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Abstract

In this study, we investigate the relationship between financial development and natural
resource rents, examining the 'Financial Resource Curse' hypothesis. This examination is
conducted separately for the banking system, the stock market, and the overall financial
system in Iraq. The study covers the period from 1990 to 2021 and utilizes annual data
sourced from the World Bank. Our analysis employs ARDL and NARDL models to
estimate the relationships between these variables, and the DOLS estimator is used to
ensure the robustness of the results. Our findings reveal a significant, negative, and
statistically significant effect of resource rents on the development of Iraq's banking
sector and its financial system as a whole. This outcome supports the 'Financial Resource
Curse' hypothesis for these sectors in Iraq during the study period. However, the
relationship between resource rents and the stock market development index is not
statistically significant, making it difficult to draw conclusions regarding the existence of
the financial resource curse in the stock market. Furthermore, improved institutional
quality had a positive and statistically significant impact on financial development in
both the banking and stock market sectors of Iraq during the study period. The
Corruption Index also shows a positive and statistically significant long run effect on
banking sector development, supporting the Grease the Wheels Hypothesis. However, it
has a negative impact on the development of the stock market and the financial system.
Keywords: financial development, financial resource curse, linear and nonlinear ARDL
model, natural resources.
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Introduction

Many economists, particularly adherents of conventional growth theories,
believed that economic growth and development could be attributed to an
abundance of natural resources. However, empirical evidence from as early as the
1950s in some resource-rich countries such as Nigeria, Iran, Venezuela, and Iraq
revealed a paradoxical situation. These countries not only failed to harness the
benefits of oil and gas revenues but also experienced comparatively slower
economic growth and development than countries lacking significant natural
resources. This intriguing phenomenon, widely documented in economic
literature, is termed the Natural Resource Curse (NRC). It is often described as
the "double-edged sword" of natural resource income (Auty, 1993). In theory, an
abundance of natural resources should logically lead to economic growth and
national development. However, upon closer examination of empirical examples
from resource-endowed countries, it becomes apparent that such abundance is not
always a blessing; it can also hinder growth and development.

Moreover, in addition to the resource curse—the detrimental effects of
natural resource income on economic growth and development—many resource-
rich countries face an array of other challenges. These include political and social
issues, high levels of poverty and inequality, limited access to education, volatile
economic growth, poor institutional quality, and political instability (Sachs and
Warner, 2001).

One factor significantly influencing economic growth and sustainable
development, and which is itself affected by abundant natural resources, is
financial system development. Financial development plays a crucial role in
stimulating economic growth, which in turn leads to sustainable development. It
does so by providing liquidity services and efficiently channeling savings,
resulting in the efficient allocation of resources to productive investments and
enhancing overall productivity (Levin, 1997). The abundance of natural
resources, particularly a heavy dependence on oil revenues, can influence this
relationship in various ways. On the one hand, increased income from natural
resource sales can boost financial institutions' income, thereby strengthening the
link between financial development and economic growth. However, on the other
hand, overdependence on natural resources can negatively affect economic
growth. This is primarily due to diminished productivity resulting from a reduced
capacity of financial institutions to accumulate capital and allocate it optimally to
productive sectors (Nili and Rastad, 2007; Beck, 2011; Yuxin and Chen, 2011).
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In summary, natural resource revenues, when channeled through the
financial system, play a pivotal role in the economy and directly impact long-run
economic growth. Therefore, as integral components of the financial system, the
banking sector and the stock market play crucial roles in the prudent management
of these revenues to sustain long-run economic growth. However, it is important
to reiterate that, as mentioned earlier, natural resource revenues, much like a
double-edged sword, can potentially harm the benefiting countries through
various channels (Khan et al., 2020).

Within the resource curse literature, the effect of natural resource revenues
on financial development is considered a complex issue. Existing evidence
suggests that many resource-rich countries exhibit lower levels of financial
development, a phenomenon termed the 'financial resource curse' (FRC) by Beck
(2011). Conversely, studies such as Wei et al. (2020) report higher levels of
financial development in resource-rich countries, such as Thailand, Norway, and
Malaysia. As a result, the exploration of the financial resource curse has attracted
considerable attention from researchers. Despite numerous studies investigating
the impact of natural resource revenues, there is still no clear consensus on
whether they represent a curse or a blessing. While studies such as Ali et al.
(2022), Amin et al. (2020), Asif et al. (2020), and Dogan et al. (2020) report a
negative impact of natural resources on financial development, others like Khan
et al. (2020), Faisal et al. (2019), Zaidi et al. (2019), and Shahbaz et al. (2018)
highlight a positive relationship.

It 1s noteworthy that financial development encompasses both the banking
sector and the stock market as essential elements of the financial system. Many
studies have focused primarily on overall financial development or banking
development, often neglecting the role of the stock market (Ali et al., 2022).
However, Ito and Kawai (2018) argue that banking sector development does not
account for critical factors such as market depth, access, liquidity, and the
efficiency of financial markets. Similarly, Khan et al. (2020) suggest that
banking-centric metrics fail to grasp the intricacies and distinctions of financial
markets, making them insufficient for examining stock market development
within the context of overall financial development.

Furthermore, it is essential to note that the financing mechanisms differ
between the banking sector and the stock market. In the banking sector, financing
is primarily achieved through loans with associated interest costs. In contrast, the
stock market relies on share issuance and dividend payments. The existence of a
secondary market in the stock market allows investors to realize capital gains
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(Ali et al.,, 2022). Consequently, the stock market facilitates investment
allocation, financial resource distribution, and the mobilization of savings for
projects with growth potential.

Iraq is recognized as a country rich in natural resources, yet it grapples with
myriad economic and social challenges, including unemployment, poverty,
inequality, and an underdeveloped financial sector. This raises a fundamental
question: whether there is a relationship between the abundance of natural
resources and financial development in Iraq? Furthermore, given the financial
system's pivotal role in resource allocation, how does natural resource abundance
impact its various components, such as the banking sector and the stock market
in Iraq? The answers to these questions are crucial for formulating informed
policies aimed at fostering economic growth and development in the country.

To address these critical issues, this study explores the relationship between
natural resource abundance and financial development in Iraq. We employ
diverse indicators of financial development and a range of time-series
econometric methods using annual data from 1990 to 2021. The remainder of this
paper is structured as follows. Section 2 reviews the theoretical underpinnings
and relevant literature. Section 3 describes the data sources and methodology.
Section 4 presents the empirical results. Finally, Section 5 concludes with policy
recommendations.

Literature Review

In mainstream economic literature, natural resource income is often cited as a
pivotal factor in driving economic growth. These revenues, when channeled
through the financial system—which encompasses both the banking sector and
the stock market—contribute to increased demand for financial services and
foster economic growth. Nonetheless, the performance of natural resource-rich
countries often reveals a perplexing trend, where some exhibit lower economic
growth rates than their counterparts with fewer natural resources. This
phenomenon underscores that natural resource income can foster rent-seeking
behavior, corruption, and Dutch disease, ultimately impeding financial
development. This conundrum is often referred to as the natural resource curse in
economic literature (Ali et al., 2022). Recent economic literature has introduced
theoretical frameworks to investigate the influence of natural resource abundance
or dependence on various economic aspects, including the financial system. This
growing body of research has yielded conflicting predictions regarding financial
development in countries with abundant natural resources.
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Beck (2011) explores the impact of natural resource abundance on financial
development, considering both supply and demand aspects. From the demand
side, natural resource abundance can have both positive and negative effects on
the financial sector in resource-rich countries. When wealth generated from
natural resources is deposited and invested domestically, it can increase financial
system income, particularly in the banking sector, through higher deposits.
Additionally, this wealth can lead to increased demand for loans, especially
consumer loans, further deepening the financial system. However, there are
potential drawbacks for the financial sector in resource-rich countries. Windfall
profits might be channeled out of the domestic financial system into foreign
investments, government investments abroad, or non-financial assets. This capital
outflow can be more pronounced in countries with inefficient financial systems.
Furthermore, the non-financial sector might be negatively affected due to issues
such as unsustainable resource extraction, reduced demand for foreign financing,
and substitution effects. From the supply side, natural resource abundance can
also have adverse effects. It might discourage skill development and investments
in the financial sector due to a substitution effect. In essence, the extent of
financial integration in resource-abundant countries depends heavily on financial
system efficiency and a strong institutional framework, including robust financial
contracts, which can either hinder or promote financial development (Beck,
2011). Beck (2011) examined the 'resource curse' in the context of financial
development, empirically demonstrating that countries with significant natural
resources tend to have less developed financial sectors. Guan et al. (2020) studied
developing economies and found that natural resource income negatively affects
banking sector development, thereby confirming the resource curse hypothesis
for developing nations. However, Dogan et al. (2020a) found that in developed
countries, natural resource revenues had a positive impact on financial
development. Their study also suggested that financial development resulting
from natural resource revenues can drive economic growth. This process involves
the banking sector facilitating increased lending, contributing to both financial
development and economic growth. It is worth noting that most studies in this
field have primarily focused on oil revenues rather than natural resources as a
whole. Only a few studies, such as Moradbeigi and Law (2017), have explored
the relationship between oil sector income and stock market development. Their
research indicated that channeling oil revenues into financial markets increases
profitable investment opportunities, reduces the adverse effects of oil revenues on
the economy and financial markets, and encourages growth. Similarly, Muhamad
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et al. (2020) showed that in oil-producing countries, economic growth from
government and private investments in the oil sector is more likely when the
stock market is highly developed.

