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Monetary Functions and Balance Sheet Operations
The Consequences of Selling Central Bank Assets to the Private Sector.

Dr. Ahmed Ibraihi Ali

Abstract:

Global public debt continues to rise, complicating efforts to reduce debt burdens.
Governments often struggle to significantly increase revenue or resist pressures for
higher expenditure. Consequently, central banks are absorbing increasingly large
volumes of government debt, which now dominate their asset portfolios. This
raises a critical question: what happens if a central bank sells a major portion of
these debt holdings? Such sell-offs would shrink the money supply, pushing up
interest rates, restricting credit, and hampering investment. Furthermore, the
central bank’s total wealth—alongside its interest income—would decline as it
offloads assets to the private sector. Finally, converting public debt into real estate
and selling the properties would not benefit the central bank; it would simply
reduce its liabilities and the money supply.

In developed economies, central banks hold government debt to conduct Open
Market Operations. However, this transmission mechanism is broken in Irag due to
the lack of diverse financial instruments and secondary markets; therefore,
government securities are highly illiquid. Commercial banks are forced to buy and
hold debt to maturity rather than trading them dynamically. Furthermore, in Iraq,
the absence of interbank lending means the money multiplier is restricted, excess
liquidity remains trapped rather than being actively circulated, and the Central
Bank of Iraq lacks accurate short-term benchmark interest rates to steer the

economy.
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