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Abstract

The problem of the study was the lack of clarity of the causal relationship between
money supply and GDP in Iraq, which negatively affects economic growth, economic
decisions and policies in Irag, as well as the extent to which money can affect GDP and the
impact of GDP on money supply.

The study aims to analyze and measure the causal relationship between M2 and M1
and the GDP at current and constant prices in Iraq during the period 2018-1988. The use of
Granger's reasoning, the joint integration test, and the error correction model were used to
determine the direction of the causal relationship Between the two variables and the balance
relationship in the short and long periods.

The results showed that there is a long-term equilibrium relationship between money
supply in the narrow and wide sense (M2 and M1) and Gross Domestic Product at current
and constant prices. Moreover, the results of Granger's causality revealed a causal
relationship that moves from GDP at constant prices to narrow and wide money supply .
This result indicates that the real business cycles theory is correct in terms of the impact of
GDP growth rates on money supply.

keywords: money supply, GDP, causality, causative causality, joint integration, stability.
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Unit Root Test Table At Level

PP
(4) GDP MS1 MS2
Without Constant & t—Statistic 1.320452 1.324702 1.654177
Trend Prob. 0.9494 0.9498 0.9733
With Constant t—Statistic 0.092278 0.291556 0.569524
Prob. 0.9598 0.9739 0.9864
With Constant & t—Statistic -2.121260 -1.692199 -1.628833
Trend Prob. 0.5138 0.7297 0.7571
ADF
Without Constant & t—Statistic 1.358673 2.396132 1.090995
Trend Prob. 0.9528 0.9945 0.9243
With Constant t—Statistic 0.103735 2.342095 0.33058
Prob. 0.9607 0.9999 0.9759
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With Constant &

t—Statistic

-2.089697

-0.097837

—-2.558787

Trend

Prob.

0.5304

0.9919

0.3001

Eviews-10 galiy il Ao aldeYl daldl Joe (et juaall

DLy PP Lid) Cusg b J¥) @l 331 ey 8ine o cistiall ges o (4) Jsaad) (e i
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Unit Root Test Table At First Difference

PP
(<4t) D(GDP) D(MS,) D(MS,)
Without Constant & Trend t—Statistic -4.604736 -2.930119 -2.558708
With Constant Prob. 0.0000 0.0049 0.0124
t—Statistic -5.128192 -3.522999 -3.304486
With Constant Prob. 0.0003 0.0145 0.0240
With Constant & Trend t—Statistic -5.179305 -3.721650 -3.645826
Prob. 0.0013 0.0368 0.0431
ADF
Without Constant & Trend t—Statistic —-2.933883 -2.826132 -2.522345
With Constant Prob. 0.0049 0.0064 0.0136
t—Statistic -3.467094 -2.310467 -3.179726
With Constant Prob. 0.0168 0.0029 0.0000
With Constant & Trend t—Statistic -5.183351 -4.032736 -6.391078
Prob. 0.0012 0.0221 0.0001
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Dependent Variable: M2
Method: Least Squares
Date: 02/18/19 Time: 14:21
Sample: 1988 2018
Included observations: 31

Variable Coefficient Std. Error t-Statistic Prob.
C -1793504. 3021182. -0.593643 0.5574
GDPFIXEE 1.038395 0.068308 15.20164 0.0000
R-squared 0.888500 Mean dependent var 29486670
Adjusted R-squared 0.884655 S.D. dependent var 36265264
S.E. of regression 12316569 Akaike info criterion 35.55313
Sum squared resid 4.40E+15 Schwarz criterion 35.64565
Log likelihood -549.0735 Hannan-Quinn criter. 35.58329
F-statistic 231.0899 Durbin-Watson stat 0.384736
Prob(F-statistic) 0.000000 \

