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Abstract:

We examined the dynamic relationship between exchange rate and inflation in Iraq by
using annual data during the period (1980-2010), that data are obtained from the annual
bulletins of Iragi Central Bank. The study aimed to analyze the dynamic relationship
between the exchange rate and inflation by employing the cointegration, vector error
correction, impulse response functions and variance decompositions. The study found a
dynamic bilateral long-run relationship between exchange rate and inflation in Irag, the
Impulse response function showed that an random shock in exchange rate had immediate
impact in raising inflation and exchange rate, but an random shock in inflation had a low
immediate impact in raising inflation and exchange rate
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A

Ay =T log (1-4.) (11)
JaelSil) lgaio dae of Al dpamydll e 1 = Sliiall JalSill cilgaia 2 of aaall ey Hlas) 1y 3
- (198 :2005 ¢ ypadl) or+ 1 = &kl

Vector Error Correction Model (VECM) : Uil faal Aia pigal @

iy ¢ pall) gl 8 lgie daghll sl b AD Jady 4l JadlS—da pise oo nal skl 1
5 (Engel Granger 1987) sailS —dadl diph Jie g AY) @bl e Bla) ST 235l 8 5060l daledl)
5 Saaill) L)l ALY (G e @3l (VECM)  ladl aladind Jiadss 5 (Johansen 1988) (pwilasa
DA e syiall cilinll Ala 8 il (Ka 5 Aalaidy) clsial Ga ACaliall D 5l (JaY) Al skl
Jalall pilaga Ll ~las ey V) el 13 Gy ¥ 5 «(Greene, 2011:959) dulall dalull @)kl
L udsall
WD Caagl Caligy A jlaad) zisais ¢ D laad) zisa dadally o Uedl) meaal daie z3sel o
A IV 23 sa e Auals Ala Tadll sl dntie 7 hgad days  byiiasall Clpaial) (pn Alalal) Sl
Sl Slall Zhgall b ¢ X s Yp o lades Loal gl 135 L sy dajall e byl dejl) Judladl
PooHhabal 385 0 Gpmtall G ol
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(12)?} = P10+ B11Vtr + P1aXt o + Vt},
(13Xt = Bzo + B2: Vs + B2aXe_y + VE

Oilaleall DS ¢ AV piall elay) 358 deg d500 cUay 38 o adiay e IS ) Ohediy Gilaladll DS
D) datie ol L) (35S aaly Aauall e a Wl 55 o Las ¢ I laaiV) Asie z3sa (DS
L VAR(L) asls Gl e 303

o JS OIS 13 L)+ (gl Cilagpall Ay e ) NV alaall s (e 4dlh Olfise Xe 5 Vi cse JS OIS 13
DY masall s S JoV) (@Al (8 pjie LegiSly ¢ Lal) (sl (8 fise e Xt 5 Wi

ﬂ'yt = ﬁllﬂ'yt—l + ﬁl:ﬂXt—i + V;},
A= 2,8, + foi8Xy  + VT (14)

(Hill V1S Uat)) o daia 735 40 Ky 4l ¢ anly dapall (g cplelSia Xy 5 Yp 0 IS OIS 1305
: etal,500)
AYi= a0+ aq, (Y, - Bo- BiXe s )+ V)
(15)AK = Q2o + A2y (Yi_y — fo - frXe )+ v

- ool b Uadl st Jalaa (Pliey 821 511 clabealls

Impulse response functions and variance bl ciligay ) sdl) Aglaia) Jlg2 @
decompositions

Slo Lyl alai®y) il aa) 8 deda ) A cplall @l dalaty 3l Alaiul) Jlgs aadiud
ey Alaa¥) sl il e alad) dadill lend (mlissl deva 5 e L (gAY @biall L) o)
.(Hill etal, 505) <l

s ¢ Aaalie dedal daily A die) Byl (IS lue o Clesall J1 ek 4yl Llanu¥) Jlss o) 3
(Watson and Teelucksingh dsxall il Jidait Choleski decomposition Sl s dgyyha cadass
A Ols ¢ A ey B b )l Alla L psS Claial) ()l AalSia g Byfe il psiall culS L <2002:242)
Sihiall 2505 a2n Agna Ane) 85l (sl Ay o HEED e Jorin dexdiudl il ga 6Y deda
o Bl eds B (5)A) dara Q;T Sigas oo ddayyd gl

