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Abstract:

This study aims to evaluate the performance of the
monetary sterilization policy in reducing inflation
in Iraq during the period 2005-2019. As a result of
the rentier nature of the Iragi economy and its
heavy reliance on cash flows resulting from crude
oil exports, it has led to the accumulation of
foreign reserves, which may cause undesirable
effects from this accumulation, represented by an
increase in the money supply and a continuous
rise in the general level of prices. Therefore, it has
become necessary for the Central Bank of Iraq to
intervene through the use of unconventional tools
to reduce these effects within the framework of a
policy of sterilizing the money supply resulting
from the increase in aggregate demand generated
by the budget through its public expenditures. The
research reached a number of conclusions that the
inflation rate in Irag is not due to monetary
reasons only, but rather to external factors, as the
Iragi economy is affected by the inflation of
trading partners due to its heavy dependence on
imports, which is known as imported inflation.
The monetary sterilization coefficient index
showed the contribution of the monetary
sterilization policy pursued by the Central Bank of
Iraq in controlling the growth of the monetary
supply and reducing inflation within acceptable
rates. The most prominent recommendations of
the research were to activate the role of the
banking sector in the investment process by
encouraging commercial banks to employ surplus
liquidity to finance productive projects in the
industrial and agricultural sectors. The authorities
must pursue a policy of diversifying sources of
income by expanding the production base of all
sectors (agriculture, industry, and services) to
avoid the disturbances occurring in oil prices and
their negative impact on the Iraqi economy. Based
on the results of the study, the central bank’s
policy has contributed to absorbing part of the
liquidity, reducing inflation rates, and achieving
price stability during the study period.
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