the perio@@3-2015 and multiple regression with its assunmpti@re
used in order to analyse data. Findings, oil p&nd oil export are very important determinategainomic
growth in Iraq because the p-value of those wese flekan the common alpha=0.05. For instance, for each unit
increasing of oil price, the economic growth wilciease by 36.9% after holding all other varialdastant.
However, we find that exchange variable has no ahpa the participations of increasing the econognmwnth
because of having corruption in public banks imlra
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I. Introduction

Oil price is one of the most significant econonactbrs directing the world economy. (Toraman et al.
2011). The urbanization and modernization of ttebgl economy has led to the increase in the derfanoil
because oil is seen as the life blood of the ecgnfinyigit, 2009). Iraq is one of the geographitmdations
which has immense political and economic signifeaaim the international oil market both historigadind at
the present time (Jaffe, 2006). The crude oil maigkéehe largest commodity market in the world. eTénergy
sector in Iraq holds the key to the country’s fatprosperity and can make a major contributiorhéogtability
and security of global oil markets. Iraq is alredly third-largest oil exporter in the world and lthe resources
and plans to raise rapidly its oil production asetovers from three decades punctuated by ingtakihd
conflict. The Iraqgi economy is depended on thesedtor, which accounts for 50% of GDP. With oil guotion
exceeding 3 million barrels a day and rising oipest revenues, the economy grew until 2015 (Ekrig20
Moreover, Hamilton & Herrera (2003) explain thatvipriced oil is vital for the world’s demand forengy but
its availability is scarce, hence volatility in gy will have significant economic impact. That ablity in
supply can be translated into “Peak oil”. With theer increasing demand of oil OPEC’s productioraciyp in
the 2000°s was not sufficient to satisfy the watédnand, thus the price of oil skyrocketed from alfarrel in
1999 to all time high in history 147$ a barrel ingust 2008 and 35$% a barrel in 2015

According to Jiménez-Rodriguez and Sanchez (2G84)fluctuations of oil price have considerable
consequences on economic activity. These resudtegpected to be different in oil exporting and amijng
countries, whereas an increase in the price cdhtmuld be considered good news in oil exportinghtaes and
bad news in oil importing countries, the convereeutd be expected when the price of oil decreashs.
transmission mechanisms through which the pricesildfave an impact on real economic activity imtgboth
supply and demand channels. The supply side efteetgelated to the fact that crude oil is a bagit to
production, and consequently an increase in treemf oil causes a rise in the costs of produdtiam persuades
firms to lower output. The changes of oil price dalemand side effects through consumption and timesd.
“Consumption is affected indirectly through its fiive relation with disposable income. The magnéwaf this
effect is, in turn, stronger the more the shocgésceived to be long-lasting (Jiménez-Rodriguez S&achez,
2004).” Moreover, oil prices have an opposing &ffan investment level by increasing firms’ costsaddition,
according to the Energy Information Administrati¢BlA) Global economic performance remains highly
correlated with oil prices. Overall, an increaseha price of oil leads to a transfer of wealthnfromporting to
exporting countries through a shift in the termgrafie. The magnitude of the direct influence gjiivaen price
increase relies on the share of oil cost in maioncome, the degree of dependence on imporieandi the
ability of end-user to reduce their consumption switch away from oil (IEA, 2006).
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Some studies confirm that oil price has a significaffect on economic growth. In this regard, therent
study analyses the impact of oil price on econagnisvth in Irag, using time series data for the @eiof 2000-
2015. This study assumes that increase in oibphas a positive impact on economic growth in lidere, it
examines this assumption using econometric toash& best of our knowledge, there are only fewlistithat
deal with the case for Iraq. Thus, the currentystichs to fill up this gap by adding at least onerenempirical
study to the existing number of articles. The expe@mpirical results enable policy makers to find how
much the economic growth is influenced by the ditg

The remaining of the paper is structuesdfollows:Section Il deals with the contextual/ empiricagtature
review; Section Il provides an outline about thetadcollection, methodology and examines the impéadil
price on economic growth in Irag. Section IV is atled for summary and conclusion; finally, Sectibstates
some recommendations.

Il. Literature Review:

This section provides an overview of the study ibfpoice; there are several empirical studies o th
impact of oil price on economic growth in both dieygng and developed countries. It reviews previstuslies
in field of the impact of oil price on economic g in general and on Iragi economy in specifict Fgtance,
Hamilton (1983) finds that all but once the U.Sceassion is preceded by dramatic oil price increadts
World War I.This does not mean that an increaseiirprice causes recessions, but there is a titally
significant relationship between oil price shocks @conomic recessions. This result is in line whih results
of Mork, et al. (1994) which extends the invedtigia of the previous studies to include six othwtustrialized
countries, namely, Germany (West), Japan, FraheeUhited Kingdom, Canada, and Norway. These cmastr
differ considerably in the degree to which theiomemies rely on oil as an input and to which theg a
dependent on foreign oil. They conclude that thgatigee relationship between oil price increases &GmP
growth is present and significant for most of tloeimiries examined for data extending through 188&ides,
for most countries they illustrate evidence of asetric impacts.

