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Dynamics of the Relationship Between Oil Price and
Iraqi Financial Markets: An Econometric Study Using
the VECM Model for the Period (2000-2025)

Islam Mohamed Mahmood

Abstract: This study aims to analyze the dynamics of the
relationship between oil price fluctuations and Iraqi financial markets
over the period (2000-2025), using the Vector Error Correction
Model (VECM), in light of the Iraqi economy’s heavy dependence
on oil revenues and their impact on financial market performance.
The study adopts both the descriptive-analytical and econometric
approaches, employing annual data on oil prices, the Iraqi stock
market index, exchange rates, and government expenditure. The
Augmented Dickey-Fuller (ADF) test is used to examine time series
stationarity, along with Johansen cointegration tests and the VECM
model to capture both short-run and long-run relationships among the
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variables. The results reveal a positive and statistically significant
relationship between oil prices and the performance of the Iraqi
financial market, as rising oil prices lead to improvements in market
indicators due to increased liquidity, higher government spending,
and enhanced investment activity. The findings also confirm the
existence of a long-run equilibrium relationship among the economic
variables, reflecting their dynamic interdependence within the Iraqi
economy. The study concludes that oil prices represent the most
influential factor affecting Iraqi financial market performance, and
that the Iraqi economy remains highly dependent on the oil channel
in transmitting economic shocks to the financial sector. Finally, the
study recommends diversifying national income sources, reducing
dependence on oil revenues, and enhancing the efficiency of
financial markets in order to reduce the Iraqi economy’s vulnerability
to oil price fluctuations and achieve greater financial stability.

Keywords: Oil Prices, Financial Markets, Iraq.
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