G () sl aaa seday 3z isall b Alsdall clysiall Al Lpaal) ) i o cplal) dilas L
(Watson and (5 AY) cbuiall 5 ands il 8 deacal dagis (1) Al Aol sl 8wl
Oe oste JS b roalie pete JS Y Al BpaaY) dipe e Jiaill s acluy 3 L Teelucksingh:247)
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U_'llj." aloll yalioll dayladlg adamm ,QQJ-Q-u sl dsola dlas

C @A cplEdl e
AIC: Akaike information LSl s chloal 255 DA e el ool 558 aoas jliadl Jie
SC: Schwarz ;l)si« HQ: Hannan-Quinn information criterion < usS—llag « criterion
:(Helmut, b ,2004:111) laalagy 4V aeall axaius s information criterion

AICm) = log det(z [(m)) + (E ) mK?
K

T
~ (16)
... (2loglogT- X
HQm) = logdet [(m))i+ (—) -
( ; ! (17)
SCim) = log det( Z[('m')')‘ + ('IDgT)m_:
T AT )T
" (18)

Code ) hlaad ded Ji bl o Bl o) 858 Lad) Ly

il Gae dala: Luald
) el lial-1

ADF iyl o Ayl cihlidl glacag (2)e (1) Jsiall « 2010-1980 sl DA Cipall auss
sl e KPSS 4k . PP

Wil oal) )
émub:iu}“‘d s 35 A
Gied | Adlaay) | Gdesd | allasyl
=l " 101026 . - __10.0000
il | 2.60742 | 6.04877 | =
ADF |
culil) B )
< | 257127 0.2948 | £ 9gg3q | 0-0002
- ele ok
poail al
e | 2.76108 | 9976 | 6.01418 | 0-0000
PP sl
g il ) 0.2933 | -6.4781 | 0.0001
s 257484
> ADF _— . 0.0913 ) 0.0001
Ci gl il | 2.66833 | 557661 | -

49



UNIVERSITY OF ANBAR

U..|.._|| goladl yaliall dyyladlg dyalaiB¥l aglell Lol daola dlas
aall
il - 0.2285 - 0.0006
& ]
e o 2.74131 5.51933
- . 0.0726 . 0.0000
<l 2.78396 | 6.42224 | =
PP )
e il } 0.2296 i 0.0001
e o 2.73817 6.37092

bl LoVl (5 sl Y Gl
ol asldl Cculill aald)
il aald) j ol aaldl j
: (:1.:: ol s ’ e\.c oladil s
PENi 0.121861 | 0.118708 | 0.200542 | 0.206585
0.171892 | 0.124105 | 0.178391 | 0.155755
0
1% 0.216 0.739
level
~&l | 50
ia ) | level 0.146 0.463
0,
10% 0.119 0.347
level

bl HlasY) EVIEWS  maliy Glada t juadll

PP jADF AHUWA) G (gl uﬁ Ofiua e u‘).;.aﬂ g (g;mﬂ\ O ass o2led (2)_5 (1) u,,\j}daj\ %)
Crailaga Hlodl) Guda Al 22 Laa ¢ b Jo¥) G@oall A1 2y 358l —— Cilypriall sda o)y (KPSS

- g ASalinal) Al Aagds (e ClSH Ul e davie z3gaiy o il JalSal

A idial) Jalall cpilhga LadI-2

Crilasa L) Cwa trace Y Jalae 4ad (3) Joaa

0.05
- Trace . .
Hypoth d
Prob.** Critical Statistic Eigenvalue ypotnesize
Value
0.0028 18.39771 26.6908 0.4817 None *
0.0057 3.841466 | 7.631971 0.23139 Atmost1l*
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U_'llj." aloll yalioll dayladlg Zi,!..\LlA:Iﬁm ,QQJ-Q-u sl dsola dlas

b

“ Trace test indicates 2 cointegrating eqn(s) at the 0.05 level ”

bl JlasYV EVIEWS iy dlajia  juadll

5ie die adzmilly Copeall i G cliidie JalS5 Jilolae i o ) L) s (3) saadl e elans
. (P<0.05) iysine