Eviews-10 galip ili o aldieYl dald) Joe Gt jlaall

MS, = -1793503.6 + 1.0383*GDPFIXE

AUCie (e Play g asaill o (A LAY saady LalaBY) il ae aslalee (8l55 akall £ 3saill o ey
(GDP) (M2) (ypuiall (pan A8all elyn) iy . iy jlani) dgms oy 38 Laa o alsd) Aludis 3 303 LalgyY)
e sl sansl) jia 5las) ehals Ld, D-W, t-Statistic cLod¥) ¢ra JSI cpaal) g5l plasinly
(Johansen) dijh ) Tabi 130 Uadll ma 2 3500 aladin (SalY 4ies SLa e Al cipels 385 Lasy)
il G ol SV aaay e e IV Al e Juadl Al o3a a5 (VAR) zises )
v e S Al Judladl oY Dl gilaall cld padlS = Jadl il b dsase it 13 Gl snsa
a1 Jash (3l apa DLEA) s ¢ Y A e AlalSia Jlaay) sl ilil) 5 anlsll 4asgion 35830
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VAR Lag Order Selection Criteria
Endogenous variables: GDPFIXEE M2
Exogenous variables: C

Date: 02/19/19 Time: 14:52

Sample: 1988 2018

Lag
0

1
2

3

LogL
-1021.329

-945.7407
-943.7484

-942.6621

Included observations: 28

LR FPE AIC
NA 1.90e+29  73.0949
5
134.9796*  1.15e+2  67.981
7 48
3.273100 = 1.33e+27 68.1248
8
1.629383  1.66e+27 68.3330
1

* 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

SC
73.19011

68.2669
5*
68.60067

68.99911

HQ: Hannan-Quinn information criterion

HQ
73.12404

68.06875*
68.27034

68.53664

Eviews-10 gmaliy ilii Ao alaie¥h daldl Joe (a1 juaall

()N 55 a B o) 558 o e S5 el DS 0 (6) dsasl e i
aaaiud Al Johansen jlid) aladiuly culysiall o el jidall JalSall loaly o668 o Undy) 3538 (g Sl Ladays
ey iy Lo Baley eyl Jae cyiall (s Jaliiall SV ey 4358 (e (e ST (et Al = 3l
Maximum  alaed) Gyl Ay e Guie csloas) ol alasinl JelSill cilgatie st LiaYl 1
Maximum  oeball syadl daedll losls ¢ Trace test ) ,Lid] Lag cLikelihood Function
Gadll die layhEig caall culyaaial dajll Judladl Ayl i) cylad) cadl o a5 .Eigenvalues test
(MS; ,MS;) sl (imye o @ljidial) JalSl) ale ias (S (1) IV dapall (e AlalSie Ll (of ¢ 15V
Sl Jsanll sy o e Wlgie die sie JlaadY) s (35S of g (GDP) Jleay) ) sl
25y LAY (maximum eigenvalues test ) oaall 3yaall il okl (trace test) SN L) dagm
(GDP) 5 (MS5) oo Jashall Jal) b e
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Date: 02/19/19 Time: 15:09
Sample (adjusted): 1990 2018
Included observations: 29 after adjustments
Trend assumption: No deterministic trend
Series: GDPFIXEE M1 M2
Lags interval (in first differences): 1to 1
Unrestricted Cointegration Rank Test (Trace)

Hypothesized Trace 0.05
No. of CE(s) Eigenvalue Statistic Critical Value
None * 0.667020 39.17597 24.27596
At most 1 0.199009 7.285436 12.32090
At most 2 0.028891 0.850188 4.129906

Trace test indicates 1 cointegrating egn(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)

Hypothesized Max-Eigen 0.05
No. of CE(s) Eigenvalue Statistic Critical Value
None * 0.667020 31.89053 17.79730
At most 1 0.199009 6.435247 11.22480
At most 2 0.028891 0.850188 4.129906

Max-eigenvalue test indicates 1 cointegrating eqn(s) at the 0.05 level
* denotes rejection of the hypothesis at the 0.05 level
**MacKinnon-Haug-Michelis (1999) p-values

Prob.**
0.0003
0.2976
0.4116

Prob.**
0.0002
0.3028
0.4116

Eviews-10 galip ili o aldieYl dald) Joe (1 jlaall

oo S a5 (39.17) s cils (trace test) 5V dglias) dad of (7) dsaadl BDlA e
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dapal) adll e ST (Y1 o (31.89) Aalllls Al HISRY) Al L guenall Al o LS ALl dna
anie ol agmy pany ABE axell Aum (mdy i Losas (%5) disiee gsise e (17.79730) dallls
GlLalay) s Y ) Gl e pad) Jelsl) laa) Jeaall g AT Gea il Jalsil

