Blyall b Ayslaxit lual] spEkul e 3 J5b3 b A gty JU81 (ouly Siae 3

2025/6/247 54381 J 943 ety 2026 Aw 7J il ok 7 90 adall /G pliatly dmas p3) Akt
https://doi.org/10.31272/ijes.v24i90.1577

A58 Y/ o glall A3 jall Aot ‘
\ 3,%

Iraqgi Journal For
Economic Sciences

PISSN : 1812-8742 EISSE : 2791-092X Arcif : 0.375
The Impact of Basel 111 Capital and Liquidity Requirements
on the Stabilily of Commercial Banks in Iraq
Ayl Bylall 5 adiw ‘,lc3d)l.i‘,.iﬂ}uljdmw)uh|h.u

Qlrall 2
sae gl Lide pp Slase il olde 5 p A e 7o 553
Mohanad Abbas Mutar Alyaa Thaer Mirdan NOOR S. ALRAMADAN
abbas@uokerbala.edu.iq alyaa.t@uokerbala.edu.iqg noor.salah@uokerbala.edu.iq
(iasd 76303,S Aol Auly) (auusd 78913 )S dael Aully ALl o lad| Aus
AUl Asla¥1 o 1 A Al Aald Ny GuBoitt £303,S Anals
oalaiul

I Bl § Ayl By landl jlhanls sl (deBasel NIl wedass byt ;60 ddod] 23)g)) Jolit
32523 Qug 2008 ple dwdladl 4Ll 4391 lact (3 Basel 111 slaiel o3 485 .2024 J) 2018 cye 811
3255 J) g Wlglas il ] blsall dlalis 81019 «dgund) doylo p8T Gaddaiy cledl ool dolaS
LA o9 A s ddpan Oluwso o S1 (@lall (B naall gladll drlgg Adlll &390l
dmal) 4 polal Caaupg cdadid] luSle OB bkl pde g ¢ gwbeud] Hlyarudl pie o)l 30,8
6,5,,5\ Sl IS e Lgale Jguasedl @3 cdogils lly (fe @513 @SJ.,Jou e bl esady AW
b LS iy ¢ Basel 1llplaod JWB" Om ANl il Ayl Hgal] Dogiad ! yyladlly Gl
5Ll Dl gy zeill S gl iy iy a9 03 el ginl) plad) el gusad) Ay Il
LS § 530 s I Y 68 dgend) 8)13] § Lgombo un ao Basel 11 _plaed 3321 Gandall g0
OlabamdYl (§ el HUT Jg> dandYN ddyanll 13| § Cmedl 19 ot - oleall ol Sl ol
3Ll § 3 pas! gladll ol piadd dudes iluo g g (dsilll

.3l (el Sl Basel 11 sty y 31 CiLadSS|

ABSTRACT
This paper examines how the Basel 11l regulatory levels affect the performance and
stability of commercial banks in Iraq between 2018 and 2024. As a result of the 2008
global financial crisis, Basel Il has been adopted to enhance capital adequacy,
strengthen liquidity provisions, and expand risk management practices to strengthen
financial resilience. The banking sector of Iraq, which consists of state-owned as well
as privately-owned banking institutions, is facing unique obstacles, namely, political
instability, unstable inflows of oil revenues, and insufficient financial infrastructure
development. The study adopts a quantitative analysis based on secondary data, which
will be obtained through the Central Bank of Irag and the annual reports of commercial
banks. To analyze the links between compliance with Basel Ill, the capital adequacy
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ratios, and liquidity coverage with the overall bank performance, hypotheses are
developed. The prevailing trend of the Basel Il standards being partially applied is
shown by empirical evidence with a positive improvement in liquidity management but
still a lag in risk-weighted capital adequacy. The research has some contributions to the
academic knowledge on the effects of regulation in emerging economies and proposes
practical suggestions to enhance the sustainability of the banking industry in Iraqg.