Cmilaga o) Cuas alaal) Aadl) (4) Jsaa

0.05 Max Ej |
ok it igenvalue
Prob. Critical Statistic J Hypothesized
Value
0.0261 17.14769 19.05883 0.4817 | None *
0.0057 | 3.841466 7.631971 0.23139 | At most 1 *
Max-eigenvalue test indicates 2 cointegrating eqn(s) at the 0.05 level

C.ﬂ...d\ OlaaY EVIEWS C‘“UJ" Glajkda t Huadll

S die adimilly Capall jra G JalS5 lilae dllia Gl ebaall Aadll Hlod) couay (4) sl e s
Jalsall Aalea (2) O ey LS L Ul pmal 4niie ogld (Gadai AplSa) iny Las ¢ (P<0.05)  Aysins
o 85l e Ul ¢ Aadl) syl (o) 8 JelSs ADle dllia o Jaad 3 ¢ adimilly Capeall e o il
Drs pduill GV ame 8 LIS Gigang o133 Jilie il jpaai 50 e Bhall adis cangd Jlly 97-94
I pdatl) N ame alédily agil s Ao alid) & uadl 1994 oo b 5S3) wdis o) 3 cCapuall

¥l Jilie al) il Capa e b g LinYL Ajlie S

ol
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Gyyladly bl aglell LMl desls dlas

50,000

40,000 -

30,000

20,000 -

10,000

-10,000 -

-20,000 -

_30’000 T T T T T T T T T T T T T T T T T T T T T T T
88 90 92 94 96 98 00 02 04 06 08 10

| —— Cointegrating relation 1
2010-1980 saall adzmilly Capall jau cp jidial) Jalsil) e (2) J
bl o) EVIEWS  galin cilajia 1 aadl
Uail) il daie zigall tial) g Ua) 558 yaad c)lisl-3
Taaal 4nte gl o Juamdl Gia3 Al eUaV) 358 a3l SC 3 HQ 5 AIC chlis) calag 5
c by eda il ek (5) Jsaalls Uasd)

diliie oUay) lyid 2ie SC 3 HQ 5 AIC @hilial ules ad (6) Jsaall

ALl 5 AIC HQ SC
0 2229655 22.32359 2239406
1 21.84907 21.93021 2214160
2 22.02395 2215918 225115
3 22.13587 22.32519 22.81844
4 22.03807 22 28147 22.91566
5 22.07207 2236956 23.14468
6 21.25177* 21.60336* 225194

AIC: Akaike information criterion

SC: Schwarz information criterion

HQ: Hannan-Quinn information criterion

Bl JaaY EVIEWS  zaliy cilajine t aadl)

L)
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b

U_'llj." aloll yalioll dayladlg ﬁd.ﬂ-ld:lﬁm ,GQJ-Q-Ll sl dsola dlas

SAIC Jlaal e 2l i G b ladll mmaad daie ziged Bl cUal) 558 o) 223 (6) Jsaall (se
vl il 6 Uil sl daia 739 Cpanaipns A ¢ HQ
Uad) gsauat Axia 7 dgad gilii—4
Lol o 4aie ¥ olea alas (7) Jand) el
ol eymal daie il (7) Jsaad)

D(INF)aaill D(EX)<ipall s

-0.00551 -0.00681 CointEqL
-0.00155 -0.00204
[-3.56726] [-3.33477]

1.67506 1.627876 D(EX(-1))
-0.57363 -0.75832
[ 2.92010] [ 2.14669]

0.315684 0.125198 D(EX(-2))
-0.55539 -0.7342
[ 0.56840] [0.17052]

-0.48786 -0.76478 D(EX(-3))
-0.61219 -0.80929
[-0.79692] [-0.94500]

-1.97834 -2.3698 D(EX(-4))
-0.68884 -0.91062
[-2.87198] [-2.60239]

-1.79934 -2.56 D(EX(-5))
-0.83774 -1.10746
[-2.14784] [-2.31159]