Auty (1993) pointed out that while many countries experienced the
resource curse with increased natural resource income, some managed to benefit
from this income surge. Hence, the phenomenon of the natural resource curse
isn't an inflexible law; rather, it's a probable occurrence. Therefore, the
abundance of natural resources isn't the sole determining factor in financial
development. Economic management and institutional quality are equally crucial
(Aghaei et al., 2023). Mehlum et al. (2006) argued that institutional quality plays
a pivotal role in shaping the impact of natural resource revenues. In nations with
weak institutional quality, these revenues can fuel corruption and rent-seeking. In
contrast, in countries with high institutional quality, such revenues can be
channeled into productive economic activities, turning natural resources into a
blessing. Atkinson and Hamilton (2003) suggested that without a proper
institutional framework, especially in countries with low savings, natural
resource rents might be used for public spending rather than investment, which
impedes development. However, Leite and Weidman (1999) demonstrated that in
the presence of suitable institutions, financiers are more likely to provide
financial resources in the form of facility contracts. When financiers have
confidence in these contracts, they are less risk-averse. In developing countries
heavily reliant on natural resources, the rule of law and institutional quality are
often weaker, leading to increased rent-seeking and corruption. Bhattacharyya
and Hodler (2014), studying 133 countries between 1970 and 2005, found that in
nations with weak political institutions, natural resource rents served as an
impediment to financial development. They argued that establishing democracy
in resource-rich countries could promote financial development. Narayan et al.
(2015) revealed that economic rents resulting from natural resource ownership
can foster corruption opportunities. This corruption erodes trust in government
policies. Consequently, despite corruption and rent-seeking by government
officials, there is no incentive to invest natural resource revenues in high-yielding
stock market activities. Feng and Yu (2021) emphasized the role of institutional
quality in determining the level of financial market development. They argued
that in economies with transparent laws protecting investor rights and private
property, natural resource revenues can lead to prosperous and developed
financial markets. Khan et al. (2020) arrived at similar conclusions for Pakistan.
They demonstrated that strong institutions in the country can mitigate the adverse
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effects of natural resource revenues, fostering the development of financial
markets. In the absence of a robust legal framework, due to the distrust of
depositors, financial markets lose their capacity to mobilize resources, resulting
in capital flight and limited domestic investment opportunities. In essence,
inadequate institutional quality undermines financial markets and disrupts
economic growth.

The relationship between financial development and the abundance of
natural resources has been explored in numerous studies, yet none of these
studies have yielded a definitive conclusion in this field. This is likely due to the
fact that the relationship between these two variables can vary between countries,
depending on the indicators used to measure financial sector development and the
methodology applied in estimating the relationship. For instance, Nurmakhanova
et al. (2023) conducted a recent study focusing on a selection of African
countries. They used a panel data model to analyze data from 1995 to 2020 and
found that natural resource abundance had a strong negative impact on two
financial development indicators: investment in the stock market and credit
availability to the private sector in their sample. However, Dwumfour and Ntow-
Gyamfi (2018), in their study of African countries spanning from 2000 to 2012,
concluded that the impact of natural resource abundance on financial
development in African countries is ambiguous and varies depending on the
financial development indicators considered. Chaudhry et al. (2021) also
explored the non-linear relationship between financial development and natural
resource abundance using seasonal data from Saudi Arabia for the years 1985 to
2017. Their findings indicated that while there was non-linear behavior between
the two variables, natural resource abundance had a positive short-term effect on
financial development, while this effect turned negative in the long-run. Guan et
al. (2020) examined the empirical relationship between natural resource
abundance and variables such as economic growth and human capital on
financial development in China from 1971 to 2017. Their results suggested a one-
way causality relationship between financial development and natural resource
abundance in China. Another group of studies in this field acknowledges the
positive impact of natural resource abundance on financial development. For
example, Ali and Ramakrishnan (2022) investigated the effect of natural resource
abundance on financial development in Malaysia from 2002 to 2018 using the
bootstrapped ARDL method and found that natural resource abundance had a
positive effect on financial development in Malaysia. Hussain et al. (2021) also
showed in their study that natural resource abundance had a positive effect on
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financial development in 23 selected countries with natural resources and high
per capita income. Asif et al. (2020) explored the impact of natural resource
abundance on financial development in Pakistan from 1975 to 2017. Their results
indicated that natural resource abundance had a positive short-term effect and a
negative long-term effect on financial development in Pakistan. Given the
variations observed in these studies, it's clear that the relationship between
financial development and natural resource abundance can differ from one
country to another based on each country's specific economic conditions and
structure. Hence, it's necessary to investigate this relationship on a country-by-
country basis, taking into account its unique circumstances. This study differs
from previous research by employing time series models to examine this
relationship in the context of Iraq. Additionally, it investigates the impact of
natural resource abundance on various financial development indicators,
including the development of the banking sector, the stock market, and the entire
financial system, which hasn't been widely explored in prior studies.

Methods and Materials

In this study, the impact of natural resource abundance on financial development
is investigated by considering other variables affecting the demand for financial
services, such as gross domestic product, institutional quality, and corruption.
Natural resource abundance can affect financial development through various
channels, such as the transfer of production factors from the tradable and
productive sectors to other sectors, rent-seeking, corruption, and the reduction of
financial services and investment. An increase in GDP, by expanding investment
opportunities, will also lead to increased demand for various services, including
financial services, thereby fostering financial development (Shahbaz, 2018).
Improving institutional quality, particularly in institutions and infrastructure
related to the financial sector, creates a competitive environment, facilitates the
entry of foreign and domestic investors, increases demand for financial services,
and can thereby enhance financial development. Given the prevalence of rent-
seeking and corruption in resource-rich countries, and the emphasis on
transparency in extractive industries to combat corruption (Okada and Shinkuma,
2022), corruption is included as a variable that can affect financial development.
This is supported by theoretical foundations and previous studies such as Ali et
al. (2022), Nurmakhanova et al. (2023), Beck (2011), Chaudhry et al. (2021),
Khan et al. (2020a), and Shahbaz et al. (2018). Equation (1) is used to investigate
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the effect of natural resource abundance on various financial development
indicators and to test the financial resource curse or blessing hypothesis in Iraq.
FD = f(NNR, GDP, IQ, COR) (1)

Following previous studies such as Ahmed et al. (2016) and to obtain
consistent and reliable results, all variables in Equation (1) are transformed into
logarithmic form. Log transformation smoothens the changes in variables and
allows the estimated coefficients to be interpreted as elasticities, facilitating their
interpretation. Therefore, the empirical model of the research, considering the
logarithmic form of the variables, is:

LnFD; = ay + a1 LnNRR; + a,LnGDP; + a3COR;+a,LnlQ; + & 2)

In this equation, FD is the dependent variable, representing the financial
development index, where i denotes the various financial development indicators
used in the research (i =1 to 3). To compare the resource curse hypothesis for the
stock market and the banking system, separate indices for banking sector
development and stock market development are constructed using the PCA
method, based on various related indicators. Each index is then used separately in
model estimation. Additionally, to test the financial resource curse hypothesis for
the entire financial system, a total financial development index is obtained by
combining these two indices (Pradhan et al., 2014; Pradhan et al., 2017;
Svirydzenka, 2016).

NNR, indicates the index of natural resources’ abundance, which according
to the studied sample, this index indicates the oil rent, which its amount is
obtained from the difference between the value of crude oil production at world
prices and the total cost of production. The higher value of this number indicates
the greater dependence of the country on oil resources.

IQ, represents the institutional quality index. Institutional quality is a
multidimensional concept that cannot be captured by a single index. Therefore, to
measure this index accurately, six worldwide governance indicators from the
World Bank are used: government stability and effectiveness, political stability
and absence of violence/terrorism, regulatory quality, rule of law, and
accountability. These sub-indices are combined using the PCA method to
construct a single institutional quality index (Dogan et al., 2020a).

GDP represents gross domestic product at constant prices, with 2010 as the
base year.

COR, represents the corruption index, measured by the 'Control of
Corruption' indicator compiled by the World Bank. Natural resource rents can
foster corruption in government and the private sector, as well as distort resource
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allocation, reducing economic efficiency and increasing social inequality. Natural
resources facilitate rent extraction and, rather than promoting productive
activities, lead to competitive rent-seeking (Torvik, 2002).

t represents time, ow is the intercept term, and ¢ is the error term.

The relationship between the explanatory variables and financial
development in Iraq is estimated using annual data from 1990 to 2021. According
to the research model and various indicators of financial development (banking
development index, stock market development index and total financial
development index) used in the model, the variable coefficients of natural
resources rents in each model indicate the presence or absence of the stock
market resources curse, system banking and the entire financial system.

Table 1. Variables Definition

Variable variable explanation (sub-indexes) Source
Control of Corruption indicator compiled by the
World Bank. This index reflects the extent to
which public power is exercised for private

Corruption (COR) gain, including both petty and grand forms of World Bank
corruption, as well as the capture of the state by
elites and private interests.
A composite index constructed using the PCA
method based on banking sector indicators such
Banking Development  as domestic credit to the private sector by banks World Bank
Index (FDB) (% of GDP), domestic credit to the private
sector by financial institutions (% of GDP), and
broad money (M2) as a percentage of GDP.
A composite index constructed using the PCA
Stock Market method based on stock market indicators such
Development Index as market capitalization of listed domestic =~ World Bank
(FDS) companies (% of GDP), stocks traded (% of
GDP), and stock market turnover ratio.
A comprehensive financial development index
Total Financial %btalliled byI dcombnzimgh tls1e . Bﬁlkﬁlg
Development Index cvelopment Index and fthe Stoc arket World Bank

Development Index using the PCA method to

represent the overall development of the

financial system.

Oil rents as a percentage of GDP, measured as

the difference between the value of crude oil

production at world prices and the total cost of = World Bank
production. A higher value indicates greater
dependence on oil resources.

Gross Domestic Product at constant 2010
prices, representing the level of economic
activity and growth in the economy.

(TFD)

Natural resources rent
(NRR)

Economic Growth (GDP) World Bank
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A composite index constructed using the PCA
method based on six Worldwide Governance
Indicators: government effectiveness, political
stability and absence of violence/terrorism,
regulatory quality, rule of law, voice and
accountability, and control of corruption.

Source: Research finding.

Institutional Quality (IQ) World Bank

Table (2) presents a summary of descriptive statistics for the model variables. The
results show that among the various indicators of financial development, the highest
fluctuation according to the standard deviation of the data during the period under review
is related to the banking development index. According to the probability value of the
Jarque-Bera statistic, the distribution of observations for the banking development index,
the total financial system development index, and gross domestic product do not follow a
normal distribution.