Keywords: Basel 111, Commercial Banks, Iraq.
RESEARCH METHODOLOGY

The Significance of the Research: The current research is a contribution to
the academic and policy discussions by providing an empirical analysis of the
effects of Basel 11l capital and liquidity requirements on the stability of Iraqi
commercial banks working under an unstable economic and institutional
context. Through the evaluation and analysis of the effectiveness of
international regulatory requirements in promoting the financial resilience of
developing and post-conflict economies, the findings provide practical
recommendations to policymakers, regulatory bodies, and bank managers in
strengthening risk-management practices, developing regulatory frameworks,
and advancing sustainable development of the banking sector.
Research Problem: Economic uncertainty, regulatory restrictions, and credit
and liquidity risks are some of the conditions that Iraqgi banks work with, and
they all are all great threats to financial stability. Even though Basel Il capital
and liquidity requirements are also intended to make banks compliant with
shocks, their effectiveness in the Iraqi setting is unclear. The desired
advantages of these regulations may be limited by the differences in
institutional capacity, the market structure, and the degree of compliance.
Based on this, the main research issue in this study is to establish whether the
introduction and application of Basel Il capital and liquidity requirements
have significantly enhanced the permanence of commercial banks functioning
in Irag.

Research Objectives
e To examine the extent to which Basel Il capital requirements influence the
financial stability and risk resilience of commercial banks operating in Iraqg.
e To assess the impact of Basel Ill liquidity standards, particularly the
Liquidity Coverage Ratio (LCR) and Net Stable Funding Ratio (NSFR), on
Iraqi banks’ ability to withstand liquidity shocks.
e To evaluate the overall effectiveness of Basel Il implementation in
strengthening the Iraqi banking sector’s stability, considering country-specific
challenges such as regulatory capacity, economic volatility, and institutional
constraints.

Research Hypotheses
Null Hypothesis (Ho): Basel 111 capital and liquidity requirements have no
statistically significant impact on the stability of commercial banks in Irag.
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Alternative Hypothesis (H:): Basel Il capital and liquidity requirements
have a statistically significant impact on the stability of commercial banks
in Iraq.
Research Approach: The research design in this study is descriptive and
analytical because it aims to look into the effects of Basel Il capital and
liquidity requirements in allowing commercial banks to be stable in Irag.
The descriptive methodology is used to define Basel 11l regulations and the
prison of the Iraqi banking industry, and the analytical one uses
quantitative research to determine the connection between capital
adequacy, liquidity measures, and the stability of a bank during the
research period.

LITERATURE REVIEW
1. Introduction to Basel 111 and Banking Stability: The world financial
system has been experiencing the dynamics of instability intermittently,
and the global financial crisis of 2008 has acted as a defining moment in
the regulation of banking institutions internationally. This crisis brought to
the fore gross inappropriateness in the capital adequacy of banks, over-
leverage, inappropriate risk management practices and severe liquidity
problems. Many financial institutions collapsed or had to be bailed out by
the government, thus highlighting the systemic risks with undercapitalized
and illiquid banks (Asghar et al., 2022). As a result, regulators and
policymakers have realized that a great need exists to strengthen economic
resilience in the banking systems worldwide to reduce future crises and
protect stability in the economy.

U d Which arises due to fluctuations in the value of trading positions.

Basel Il
Endgame,
the capital framework
for banks would be
implemented in four
key domains:

Stemming from the risk of losses associated with specific

7\ Credit Valuation Adjustment Risk \
‘\‘\\_ derivative contracts. /

(Source: CIVILSDAILY, 2025)

