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ABSTRACT

THE ROLE OF THE CENTRAL BANK IN ACHIEVING MONETARY STABILITY
CASE STUDY OF THE CENTRAL BANK OF IRAQ (2004-2019)

This research deals with the role of the central bank in achieving monetary stability (a
case study of the Central Bank of Iraq during the period 2004-2019). It is from this
logic that the following major problem is formulated: Is the monetary policy followed by
the Central Bank of Irag guaranteed to achieve monetary stability during the period
2004-2019?

Monetary policy in Iraq has witnessed important developments, especially after the
issuance of the Central Bank Law, No. 56 of 2004, which gave the central bank the
independence in managing monetary policy. Hence, monetary policy began to play its
role by influencing the size of the money supply in a manner consistent with the
prevailing economic conditions by relying on traditional tools (qualitative and
guantitative) and modern tools. Thus, The Central Bank of Irag monitors and
supervises it to ensure that the impact of monetary policy is transmitted to achieve its
ultimate goals, Including :achieving economic growth (average domestic product

growth rate) and low inflation rates.

The research reached several results, and the most important and prominent one is:
The Central Bank's use of modern tools (currency auction, listing facilities) in addition
to, traditional tools (qualitative and quantitative) have greatly contributed to achieving
the targeted goal. As it is evident from the standard results, the monetary policy
indicators used (money supply, exchange rate, interest rate) in the standard Model,
and each of the two models has a large impact on the dependent variables (GDP
growth rate, inflation rate). Whereas, the modified determination coefficient in the first
model (the inflation rate) reached (95%), and in the second model, (the GDP rate) it
reached (75%). Finally, we can say that the monetary policy followed by the Central

Bank of Iraq was sufficient to achieve monetary stability during the study period.

Key words: central bank, monetary policy, monetary stability, money supply, interest

rate, exchange rate, inflation rate, GDP growth rate.
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PARASAL iSTIKRARIN SAGLANMASINI.?A MERKEZ BANKASININ ROLU
IRAK MERKEZ BANKASI ORNEGI 2004-2019

Bu arastirma, merkez bankasinin parasal istikrarin saglanmasindaki rolunu ele
almaktadir (Irak Merkez Bankasi'nin 2004-2019, Bu mantiktan asagidaki ana problem
formlle edilmistir: Irak Merkez Bankasi'nin izledigi para politikasi 2004-2019

doneminde parasal istikrari saglamayi garanti ediyor mu?

Irak'ta para politikasi onemli gelismelere sahne oldu, 6zellikle 2004 tarihli 56 sayil
Merkez Bankasi Kanununun cikariimasindan sonra, Merkez bankasina para
politikasini yuritmede bagimsizlik veren, Bdylelikle para politikasi, para arzinin
bayUkligunu mevcut ekonomik kosullara uygun sekilde etkileyerek rolini oynamaya
basladi, Geleneksel araglara (nitel ve nicel) ve modern araglara givenerek, Irak
Merkez Bankasi, para politikasinin etkisinin nihai hedeflerine ulasmak icin
aktarilmasini saglamak i¢in onu izler ve denetler. Dahil olanlar: ekonomik buyumenin

saglanmasi (gayri safi yurtici hasila buyume orani) ve dusuk enflasyon oranlari.

Arastirma birkag sonuca ulasti ve en dnemlisi ve en dnemlisi: Merkez Bankasi'nin
geleneksel araclara (nitel ve nicel) ek olarak modern araglari (ddviz ihalesi, listeleme
olanaklari) kullanmasi, hedeflenen hedeflere ulasilmasina buylk katki sagladi,
Standart sonuglardan da anlasilacagi Uzere Standart Modelde kullanilan para
politikasi gostergeleri (para arzi, doviz kuru, faiz orani), Ve iki modelin her birinin
bagimli degiskenler (GSYIiH biylime orani, enflasyon orani) izerinde biiyiik bir etkisi
vardir, Buna karsilik ilk modelde (enflasyon orani) degistiriimis belirleme katsayisina
(% 95), ikinci modelde (GSYIiH orani) ise (% 75), Son olarak Irak Merkez Bankasi'nin
izledigi para politikasinin galisma doneminde parasal istikrari saglamaya yeterli

oldugunu soyleyebiliriz.

Anahtar kelimeler: merkez bankasi, para politikasi, parasal istikrar, para arzi, faiz

orani, déviz kuru, enflasyon orani, GSYIH bliylime orani.
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Dependent Variable: IN

Method: Least Squares

Date: 11/23/20 Time: 23:14

Sample (adjusted): 2006 2019
Included observations: 14 after adjustments

Variable  Coefficient Std. Error t-Statistic Prob.