Table 2. Variables Descriptive Statistics

Banking Stock Market Financial . Natural
Institutional .
Development Development Development Quality Corruption GDP resources
Index Index Index rent
Mean 2.640883 15.04684 -1.254836 -1.48E-16 0.917392 8.204735 3.775007
Median 2.837582 14.70155 -1.237874 1.134930 1.342277 8.257045 3.819455
Maximum 3.842811 16.56898 -1.078810 2.037490 2.212071 8.497770 4.179275
Minimum -0.341576 13.72255 -1.560648 -3.120600 -1.385802 7.575368 3.139019
Std. Dev. 1.099646 0.906262 0.107907 1.091031 1.116855 0.252740 0.249072
Skewness -1.386037 0.316571 -1.079049 -0.603106 -0.754262 -1.204786 -0.509466
Kurtosis 4.235777 1.652095 4.534933 1.638038 2.338600 3.590009 3.191087
Jarque- Bera 10.36298 2.494931 7.890076 3.723622 3.052231 6.923418 1.209078
Probability 0.005620 0.287232 0.019350 0.155391 0.217378 0.031376 0.546326
Sum 71.30384 406.2647 -33.88058 -4.00E-15 24.76959 221.5278 101.9252
Sum Sq. Dev. 31.43974 21.35410 0.302744 109.2843 32.43149 1.660820 1.612957
Observations 32 32 32 32 32 32 32
Source: Research finding.
Note: all variables except the institutional quality (due to having negative value) are in logarithmic form.
Table 3. Correlation Coefficients
Stock Market Financial Institutional Natural
Banking Development  Development Development ) Corruption GDP resources
Index Index Index Quality Rent
Banking Development 100
Index
Stock Market
Development Index 0.82 1.00
Financial Development 071 0.42 1.00
Index
Institutional Quality 0.85 0.81 0.62 1.00
Corruption 0.81 0.81 0.45 0.87 1.00
GDP 0.84 0.75 0.52 0.60 0.54 1.00
Natural resources Rent 0.33 -0.04 0.43 0.18 0.18 0.19 1.00

Source: Research finding.



Table 4. Unit Root Test

Ng-Perron test DF-GLS test Kwiatkowski-Phillips-Schmidt-Shin test

Variable Optimum Mza MZit MSB MPT Integration  DF -.GITS Optimum Integration KPSS Optimum Integration
lag degree statistic lag degree lag degree
FDB 0 0.13631 0.08239 0.57035 23.176 1( 0) -0.301159 0 I(1) 0.777365 3 1( 0)
TFD 0 3.99632 -1.20365 0.33544 6.2546 1( 0) -1.959028 0 1(0) 0.760513 3 1(0)
FDS 0 142342 0.66713 047561 21.432 1( 0) 0.445105 0 (1) 0.529878 2 1(0)
NRR 0 -4,75134 -1.53940 0.33354 5.1022 1( 0) -2.019353 0 1( 0) 0.128036 2 I(1)
GDP 0 244657 -1.01705 0.42456 9.5153 1( 0) -1.541584 0 (1) 0.662436 3 1C0)
1Q 0 -0.17596 -0.13482 0.75158 3.3097 1( 0) -0.968154 0 I( 1) 0.515398 3 1(0)
COR 0 -12.8526 -2.48490 0.10376 2.1452 1( 0) -4.546064 0 I( 0) 0.183872 3 I(1)
Source: Research finding.
Table 5. The results of the Long-Run relationship test and other diagnostic statistics
Heterogeneity
. . F statistic Normality variance Autocorrelation Ramsey
Model Estimated model Optimal lag pesaran test test test test
statistic
FDB= f (IQ, COR, GDP, % 3.4587 1.971172 0.074756 2.040980
Model 1 NNR) (10.L,L.1) 6.4990 (0.969) (0.6160) (0.3585) (0.1246)
FDS=f (IQ, COR, GDP, 0.425089 1.898757 0.529166 88.33956
ARpL ~ Model2 NNR) (1,0,1,1,0) 117245 (0.865)  (0.1749) (0.5423) (0.4057)
modeling
TFD-= f (IQ, COR, GDP, . 1.726294  1.578870 2.6247 0.7450
Model 3 NNR) (1,0,0,0,0) 6.3556 (0.456) (0.415) (0.2080 (05440)
FDB= f (1Q, COR, GDP, % 3.4698 1.85642 0.98456 2.040980
Model 1 NNR*, NNR) (1,0,1,0.1) 7.4890 (0.978) (0.7760) (0.4385) (0.1246)
FDS=f (1IQ, COR, GDP, % 0.43409 1.7865 0.4146 88.33956
NARDL __odel 2 NNR®. NNR) (1,0,0,0,0) 97909 (0.8768)  (0.1658) (0.4323) (0.4057)
modeling
TFD=f (1Q, COR, GDP, % 1.82347 1.67053 2.6177 0.6340
Model 3 NNRY. NNR") (1,0,0,0,0) 7.3676 (0.4786)  (0.5265) (0.1970 (0.433)

Source: Research finding.



Table 6. ARDL Model Estimation

Short-term estimation

Stock Market Development Index Total Financial Development :Dependent variable

Dependent variable: Banking Development Index( FDB)

variable Dependent(FDS): IndexTFD
Variables coefficient Probability Variable coefficient Probability Variable coefficient Probability
LI‘(I_FI]))B ?2'.58852071429) 0.0122 LNEDS (-1) (g:éggggg) 0.0001 LNTED (-1) (199;(3)2;)) 0.0581
1Q (Od ?8021142119) 0.5794 1Q (%2‘65%61% 0.7311 1Q (29'20020510105) 0.0387
LNCOR (3%?3) 0.0317 LNCOR (:gzgfg% 0.0178 LNCOR (:‘1):‘9‘2(9)%) 0.0522
LNCOR (-1) (%Z?g) 0.7804 LNCOR (-1) (:5222% 0.0239 - ; ;
LNGDP Cosos3) 0.5782 LNGDP (062121) 0.5494 LNGDP (0:009652) 0.4984
LNGDP (-) (2'19%33;‘ 0.1795 LNGDP (-1) (?Z%ﬂg) 0.2467
LNNNR 0% 0.0163 LNNNR (035815) 0.4027 LNNNR (7397 0.1001
LNNNR(-1) 8'_11420430(; 0.2787 ; - - - ; ;
¢ o 0.6435 ¢ (8:2;‘;7‘) 0.5715 c (0(5.1276513) 0.8043
s ST ome comsmoren  GGTL 0 ooos  Fuemme 0300 o
long-run estimation
Variables coefficient Probability Variables coefficient Probability Variables coefficient Probability
- s
R S 11 G
LNCOR 13588 0.2449 LNCOR Beien 0.0178 LNCOR or0n 0.0522
LNGDP (2'16_‘]‘2?2? 0.2513 LNGDP (g:‘l‘gg% 0.0301 LNGDP (1.06;112(9)1) 0.2013
LNNNR (336000 0.0315 LNNNR (05503, 0.4075 LNNNR Oaen 0.0326

Source: Research finding.
Note: The numbers in parentheses indicate the t statistic.






115 Iranian Economic Review, Volume 30, Issue 1, 2026

Table (3) shows the correlation coefficients between the model variables.
The banking development index has the highest correlation with Institutional
Quality, and the capital market development index has the highest correlation
with Corruption and Institutional Quality, while the total financial system
development index has the highest correlation with Institutional Quality,
followed by GDP.

Model Estimation

Unit Root Test

In time series analysis, the stationarity of variables must be rigorously examined
before model estimation and cointegration tests. The stability of these variables is
often a prerequisite for conducting meaningful analysis due to their inherent
instability over time. In this study, to account for the sensitivity of the model to
the clustering of research variables, various unit root tests were employed. The
first unit root test utilized in this research is the Augmented Dickey-Fuller (ADF)
test. This test is widely accepted and has been used in previous studies to
estimate ARDL models (Sharif et al., 2020). ARDL models commonly contend
with autocorrelation in the error terms, which arises from the presence of an
endogenous variable with lagged explanatory variables. To ensure the robustness
of the results, the Kwiatkowski—Phillips—Schmidt—Shin (KPSS) test and the Ng-
Perron unit root test were also employed. It is worth noting that the Ng-Perron
unit root test is particularly advantageous when dealing with studies that have
small sample sizes, as it is known to provide more reliable results. As shown in
Table 4, the unit root test results indicate that some variables are stationary at
level, while others become stationary after first differencing. This suggests that
differencing was necessary to make certain variables stationary, which is a
common practice in time series analysis to handle non-stationary data. The
ARDL bounds testing approach assumes that the variables under investigation
are integrated of order I(0) or I(1), or a combination of both. However, it cannot
be used if any variable is integrated of order I(2). In such cases, the F-test
proposed by Pesaran et al. (2001) and Narayan (2005) is not valid for assessing
the presence or absence of a long-run relationship. Thus, the cointegration test
must confirm that all variables are integrated of order 1(0) or I(1) for the ARDL
bounds testing approach to be valid (Pesaran et al., 2001).



“The Financial Resources Curse” Hypothesis in Iraq ... 116

Cointegration Analysis
ARDL Model

To explore the dynamic short-run and long-run relationships between the
research variables, we opted for the Autoregressive Distributed Lags (ARDL)
model. This choice is substantiated by diagnostic assessments and the inherent
nature of the dataset. The ARDL model possesses distinctive features that set it
apart from other time series models. One key attribute of the ARDL model is its
ability to address potential endogeneity issues by incorporating lagged values of
the dependent variable as explanatory variables. Furthermore, the ARDL model
offers the flexibility of not requiring all variables to be integrated to the same
order, as it accommodates a combination of first difference integration, level
integration, or both. A notable advantage of the ARDL model is its applicability
to small sample sizes, a feature of particular importance in developing countries
where data scarcity is common. This versatile model is widely employed in
economic studies due to its ability to simultaneously estimate long-run and short-
run dynamic relationships between variables (Ali et al., 2022).

