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Abstract

This study relied on a monthly time series covering the period from January
2005 to September 2019. To study the financial and monetary impact of inflation by
choosing the dependent variables public spending, broad money supply (M2) and public
debt to measure their impact on inflation to know the financial and monetary decision
adopted by the two policy makers during the periods of shocks and crises experienced
by the Iragi economy. Being a rentier economy that depends on crude oil to finance
public spending, international oil prices are exposed to many shocks, which generated
structural failures in the time series that make it difficult to measure the financial and
monetary effects of inflation. We tested Bai-Perron to determine the failures Structural
and then measuring the financial and monetary effects during boom and bust systems
through Markov models with variable systems. It was noted that there are several
structural imbalances and refractions during the research period at a level of
significance (5%) for all variables. It aims to identify structural changes for some
economic variables. In order to determine the type of this structural change, is it a
temporary or permanent shock, or a combination of both. The study recommended that
monetary and fiscal policy makers need to coordinate in what between them to reach the
best desired economic results, because of this coordination of positive advantages on the
economic activity as a whole, as it leads to monetary and fiscal policies that are stable
and in harmony with each other, to reach low rates of inflation.
Keywords: Structural tests, Markov models, monetary and financial effects of inflation
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Jolaill Al dege Sl Jual il e aSSH 2y :(Introduction) desiall Yl
Aodiall ol gl Led sy dyie ) Ll o laialy 4dSael) Jual 5alld e Hl) Judlall  Slaay)
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(Bl & S LAY Ol e G Ayt 3 Aludull el g Uail) el (e aisl)
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1 yame aladl SN & 5 KU LY ol prie (amy HLEa) &5 4l Hall 028 3 3(Data) LG
DS 2l aladl aall 5 dpaial Al e T i sl gl 2 gl (i se 5 Alall Aol oo
Tl A Alsiuall &l jaiell o Gl juaiell oda g damill g Audlell Cpiulad) DS 4y oS
paaill (e T yime ol peaieS llgiudl jland bl a8l Sl a8 Loy el
.(Mohsin and Farhani 2021: 12)

Al ol & ypite e 53 1(1) Jisaal)

symbol The Logarithm Variable
CPI - (CPI) consumer price index
Exp LNEXP Public expenditure
MS LNMS (M2)Extensive Money supply
DEB LNDEB Public internal debt

Obald) alae e Jgandl : jaadll

Y 2005 (e 3l 4y Helll i) A pall 3538 Jhadd (1) a8 dsasdl JA (e
saaxie e 3 e Slzad 2008 diad dalladl ALl 2 5V Cfiaa 5 yial) o2 JDA 45f 3) <2019
3ysall 2 g Apalladl Alad) Ladill jlend 8 osae Gl yaad ) ool A 505 daall) 5 dlae
e O (46.21) Tons Jiai5 (90.53) 2 skas Aoty )yl (A Alall GO sl s )
Lall el 3y f QX ¢(Central Bank of Iraq 2005-2019) (Jleay) sl gl
Laa dalad) ol Y1 8 anall ddaii] daciall 2508l 5 el byl g i ) (g2 Apallal
Llaiu¥) &35 (Merton 2007) sbai¥l 8 awdld alal s siwall e jige dale Ay
<les (Iraq central Bank n.d.) 8 al) (s 3S el @il ol 28 gall (e dpia 3 Alubially
(5 :2020 ¢daelas) 5 2 smun 5 o3 23) . (The World Bank n.d.) A s bl

dlCigl) e sy aa )y Jaulal il s Cullil) Cunsall

dilaw & (Multiple breakpoint tests) _bial JMA& e sgiliilly <l L8ay) Y
il aall aw s Je yuie JSI (Bai-Perron tests) dusgis aladiuly (NLS) lasiy)
@lia () (2) by Jsaall (LNSPE) aladl LY yacial dagiil) il 3 ¢ jlasa¥) daleal olall
ol G Apalladl ALl e 3Y) ) 50 Caagd 553l 028 5 (2008MO5) (o8 a5 S g Uil
8 Aalall ol ) aaa e Tla S Lee € IS5 dpalladl alad) Jaail) e aalass) )
.(Hameed 2021: 2) abadl 3} aas Ao il &5 ey (3 all