IR 0.896626 0.217486 4.122688 0.0021

ER 0.059433 0.009171 6.480411 0.0001
DDM2  -8.52E-08 3.53E-08 -2.414295 0.0364
C -68.99729 11.12896 -6.199798 0.0001

R-squared 0.962970 Mean dependent var  7.178571
Adjusted R-squared 0.951861 S.D. dependent var  9.886446
S.E. of regression 2.169154 Akaike info criterion  4.621508
Sum squared resid 47.05229 Schwarz criterion  4.804096
Log likelihood  -28.35056 Hannan-Quinn criter.  4.604606
F-statistic 86.68308 Durbin-Watson stat  2.434799

Prob(F-statistic) 0.000000




115

basy Jaall HLasl (1) &8, Jsal
Roots of Characteristic Polynomial

Endogenous variables: IN DDM2 ER IR

Exogenous variables: C
Lag specification: 1 1
Date: 11/24/20 Time: 18:06

Root Modulus

0.846104 0.846104

0.180743 - 0.309385i 0.358312
0.180743 + 0.309385i 0.358312
0.024444 0.024444

No root lies outside the unit circle.
VAR satisfies the stability condition.
Inverse Roots of AR Characteristic Polynomial

1.5
1.0

0.5

Sl Ll Y sl (2) a8 Jsaall

Breusch-Godfrey Serial Correlation LM Test:

F-statistic 0.496291 Prob. F(2,8) 0.6264
Obs*R-squared 1.545291 Prob. Chi-Square(2) 0.4618
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Heteroskedasticity Test: ARCH

F-statistc  0.683873 Prob. F(1,11)  0.4258

Obs*R-squared 0.760908

Prob. Chi-Square(1) 0.3830

hall aaxill sl (4) 4 Jsaal)

Variance Inflation Factors
Date: 11/24/20 Time: 19:43
Sample: 2004 2019
Included observations: 14

Coefficient ~ Uncentered Centered

Variable Variance VIF VIF
DDM2 1.25E-15 15.92912 3.368989
ER 8.41E-05 387.5471 1.230223

IR 0.047300 13.06211 3.746746

C 123.8537 368.5159 NA

bl 5501 (2) 8 JS

Median
Maximum
Minimum
Std. Dev.
Skewness
I
-3 -2 -1 0 1 2 3 4
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Mean

Jarque-Bera
Probability

Series: Residuals
Sample 2006 2019
Observations 14

-1.01e-14
-0.283940
3.413984
-4.068136
1.902474
-0.177980
2.901127

0.079615
0.960974



Ol Jidas (B) a8 Jsaall

Variance
Decompositi
on of IN:
Period S.E. IN DDM2 ER IR
1 1.737326 100.0000 0.000000 0.000000 0.000000
2 2.349445 56.77542 4.518459 38.63722 0.068898
3 2.489057 50.78709 7.537406 41.58847 0.087032
4 2.524164 49.53080 9.242302 41.05138 0.175520
5 2.542337 48.84030 10.26692 40.64840 0.244385
6 2.555921 48.32349 10.96217 40.42906 0.285284
7 2.566434 47.92905 11.45569 40.30405 0.311207
2.574111 47.64453 11.80756 40.21864 0.329270
2.579564 47.44412 12.05759 40.15603 0.342253
10 2.583436 47.30260 12.23520 40.11065 0.351557
5ol da 3 3023 (6) B Jsaal
VAR Lag Order Selection Criteria
Endogenous variables: IN DDM2 ER IR
Exogenous variables: C
Date: 11/25/20 Time: 00:06
Sample: 2004 2019
Included observations: 13
Lag LogL LR FPE AIC SC HQ
0 -360.2021 NA 2.54e+19 56.03109 56.20492 55.99536
1 -306.7193 65.82491* 9.38e+16* 50.26451* 51.13366* 50.08586*
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Pairwise Granger Causality Tests
Date: 11/25/20 Time: 00:56
Sample: 2004 2019

Lags: 1
Null Hypothesis: Obs F-Statistic Prob.
DDM?2 does not Granger Cause IN 13 0.06645 0.8018

IN does not Granger Cause DDM2 3.16368 0.1057

ER does not Granger Cause IN 15 8.62180 0.0125
IN does not Granger Cause ER 0.17385 0.6841

IR does not Granger Cause IN 15 15.8222 0.0018
IN does not Granger Cause IR 15.1597 0.0021

ER does not Granger Cause DDM2 13 3.35587 0.0969
DDM2 does not Granger Cause ER 4.38851 0.0626

IR does not Granger Cause DDM2 13 2.88622 0.1202
DDM2 does not Granger Cause IR 0.24236 0.6331

IR does not Granger Cause ER 15 5.93750 0.0313
ER does not Granger Cause IR 23.7080 0.0004
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Dependent Variable: DGDP

Method: Least Squares

Date: 11/25/20 Time: 16:36

Sample (adjusted): 2006 2019
Included observations: 14 after adjustments

Variable  Coefficient Std. Error t-Statistic Prob.
DDM2 1.747398 0.528533 3.306128 0.0079
ER -178099.4 137353.6 -1.296648 0.2239
IR -39117.61 3257197. -0.012010 0.9907
C  3.07E+08 1.67E+08 1.839370 0.0957
R-squared 0.815255 Mean dependent var  1.87E+08
Adjusted R-squared 0.759832 S.D. dependent var 66289690
S.E. of regression 32486562 Akaike info criterion  37.66551
Sum squared resid 1.06E+16 Schwarz criterion  37.84810
Log likelihood  -259.6586 Hannan-Quinn criter.  37.64861
F-statistic 14.70958 Durbin-Watson stat  1.065835