To estimate the long-term cointegration relationship between variables, a
variety of econometric methods are available. In the existing literature, methods
like the Engle-Granger test (1987), the Johansen test (1988, 1991), and the
Pesaran et al. (2001) bounds testing approach are utilized for this purpose. The
Engle and Granger cointegration test (1987) identifies cointegration between two
variables of the same integration order. This makes it suitable for investigating
the relationship between two variables but less effective in multivariate scenarios.
To address this limitation, the Johansen (1988, 1991) cointegration test was
introduced, enabling the examination of cointegration among several variables.
The Johansen test, based on vector error correction modeling (VECM), was
designed to overcome the shortcomings of the Engle and Granger test. However,
it requires all variables to have the same integration order, which is often not the
case in economic time series. Hence, to investigate cointegration among multiple
variables with different integration orders of I(0) and I(1), Pesaran et al.'s
cointegration test (2001) can be employed.

In this study, given the different integration orders of the variables and the
aim to assess both long-term and short-term dynamic relationships among these
variables, the model by Pesaran et al. (2001) is applied. The linear ARDL model
is employed to investigate the relationship between financial development and
natural resource rents, with the objective of testing the resource curse hypothesis
in the financial market. The model is structured as follows:
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A(LnFD); = ay + a;(LnFD)t_; + a;NNR;_; + a3GDP;_1 + a,(I1Q) -1 +
as(COR)—q + Xi—y BiA(FD)—; + Xi—y piANNR_; + X, 9 AGDP,_; + (3)
Zf:1 w;A(IQ)¢—; + Z§=1 YiA(COR)—; +

In this equation, A is the first order difference operator. oo and y are
respectively the constant coefficient and the disturbance term of the model in
time t. Coefficients B; «¢pi <«pi <w; «@; and yi are short-run coefficients of the
model, and a; .... as) are the long-run coefficients of the model. The ARDL
method is typically based on the F-statistic, whose asymptotic distribution is non-
standard under the null hypothesis of no cointegration. In estimating the ARDL
model, the first step involves estimating the equation using Ordinary Least
Squares (OLS). The assessment of each equation's estimation, aimed at
determining the presence or absence of a cointegration relationship between the
variables, relies on the significance of the F-statistic for the coefficients of lagged
variables in the model. For instance, the hypothesis test regarding the existence
or absence of a long-term relationship (cointegration) is conducted based on the
Wald test.

Hy: a;=a,=0a3=a,=0as =0 Existence of -cointegration (long-run
relationship)
H: a#a,#a3+ a,#as #0 Absence of cointegration (long-run
relationship)

To assess the existence of a long-run relationship among the variables, the
critical values proposed by Pesaran et al. (2001) are employed. These critical
values include the lower critical bound (LCB) and the upper critical bound
(UCB), which are used to determine the presence or absence of cointegration
among the variables. If the calculated F-statistic exceeds the upper critical bound,
the null hypothesis of no cointegration is rejected, indicating the existence of a
significant long-run cointegration relationship among the variables. Conversely,
if the F-statistic falls below the lower critical bound, the null hypothesis cannot
be rejected, suggesting that no cointegration relationship exists. However, if the
F-statistic lies between the lower and upper critical bounds, the result is
considered inconclusive, and further investigation is required to confirm the
presence of cointegration. In such cases, the significance and sign of the error
correction term (ECT) in the error correction model (ECM) can provide
additional evidence regarding the existence of a long-run equilibrium
relationship.
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However, it should be noted that the critical values provided by Pesaran et
al., (2001) are more suitable for larger samples (T=500 to T=40000). Given the
relatively small sample size in this study, using the critical values from Narayan
(2005) is considered more appropriate. The critical values proposed by Pesaran et
al. may yield biased results in small samples when identifying cointegration
relationship, whereas those presented by Narayan have demonstrated better
performance for sample sizes ranging between 30 and 80 (Narayan, 2005).
Subsequently, the short-run and long-run coefficients are estimated, and
diagnostic tests are conducted to ensure the model's validity. Equation (4) is
provided to estimate the model's short-run coefficients, and y i representing the
speed of adjustment for the long-term equilibrium of the model due to short-term
shocks or error correction.

A(FD); = Yo + Xi=y BA(FD)—; + Xi-; piANNR,_; + Xi_; 9;AGDP;_; +
Yie1 0 AUQ) i + Xis; ViA(COR)¢—; + V{ECM_; +9;

4

Accurate model diagnosis is a fundamental step in interpreting the results
of any estimation model. In this study, a comprehensive set of diagnostic tests
was conducted to ensure the validity of the research findings. The results of these
diagnostic tests are presented in Table (5).

NARDL Model

The ARDL model is applied to estimate both short-run and long-run linear
relationships between the variables. However, it does not adequately capture non-
linear or asymmetric relationships between the model variables. To address this
limitation, this study explores the potential for non-linear and asymmetric
relationships between resources rents and financial development using the ARDL
non-linear model developed by Shin et al. (2014). This model, known as the
Non-linear Autoregressive Distributed Lag (NARDL) model, is a specialized
variant of the ARDL model proposed by Pesaran et al. (2001). The NARDL
model offers the advantage of examining asymmetry in both the short-run and
long-run relationships between variables. Notably, it demonstrates higher
efficiency in models with limited observations and is suitable for cases where the
explanatory variables are endogenous. The non-linear form of the primary
research model, based on the basic research equation, is as follows:

LnFD; = By + B1NNR} + BoNNR; + B3GDP; + B,1Q; + BsCOR; + & (%)

In the equation of NNR;” And NNR; , the positive and negative impulses
of resources rents are used in order to investigate their asymmetric effect on
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various indicators of financial development based on the definition of Granger
and Yoon (2002). To The form of cumulative positive (positive components) and
negative (negative components) are defined and calculated as follows:

The equation of NNR} and NNR; represent the positive and negative
impulses of resources rents, respectively. These are utilized to assess their
asymmetric impact on various financial development indicators, following the
framework established by Granger and Yoon (2002). The cumulative positive
(positive components) and negative (negative components) forms are defined and
calculated as follows:

NNR} = Y3321 ANNR} = Max (ANNR, 0) (6)

NNR; = Y232 ANNR; = Min (ANNR, 0) (7)

By incorporating both positive and negative values into equation (5), the
nonlinear ARDL model, designed to explore the nonlinear relationship between
financial development and natural resources rents, is as follows:
A(LnFD),; = ag + ay;(LnFD),_; + a3 NNR;_; + a3 NNR;_, +
a4GDP,_y + as(1Q)¢—1 + as(COR) 1 + Yoy BiAFD),; +
Yi—1(pf NNR_; + pi NNR;_;) + Xi_1 9;AGDP,_; + Xi_1 0, A(IQ),—; +

i=1Vib(COR) i + ¢

(8)

In equation (8), X.f_, pi And Y!_, p; denote the cumulative positive and
negative effects of natural resources rent on various financial development
indicators in model. @3 and a3 also represent positive and negative effects in the
long-run. The error correction form of equation (8) is as follows:

A(FD); = Yo + Xf=; BiA(FD)—; + Xi=1(p NNR_; + py NNR;_)) +

)
f1@iAGDP_; + Xi w;AUQ)¢—; + Xio1 ViA(COR)¢—; + V;ECM;_; + 9,

In equation (9), y; is error correction term and it shows the speed of long-
run adjustment of the nonlinear model after the short-run shock. p;” And p;
denote asymmetric short-run adjustment and other variable coefficients indicate
the short-run effects of each explanatory variable. Like the ARDL model and
according to Pesaran et al. (2001), the F statistic is used to check the existence of
a long-run relationship and the standard Wald test is also used to check the
presence or absence of long-run and short-run symmetries.

Optimal Lag Selection, Cointegration Teste results, and other Diagnostic Statistics
According to Sims (1980), selecting the appropriate variables for inclusion in
autoregressive system models and determining the optimal number of lags are
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extremely important. In these models, which often involve a substantial number
of parameters, it is important to employ a principle of parsimony to determine
the optimal lag length. Information criteria serve as invaluable tools for this
purpose in such system models. Given the limited time frame of this study and
the superior performance of the Schwarz Bayesian Information Criterion
(SBIC) in small sample sizes compared to other criteria, the SBIC was utilized
to select the optimal lag order. The maximum lag order for the variables in this
research was determined using the SBIC, and the optimal lag length for each
variable was based on the Schwarz criterion (Aghaei, 2016).

After conducting stationarity tests for the variables and ensuring that they
do not exhibit integration beyond the second order, the study proceeds to assess
the long-run relationships between the variables and conduct additional
diagnostic tests to confirm the models' stability. The first column of Table (5)
presents the estimated relationships between the model variables across three
models, corresponding to three financial development indicators. The second
column displays the optimal lag lengths for each variable, determined using the
Schwarz Bayesian Criterion (SBIC). The third column presents the F-statistic
values from the Pesaran bounds test, which investigates the presence or absence
of long-run relationships between the variables. The table reveals that, based on
Pesaran's test, there is a confirmed long-run relationship between the variables
in all research models at a 95% confidence level. Additionally, an alternative
and efficient method for testing the existence of a long-run relationship is the
significance of the error correction coefficient (ECM). The consistently
negative and significant values of this coefficient across all estimation models
validate the presence of long-run relationships. The remaining columns of the
table present diagnostic statistics for the models, which serve to verify the
classical assumptions and the validity of the estimated models. These tests
further corroborate the results obtained from both the ARDL and NARDL
models, thus ensuring the reliability of the interpretations and conclusions.

Short-run and Long-Run Estimation and interpretation of results
After performing the necessary diagnostic tests, this section presents the long-run
and short-run relationship between the research variables using the ARDL
method in Table (6).

After conducting the diagnostic tests for the models and confirming the
results, the findings are examined and analyzed. According to the results, the
development of the banking sector, the stock market, and the overall financial
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system in the previous period has a positive and significant effect on their
development in the current period. Therefore, it can be concluded that any action
aimed at improving the development of the financial system is essential for its
further progress. These results align with economic theories and findings from
previous studies, including Ali et al. (2022) and Dwumfour and Gyamfi (2018).