(LNSPE) aludusiall () 5 ju-sb Jlia) =05 1(2) Jsaal)
Break Test | F-Statistic |Critical Value *| Break Date
LNSPE
0vs. 1* 31.35318 8.58 2008M05

* Bai-Perron critical values for significance level 5%. Source: authors’ own
calculations based on
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@il (2) a8, Jsaall (LNMS) 258l Gase josbe dagm L
O 3 ¢ Bl ladV) 8 a8l dsldas a5 «(2007MO6, 2009M09 2014MO3)
Goall e Slad Al all 31 su) sl el [ sad o Claa clelLh@Y) oda
Lall jlaud 4 Gead cagd am 2011 sl Ll 3l ells o clay) e
.(Thuoaeni and ALaboudi 2021)
(LNMS) dlusluiall ) 5 ym-sb Dlial &3l51(3) Jsaad)

Break Test F-Statistic |Critical Value *| Break Date
LNMS
Ovs. 1* 929.1078 8.58 2007M06
1vs. 2* 114.9658 10.13 2009M09
2 Vs, 3* 239.7828 11.14 2011M12
3vs. 4* 24.55713 11.83 2014M03

* Bai-Perron critical values for significance level 5%. Source: authors’ own
calculations based on

2007MO05, 2009M08, 2012M01, ) <ilsé (3) 8 ) J 52l (LNDEB) s Wl

Sl sand) 038 () 3 (Fall SLaBY) a5l Ll d8das a5 «(2015M01, 2017M04
aaa Jisad e s 3aS ale dlaae ¥l a5 @Al Jalall aladl cpall aaa 8 dedis calaly B Jiad
Al il el (et ol g JOA ZalaiV) dalad)l L) gall 8 Jaadl auy alall GlEY)

.(Al-Fatlawy and Shukri 2021) J=laal dllal)
(LNDEB) aluluiall (5 5 yu-(sbs sl =3l (4) &8 Jsaa

Break Test F-Statistic | Critical Value *| Break Date
LNDEB
Ovs. 1* 1468.709 8.58 2007M05
1vs. 2* 28.53163 10.13 2009M08
2 Vs, 3* 28.28876 11.14 2012M01
3vs. 4% 76.02367 11.83 2015M01
4vs.5* 13.59213 12.25 2017M04

* Bai-Perron critical values for significance level 5%. Source: authors’ own

calculations based on

Lo Ole s (Ualasil 5l gl ) 21 gus) aasd o)) Sl ym je 8 deda o of Lad Jaa3ly

(a8 5y Aala®y) 4y ylaill Tk Gad gie daii g o 2l Aladl Gall aas 8 deda L

U gaill (g prall aan (8 gl V1 ) ) all s el s Gang Le Gl Apalaiiy) 4 il

Jasai M o salll dalall culal ) Galessl Jla A 3ale dums ¢ 6 Al BV ana 3305 o
A AN SV ga g ANl alad) caall JAA e aladl By

