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Abstract:

Salaries of government employees constitute a significant factor of the Iraqi economy owing to the high share of
public employment and the fact that many households rely on income from the government. Salary constitutes an
important channel via which the government expenditure is transmitted to the domestic market; employees spend
their income on buying goods and services such as foodstuffs, houses, transport, education, healthcare, and others.
In this way, the level of the domestic demand, liquidity, sales, and commercial activity are influenced.

The influence of the salary on the economy depends not only on its amount but also on the ability of the domestic
production to respond to it. If the rise in income is associated with growth of the domestic production, then the
salary may stimulate economic activity and develop local firms. However, when the growth of the demand
outpaces the domestic production, some additional demand will be oriented toward import and pressure on the
prices may arise.

The problem is especially actual for Iraq owing to the country's reliance on oil revenue and a considerable amount
of recurrent public expenditure. The International Monetary Fund pointed out in its assessment for 2025 that the
reform of the public wage bill, increase of non-oil revenue, and development of the private sector are important
aspects of the sustainable fiscal policy and economic growth.

This work also suggests studying the system in which the government salaries are paid in different periods of the
month. In this case, the distribution of the liquidity and commercial activity may become steadier. However, the
proposal requires an empirical verification, and the schedule of the salaries cannot be considered as the solution
of the problem of inflation since the inflation rate is determined by various factors — fiscal, monetary, supply-
side, exchange rates, and others.

Keywords: Government employees' salaries, local market, Irag, purchasing power, consumer spending,
aggregate demand, inflation, liquidity, prices, private sector, fiscal policy.
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