-0.33835 -1.14486 D(EX(-6))
-0.61294 -0.81028
[-0.55202] [-1.41293]

-1.48526 -1.60869 D(INF(-1))
-0.66205 -0.87521
[-2.24340] [-1.83806]

-0.08603 0.069587 D(INF(-2))
-0.55927 -0.73933
[-0.15383] [ 0.09412]

=
0.0




UNIVERSITY OF ANBAR

U..|.._|| olall paifall dyladlg Gyslaid¥I aglall Lol deals dlas
0.979336 1.39448 D(INF(-3))
-0.641 -0.84738
[ 1.52783] [ 1.64564]
2.094202 2.442195 D(INF(-4))
-0.73401 -0.97034
[ 2.85308] [ 2.51685]
1.614272 2.5935 D(INF(-5))
-0.8899 -1.17641
[ 1.81399] [ 2.20458]
0.08683 0.674559 D(INF(-6))
-0.4872 -0.64406
[ 0.17822] [ 1.04736]
-1.17323 -6.22255 C
-12.7008 -16.7899
[-0.09237] [-0.37061]
0.886641 0.787798 R-squared
0.739275 0.511936 Adj. R-squared
32379.47 56585.84 Sum sq. resids
56.90296 75.22356 S.E. equation
6.016575 2.85577 F-statistic
-120.541 -127.24 Log likelihood
11.21177 11.77 Akaike AIC
11.89897 12.4572 Schwarz SC

c_ﬂ...d\ OlaaY EVIEWS C‘AUJT‘ Alayda t Huaddl

o8 3¢ adailly Copall paw Gp JaY) Ak A0l Ails ADle dllia asni of (7) Jsasd) &5 e
Capall jau ) adiail) (o da Ja¥) dlgls 206 A ADle Gllia o) (Capeall e dlalag) 15V Alaladll
o s . (P<O.05) t ,Lial cas ysies g LS AL 3)LEY) 381 Uadll momaad aa dalea Y llds
Al Uasl) mnal aa Adea o 3 ¢ panzill ) Cipeall e (g 4aT JaV) Ak Al ADle el i)
. (P<0.05) lilias!) 4 512

oSy palll Ja¥) b adadl) e i) o) ¢ pail) JaV) clades DA Gag Cipall e Al i Gl
O LS. (5)5 (4) a5 3 Lageady (Vs Jilie Bhadl 5Ll dad (alisdl) Copall jew g lis)
oaids ) juadll JaVl 8 gag (Al liall dad g 6)l) Capall jaw galisal o) el st dlalee
- Aol Ayl lale g aady 1ag . (5) 5 (4) e Ua) 558 & Lasady adol)

a4



T )
UNIVERSITY OF ANBAR

sese

« .?! )
Ll

Crbal) dalady latu) Jlgs qilii=5

Cabad) laylaie Afpde deral Aabdiad) Llaiu) 5 AlaauY) g el ¢ Jadll Bad Llaial) Jig e
el e JSV dadll 39y Dlatid (3) S8 edays ¢ Chpaiall (Al 4l paiall e aaly (glns
33 JSAI ey + clpall jrug pdazill (G (glhme hadl aaly Wjlie Alsde deral pall jruy
oty i @ aliANL Yl ag Cipuall e (8 QLIS Sigaa ) 2580 ] B Asde A
¢ (a- 3) JSall kil ¢ (%40 e ST ) Capall el saill Jare ity duselal) L) 3 L )
Al (4 sine S Y dear ) ) el aa AL g o)le ) Cipall e agm IS 2ay
S il Ve pdy ) Dl b g5 Wl Cipeall e 8 Alsde deta Gipan L L 5yl
¢ (At sl A %70 ) pdamil Jaae Jea) Aesall (e O 3 Lis)d sl Aadline Dilisine
Al G ALY olisine ) Basally palaatVl ) sl eV aee 35l3 & ¢ (d- 3) Jsall Ll
B deant Al desall Sl Y1 U 588 Dlaia¥) Jlss @) 20 138 (e dagllly 280G