The Basel Committee on Banking Supervision has responded to such
failures by introducing the Basel 11l regulatory framework. Basel 111 was
conducted with the aim of increasing the quality and quantity of bank
capital, increasing the risk coverage, and creating global liquidity
standards, which can help banks survive during times of financial stress.
The major ones consist of enhancing common equity capital, the
establishment of capital buffers, limiting excessive leverage, and
enhancing short- and long-term liquidity using the Liquidity Coverage
Ratio (LCR) and Net Stable Funding Ratio (NSFR) (Alam et al., 2023).
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Taken together, all these steps will help to reduce systemic risk and
increase the confidence of the banking sector. Banking stability is the
ability of financial institutions to effectively work, absorb shocks and
continue playing their intermediation role without affecting the overall
economy. A stable banking system enables the delivery of credit, economic
growth and financial inclusion, whereas instability may lead to crisis with
profound social and economic effects (Yamin et al., 2025). Therefore,
proper regulatory policies, including Basel Ill, cannot be implemented
without keeping the financial system stable. Basel 111 is especially relevant
to developing and emerging economies, in which the banking system is
often faced with structural vulnerability, the lack of supervisory
competence, and an increased sensitivity to macroeconomic shocks.
Tighter capital and liquidity criteria, in such situations, can be very
instrumental in enhancing resilience (Abbas et al., 2022). This paper will
focus on the commercial banking sector in Iraq as it is susceptible to
economic instability, the existence of post-conflict, as well as continuous
reforms to the banking sector by Basel Il1, thus making it a relevant case in
evaluating the effectiveness of Basel 3 in improving banking stability.

2. Theoretical Framework Underpinning Basel 111 Regulations: The
Basel Ill regulations have their theoretical background in the financial
stability theory, which focuses on the need to maintain a sound and healthy
financial system that can overcome both internal and external jolts. The
financial stability theory argues that a lack of stability in the banking
industry can quickly spread to the rest of the economy since banks play a
central role in credit intermediation and payment systems (Papadamou et
al., 2021). Systemic risk may be compounded by weak capital structures,
taking too much risk and a lack of liquidity, which is why regulatory
frameworks should ensure that stability is promoted and contagion in the
financial system is avoided. Risk management and capital buffer theory go
further to support Basel 111 by highlighting the importance of sufficient
capital in absorbing unexpected losses. Capital buffers also serve to
mitigate credit, market and operational risks to allow a bank to
counterbalance the challenges of solvency during times of financial crunch.
Basel 3 supports this theoretical point of view by introducing a focus on
high-quality capital, especially Common Equity Tier 1 and also
introducing capital conservation and countercyclical buffers (Moudud-UI-
Hug, 2021). These actions provide banks with incentives to develop
resilience during the boom periods and hence reduce failures during the
slumps, and improve overall financial stability. Next are the liquidity risk
theory and the notion of maturity mismatch that are the focus of Basel 3.
Part of the normal maturity transformation that banks undertake is by
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funding long-term assets with short-term liabilities, whereby banks become
vulnerable to liquidity risk. The inability of banks to keep up with the
demand for funds when depositors or creditors seek them might lead banks
to an extreme liquidity crisis, leading to bank runs. Basel 3 mitigates the
risks through the Liquidity Coverage Ratio and Net Stable Funding Ratio
that are aimed at guaranteeing that banks have adequate high-quality liquid
assets and stable funding to meet both short-term and long-term
commitments (Shonhadji et al., 2023). All these are measures that
specifically address the liquidity risk with the effect of reducing systemic
vulnerability. The theory of moral hazard also offers more reason as to
why regulation would gain ground in the banking sector. The implicit
expectation of government bailouts or implicit guarantees can create an
incentive to take excessive risks, thus disrupting financial stability. Such
behaviour is regulated away by regulatory discipline in terms of increased
capital and liquidity requirements, which increases the cost of risky
behaviour and makes the banks responsible of their risk profile (Alam et
al., 2023). Basel I11 strengthens market discipline in the form of increased
transparency and regulation. Together, these theories help inform the
Basel3 implementation in banking regulation by focusing on sound
management, adequate capital and liquidity levels and commendable
conduct. They are an overall framework that will enhance bank resilience,
systemic risk reduction, and long-term financial stability in the financial
system.