Based on the results presented in Table (6), resource rents have had a
negative and significant impact on the development of the banking sector in Iraq
in the short run, indicating that income from natural resources has not been able
to foster banking sector development in this country. In the long run, the impact
of income from natural resources on the development of the banking sector in
Iraq is also negative and significant. Given the significant and negative impact of
rent-seeking on the development of the banking sector, the hypothesis of the
financial resources curse in the banking sector of this country is confirmed. The
effect of natural resource abundance on stock market development is positive in
the short run and negative in the long run, but neither coefficient is statistically
significant. Therefore, according to this result, it is not possible to make a
judgment on either rejecting or confirming the hypothesis of financial resources
curse in the stock market in Iraq. However, given the negative and significant
impact of natural resource abundance on the overall financial development index
in Iraq, the hypothesis of a financial resource curse in this country can be
confirmed.

The excessive reliance of Iraq on oil revenues, which leads to reduced
production and economic diversity, the limited emphasis on banking and
financial development due to the primary focus on income from natural
resources, mismanagement of natural resources leading to inefficient allocation,
and the prolonged security issues can be regarded as contributing factors to the
financial resources curse in this country.

Considering the economic conditions in Iraq and the model estimation
results, the enhancement of the quality of existing institutions and structures in
the country can be identified as a significant factor influencing the development
of the banking sector and stock market. Over the long run, this variable has
exhibited a positive and substantial impact on the development of the banking
sector, stock market, and financial system in Iraq. This finding aligns with the
research of Ali et al. (2022) and Aghaei et al. (2023). Iraq's existing structures
provide a foundation for transforming the financial resource curse into a blessing
in the stock market and banking sector. By improving institutional quality —
especially institutions related to the financial system — revenues from natural
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resources can be optimally utilized to fund the private sector. High-quality
institutions foster economic growth, financial innovation, and reduced credit
allocation costs. In essence, income from natural resources increases liquidity in
the economy and financial markets. This increase in liquidity, together with high
institutional quality, can effectively be transformed into financial development
only when the institutional quality of the economy is sufficiently strong.

The results suggest that economic growth has not had a significant impact
on banking sector development in Iraq, either in the short run or the long run.
Despite a positive long-run effect, it is not statistically significant. In the short
run, economic growth had a positive but insignificant impact on stock market
development. However, in the long run, it exhibited a positive and significant
influence on stock market development.

Higher economic growth typically corresponds to greater investment
opportunities and economic stability. This, in turn, enhances the willingness of
the private sector to invest in financial markets, thereby contributing to stock
market development. The impact of economic growth on overall financial
development is also positive, but it lacks statistical significance. This suggests
that the benefits of economic growth did not significantly get into financial
development in Iraq during the period under examination. This result can be
attributed to the fact that Iraq's economic growth was primarily reliant on the sale
of natural resources (oil), with the private sector playing a limited role in
production. Therefore, this outcome appears reasonable.

The results indicate that the impact of corruption on banking sector
development, in the short run is not statistically significant, However, when
examining the long-run model estimation results, the corruption index has a
positive impact on banking sector development in Iraq. This suggests that the
Grease the Wheels Hypothesis is confirmed, indicating that corruption can play a
facilitating role in the functioning of the banking sector in this country. In less
developed countries with inefficient financial institutions, corruption might
smooth the functioning of banks and promote unhealthy banking activities. In
contrast, the impact of the corruption index on stock market and financial system
development is negative and significant, both in the short run and the long run.
This implies that, unlike in the banking sector, increased corruption acts as an
obstacle to the development of the stock market and the overall financial system.
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Stability Test

Examining the stability of the estimated parameters in ARDL estimation is very
crucial to ensure the obtained results. To assess the stability of the estimated
parameters, two tests were performed: the Cumulative Sum of Residuals
(CUSUM) and the Cumulative Sum of Squared Residuals (CUSUMSQ) tests on
the regression residuals. The results of these tests indicate no evidence of
parameter instability in the estimated models. Therefore, the estimated
parameters are stable, providing confidence in making policy recommendations
based on these findings.
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Figure 1. CUSUM and CUSUMSQ Graphs for First Model Estimation: Banking
Development Index
Source: Research finding.
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Figure 2. CUSUM and CUSUMSQ Graphs for Second Model Estimation: Stock Market
Development Index
Source: Research finding.
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Figure 3. CUSUM and CUSUMSQ Graphs for Third Model Estimation: Total Financial
Development Index
Source: Research finding.
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NARDL Estimation

The results of estimating the model under the assumption of a linear relationship
between the variables are presented in Table (6). In the next phase of the
research, considering the potential asymmetric impact of resource rents on
various indicators of financial development, the research models are re-
estimated. To explore this asymmetric effect, the resources rents variable will be
split into two series, denoted as NNR; and NNR; derived from the
accumulation of positive and negative changes in resources rents calculated
through a conditional process. The results of this decomposition is shown in
Figure (4).
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Figure 4. Decomposition of Resources Rents
Source: Research finding.

Similar to the estimation of the symmetric ARDL model, the Schwarz—
Bayesian criterion is also employed in the asymmetric ARDL model to determine
the optimal lag. Additional diagnostic tests were conducted both before and after
estimation, and the optimal lag lengths for the variables are presented in Table
(4). The results of these diagnostic tests demonstrate that all calculated statistics
are statistically significant at a confidence level exceeding 95%. The probability
values and Pesaran's F-test statistic also confirm the existence of a long-run
relationship between the variables. Furthermore, the estimated coefficients of the
error correction term are negative and statistically significant in all three models.
Given that the absolute value of this coefficient is less than one, this provides
further evidence of the existence of a long-run relationship in the estimated
models.

After confirming the long-run relationship between the variables, the short-
run relationship is estimated in the NARDL model using the Unrestricted Error
Correction Model (UECM). The UECM approach employs the bounds test but
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does not constrain the short-run relationship, incorporating both short-run and
long-run information through the error correction component and the lagged
values of the differenced variables. This approach differs from the traditional
ECM method, which focuses solely on the long-run relationship. The results of
the model estimation in both the short run and the long run are presented in Table

(7).






Table 7. NARDL Model Estimation

Short-term estimation

Dependent variable: Banking Development Stock Market Development Index :Dependent variable Total Financial :Dependent variable

IndexFDB FDS Development IndexTFD
Variables  coefficient probability Variable coefficient probability Variable coefficient probabilit
LNFDB 0.59365 0.193753 0.1387
1) (5.2569) 0.0001 LNFDS (-1) (5.7765) 0.0001 LNTFD (-1) (1.90891) 0.0571
-0.592319 0.06578 0.02590
1Q (-0.83421) 0.5884 1Q (0.46013) 0.7421 1Q (2.3125) 0.0396
-0.26459 0.3086 -0.1690
LNCOR (-2.3724) 0.0390 LNCOR (0.3062) 0.8154 LNCOR (1.8300 0.0855
LNCOR 0.089662 -1.6991
1) (1.19085) 0.2539 LNCOR (-1) (-2.4787) 0.0249 - - -
0.68919 1.1001 0.027910
LNGDP (3.7592) 0.0018 LNGDP (0.62121) 0.5594 LNGDP (0.69852) 0.4984
LNGDP 0.72091
(-1) (2.55521) 0.0257 i i i i i i
-0.9346 -0.4941 -0.193410
+ + +
LNNNR (-2.56472) 0.0256 LNNNR (-1.05628) 0.3098 LNNNR 3.9202 0.0010
-0.34321 -01.7080 -0.07593
- LNNNR (-5.13133) 0.0002 - LNNNR (-0.35894) 0.7320 - LNNNR (-1.1549) 0.2677
+ LNNNR -0.24443
(-1) (5.29498) 0.0001 i ) i ) ) i
- LNNNR -0.02258
(-1) (-0.00518) 0.9266 i ) i ) ) i
0.0700 0.5577 0.1862
c (0.4906) 0.6545 c (0.5934) 0.5825 c (0.271) 0.8153
Error
Correction  -0.343361 Error Correction -0.40971 Error -0.6570
Term (-4,9987) 0.0006 Term (ECT) (-4.5794) 0.0008 Coni‘g‘g%““n (5.6814) 0.0001
(ECT)
long-run estimation
Variables coefficient probability Variables coefficient probability Variables coefficient probability
.82423 0.028521 0.028621
c (4.6047) 0.0383 c (0.1605) 0.8839 c (0.17085) 0.8841
0.39674 -0.55247 0.32638
1Q (3.4864) 0.0435 1Q (3.2240) 0.0126 1Q (2.4540) 0.0333




LNCOR

LNGDP
+LNNNR

-LNNNR

Short-Run
Symmetry
Test
Long-Run
Symmetry
Test

-0.2870
(-2.4658)
0.65958
(2.0454)
-0.10884
(-5.344)
-0.022766
(-0.08664)

2.4325

9.9865

0.0334
0.0412
0.0001

0.9535

(0.012)

(0.001)

LNCOR
LNGDP
+LNNNR
-LNNNR

Short-Run
Symmetry Test

Long-Run
Symmetry Test

-0.3408
(-2.7287)
0.2091
(2.1563)
-0.8838
(-1.09689)
-0.32409
(-0.3828)

2.1432

10.8765

0.0186
0.0312
0.2896

0.7332

(0.001)

(0.013)

LNCOR
LNGDP
+LNNNR
-LNNNR

Short-Run
Symmetry Test

Long-Run
Symmetry Test

-0.4002
(-1.969)
0.3299
(3.5501)
-0.18520
(-3.9688)
-0.07730
(-1.4412)

1.82344

11.6793

0.0511
0.0473
0.0008

0.2145

(0.001)

(0.006)

Source: Research finding.
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According to the results presented in Table (7), the estimated coefficients of
resource rents in the banking development index model for the short run indicate
that both positive and negative shocks originating from resource rents have a
significant negative impact on the banking development index. However, the
coefficients related to the lags of negative shocks also have a negative effect, but
they are not statistically significant. The long-run estimation results validate the
short-run findings, showing a negative and significant impact of positive resource
rents shocks on banking development, while negative shocks exhibit a negative
effect but are not statistically significant. The results of the nonlinear model
estimation confirm the hypothesis of a financial resource curse in the banking
sector. Moreover, considering the significant negative impact of positive resource
rents shocks on the banking development index, the NARDL model results
support the findings obtained from the ARDL model, confirming the hypothesis
of a natural resource curse in the banking sector.