-z sl Alyatia AL el il

Response to Cholesky One S.D. Innovations

b Response of EXto EX a Response of EXto INF
80 80
40 4 40
0 0
-40 - -40 -|
T T T T T T T T T T T T T T T T T T
1 2 3 4 5 6 7 8 9 10 1 2 3 4 5 6 7 8 9 10
d Response of INF to EX C Response of INF to INF
80 80
60 -| 60 |
40 40
20 20
0 0
-20 4 -20 4
-40 T T T T T T T T T -40 T T T T T T T T T
1 2 3 4 5 6 7 8 9 10 1 2 3 4 5 6 7 8 9 10
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sese

C okl cligga Julas e
LSy ccipall g adaill B aals (glme Cihadl baylaie dlsde desal cplall @l dilas Jlss (4) JSall ek
@ ) Al B als 50 %100 ey Copall jas Gl aad ¢ Copeall ja (ol Gl Jilas iy (a-4) JSAll e
OS) L (b4) JSal) any L 1aas (V) Al DA Gipeall e (pls 8 adaill Gaalis gl 2ad Vs ¢ andy il )
O ) ol adip Copal) ja il jand b adcaill daalie o 209 1) ¢ ZaaDU il & Galisy )
Ll e RANL Gopall s daalise Ao o Ly ¢ (1 Galall lail) dualld) 4l 8 %40 dawy s
e O s dalaiBY) bl G age Jolae Al sl 13a ¢ dualll) ) 8 %60 dss Jes Eid, dull
e Ji e Hly Gapall e GF 3 ¢ ) (53S5al) il dfias d8)al) paall Gllalul) 4 Ko a)la e Copal)
s e A Bypeay (uSay Y sl 56 o) e o 2010-2006) (e 5ell Gl ra Ly Jlall (g35a Slig)
o Cpaall e LIS 8 28O i) DA (e 0yl Uyl adaail) o) sl (816 Capeall

oY) Al (8 auls e %10 oy aaaall o) ek ¢ adazill Gld GlisSe dilal o) (Al dga (e
Ll P szl 8 Jealad) Galill e %90 #yds Capall jas Laiw o €4 JSA) ands il ) (s3mas
di O (A Gl s g muull adii alall (B i) Aealue dus of BaaBly o(d-4) Jall) JgY)
&b %51 vie gy il (Rlia L il 8 Copeall e dealie A 1o Ly ¢ 3palad) 2l 8 %49
oAbl slaBY) b aaal e Capall jed A0Y1 i) anpla g2l Sl V) oS5 1 L 5palal) duud)

Variance Decomposition

b Percent EX variance due to EX a Percent EX variance due to INF
100 100
80 - 80 |
60 | 60 -
40 40
20 20 |
0 T T T T T T T T T 0 T T T T T T T T T
1 2 3 4 5 6 7 8 9 10 1 2 3 4 5 6 7 8 9 10
Percent INF variance due to EX Percent INF variance due to INF
100 100
80 | 80
60 - 60 |
40 | 40 |
20 20 |
0 T T T T T T T T T O T T T T T T T T T
1 2 3 4 5 1 2 3 4 5 6 7 8 9 10

7 8 9 10
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(i)

