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The Effect of shocks in Global Oil Prices on Domestic Inflation
and Economic Policies Irag Case — Study for
the period (2003-2016)

Baida Jabbar Shweiti Khadeeja Adnan Hameed
M.A. Economic M.SC. Statistic
Head of Researches head of Research division
Central Bank of Iraq Central Bank of Iraq-Basra Branch

Abstract:

The research aims to analyze the effects that fluctuations in global oil prices can have on domestic
inflation. depending on modern statistical technique represented by the Autoregressive Vector Model
(VAR) and error correction (EC). based on the recent and large fluctuations in oil prices and in order to
investigate the size of the effect The shocks of international oil prices on local inflation in the structuring
of the Iragi economy. in which the oil sector represents a key position on the grounds that it is the main
source of hard currency. and a major source of national income and one of the most important sources
of the public budget. and to examine the hypothesis of an impact of shocks in international oil prices on
inflation In Iraq. the formulation of a probabilistic dynamic model that takes into account current and
future random shocks. The research found that there is no long-term relationship between domestic
inflation and international oil prices. which indicates the success of the economic policies followed in
Iraq in maintaining acceptable rates of inflation in the long term. while it was found that the shock in
international oil prices will have a clear and obligatory impact on inflation The short term (within 10

months) following the onset of the shock.

Keywords: shocks in world oil prices, inflation, economic policies
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OIL_PRICES INFLATION
92.51306 3.330556 Mean
104.0800 2.750000 Median
120.8900 8.700000 Maximum
31.27000 0.100000 Minimum
23.26901 2.068723 Std. Dev.
72 72 Observations
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(3) o=
ADF ;Lis | il
First difference Level
Non Constant Constant non Constant Constant &Trend
&Trend Variables
-8.997*** -8.931%** -8.881%** -1.158 -2.266 -2.7382 Inflation
-8.944%** -8.922%** -9.367*** -0.671 -0.7103 -1.355 oil-prices

OPEC alaiog 3S,b elil iy e sLoze¥L eviews 9.5 zi e i Ll B : oyl
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(4) Jgu>

LIAAL ol iyl sl | il
Series: INFLATION OIL PRICES
Sample: 2010M01 2015M12
Included observations: 72
Null hypothesis: Series are not cointegrated
Cointegrating equation deterministics: C
Automatic lags specification based on Schwarz criterion (maxlag=11)

Dependent tau-statistic Prob.* z-statistic Prob.*
INFLATION -2.865614 0.1587 -15.30022 0.1156
OIL PRICES -0.847636 0.9263 -3.292147 0.8574

*MacKinnon (1996) p-values.
(OPEC) dslaing 538, il wibily (e sleie¥l; eviews 9.5 il : juuall
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[11][10]&,~11d (0.82) o Lasian gl (DxkoxT) adl (63 7 39 ilgdiall Uaiel) s> dizta 1 €,
Sbeae )y Akaall g ella¥ =l e olide U o L) Ja¥) il A8 dumty agdi zigaid! lda paadl
slera g (H-Q)u.ljs ol sbas (SO) ylgds doglae sleasg(LM) @Y‘ O dsd HLeas ((AIC) L§-!S‘ doglae
ULl L) sUai¥1 55 o1 ) o sl e S sl ol oy 31(5) Jga @ ol 5(FPE) sl Uas
Ba) O dgeid] youds wie o(5)dsuzll 3 mioge LSy sall sia JI (AICFPELRHQ) e S 5Ll 31 (3) 2
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(5) Jout!

b e U 548 yos wslda

VAR Lag Order Selection Criteria
Endogenous variables: INFLATION OIL_PRICES
Exogenous variables: C

Sample: 2010M01 2015M12
Included observations: 66

Lag LogL LR FPE AC SC HQ
0 -436.8169 NA 2042.096 13.29748 13.36383 13.32370
1 -335.3479 193.7136 106.5108 10.34387 10.54293* 10.42253
2 -328.8539 12.00399 98.80300 10.26830 10.60007 10.39940
3 -320.5686 14.81313* 86.85932* 10.13844* 10.60291 10.32198*
4 -317.8186 4.749944 90.37676 10.17632 10.77350 10.41230
5 -317.2561 0.937576 100.5858 10.28049 11.01037 10.56890
6 -316.5465 1.139707 111.5948 10.38020 11.24279 10.72105

* 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: Schwarzinformation criterion

HQ: Hannan-Quinn information criterion

OPEC dolaiag 38,01 clid) obiby (e sleie¥l (Eviews 9.5) mils s juuall

z3ge yuads (Sell (e ild clay¥l o8 sy g il LIS jlasly cladal) Jols darys dyasei siay 9

Alnflation ] _

Aoil — prices

0.411

1.392 *C+[2.548***
0.194 —0.017108”
3302  0.103 lla

0.825"* 0.051*

1.007**

L Yy (1) Linally 3pall (VAR) 1A lass¥l dorte

][ Alnflation;_, ] + [ —0.141 _0_033*][ Alnflation,_,

Aoil — prices;_; —5.013** —0.1621]A0il — prices;_,

Alnflati €1t
: n atlo'nt—3 ] +1. | . (2)
oil — prices,_3 X

%10kie Sginn * %5 dic Sgina. ** %1 Lic (§gine™*
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A Oil-prices A Inflation Indicator
0.879266 0.796739 R—squared
75.25412%*%* 40.50436*** F-statistic
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Inverse Roots of AR Characteristic Polynomial
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1.2

Response of INFLATION to INFLATION
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Response to Cholesky One S.D. Innovations + 2 S.E.

Response of INFLATION to OIL_PRICES
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