Olaokun (2000) illustrated that increase in oilcprhas a negative impact on the economies of Ghana
and Nigeria (although the latter is an oil-prodgcoountry), but has a positive impact on Russiaichviike
Nigeria is an oil producing country. And the samsults are confirmed recently by Kim and Willetd(B)
employed panel data to investigate the impact bfpdce on economic growth in the case of the OECD
countries. The results show that oil price hasgatiee impact on economic growth.

Hence, Farhani (2012) finds “Impact of Oil Pricgcieases on U.S. Economic Growth: Causality
Analysis and Study of the Weakening Effects in Reteship.” The outcome illustrates strong weakngssethe
relationship between these two factors in what ey the relationship has had a low significaneetffcaused
by the existence of breakpoints and the asymmetffects of the oil price variations. Moreover, Aflest al.
(2014) examines the relationship between oil pstoecks and the Nigerian economy for the period 112&12).
The result shows that the shock of oil prices indigantly retards economic growth while oil prideself
significantly increases it. The significant positiimpact of oil price on economic growth confirmset
conventional wisdom that an increase in oil priseuseful to oil-exporting country like Nigeria. ks,
however, create uncertainty and undermine effediseal management of crude oil revenue; theretbe
negative impact of oil price shocks.

Emmanuel (2015) found the impact of crude oil protatility on economic growth in Nigeria during
1970 to 2014. The result shows that oil price Vit OPV) has negative effect on the economicvgio while
other variables such as crude oil price, oil resgand oil revenue have positive effect on the hageesconomy.
Similarly, Guo and Kliesen (2005) found the relaship between oil price volatility and macroeconomi
activity in U.S. They investigated a significangaéve relationship between oil price volatilityda®DP growth
over the period 1984 to 2004. Moreover, the studgws asymmetric influence of oil price volatilityno
macroeconomic activities. Another study was conellidty Jiménez-Rodriguez and Sanchez (20@dich
examined the effects of oil price shocks on thé eeanomic activity of the main industrialised ctrigs. Oil
price increases are investigated to have an effe€ctDP growth of a larger size than that of oicprdeclines,
with the latter being statistically insignificamt most cases. Among oil importing countries, oit@rincreases
are investigated to have a negative effect on enanactivity in all cases but Japan. Furthermdrne,impact of
oil shocks on GDP growth varies between the twexflorting countries in their sample, with oil grincreases
affecting the UK negatively and Norway positively.

Hence, the multivariate threshold model is usedibgng, et al. (2005) to examine the influencesnof a
oil price change and its volatility on economiciaty. Using monthly data of the US, Japan and, &knover
the period from 1970 to 2002 they illustrate thipace changes and its volatility above a thrddHevel help
explain output changes. A similar result was fobgdCunado and de Gracia (2005) who discussed thatdil
price shocks affect output growth rate of a nundfedeveloped countries over the period of 1975Q0221P.
The results of their analysis show that positiviepoice changes, oil price volatility and net oiige increases
have an effect on the growth rate of output. MoszpwZhang (2008) has found the relationship betwiéen
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shock of oil price and economic growth in Japam@gs nonlinear approach developed. He has invéstiga
evidence of nonlinearities in the relationship, angarticular he showed that negative impact bpdce shock
on output growth is larger than positive impact.

Bouzid (2012)investigates the causal relationship between timeprof oil and economic growth in
Tunisia over the period from 1960 to 2009. Tunisiaroil-importing country rather producing countfijhe
outcomes illustrate that both series are intedrafeorder one (I(1)), the existence of a long-texssociation
between the prices of energy and economic growth@manger pairwise causality test revealed unitoeal
causality from real GDP to the prices of oll.

Overall, majority of the studies came up with adasion that a higher level of oil prices is rethto a
higher of economic growth for exporting oil countike Iraq; with only few studies that did not fimtnclusive
evidence supporting these hypotheses.

IIl. Methodology

The study was conducted using regression analyifs it8 assumptions in order to investigate the
impact of same variable such as (oil price, exchargfe and export) on economic growth of Irag. The
respondent variable in this study was GDP (econgmawth) and also the independent variables wet@ice,
exchange rate and export). The data of Iraq wasntals an exporting oil country. Finally, computedzlata
analysis package such as SPSS 17.0 and Stataluseslelue to find the result.

Table (1): Tests of normality
Kolmogorov-Smirnor Shapiro- Wilk

Statistic | Df | Sig. | Statistic | Df | Sig.