Regarding the stock market development model, it is observed that both
positive and negative resource rents shocks have a negative impact on the
development of the stock market in both the short run and the long run. However,
none of the obtained coefficients are statistically significant, making it
challenging to draw definitive conclusions.

The results of the model estimation for the total index of financial
development demonstrate that positive resource rents shocks have a significant
negative impact on the development of the financial system, both in the short run
and in the long run. Conversely, negative shocks have a negative impact but are
not statistically significant. Thus, these results, along with the asymmetric impact
of positive and negative resource rents shocks, confirm the hypothesis of a
financial resource curse in the financial system. Considering the significant
negative impact of positive resource rents shocks on the total index of financial
development, these results align with the findings from the ARDL linear model.

The error correction coefficient in all three models serves to reconfirm the
existence of a long-run relationship between the variables. Additionally, it
indicates the speed at which the variables adjust toward the long-run equilibrium
when they are out of balance in each period. Specifically, in the models for
banking development, stock market development, and the development of the
entire financial system, this adjustment speed is approximately 34%, 40%, and
65%, respectively.



129 Iranian Economic Review, Volume 30, Issue 1, 2026

Robustness Check

In addition to the ARDL and NARDL model estimations, this research also
employed the Dynamic Ordinary Least Squares (DOLS) estimation method to
establish long-run relationships between the variables in each model. The DOLS
method offers several advantages. First, it is a straightforward approach that
provides consistent, unbiased, and efficient parameter estimates. Second, it
addresses issues such as sample bias, contemporaneous bias, autocorrelation, and
non-normality of data, which are common in financial time series. Third, DOLS
transforms the dependent variable and corrects the bias of the estimated
coefficients when there is an adjusted dependent variable (Arize et al., 2015). To
confirm the existence of a long-run relationship, Hansen's cointegration test was
employed, and cointegration was confirmed in all the models. Additionally, the
significance of all model coefficients was confirmed through the Wald test. The
results of the DOLS estimation aligned with the findings of the previously
estimated models, providing further support for the research's outcomes.



Table 8. DOLS Estimation

long-run estimation

Variables coefficient probability Variables coefficient probability Variables coefficient probability
(0.7123) 0.026521 0.025321
.0372 .861 72
¢ (4.463) 0037 ¢ (0.1485) 08619 ¢ (0.14907) 07729
0.46574 0.53938 0.32638
I .044 I 011 I .
Q (3.5704) 0.0443 Q (3.240) 0.0119 Q (2.3440) 0.0333
-0.2870 -0.3588 -0.4981
LNCOR 0.0334 LNCOR 0.0189 LNCOR 0.0533
(-2,3667) (-2.6276) (-1.9892)
0.66728 0.4872 0.3189
0.2997 LNGDP 0.2697 LNGDP 0.2987
LNGDP (1.0245) (1.1967) (1.0671)
-0.14822 -0.6892 -0.2956
LNNNR 0.0326 LNNNR 0.4186 LNNNR 0.0301
(-2.453) (-0.8681) (-2.228)
Hansen Cointegration Hansen Hansen
Test & 3.436 0.3456 Cointegration 2.5678 0.2346 Cointegration 4.7890 0.5781
Test Test
R? 0.96 R? 0.95 R? 0.95
Wald Test 4.7898 0.0000 Wald Test 6.9543 0.0000 Wald Test 8.84680 0.0000

Source: Research finding.
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Conclusion and Policy Implications

This study examines the hypothesis of the financial resource curse by considering
three different indicators: banking development, stock market development, and
overall financial system development. The analysis covers the period from 1990
to 2021, using annual data for various variables. All data used in this research
were collected from the World Bank, and the indicators for banking
development, stock market development, and institutional quality were
constructed by combining various indicators using the Principal Component
Analysis (PCA) methodology.

Initially, the relationship between the variables was estimated using the
Autoregressive Distributed Lag (ARDL) model. Subsequently, to investigate the
potential nonlinear relationship between resource rents and different financial
development indicators, the Nonlinear Autoregressive Distributed Lag (NARDL)
model was employed. The results of this model, along with symmetry tests,
confirmed the asymmetric effect of resource rents on financial development
indicators. To ensure the robustness of the research results, the Dynamic
Ordinary Least Squares (DOLS) estimation method was also employed. This
comprehensive approach helped validate the findings regarding the financial
resource curse.

The empirical results obtained from the estimation of the research models
support the hypothesis of a financial resource curse in the banking sector and the
overall financial system in Iraq. This is primarily due to the negative and
significant impact of natural resource rents on the development index of the
banking sector and overall financial development over the period under
examination. The NARDL model further reinforces this conclusion, as it
highlights the negative and significant impact of positive resource rents shocks
and the negative (though statistically insignificant) impact of negative shocks on
the development index of the banking sector and overall financial development,
both in the short run and the long run. This reconfirms the existence of a natural
resource curse in the banking sector and financial system, in alignment with the
results obtained from the ARDL model. However, it is important to note that the
results do not provide sufficient evidence to comment on the existence of a
financial resource curse hypothesis in Iraq's stock market. The coefficients of the
resource rents variable in estimating the stock market development index are not
statistically significant, making it difficult to draw a definitive conclusion
regarding this sector.

Based on the results, it appears that economic growth has had a positive but
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statistically insignificant effect on banking development, stock market
development, and the overall financial system in Iraq during the period under
examination. This suggests that economic growth has not significantly
contributed to the development of the financial system in the country. In contrast,
institutional quality has demonstrated a positive and significant impact on all of
these sectors, indicating that strong institutions play a crucial role in fostering the
development of the banking sector, stock market, and financial system in Iraq.
Furthermore, the corruption index has exhibited varying impacts. It has a
negative and significant effect on financial development in the stock market and
the overall financial system. However, its impact on the development of the
banking sector is positive but not statistically significant. These results imply that
corruption acts as a hindrance to financial development, particularly in Iraq's
stock market.

Based on the findings, it is imperative for the government to pay special
attention to the stock market, recognized as one of the most efficient components
of the financial system, for the effective management of income derived from
natural resources. To this end, it is advisable to channel revenue from natural
resources into productive sectors, thereby fostering opportunities for growth and
development. In addition, there are other policy recommendations to consider.
These include diversifying financial services and products, optimizing resource
income through effective investments, enhancing the quality and efficiency of
financial institutions and markets, refining existing financial services and
products, elevating institutional standards, focusing on human capital
development, promoting financial literacy related to services and products, and
increasing both transparency and accountability within the financial system.
These measures will encourage investor support and foster healthy competition.

In light of the noteworthy and positive influence of the institutional quality
variable on various financial development indicators, it becomes evident that
natural resource revenues exert a positive impact on stock market development
only when high-quality institutions exist within a country's economy. Hence, the
enhancement of institutional quality stands as a vital prerequisite for advancing
stock market development, necessitating that policymakers in such nations
institute appropriate measures to improve governance. Addressing structural
issues and elevating the quality and efficiency of existing institutions should take
precedence in national macroeconomic policy. Essentially, governments should
strive to establish institutions that combat corruption, ensure the rule of law,
enhance transparency and efficiency in laws and regulations, support investment,
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promote political stability, and foster greater accountability of government
officials to the populace. Simultaneously, enacting prudent laws, bolstering
supervision of financial markets (especially the stock market), and easing or
removing superfluous regulations related to production and financial
liberalization in these countries are essential steps. This will elevate investor
confidence, attract foreign direct investment, and optimize resource allocation to
spur stock market growth, ultimately contributing to economic stability.
Furthermore, considering the detrimental and significant impact of corruption on
financial development, particularly within Iraq's banking system, imposing
substantial fines and stringent regulations will incentivize banks to adhere to the
rules. The imposition of heavy fines can act as a deterrent to capital market
participants and banks that fail to fulfill their obligations under the regulatory
framework. Promoting transparency in performance disclosure can further
discourage non-compliance with the law by affecting an institution's credibility.

Statements and Declarations
- Funding: This work does not receive any funding.
- Conflict of interest: The authors declare that there is no conflict of interest.

References

Aghaei, M. (2016). Investigation of the dynamic relationship between energy and
economic growth in different energy carriers and various economic sectors: Application
of ARDL bounding test. Quarterly Energy Economics Review, 12(49), 103-161.
Retrieved from http://iies].ir/article-1-583-fa.html.

Aghaei, M., Rezagholizadeh, M., & Jafari, H. (2023). Natural resources and stock
market development: Investigating the role of institutional quality. Macroeconomic
Research Paper. Retrieved from https://doi.org/10.22080/iejm.2023.25755.1982.

Ahmed, K., Mahalik, M. K., & Shahbaz, M. (2016). Dynamics between economic
growth, labor, capital, and natural resource abundance in Iran: An application of the

combined cointegration approach. Resources Policy, 49, 213-221. Retrieved from
https://doi.org/10.1016/j.resourpol.2016.06.005.

Ali, A., & Ramakrishnan, S. (2022). Financial development and natural resources: Is
there a stock market resource curse? Resources Policy, 75, 102457.

Ali, A., Ramakrishnan, S., Faisal, F., Sulimany, H. G. H., & Bazhair, A. H. (2022).
Stock market resource curse: The moderating role of institutional quality. Resources
Policy, 78, 102929. Retrieved from https://doi.org/10.1016/j.resourpol.2022.102929.


http://iiesj.ir/article-1-583-fa.html
https://doi.org/10.22080/iejm.2023.25755.1982
https://doi.org/10.1016/j.resourpol.2016.06.005
https://doi.org/10.1016/j.resourpol.2022.102929

“The Financial Resources Curse” Hypothesis in Iraq ... 134

Amin, A., Dogan, E., & Khan, Z. (2020). The impacts of different proxies for
financialization on carbon emissions in top-ten emitter countries. Science of The Total
Environment, 740, 140127. Retrieved from
https://doi.org/10.1016/j.scitotenv.2020.140127.

Arize, A. C., Malindretos, J., & Ghosh, D. (2015). Purchasing power parity-symmetry
and proportionality: Evidence from 116 countries. International Review of Economics &
Finance, 37, 69-85. Retrieved from https://doi.org/10.1016/].iref.2014.11.014.