oo L Alulucia s Al e el Joal sill o3a e o Giladl Jalall (pa JaaSly

g 0 ) ¢ Byl AL ) 5l ae 3 gail) Jalad il (gldad 2S5y Lo 138 5 cAadaiia <) 538
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@l e g (Boadl slai®y) o € JSG @il cliaa il )i Al Jual sill o2
Bl @l 3 Gyl o il Ayl
il oS e 3t Jlasi 3 ;(Result Regime Switching Models) Jbgia gt Ll
JYA  (Smoothing Regime Switching Models) 3 _sidll adaall i) Jusy)
il 2l Xy Al aadl A X omidl 3o a4 3 (AR) (S s 23 g
- :(Mnif, Afef Trabelsi, 2013) aull xpall (AR) (S lassy)
Xe=pu+01Xe 1 +0,X 5+ +0,Xe ,+Z....(35)
any ao datijo e A0l pde Gl paie (Z,) gisedl) e (1, 6,6, -,6,) (O I
(Asli, Detragiache, 1998) o) ¢l (6,2) Crliis sia 4iad  lua av
E(Z,)=0
B2 20 = {024 2 o
D) &5 8 el ALY Aalall Cannll a5 yiall A 31 Judlad) Jalas A (e g
6 sl 5 Aliise Ol paieS 20D Alal all g asd sl 26l (o je g alall SEYT Gl e
Gl Jlae WU cpala) Gpallal 5l a3y aaiaill g Tome gl uieS jlauSU Al
llaial 5 allail) Cilalea i Hlal] glds ) alas ol o1l V) AUaill ey 3) ecl ppaiall
Al ol g U sl ) cpa B eal] 5 4t JESY] Adlaia) g <l yriall ol (e 4c Ll
Cledall & jlie Y (Bl jadl LBV dpa pad eV iy WY1 ae «lanl) aliasl
Al ol gl 5 Al 2ad ) g alad) Tadill e g5 5l Chandl 3538 DA Lo e Al 4400
CulS 5 ol (a5 yeall ana ol (e g abadl BV anan 5 il Ledalii )Y calu€ Ala 2a3 il
(4) f Jsaall A LS il
dad Ly 3) (linear model) zasail) ibad dad 58 Jsaall (g ailaadle Sy L J
dpa i pad ) e Jay lee 308 5 Ao g0 4ad 2 5 (442.15) (likelihood test) e s S
V) o pal Al dbad) A @l Jed s Gl puiall G zasell dpba e (aii Al el
(Asli, Detragiache, 1998) (43l 4uas
de & sl g3 gai duadl 8 <l yriall (380 o Jsandl DA e Lyl Laadl
V) i 045 (e Bl 4 gina (s st (AR(2)) 2ie 5 %5 (o S8l &y sine (5 sias (AR())
il ) Aplaidy) 4 il shid dddlae a5 duSe Ale dle e Jay G 23 sal) o
e eVl i (il el g Alitdl BN G i) G A gall 4l AL e
gl A8Mall o 5 A ge A hamy 3 (AR(L)) S lasi¥) 23 ga
a3k A8y 258 (e i 4 gina (Regime 1) Js¥) aUaill a Jaadl el
Dhiay e alall s siusall 3205 ) 523 (%1) Llaier 2580 (e saliy o) (sl Aan e
Cpall g aladl BN 5 e G W) AS G paiall 4 gine )y (SEN AUl Wl (9%0.26)
i Al dalaidyl 4y kil §ghaiay Galaii ¥ A5 dpuSe Adls Aoy el ) Gla)
O JlenD alall (5 sinsall 5 dga e ARl aladl cpall 5 aladl GV G A sal) A8l e
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(%) ey a8l imje 8345 ) sl A sina s dan g0 281l (i je A CulS Lad 5 AT dga
(%0.38) Jlaiay JlanD alall (5 sivsall 334 5 N g5
(Markov Smoothing Switch regime results) sl zils :(5) J sl

Prob. |z-Statistic| Std. Error | Coefficient| Variable
Regime 1
0.5037 | 0.668609 0.00135 0.000903 LNSPE
0.0000 | 36.38189 0.007338 0.266978 LNMS
0.5627 | 0.578773 0.007773 0.004499 LNDEB
0.000 -64.9055 0.069021 -4.47984 | LOG(SIGMA)
Regime 2
0.0001 -3.7951 0.006434 -0.02442 LNSPE
0.0000 | 14.61242 0.026438 0.38633 LNMS
0.0004 | -3.53072 0.029089 -0.10271 LNDEB
0.0000 | -23.1787 0.117849 -2.7316 LOG(SIGMA)
Common
0.0000 | 9.243779 0.10359 0.957562 AR(1)
0.0152 | -2.42823 0.110955 -0.26942 AR(2)
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