Gluagilly clabiiiuy): buwdbw
olaliiay) e
~1980 ) s2all Ghall & Copall jrusy st CNVawe G Aubinll DN ey o) Gl a8 Ulla
s s daies il delall Ggluly Aliially Agand) Lpuldl) Jilatl) calls) Gl YA (e (12010
DS Ay b aa) o 3S5 ol gy mall e 65
) saall KPSS 5 PPs ADF s} Caus bjiss e aduailly Copeall e daedll dudladl of .1
Cuilasa L) Gakt Al ey Las ¢ JoY) @l 381 ey 8yfae zual Lgils ¢ (1 2010-1980
o Cipall s adiail) o Al AR S5 il Uadl) o anie cosluly ol i) Jalsal
AU e @lilall JolSall Giililes dsay pedal adugilly Cipeall gra G Guilaga las) o) 2
- oelaall dadlly
Cipall e iie Cm JaVl Alsh 05 4wl ADle dus o)) Uadl) s anie il jelal 3
S piezmil) A Jaghall a1 B admill e i Capeall a0 e ol ¢ Ghall (8 pamilly
skl JaVl g Capall e e
gl o) padll Ja¥) Glades P (ag Cipall jruw Aalas (g ualll JaV) lig e il Gyek) 4
(Y il el Ll Aed (mleail) Cipall e gl 3 (e puadll JaY) 8 adl
JaY) 8 s (Gl Ll ded g i) Cipall aw @bl o ela adaill Al o) WS
ezl padds ) el
oS S b A g Capall g 8 Al dena Eigaa ) Agysdll Alana) Alls Jilas jelal S
Slo a3l i Al 0 adcall  deaas Gipa Wiy ¢ Capal) ey adoil)l o ody
iyl ey adaill Y aee
i 50 %100 o seday cipall jau 8 Alsde deta Eiaa o) bl oilall GlSa Jlas sl .6
G Drans oaps JS (RBANL DB 138 laws Copaall e il ag &) cplall cilia
paill dgay V) L) e %9 hash elal ¢ adizill A dena Gigas o) A) Aen e« %54
%49 A duaiy cplall b adail) Zanlie A 05 Galll H5pe g oSV e Capall j2ud %91 LI,

Aolu Ao Jly saS il Al i Gipall e dale daea) el Ayl Blaiul) 358, Jilas il 7
LD it 8 Cipaall pmaad Dyl S48 el il Jidat il LS ¢ Al adaadll CY
 pdaaill LS iy Anedi Cipaall a8 Juasd )
Cluaglll o
Lany WS adY ¢ Ghall (& Copall a 5))3Y ) plaia) dllin (358 o) peal) (10 g ¢ 4l Llagi Lo e 2Ly
Gle o hid ALY Alaa¥) gange ¢ adzill clVaes o 5l V) Gipall jew il oS Jidal) e
$aY) BY) 8 Jaagd 3 ¢ Al Aubd) DA (e Ll Jr ¢ Jadh iljal) (5385l iy Aficially Lpaill llalud)
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Sy el 1 51 ¢ gilsall Gl (3 il ymasy Eall (35l il Sy o rs (o B s
Conpal (535al) il Apall Al o) iny 1385 ¢ 83sisall @l land gl et cilaigl) e wnly
Vs e e IS aY) Cipeall o i) Clll) A el sl Q) Gl (alaieY 448 e
b eld B Cleal) e dais llia f 4y L) (Sa o3 a1 13 el ¢ el Sl clalial ak

izl dgalsay Gl 3 Cipeall e 3

Capadll) (2011 ¢ mlla ) desSall Cojlad) 2aY LISy Alaad) Slhe Gl (0 (bl 3a i) a1
bl Goudl dala Gulad o Aleall aBall s 0sSs (2silly bl Capan (a5l Die 3)laill Bl
bl sl (e ) ol
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Al aalal)

ol gailly e liall Z L) oAD" ol Az las) ' (2005)c il dilue o des o AA L1
~17 Aaall AplaY) astall = dgmas Gllal) Gaals Alae ¢ Lsmadl Lypall  ASLaall Aie) Judl ozl
.2 23all

D) gl Agpel) ASladll @laly e callal) laaae a6 " (2007) Jasdl maly vle o e 2
daala ¢ 32 aaadl ¢ LY Alai®U JlS dilae mlla S5e Aas o Uadll sy il Jalsil)
A

Sl piivale Ay Shall 8 Copall jeuw ) 8 Gusl) Aulud) 50 (2010) apS Cpes 738 .3
o Alaxy dxala ¢ Byslie ye

o el (3l Sl Aahaal Ayl ) .4

e Glo Al CBleall Cipa Jlend I W) (B sisall dalsadl (1 2008) s ssedie dstw L5
¢ Agbpadly AW aglell L ¢ ((Bypdie e ) ohsi€a Aagykl ¢ ¢ (2006-1985 ) N B )
- VY ¢ Adpadly Al o slall 4y jal) dpapal<Y)

¢ Ghall b Cipall ey sl e e gylasadly dpailly Al Auluadl (2011) s deae jeie .6

)l e AR ¢ Bl 638 el el
http://www.cbi.ig/documents/mudh_pub4_f.pdf
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