Arshad, S., & Rizvi, S. A. R. (2013). Impact of corruption on bank profitability: An
analysis of Islamic banks. International Journal of Business Governance and Ethics,
8(3), 195-209. Retrieved from https://doi.org/10.1504/ijbge.2013.057375.

Asif, M., Khan, K. B., Anser, M. K., Nassani, A. A., Abro, M. M. Q., & Zaman, K.
(2020). Dynamic interaction between financial development and natural resources:
Evaluating the ‘resource curse’ hypothesis. Resources Policy, 65, 101566. Retrieved
from https://doi.org/10.1016/j.resourpol.2019.101566.

Atkinson, G., & Hamilton, K. (2003). Savings, growth and the resource curse
hypothesis.  World  Development,  31(11), 1793-1807.  Retrieved  from
https://doi.org/10.1016/j.worlddev.2003.05.001.

Auty, R. M. (1993). Sustaining Development in Mineral Economies. Oxford: Oxford
University Press.

Ayaydm, H., & Baltaci, N. (2013). Corruption, banking sector, and stock market
development: A panel data analysis. Management, 94, 99.

Baland, J. -M., & Francois, P. (2000). Rent-seeking and resource booms. Journal of
Development Economics, 61(2), 527-542. Retrieved from
https://econpapers.repec.org/RePEc:eee:deveco:v:61:y:2000:1:2:p:527-542.

Baltagi, B. H., Demetriades, P. O., & Law, S. H. (2009). Financial development and
openness: Evidence from panel data. Journal of Development Economics, 89(2), 285—
296. Retrieved from https://doi.org/10.1016/j.jdeveco.2008.06.006.

Beck, T. (2011a). Finance and oil: Is there a natural resource curse in financial
development? In R. Arezki, T. Gylfason, & A. Sy (Eds.), Beyond the Curse: Policies to
Harness the Power of Natural Resources (81-106). Retrieved from International
Monetary Fund.

—————————— (2011b). Finance and oil: Is there a resource curse in financial development?
European  Banking  Center  Discussion Paper, 2011-004. Retrieved from
https://research.tilburguniversity.edu/en/publications/b26da712-6¢c4c-446¢-a74b-
Odee4abbd5e0.

Beck, T., & Poelhekke, S. (2017). Is there a natural resource curse in finance?
Retrieved from World Bank — All About Finance Blog.

Bhattacharyya, S., & Hodler, R. (2014). Do natural resource revenues hinder financial
development? The role of political institutions. World Development, 57, 101-113.
Retrieved from https://doi.org/10.1016/j.worlddev.2013.12.003.


https://doi.org/10.1016/j.scitotenv.2020.140127
https://doi.org/10.1016/j.iref.2014.11.014
https://doi.org/10.1504/ijbge.2013.057375
https://doi.org/10.1016/j.resourpol.2019.101566
https://doi.org/10.1016/j.worlddev.2003.05.001
https://econpapers.repec.org/RePEc:eee:deveco:v:61:y:2000:i:2:p:527-542
https://doi.org/10.1016/j.jdeveco.2008.06.006
https://research.tilburguniversity.edu/en/publications/b26da712-6c4c-446e-a74b-0dee4abbd5e0
https://research.tilburguniversity.edu/en/publications/b26da712-6c4c-446e-a74b-0dee4abbd5e0
https://doi.org/10.1016/j.worlddev.2013.12.003

135 Iranian Economic Review, Volume 30, Issue 1, 2026

Chaudhry, 1. S., Faheem, M., Farooq, F., & Ali, S. (2021). Financial development and
natural resources dynamics in Saudi Arabia: Visiting ‘resource curse hypothesis’ by
NARDL and wavelet-based quantile-on-quantile approach. Review of Economics and
Development Studies, 7(1), 101-117.

Dogan, E., Altinoz, B., & Tzeremes, P. (2020a). The analysis of ‘financial resource
curse’ hypothesis for developed countries: Evidence from asymmetric effects with
quantile  regression.  Resources  Policy, 68, 101773. Retrieved from
https://doi.org/10.1016/j.resourpol.2020.101773

Dogan, E., Madaleno, M., & Altinoz, B. (2020b). Revisiting the nexus of financialization
and natural resource abundance in resource-rich countries: New empirical evidence from
nine indices of financial development. Resources Policy, 69, 101839. Retrieved from
https://doi.org/10.1016/j.resourpol.2020.101839.

Dwumfour, R. A., & Ntow-Gyamfi, M. (2018). Natural resources, financial development
and institutional quality in Africa: Is there a resource curse? Resources Policy, 59, 411—
426. Retrieved from https://doi.org/10.1016/j.resourpol.2018.08.012.

Faisal, F., Sulaiman, Y., & Tursoy, T. (2019). Does an asymmetric nexus exist between
financial deepening and natural resources for emerging economy? Evidence from
multiple break cointegration test. Resources Policy, 64, 101512. Retrieved from
https://doi.org/10.1016/j.resourpol.2019.101512.

Feng, Y., & Yu, X. (2021). The impact of institutions on financial development:
Evidence from East Asian countries. Australian Economic Papers, 60(1), 122-137.
Retrieved from https://doi.org/10.1111/1467-8454.12196.

Granger, C. W. J., & Yoon, G. (2002). Hidden cointegration. University of California,
San Diego, Department of Economics Working Paper No. 2002—02. Retrieved from
https://doi.org/10.2139/ssrn.313831.

Guan, J., Kirikkaleli, D., Bibi, A., & Zhang, W. (2020). Natural resources rents nexus
with financial development in the presence of globalization: Is the “resource curse” exist
or myth? Resources Policy, 60, 101641. Retrieved from
https://doi.org/10.1016/j.resourpol.2020.101641.

Guiso, L., Sapienza, P., & Zingales, L. (2004). The role of social capital in financial
development. American Economic Review, 94(3), 526-556. Retrieved from
https://doi.org/10.1257/0002828041464498.

Gylfason, T. (2001). Natural resources, education and economic development. European
Economic Review, 45(4—6), 847-859. Retrieved from https://doi.org/10.1016/S0014-
2921(01)00127-1.

Gylfason, T., & Zoega, G. (2006). Natural resources and economic growth: The role of
investment. World Economy, 29(8), 1091-1115. Retrieved from
https://doi.org/10.1111/j.1467-9701.2006.00807.x.

Gylfason, T., Herbertsson, T. T., & Zoega, G. (1999). A mixed blessing: Natural
resources and economic growth. Macroeconomic Dynamics, 3(2), 204-225. Retrieved
from https://doi.org/10.1017/S1365100599011049.


https://doi.org/10.1016/j.resourpol.2020.101773
https://doi.org/10.1016/j.resourpol.2020.101839
https://doi.org/10.1016/j.resourpol.2018.08.012
https://doi.org/10.1016/j.resourpol.2019.101512
https://doi.org/10.1111/1467-8454.12196
https://doi.org/10.2139/ssrn.313831
https://doi.org/10.1016/j.resourpol.2020.101641
https://doi.org/10.1257/0002828041464498
https://doi.org/10.1016/S0014-2921(01)00127-1
https://doi.org/10.1016/S0014-2921(01)00127-1
https://doi.org/10.1111/j.1467-9701.2006.00807.x
https://doi.org/10.1017/S1365100599011049

“The Financial Resources Curse” Hypothesis in Iraq ... 136

Hussain, M., Ye, Z., Bashir, A., Chaudhry, N. L., & Zhao, Y. (2021). A nexus of natural
resource rents, institutional quality, human capital, and financial development in

resource-rich high-income economies. Resources Policy, 74, 102259. Retrieved from
https://doi.org/10.1016/j.resourpol.2021.102259.

Ito, H., & Kawai, M. (2018). Quantity and quality measures of financial development:
Implications for macroeconomic performance. Public Policy Review, 14(5), 1-31. Policy
Research Institute, Ministry of Finance, Japan.

Jiang, C., Zhang, Y., Kamran, H. W., & Afshan, S. (2021). Understanding the dynamics
of the resource curse and financial development in China: A novel evidence based on
QARDL  model.  Resources  Policy, 72, 102091.  Retrieved  from
https://doi.org/10.1016/j.resourpol.2021.102091.

Khan, M. A., Gu, L., Khan, M. A., & Olah, J. (2020a). Natural resources and financial
development: The role of institutional quality. Journal of Multinational Financial
Management, 56, 100641. Retrieved from https://doi.org/10.1016/j.mulfin.2020.100641.

Khan, Z., Hussain, M., Shahbaz, M., Yang, S., & Jiao, Z. (2020). Natural resource
abundance, technological innovation, and human capital nexus with financial
development: A case study of China. Resources Policy, 65, 101585. Retrieved from
https://doi.org/10.1016/j.resourpol.2020.101585.

Law, S. H., Tan, H. B., & Azman-Saini, W. N. W. (2014). Financial development and
income inequality at different levels of institutional quality. Emerging Markets Finance
and Trade, 50(Suppl 1), 21-33. Retrieved from https://doi.org/10.2753/REE1540-
496X5001S102.

Leite, M. C., & Weidmann, J. (1999). Does Mother Nature corrupt?Natural Resources,
Corruption, and Economic Growth. IMF WorkingPaper, WP/99/85, 1-15.

Levine, R. (1997). Financial development and economic growth: Views and agenda.
Journal of  Economic  Literature, 35(2), 688-726. Retrieved from
https://www.jstor.org/stable/2729790.

Mahdavi-Adeli, M. H., & Rohani, M. (2019). The effect of abundance of natural
resources on financial development in selected OPEC oil and gas countries (with an
emphasis on the multidimensional index of financial development in the stock market).
Financial Science of Securities Analysis (Financial Studies), 12(42), 71-83.

Mehlum, H., Moene, K., Torvik, R., 2006. Institutions and the resource curse. Economic
Journal.116 ~ (508), 1-20. Retrieved from  https://doi.org/10.1111/.1468-
0297.2006.01045.x.

Moradbeigi, M., & Law, S. H. (2017). The role of financial development in the oil-
growth  nexus. Resources  Policy, 53, 164-172. Retrieved  from
https://doi.org/10.1016/j.resourpol.2017.06.016.

