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Abstract

We tried in this research to discover the nature of the correlation
between the money supply and inflation through the interpretation of the
behavior of the components of the money supply and its relationship with
the phenomenaon of inflation, as well as insertion the demand for money
variable, and we found that changes in the money supply do not cause
changes in inflation rates and, by contrast, changes in the general level of
prices does not also cause changes in the money supply in Iragi economy
for the period (1390-2014).

We believe that the most fundamental issue is not what provided the
maney supply of information to learn about the inflationary behaviar, but
can We influence the inflation by economic policy tools and how? Even if we
prove that the money supply, by Its simultaneous and time lag effects, is
the specific basis for inflation, does the monetary authority have tools to
controlled it ? Knowing that financing government spending is dominated
heavily on money creation mechanism in Iraq.
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Sample (adjusted): 1992 2014

Included observations: 23 after adjustments

Trend assumption: Linear deterministic trend

Series: CPI MI FD MD

Unrestricted Cointegration Rank Test (Trace)

(.05 Trace Hypathesized

Prob.** | Critical Value Statistic Figenvalue | No. of CE(s)
0.0000 4783613 94 838l 0.941635 None *
425 0.0 29.79707 2943408 0.436070 At most |
016 0.0 [3.49471 [5.48857 0.371673 At most 2
847 0.0 J.841466 4800594 0188379 | Atmostd ™
Trace test indicates | cointegrating eqn(s) at the 0.05 level

* denotes rejection of the hypothesis at the 0.05 level
**MacKinnon-Haug-Michelis (1999) p-values

Unrestricted Cointegration Rank Test (Maximum Eigenvalue)

0.05 Max-Eigen Hypothesized

Prob.** | Critical Value Statistic Figenvalue | No. of CE(s)
0.0000 27.08434 Ba.34403 0.941635 None *
0.3646 2113162 1400551 0.456070 At most |
0.1706 1426460 [0.68797 0.371673 At most 2
0.0284 3841466 4800594 088379 | Atmost3*

(VAR)gJ\M\ Uiy cilgadia 48y jay CSJA:\S‘ Jaaad
& Asage mllly (VAR)AR phay saafie plasi¥) Jee &8 dl
oLl (10)d s
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Vector Autoregression Estimates

Date: 00/16/16 Time: 23:0a

Sample (adjusted): 1392 2014

Included observations: 23 after adjustments

Standard errors in () & t-statistics in [ ]

MD FD MI CPI

0b2663.6 | -IBIST26 | 0b2478.7 | 103367 CRI(-N)
(1010786) | (336963.) | (ID0BA3Z) | (D.20714)

[0.0066a] | [-0.03876]) | [0.03763] | [4.20315]

-3123072 | 204765.2 | -8l2338.3 | -0.252154 CRI(-2)
(Bo08GO.) | (283B46) | (B43006) | (0.21645)
[-0.36700) | (0.72180] | (-0.36731) | [-1.16432]

-230.4101 | 9226868 | -232.8072 | 9.0BE-06 MIC-1)
(734273) | (264782) | (T3.204) | (2.0E-09)
(-28638a) | [3.48470] | [-2.876a9) | [0.44823)

-4746672 | 128.8683 | -473.5263 | 9.09E-06 MI(-2)
(87.0l00) | (28.743) | (B7.3247) | (2.2E-00)

[-0.42381) | [441717) | [-2.42030] | [ 0.40848)

2020478 | 1082501 | 2003760 | 2.78E-O8 FD(-1)
(0.64063) | (0.21308) | (0.633283) | (1.BE-07)

(3.1a361) | [9.06830] | [3.4373) | [0.17074]

-.087768 | 0523853 | -1.084332 | 1B3E-0B F(-2)
(0.83831) | (0.23346) | (0.8363a) | (2.3E-07)

(-121081) | (103816] | (-1.20886] | (0.07130]

23040782 | -91.39447 | 236.0783 | -9.02E-06 MD(-1)
(73.2183) | (26408a) | (73.0436) | (20€-00)

[237373] | [-3483al] | [2.38667] | [-0.44782]

4796037 | -129.2334 | 4742607 | -0.14E-0B MD(-2)
(87.8477) | (23.2836) | (B76al2) | (22E-09)

[0.41426]) | [-441380) | [0.41077] -

0.40833]

-3132.00 | 1342060 | -1920723 | 0615825 C
(880281) | (233408) | (B78372) | (0.22334)
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(-0.02180] | [DGBIEE] | [-0.02192) | [2.75033]
0997687 | 0893450 | 0897698 | 0966246 | R-squared
0996360 | 0989709 | 0996383 | 0.946959 Adj. R-
squared
3.A8E+3 3.87E+2 SATE+I3 | 2204677 Sum sq.
resids
[a77486. 0208774 [a74047. | DA4DI308 | SE. equation
Ta47617 | 2654636 | 7586002 | 50.09631 | F-statistic
-30alB70 | -3288013 | -300M173 | -5.926380 | Log likelihood
SIB6B73 | 2946970 | 3166237 | 1297998 | Akaike AIC
3211106 29.91402 3210663 1742322 | Schwarz SC
20312923 | 4I63480. | 20316523 | 3.19B6470 Mean
dependent
26164170 al83790. | 26173282 | 1742482 S.D.
dependent

A A JLa3)
1-J g2

) 73 galll Cl parial o) A JLGA) il

Pairwise Granger Causality Tests

Sample: 1390 2014

Lags: 2
Prob. F- (bs Null Hypothesis:
Statistic
0.8500 06400 | 23 M! does not Granger Cause CPI
0.4199 0.91106 CPI does not Granger Cause M
0.8730 013683 | 23 FD does not Granger Cause CPI
09298 | 0.07305 CPIl does not Granger Cause FD
0.8a02 0.1637 23 MD does not Granger Cause CPI
0.4180 0.91586 CPl does not Granger Cause MD
0.0418 3.80850 | 23 FD does not Granger Cause Ml
04297 0.88547 MI does not Granger Cause FD
[.E-05 234313 23 MD does not Granger Cause Ml
9.E-06 23.7380 MI does not Granger Cause MD
0.4309 0.88241 23 MD does not Granger Cause FD
0.0430 3.7671a FD does not Granger Cause MD
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