3. Basel 111 Capital Requirements and Bank Stability: Basel Il capital
requirements are one of the cornerstones of the post-crisis regulatory
system framework, which aim to increase banks' resilience to losses and
continue being stable even when financial stress is experienced. At the
heart of such requirements, high-quality capital is under special focus,
including Common Equity Tier 1 (CET 1). The CET 1 is mostly
constituted of common shares and retained earnings, which are the most
reliable sources of loss-absorbing capital on a going-concern basis
(Lamandini and Ramos, 2022). Basel 3 aims at ensuring a better capital
foundation among the banks by increasing the minimum CET 1. Today, by
so doing, Basel Ill attempts to mitigate the chances of insolvency among
the banks and create a higher confidence level among the depositors and
investors as well as the regulators and supervisors. Besides minimum
capital levels, Basel Il has come up with capital buffers to enhance the
resilience of banks. The capital conservation buffer holds excess capital
required by the banks in addition to the minimum capital requirement, and
it can be used by the banks in times of economic strain. This tool will be
used to safeguard continuity in lending during economic recessions instead
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of sudden credit limitations. Having reinforced this process, the
countercyclical capital buffer requires banks to hoard extra capital in times
of undue expansion of credit (Anguren et al., 2024). Constructing buffers
during good times helps banks to reduce losses in times of contractions,
therefore reducing procyclicality and enhancing financial stability.
Adequacy of capital is a very sensitive issue that determines the risk profile
of banks, their ability to remain afloat, and profitability. Institutions that
are well capitalized will be more resilient to credit losses and will be
difficult to fall into distress amidst poor economic times. High capital
levels reduce the risk of default and have a positive effect on solvency
since they act as buffers against the occurrence of losses. However, the
effect of increased capital requirements on profitability is a controversial
issue (Swamy, 2018). As much as more capital can raise the cost of
funding and limit leverage, it has been demonstrated that better capital
positions can decrease risk premiums, decrease the cost of funding, and
lead to higher long-term profitability through greater stability and
confidence of the market. Numerous scholarly studies involving
international banking systems provide solid evidence of the association
between Basel Il capital requirements and the stability of the banks.
Studies undertaken by Mashamba (2018) in developed economies indicate
that banks with higher CET1 ratios are less volatile, risk-averse, and more
resilient when financial shocks hit. These results are consistent with similar
investigations in new and developing economies, which indicate that better
capital adequacy will help the solvency of banks as well as reduce the
likelihood of bank failure, but institutions differ in quality and enforcement
of regulations (Golubeva, 2019). Others also point out short-term trade-
offs such as the dampening of credit growth by the implementation of
stronger capital requirements, especially in financial systems dominated by
banks.

Overall, international Basel 11l capital requirements are beneficial in their
role to make banks more resilient to losses and in reducing the risk of
systemic risk. In spite of the difficulties in maintaining the equilibrium
between stability and credit growth and profitability, the enhanced capital
structure of Basel Il is generally perceived as a decisive tool in increasing
the stability and sustainability of banking systems in different economic
settings.

4. Basel 111 Liquidity Requirements and Financial Resilience: Basel IlI
liquidity norms came to remedy the liquidity susceptibility revealed in the
global financial crisis, whereby an impressive number of banks collapsed
despite their ostensibly attenuated capitalization. One important short-term
liquidity criterion in Basel Il is the Liquidity Coverage Ratio (LCR)
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intended to ensure that banks have an adequate stock of high-quality liquid
assets that can sustain the bank during a severe but plausible stress event
over 30 days (Mustafa and Zaman, 2024). The LCR forces banks to have
liquid resources that are easily converted into cash without any substantial
devaluation, thus allowing them to cover the unexpected cash requirements
and reducing their dependence on emergency financing when markets
become strained. Akin to LCR, Net Stable Funding Ratio (NSFR)
addresses long-term liquidity risk by helping to bring more capitalized
funding arrangements. This is because the NSFR establishes a minimum
stable funding position of the banks based on the liquidity nature and
maturity of its assets and off-balance-sheet exposure within a span of one
year. The NSFR will also deter the overreliance on short-term funding
through wholesale, implying that it seeks to mitigate maturity imbalances
and increase the ability of banks to finance their operations in a sustainable
manner (Shonhadji et al., 2023). The LCR and NSFR combined reinforce
short-term and long-term liquidity management and help to build resilience
in the financial sector in general. Liquidity is essential in preventing bank
runs, and it alleviates systemic risk. Proper Liquidity will allow banks to
meet withdrawal requests and other payment arrangements, thus ensuring
people maintain their trust to the banking system. Even healthy banks may
face massive, sudden withdrawals when perceived to be in an ill manner,
and this may bring about systemic crises (Abbas et al., 2022). The Basel 3
liquidity requirements minimize the risks of such occurrences because the
banks become more equipped to absorb liquidity shocks, hence increasing
stability and limiting the contagion that sloshes through the financial
framework. Empirical studies by Veeramoothoo and Hammoudeh (2022);
and Omri (2022) have been done extensively to determine the relationship
between liquidity regulation and bank performance. Though the increased
liquidity requirements will undoubtedly limit profitability by increasing the
holding costs of low-yield liquid assets, the existing experience shows that
improved liquidity positions can reduce funding costs, reduce risk
premiums, and improve performance over the long term. Banks with
quality liquidity measures can be considered more robust and should be
able to lend more credit, which helps to gain access to the market and trust.
In the long run, such advantages can compensate for the temporary
compliance expenses. Although it comes with good intentions, the
introduction of Basel 3 liquidity provisions poses a major challenge to
developing economies. Poor access to high-quality liquid assets, poor
development of financial markets and poor institutional capacity may
hamper viable compliance. Certain banks in such economies can have
problems changing their funding devices, as they are severely governed by
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short-term deposits and have poor access to the long-term resources of
funding (Golubeva et al., 2019). All these limitations make it important to
adjust liquidity provisions to local circumstances without changing the
main goals of Basel Il1 to strengthen financial resilience.