Muhamad, G. M., Heshmati, A., Khayyat, N. T. (2020). The dynamics of private sector
development in natural resource dependent countries. Global Economic Review, 49(4),
396-421. Retrieved from https://doi.org/10.1080/1226508X.2020.1821745.


https://doi.org/10.1016/j.resourpol.2021.102259
https://doi.org/10.1016/j.resourpol.2021.102091
https://doi.org/10.1016/j.mulfin.2020.100641
https://doi.org/10.1016/j.resourpol.2020.101585
https://doi.org/10.2753/REE1540-496X5001S102
https://doi.org/10.2753/REE1540-496X5001S102
https://www.jstor.org/stable/2729790
https://doi.org/10.1111/j.1468-0297.2006.01045.x
https://doi.org/10.1111/j.1468-0297.2006.01045.x
https://doi.org/10.1016/j.resourpol.2017.06.016
https://doi.org/10.1080/1226508X.2020.1821745

137 Iranian Economic Review, Volume 30, Issue 1, 2026

Nademi, Y. (2018). The resource curse and income inequality in Iran. Quality &
Quantity, 52(3), 1159—-1172. Retrieved from https://doi.org/10.1007/s11135-017-0510-y.

Narayan, P. K. (2005) The Saving and Investment Nexus for China: Evidence from
Cointegration Tests. Applied Economics, 37, 1979-1990.
Retrieved from https://doi.org/10.1080/00036840500278103.

Narayan, P. K., Sharma, S. S., & Thuraisamy, K. S. (2015). Can governance quality
predict stock market returns? New global evidence. Pacific-Basin Finance Journal, 35,
367-380. Retrieved from https://doi.org/10.1016/j.pactin.2015.02.007.

Nathaniel, S. P. (2021). Ecological footprint and human well-being nexus: Accounting
for broad-based financial development, globalization, and natural resources in the Next-
11 countries. Future  Business Journal, 7(1), 1-18. Retrieved from
https://doi.org/10.1186/s43093-021-00071-y.

Nili, M., & Rastad, M. (2007). Addressing the growth failure of the oil economies: The
role of financial development. The Quarterly Review of Economics and Finance, 46(5),
726-740. Retrieved from https://doi.org/10.1016/j.qref.2006.08.007.

Nurmakhanova, M., Elheddad, M., Alfar, A. J., Egbulonu, A., & Abedin, M. Z. (2023).
Does natural resource curse in finance exist in Africa? Evidence from spatial techniques.
Resources Policy, 80, 103151. Retrieved from
https://doi.org/10.1016/j.resourpol.2022.103151.

Okada, K., & Shinkuma, T. (2022). Transparency and natural resources in sub-Saharan
Africa. Resources Policy, 76, 102574. Retrieved from
https://doi.org/10.1016/j.resourpol.2022.102574.

Pendergast, S. M., Clarke, J. A., & Van Kooten, G. C. (2011). Corruption, development
and the curse of natural resources. Canadian Journal of Political Science, 44(2), 411—
437. Retrieved from http://www.jstor.org/stable/41300548.

Pesaran, M. H. (2004). General diagnostic tests for cross section dependence in panels.
Working Paper, 0435, Retrieved from https://ideas.repec.org/p/cam/camdae/0435.html.

Pesaran, M. H. (2007). A simple panel unit root test in the presence of cross-section
dependence. Journal of Applied Econometrics, 22(2), 265-312. Retrieved from
https://doi.org/10.1002/jae.951.

Pesaran, M. H., Shin, Y., & Smith, R. J. (2001). Bounds testing approaches to the
analysis of level relationships. Journal of Applied Econometrics, 16(3), 289-326.
Retrieved from https://doi.org/10.1002/jae.616.

Pradhan, R. P., Arvin, M. B., Bahmani, S., Hall, J. H., & Norman, N. R. (2017). Finance
and growth: Evidence from the ARF countries. Quarterly Review of Economics and
Finance, 66, 136—148. Retrieved from https://doi.org/10.1016/j.qref.2017.01.011.

Pradhan, R. P., Arvin, M. B., Hall, J. H., & Bahmani, S. (2014). Causal nexus between
economic growth, banking sector development, stock market development, and other

macroeconomic variables: The case of ASEAN countries. Review of Financial
Economics, 23(4), 155—173. Retrieved from https://doi.org/10.1016/j.rfe.2014.07.002.


https://doi.org/10.1007/s11135-017-0510-y
https://doi.org/10.1080/00036840500278103
https://doi.org/10.1016/j.pacfin.2015.02.007
https://doi.org/10.1186/s43093-021-00071-y
https://doi.org/10.1016/j.qref.2006.08.007
https://doi.org/10.1016/j.resourpol.2022.103151
https://doi.org/10.1016/j.resourpol.2022.102574
http://www.jstor.org/stable/41300548
https://ideas.repec.org/p/cam/camdae/0435.html
https://doi.org/10.1002/jae.951
https://doi.org/10.1002/jae.616
https://doi.org/10.1016/j.qref.2017.01.011
https://doi.org/10.1016/j.rfe.2014.07.002

“The Financial Resources Curse” Hypothesis in Iraq ... 138

Rajan, R. G., & Zingales, L. (2003). The great reversals: The politics of financial
development in the twentieth century. Journal of Financial Economics, 69(1), 5-50.
Retrieved from https://doi.org/10.1016/S0304-405X(03)00125-9.

Rezagholizadeh, M., Aghaei, M., & Dehghan, O. (2020). Foreign direct investment,
stock market development, and renewable energy consumption: Case study of Iran.
Journal of Renewable Energy and Environment, 7(2), 8—18.

Sachs, J. D., & Warner, A. M. (2001). The curse of natural resources. European
Economic Review, 45(4—6), 827-838. Retrieved from https://doi.org/10.1016/S0014-
2921(01)00125-8.

Samargandi, N., Fidrmuc, J., & Ghosh, S. (2014). Financial development and economic
growth in an oil-rich economy: The case of Saudi Arabia. Economic Modelling, 43, 267—
278. Retrieved from https://doi.org/10.1016/j.econmod.2014.07.042.

Shahbaz, M., Naeem, M., Ahad, M., & Tahir, 1. (2018). Is natural resource abundance a
stimulus for financial development in the USA? Resources Policy, 55, 223-232.
Retrieved from https://doi.org/10.1016/j.resourpol.2017.12.006.

Sharif, A., Aloui, C., & Yarovaya, L. (2020). COVID-19 pandemic, oil prices, stock
market, geopolitical risk and policy uncertainty nexus in the US economy: Fresh
evidence from the wavelet-based approach. International Review of Financial Analysis,
70,101496. Retrieved from https://doi.org/10.1016/}.irfa.2020.101496.

Shin, Y., Yu, B., Greenwood-Nimmo, M., 2014. Modelling asymmetric cointegration
and dynamic multipliers in a nonlinear ARDL framework. In Festschrift in Honor of
Peter Schmidt (281-314). New York: Springer.

Son, T. H., Liem, N. T., & Khuong, N. V. (2020). Corruption, nonperforming loans, and
economic growth: International evidence. Cogent Business & Management, 7(1),
1735691. Retrieved from https://doi.org/10.1080/23311975.2020.1735691.

Sun, Y., Ak, A., Serener, B., & Xiong, D. (2020). Natural resource abundance and
financial development: A case study of emerging seven (E7) economies. Resources
Policy, 67, 101660. Retrieved from https://doi.org/10.1016/j.resourpol.2020.101660.

Svirydzenka, K. (2016). Introducing a new broad-based index of financial development.
IMF Working Paper, 16/5, Retrieved from https://doi.org/10.5089/9781513583709.001.

Tiba, S., & Frikha, M. (2019). The controversy of the resource curse and the
environment in the SDGs background: The African context. Resources Policy, 62, 437—
452. Retrieved from https://doi.org/10.1016/j.resourpol.2019.04.010.

Torvik, R. (2002). Natural resources, rent seeking and welfare. Journal of Development
Economics, 67(2), 455-470. Retrieved from https://doi.org/10.1016/S0304-
3878(01)00195-X.

Van Wijnbergen, S. (1984). The Dutch disease: A disease after all? The Economic
Journal, 94(373), 41-55. Retrieved from https://doi.org/10.2307/2232214.


https://doi.org/10.1016/S0304-405X(03)00125-9
https://doi.org/10.1016/S0014-2921(01)00125-8
https://doi.org/10.1016/S0014-2921(01)00125-8
https://doi.org/10.1016/j.econmod.2014.07.042
https://doi.org/10.1016/j.resourpol.2017.12.006
https://doi.org/10.1080/23311975.2020.1735691
https://doi.org/10.1016/j.resourpol.2020.101660
https://doi.org/10.5089/9781513583709.001
https://doi.org/10.1016/j.resourpol.2019.04.010
https://doi.org/10.1016/S0304-3878(01)00195-X
https://doi.org/10.1016/S0304-3878(01)00195-X
https://doi.org/10.2307/2232214

139 Iranian Economic Review, Volume 30, Issue 1, 2026

Wei, H., Rizvi, S. K. A., Ahmad, F., & Zhang, Y. (2020). Resource cursed or resource
blessed? The role of investment and energy prices in G7 countries. Resources Policy, 67,
101663. Retrieved from https://doi.org/10.1016/j.resourpol.2020.101663.

Yuxiang, K., & Chen, Z. (2011). Resource abundance and financial development:
Evidence from China. Resources Policy, 36(1), 72-79. Retrieved from
https://econpapers.repec.org/RePEc:eee:jrpoli:v:36:y:2011:1:1:p:72-79.

Zaidi, S. A. H., Wei, Z., Gedikli, A., Zafar, M. W., Hou, F., Iftikhar, Y. (2019). The
impact of globalization, natural resources abundance, and human capital on financial
development: evidence from thirty-one OECD countries. Resources Policy, 64, 101476.
Retrieved from https://doi.org/10.1016/j.resourpol.2019.101476 .


https://doi.org/10.1016/j.resourpol.2020.101663
https://econpapers.repec.org/RePEc:eee:jrpoli:v:36:y:2011:i:1:p:72-79
https://doi.org/10.1016/j.resourpol.2019.101476