Standardised residual for GDP 0.62 12| 0.21 0.91 12 0.94

It can be seen in the table (1) that the p-valddsoth method of normality (Kolmogorov-Smirnor and
Shapiro-Wilk) are less than the common alpha0.05. In addition, there is no evidence of amgngicance
deviations from normality for the residuals this @&result, the data are normal distribution.

Table (2): Descriptive of normalities’ test

Descriptive Statistic Stand.error
Skewness 0.197 0.213
kurtosis 0.013 0.523

As it shown in the table (2) that both the skewreasd Kurtosis values are less than the standacd etich
were shown there is not significance degrees ofvBkes and Kurtosis in the data.

Table (3): Levene’s Test of equality of error variaces

F- test Sig.

0.634 0.941

It is clear in the table (3) that there is not istadally significance because the p-value of leven
statistics was less than the common alpha 0.0% esult, the homogeneity of variance is not gamge met
this means that the condition of homogeneity ofarare is satisfied.
Multi- colleaniarity Detection
Multicolleaniarity among the independent variabtes be checked as an importance thing to threaten
the accuracy and reliability of the parameters Wisire obtained in the model.
Table (4): Check multicolleaniarity

Collinearity Statistics
Model
Tolerance VIF
Oil price .299 3.350
exchange 276 3.622
export .680 1.470

It is noticed in the table (4) that the value detance for all independent variables, the rangi isf
between (0.299- 0.680), and also all values aratgre¢han (0.1). As a result, indicating the abseofcany
multicolleaniarity between all independent variabii¢is valid for entry in the model.
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In addition, variance inflation factor is determinby (VIF) that equal to inverse Tolerance, it asging
between (1.470- 3.622) and it was much less thampiper limit of the value (10). As a result, tirisans that it
is supporting the non-existence of multicollearnyari
Table (5): Model summary

Model 1 Result of Model 1
R 0.983
R Square 0.966
Adjusted R 0.957
Std. error 115.79
F change 112.97
P-value 0.000

It can be seen in the table (5) that the resuttedérmination of variation is (0.966) which meanatt96.6% of
R means
correlation coefficient between all variable in geal. There are positively strong between all \@des. Finally,
the model is fit of the data because the p-valué-aést is less than the common alpha 0.05.
Table (6): coefficients of variables

the total

response variable were explained by thelaeatory variables.

In addition,

: . Standardized
. Unstandardized Coefficients - .
Variables Coefficients T Sig.
B Std. Error Beta

Constant 89.360 384.86 - 0.23 0.82
Oil price 3.69 1.73 0.208 3.127|  0.04%
Exchange

0.230 0.175 0.134 1.316 0.218
Export

0.911 0.062 0.946 14.601 0.000

It is mentioned in the table (6) that the paramé&tero (89.360) indicates the predicted consumption
when all explanatory variables are equal to zdrshould be noted that although the parametisrrequired to
make predictions of GDP consumption at any othdependent variables. The paramdténdicates that for
each unit increase in Oil price, GDP consumptiameases by (3.69) units. The significance of thaticnship
between GDP and Oil price can be estimated by cdmgpd-test statistics and p-value, it is statisfic
significance relationship between GDP and Oil phegause the p-value of it is less than the comaipha
0.05. Moreover, for each unit increase in expof@PFGincreases by 0.911 and also the relationshipvemat
export and GDP are statistically significance bseathe p-value is less than 0.05. On the other ,hatiner
explanatory variable (exchange) is not statistycaignificance relationship with GDP because thealue of it
is greater than the common alpha 0.05.

Therefore, the regression model
GDP =89.36 + 3.69 (oil price) + 0.911 (export)
IV. Summary and Conclusion

Irag has a huge endowment of natural resourcesifigdly oil, because of its geographical location
Oil denotes one of the most significant macroecdodattors in the world economy and the crude ditkeat is
the largest commodity market in the world. What etakil price changes even more interesting is niyt their
direct influence on economic activity, but also #ienges in oil prices may reflect or even forechsinges in
the intercontinental stability. This study has rmp¢ed to explain the determinants of economic gnowtlraq
using econometric methods such as regression @nalgisthis study, economic growth become a depeinde
variable while oil price, exchange rate and oil @xpoecome independent variables and also the wata
collected from 2000 to 2015 in Iraq. Findings, piice and oil export are very important deterrmesabf
economic growth in Iraq because the p-value ofghesre less than the common alpha0.05. For instance,
for each unit increasing of oil price, the econogriowth will increase by 36.9% after holding alhet variable
constant. However, we find that exchange variatde ho impact on the participations of increasing th
economic growth because of having corruption inliptianks in Irag.

V. Recommendations

The study makes some recommendations which cotftainthe country should diversify its export
revenue base as a means of minimising relianceraaecoil and petroleum product, thereby diversidyits
revenue and production sources to agriculture ahéroindustries, fiscal prudence, corporate goverea
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operations of budget, promote savings and propeguatability. This will further protect the econorfrpm the
effect of oil price decrease on the growth of ecopo
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