5. Banking Sector Structure and Regulatory Environment in lraq:
Throughout the course of the twentieth and early twenty-first centuries, the
banking system in lIrag has been drastically transformed by numerous
historical, political, and economic changes that occurred repeatedly
throughout history. Commercial banking was present as early as the late
nineteenth and early twentieth centuries, starting with the early institutions
which existed under Ottoman and later British rule. The governing policy
of centrally planned economic policies, coupled with international
sanctions and instances of military conflict, led to a significant decline in
the banking sector, especially in the 1990s and the post-2003 era. These
incidents compromised financial systems, the trust of the masses in
banking institutions, and the ability of the sector to support economic
growth (Abbas and Hassouni, 2024). In recent years, concerted efforts
have been taken to reconstruct and modernize the banking system as part
of other financial-sector reform efforts. State-owned institutions dominate
the commercial banking sector in Irag and collectively hold most of the
banking assets and deposits and therefore are a major contributor to
financing the government as well as the payment of government-funded
payments. However, these banks are often faced with the issues of
operational inefficiency, limited opportunities for innovation and increased
sovereign risk. Privately-owned banks, in comparison, which are smaller in
scale, possess increased flexibility and market orientation, and are
increasingly venturing into retail banking and trade finance operations
(Mahmood, 2018). Although this growth trend has existed, the major
constraints of the private banks are low capital bases, regulatory barriers,
and absence of access to international capital markets. Central Bank of Iraq
(CBI) is the main regulatory and supervisory bank in the banking sector.
Its mandate includes maintaining monetary and financial stability,
regulating banking activities as well as ensuring that they meet the
prudential standards. The CBI has been carrying out a sequence of reform
measures in the last several years to build up supervisory capability, to
Increase transparency, as well as to harmonize domestic bank regulation
with international standards (Alzubaidi and Bureihi, 2024). These
programs build on wider investments of the institution in enhancing the
strength and reliability of the Iraqgi financial system. lIraq has been
gradually implementing the Basel 3 agreement, especially on capital
adequacy and liquidity management. Though the implementation is still in
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early stages, the CBI has nonetheless issued the regulations, taking into
consideration the major Basel Il parameters, including the high capital
requirements and strict risk-management principles. The rate of
implementation, however, is very distinctive among the banks, implying
differences in institutional size, capacity, and readiness to work (Kareem
AL-Khafaji and Salman Al-Haidari, 2024). In turn, some banks still face
serious difficulties with fulfilling advanced regulatory requirements, in
particular, with regard to the liquidity standards and risk quantification
requirements. The Iraqi banking industry still faces several relevant issues
that hinder the work of the regulators and endanger the stability of the
financial sphere. The political instability and insecurity have compromised
long-term strategic planning and investment in the industry. Furthermore,
poor technological and institutional capabilities limit the capacity of banks
to implement modern risk-management systems and online banking
systems. These factors, in combination with little financial inclusion and
destroyed trust in society, inhibit deposit mobilization and efficient
liquidity provisioning (Samimi and Tehranchian, 2024). Problems
highlight the importance of measuring the implications of Basel 3 on the
specific economic and institutional context of Iraq. The table below reports
empirical evidence (2018-2024) on important banking-sector variables
related to commercial banks operating in Iraqg, i.e. capital adequacy, asset
quality, profitability, and liquidity. The numbers are based on IMF
Financial Soundness Indicators of 2018-2022 and Central Bank of Iraq
(CBI) statistics of 2023; where current data in 2024 are scarce, a
representative figure of one of the largest Iragi banks (Asia Al-Iraq) is
being used to act as a representative of the sector.

