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Abstract

This study aimed to examine the impact of certain economic variables on the ratio of
non-performing loans (NPLs) in Iraq. The NPL ratio to total credit is considered a
key indicator of financial and banking stability and one of the most prominent global
measures of banking asset quality and the strength of the financial system. A high
NPL ratio indicates increased financial risks as it reduces bank profitability and
liquidity, undermining investor and depositor confidence, which ultimately
negatively impacts the country’s macroeconomy. The study utilized quarterly data
spanning the period 2016-2024 and applied the Autoregressive Distributed Lag
(ARDL) model to analyze the short- and long-term relationships between the
variables. The findings revealed that an improvement in the parallel exchange rate
and economic growth rate reduces the NPL ratio, while an increase in public debt
and inflation rate raises it. This underscores the need for decision-makers to adopt
more realistic and effective fiscal and monetary policies to enhance banking sector
stability and achieve sustainable economic growth.

Keywords: Non-Performing Loans, Parallel Exchange Rate, Public Debt,
Financial Stability, ARDL.
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At First Difference
d(NPL) d(EX) d(G) d(INF) d(D_G)
With Constant t-Statistic | -6.2113 -5.2168 -7.0394 -6.2105 -4.2919
Prob. 0.0000 0.0001 0.0000 0.0000 0.0018
With Constant & Trend t-Statistic | -6.1185 -5.1602 -7.2763 -6.1165 -4.2388
Prob. 0.0001 0.0010 0.0000 0.0001 0.0103
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Variable Coefficient Std. Error t-Statistic Prob.*

NPL(-1) 0.544747 0.194355 2.802839 0.0172

NPL(-2) 0.177900 0.226561 0.785220 0.4489

NPL(-3) -0.304491 0.188306 -1.617001 0.1342

EX -0.008379 0.003490 -2.400669 0.0352

EX(-1) -0.009023 0.003914 -2.305324 0.0416
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G(-4) -0.157990 0.039644 -3.985262 0.0021
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INF(-1) 0.145125 0.134758 1.076925 0.3046

INF(-2) -0.094862 0.125737 -0.754448 0.4664
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Variable Coefficient | Std. Error | t-Statistic Prob.
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Log likelihood -9.600130 Hannan-Quinn criter. 1.842933
Durbin-Watson stat | 2.350418
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