Prob(F-statistic) 0.000536
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Roots of Characteristic Polynomial
Endogenous variables: DGDP DDM2 ER IR
Exogenous variables: C

Lag specification: 1 2

Date: 11/25/20 Time: 23:07

Root Modulus

0.894089 0.894089

0.584134 - 0.551099i 0.803071
0.584134 + 0.551099i 0.803071
0.350796 - 0.668842i 0.755253
0.350796 + 0.668842i 0.755253
-0.355052 - 0.666316i 0.755010
-0.355052 + 0.666316i 0.755010
-0.586522 0.586522

No root lies outside the unit circle.

VAR satisfies the stability condition.

Inverse Roots of AR Characteristic Polynomial

1.5
1.0
0.5
0.0 . .
-0.5
-1.0

-1.5
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Breusch-Godfrey Serial Correlation LM Test:

F-statistic 2.688516 Prob. F(1,9)
Obs*R-squared 3.220188 Prob. Chi-Square(1)

0.1355
0.0727

Test Equation:
Dependent Variable: RESID
Method: Least Squares
Date: 11/25/20 Time: 23:09
Sample: 2006 2019
Included observations: 14

Presample missing value lagged residuals set to zero.

Ol Giladl S AT (3) ) Jsaal

Heteroskedasticity Test: ARCH

F-statistic 1.766199 Prob. F(1,11)
Obs*R-squared 1.798545 Prob. Chi-Square(1)

0.2108
0.1799

hall 2l a) (4) 4 Jsaal)

Variance Inflation Factors
Date: 11/25/20 Time: 23:30
Sample: 2004 2019

Included observations: 14

Coefficient  Uncentered Centered

Variable Variance VIF

VIF

DDM2 0.279347 15.92912 3.368989
ER 1.89E+10 387.5471 1.230223
IR 1.06E+13 13.06211 3.746746

Cc 2.78E+16 368.5159

NA
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6
Series: Residuals
5 Sample 2006 2019
Observations 14
4 Mean 2.33e-08
Median -3774503.
3 Maximum 48582355
Minimum -47149680
2 Std. Dev. 28492600
Skewness 0.154213
1 Kurtosis 2.043954
fe) Jarque-Bera 0.588671
-5.0e+07 250.000 5.0e+07 Probability 0.745027
ol Qi (5) iy Jsaad
Variance
Decompositi
on of DGDP:
Period S.E. DGDP DDM2 ER IR
1 35201676 100.0000 0.000000 0.000000 0.000000
2 40780063 99.37608 0.032692 0.085915 0.505308
3 42561232 98.56076 0.044044 0.489576 0.905624
4 43167336 97.93323 0.043006 0.935538 1.088229
5 43392001 97.57281 0.055453 1.218455 1.153277
6 43489952 97.39141 0.079542 1.353268 1.175785
7 43542905 97.30040 0.103550 1.410681 1.185364
8 43577389 97.25133 0.121441 1.436235 1.190993
9 43601989 97.22225 0.133050 1.449583 1.195112
10 43619729 97.20355 0.140224 1.457926 1.198301
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VAR Lag Order Selection Criteria
Endogenous variables: DGDP DDM2 ER IR

Exogenous variables: C
Date: 11/26/20 Time: 01:37
Sample: 2004 2019
Included observations: 13

Lag LogL LR FPE AlIC SC HQ
0 -574.5531 NA 5.33e+33 89.00817 89.18200 88.97244
1 -526.9261 58.61788* 4.84e+31* 84.14247* 85.01162* 83.96382*

* indicates lag order selected by the criterion

LR: sequential modified LR test statistic (each test at 5% level)

FPE: Final prediction error

AIC: Akaike information criterion

SC: Schwarz information criterion

HQ: Hannan-Quinn information criterion
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Pairwise Granger Causality Tests
Date: 11/26/20 Time: 01:47
Sample: 2004 2019

Lags: 1
Null Hypothesis: Obs F-Statistic Prob.
DDM2 does not Granger Cause DGDP 13 0.20232 0.6624

DGDP does not Granger Cause DDM2 6.70456 0.0270

ER does not Granger Cause DGDP 14 0.70093 0.4203
DGDP does not Granger Cause ER 0.34357 0.5696

IR does not Granger Cause DGDP 14 0.29230 0.5995
DGDP does not Granger Cause IR 6.83881 0.0240

ER does not Granger Cause DDM2 13 3.35587 0.0969
DDM2 does not Granger Cause ER 4.38851 0.0626

IR does not Granger Cause DDM2 13 2.88622 0.1202
DDM2 does not Granger Cause IR 0.24236 0.6331

IR does not Granger Cause ER 15 5.93750 0.0313
ER does not Granger Cause IR 23.7080 0.0004
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