Year Capital Adequacy (% of | NPLs (% of Total | Return on Assets | Liquid Assets / | *LCR (%)
RWA) Loans) (ROA %) Total Assets (%)

2018 63.6 17.5 0.6 41 —

2019 53.5 16.2 0.9 46.3 —

2020 46.5 21 1.1 46.6 —

2021 52.1 18.5 0.7 474 —

2022 42.9 (Q2) 18.9 1.1 50.3 —

2023 41.9 (sector avg)** ~18.5% — — 131 (CBI)

2024 Asia Al-lraq example: 142 | — — — 85 (bank
(bank CAR) liquidity)

(Source: IMF, 2025)

* LCR = Liquidity Coverage Ratio; figures are sector averages where available.

**Sector average from CBI financial soundness indices; lraq banking sector capital
adequacy rose from 34.1% in 2022 to 41.9% in 2023.

+NPLs for 2023 not officially published in CBI source, but prior year’s show ~18-19%.

ANALYSIS OF THE FINDINGS
The principal hypothesis of the experiment is that Basel Il capital
requirements and liquidity requirements have no statistically significant
influence on the stability of commercial banks in Irag. In order to confirm
this hypothesis, a multiple regression model was used in which bank
stability (measured through a composite stability index/ ROA ) was taken
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as the dependent variable, and the capital adequacy ratio (CAR) and the
liquidity coverage ratio (LCR) as independent variables representing Basel

Il requirements.
Table 1: Coefficients?

Unstandardized Std. Standardized Coefficients ¢

L] R RSTIENE Coefficients (B) Error (Beta) Sig

|(Constant) 714+ |[520 |[0.428 o102 |— ||4.196][.001
Capital Adequacy Ratio

(CAR) 0.031 0.009 0.462 3.444|.004
Liquidity Coverage Ratio [ ]
(LCR) 0.024 0.011 0.331 2.182|(.041

Note: » Dependent Variable: Bank Stability Index

Independent Variables: Capital Adequacy Ratio, Liquidity Coverage Ratio .
Table 1 shows the regression coefficients which explain the connection
between the Basel 111 capital requirement and liquidity requirement and the
stability of commercial banks in Irag. The value of R being 0.714 is a strong
positive correlation of the independent variables with bank stability. The
coefficient of determination (R 2) of 0.510 indicates that capital adequacy and
liquidity level changes can explain approximately 51 per cent of the variation
in bank stability, whereas 49 per cent of the variation is explained by other
factors that were not incorporated into the model. The constant value is
statistically significant (t = 4.196, p = 0.001), which implies that there is some
level of stable bank environment even without the modifications of the
explanatory factors. The CAR exhibits a positive and significant coefficient
(B =0.031, p =0.004) that suggests that the more capital adequacy is
increased, the more the stability of the commercial banks in lIraq is increased.
The standardized beta coefficient (0.462) indicates that CAR has the most
significant impact on the explanatory variables, hence the significant role
played by strong capital buffers in mitigating losses and raising solvency. In a
like manner, the liquidity coverage ratio (LCR) shows a positive but
statistically significant association with the stability of the bank (B =0.024,
p =0.041). This discovery implies that bailout banks that have large liquidity
reserves can cope with temporary liquidity shocks better, thus enhancing
systemic stability. Despite the fact that the influence of liquidity is a little less
than that of capital adequacy, liquidity is still a significant factor in financial
resilience. On the whole, the findings presented in Table 1 are empirical
evidence that both the Basel Ill capital requirement and the liquidity

requirement is positive to the stability of commercial banks in Irag.
Table 2: ANOVA=

|Mode| ||Sum of Squares ||df ||Mean Square ||F ||Sig. |
[Regression ||0.386 |2 ]lo.103 ||7.821 ||.003 |
[Residual ||0.371 |[15 ]lo.025 I I |
[Total l0.757 Jlz_|l | I |

