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Abstract

The relationship between the Central Bank and the Financial
Authority is considered one of the pivotal and very important topics in the
constitutional structure and economic structure of the modern state¢« due
to its direct impact on achieving monetary and financial stability and
ensuring the general political and economic soundness« as it represents an
overlap between two different policies in foundations and functions«¢ as
the Central Bank undertakes the monetary policy to ensure monetary
stability¢ while the fiscal policy is looked forward to by the Supreme
Financial Authority through the Federal Cabinet and directly through the
Federal Ministry of Finance to manage revenues Public expenditures and

public debt.

In light of the profound political¢ economic and legal
transformations after 2003« Iraq has witnessed an expansion and growth
in the scope of the financial authority's intervention in monetary affairs
due to the ambiguity that accompanied the distribution of competencies
between the two bodies¢ which raised legal problems related to the
independence of the Central Bank« its position within the constitutional
structure¢ and the extent to which it is subject to government guidance or
control¢ especially within the framework of the constitutional and
legislative texts in force. Therefore« our study aims to explain the legal
framework that regulates the relationship between the Central Bank and
the Financial Authority in Iraq by analyzing the constitutional texts
related to the financial authority¢ studying the Central Bank Law and the
Federal Financial Management Law¢ and explaining the compatibility
and harmony of these legislations with international standards for the
independence of central banks. The impact of government financial

decisions on the monetary independence of the Central Bank.



Although the Iraqi Constitution of 2005 stipulated the independence
of the Central Bank as one of the basic guarantees to protect monetary
stability¢ the practical application reveals the existence of direct and
indirect interventions by the financial authority represented by the Federal
Council of Ministers¢ the Federal Ministry of Finance and the relevant
government agencies within the scope of the Areas that are fundamentally
related to the work of the central bank such as public debt management:«
fiscal policy prioritization< withdrawal from the treasury¢ deficit
financing¢ and influencing exchange rate decisions and banking activity.
The problem with our study is that there are no precise boundaries
between fiscal policy objectives and monetary policy objectives¢ which
has led to overlapping terms of reference and thus the predominance of

short-term fiscal considerations over long-term monetary considerations.

This has resulted in many problems¢ most notably the weak
institutional coordination between the two entities and the inconsistency
in the interpretation of the legal texts regulating the relationship between
them¢ as well as the absence of clear mechanisms to address the
contradictions between fiscal and monetary policy. The problem is
exacerbated by the nature of the rentier Iraqi economy¢ which is heavily
dependent on oil revenues: as this reality increases the pressures facing
the financial authority in the event of financial crises¢< which pushes it to
try to influence the Central Bank to address the deficit or absorb financial
shocks in a way that sometimes contradicts its legal independence. Define
the scope of oversight¢ supervision¢ and coordination between the two
institutions¢ which opens up a wide scope for interpretation and
jurisprudence and increases the potential for compromising critical

independence.



In any case¢ our study concluded with a number of conclusions¢ the
most important and most prominent of which are the flaw in the legal
structure regulating the relationship between the Central Bank and the
Financial Authority in Iraq¢ the lack of clarity of the legal framework that
defines the limits of intervention¢< forms of cooperation and coordination
mechanisms¢ and the weakness of legal guarantees to protect the
independence of the Central Bank in the face of the changing
requirements of fiscal policy in the monetary and financial system of the

state.
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