Gsine (ssiase die aiall JalSill asms il aaell dpmyd Jsd (S Y gl ¢ (GDP) 5 (MS2) g alinll
Las 52a)5 jidia JalS3 Aol 2agi 43l 12l ¢ (%5) gsine (ssiase die adall Gz by SaY (S5 (%5)

Syl 35l) & RS 25m5 (e pisl) e (GDP) 5 (MS2) g JaY) Alish dils ddle cllia of iny
: ECM ) foaal il —: Ll

Ll o nlly ¢ ) @il 28T aay cojin] 8 CalS i) @rial diadl) Gl o e B s
ales gl Gy ) sl w8l e JaY) Algh Al ADle @llia of sl (18 fitia SLalSs ALilSia
Gy Ja) Ayl 43l58 Ake (s @l jadiall JalSall (383 ) sl oli (Engle and Granger) s
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LS
(8)dgaad
Dependent Variable: DM,
Method: Least Squares
Date: 02/19/19 Time: 19:27
Sample (adjusted): 1989 2018
Included observations: 30 after adjustments
Variable Coefficient Std. Error t-Statistic Prob.
C 2347915. 797196.2 2.945217 0.0066
DGDPFIXEE 0.244354 0.098833 2.472393 0.0200
U(-1) -0.173520 0.062187 -2.790298 0.0095
R-squared 0.333166 Mean dependent var 3069328.
Adjusted R-squared 0.283770 S.D. dependent var 4841143.
S.E. of regression 4097076. Akaike info criterion 33.38408
Sum squared resid 4.53E+14 Schwarz criterion 33.52420
Log likelihood -497.7613 Hannan-Quinn criter. 33.42891
F-statistic 6.744903 Durbin-Watson stat 1.148151
Prob(F-statistic) 0.004210

Eviews—10 gmaliy ilii Ao slaieYl daldl Joe et juaall

r A Il Uadl) ma 3 a3 Alas A0S (S
DMS, = 2347915.33 + 0.244*DGDPFIXEE - 0.17*U(-1)
e die Aygina a5 (6.74) cualy ) F ded A0 ALK 73 gaill Ay sine Jaadl oDlef ppaiil) il pa
) (1.14) W5 (D.W) cpuiily a0 ddllan] i 5 ¢(3.32) 2alllly L Adsaal) ail) (o LT g€ %5
Y meadll gaall 3 of ey Uaad) aall e o JaadU LS L 030 Ll Y1 A1 (e lay Y el z3galll ¢
gl dalre Bppba (o (A aaaal dllia juaill gaall & Gl ¢ pad) gadll G 4010l dail) a5l
o DAY Gay Jualeal) 12 s 4530530 el olanly Uadlll aad 4 ladl) daill Joasts Jaeil) Jualea ) Uil
e Adand Lo Jang =3 saill Aygina saill DA (e ey Ladly 4))sil) Aol olaily Lty ddbiaall oo il
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sae sl iyl 1 Caligy celatY) 858 aa3 Yyl A o Engel & Cranger ) lad) aladiu) st
Ol (6) Jsaall (B seday LS cdlaadl 13 4 cililaa) 30 padind 5 Gl Jae i) G (il ¢ Uiy
celaly) b L) ulee s Ganl) clsial (1)) 558 oo o Ua 558 Juadl
(9) dsad
(2018-1988) 50al hall B a5l (s aay) daall bl o Apsaudd) ADlal) L)

Pairwise Granger Causality Tests
Date: 02/20/19 Time: 07:28
Sample: 1988 2018

Lags: 1

Null Hypothesis: Obs F-Statistic  Prob.
M1 does not Granger Cause GDPFIXEE 30 0.02807 0.8682
GDPFIXEE does not Granger Cause M1 8.76709 0.0063
M2 does not Granger Cause GDPFIXEE 30 0.02639 0.8722
GDPFIXEE does not Granger Cause M2 11.8420 0.0019
M2 does not Granger Cause M1 30 0.55563 0.4625
M1 does not Granger Cause M2 1.77626 0.1937

Eviews-10 gualiy il o el cald) Jos (ot jiadl
bl B gl (s Mlaal) Aaal) gl G dgaad) A8al) Lod) ilis s —: Ll
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