Note: » Dependent Variable: Bank Stability Index
b Predictors: (Constant), Capital Adequacy Ratio, Liquidity Coverage Ratio
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The results of the ANOVA test, the overall significance of the regression
model, have been presented in Table 2. This value is 7.821, which has a
significance value of 0.003, and it was greater than the traditional level of
0.05, implying that the regression model is statistically significant and that
the independent variables can explain the change in bank stability
collectively. The findings prove that a joint effect of the capital adequacy
and liquidity ratios has a significant influence on the stability of the
commercial banks in Irag. The high F-value indicates that the model is a
better fit than a model which has no explanatory variables, thus confirming
the validity of the regression findings. According to the results of
regression and ANOVA, the null hypothesis (H O ) is rejected. The
supporting evidence confirms the alternative hypothesis (H 1 ), which
states that Basel Ill capital requirements and liquidity requirements
statistically affect the stability of business banks in Irag.

Discussion of Findings: The empirical results of this paper show that
Basel 11l capital and liquidity regulations are important in strengthening the
stability of commercial banks in Irag. This high impact of capital adequacy
Is consistent with financial stability and capital buffer theories, which put
more emphasis on the importance of high-quality capital in terms of
absorbing losses and reducing insolvency risk. Banks in Iraq whose capital
ratios are better seem to be more stable to economic shocks and credit risk,
especially in an unstable economic environment. The liquidity
requirements also have a positive effect in terms of the stability of the
banks because the banks have enough liquid assets to settle their short- and
medium-term obligations. This minimizes the cases of liquidity crunch and
bank runs, which are very crucial, particularly in the developing economies
where the people have less confidence in the banking institutions. The
compliance costs that the liquidity requirement might come with
notwithstanding, the results indicate that the stabilizing benefits of the
requirements override the feared issues in the lraqi situation.

CONCLUSION

This paper has reviewed how Basel Il capital and liquidity requirements
affect the stability of commercial banks in Irag. The results suggest that
both capital adequacy and liquidity requirements are of great relevance in
ensuring that banks are more stable in terms of loss-absorbing ability and
resiliency to financial shocks. Vigorous capital buffers were observed to
play a substantial role in terms of minimized insolvency risk, unlike where
inadequate liquidity levels caused banks to suffer strains in temporary
financial requirements. Although some steps have been taken towards
ensuring that the banking sector in Iraq is more in line with international
regulatory standards, the structure and institutional issues have remained a
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problem that is influencing effective practice. The general findings of the
research are that Basel 11l requirements are beneficial to financial stability
in Irag, although their positive effects can be achieved only under the
conditions of unviolated enforcement of the requirements, bearing in mind
the development of the institution's capacity, as well as a favourable
environment in the economic and regulatory activities.
RECOMMENDATIONS
It is advised that the Central Bank of Irag should further enhance the
implementation and monitoring of Basel 11l capital and liquidity buffers,
especially risk-based supervision. Commercial banks need to improve their
internal risk management systems and gradually create the high quality of
capital and stable sources of funds in order to ensure that the regulatory
requirements can be satisfied in a sustainable way. The policymakers are
encouraged to develop the banking sector via the need to enhance financial
infrastructure, the use of digital banking as well as the promotion of
financial inclusion in order to expand the deposit base. Moreover, local
market-specific regulatory flexibility can be taken into consideration in order
to capture the local market conditions but still achieve the same Basel Il
objectives. Training and capacity-building programmes for bank personnel
and regulators should last continuously to provide them with the proper
compliance and stability of the banking sector in the long-term.
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