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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 Iraqi 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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Al yall & yite Chna g3 2() ) Jsaad)

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

oUabl slact e Jsaall : jaialll
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Al W55 (Merton 2007) SbaBY) 3 jleudl aladl s siwd) e Sise dale Ay
<l s (Iraq central Bank n.d.) 8 =l (s S sall @liall audl a8 gall (40 duia 1) Alududly
(Y Y cdielon) 5 apun g ouisy) . (The World Bank n.d.) sl <l

Al ) Ly aa Jlaadl) Jalad il s Cullil) Euaal

dilae A& (Multiple breakpoint tests) sl JDa (e sqiliilly < Lady) Yl
Gl aall ae s e aie JSI (Bai-Perron tests) dsgia pladiuls (NLS) lasiy)
@lia of (Y) ad) Jsaadl (LNSPE) aladl 3lay) urial dagiill cil€ 3) ¢ jlasiV) daleal aladl
b G Apallal Alall A W) ) 50 Canged 555l 028 5 (2008M05) (8 a5 IS g Uil
& Aalall ol ¥ aaa e Tla i lae € S8 Lpalladl alad) Jaail) e alass) L))
(Hameed 2021: 2) olall G ana e 53l 5 a5 )l

(LNSPE) aluduiall ¢y jam-sly i) ilis o(Y) sl
Break Test | F-Statistic |Critical Value *| Break Date
LNSPE

Ovs. 1* 31.35318 8.58 2008M05

* Bai-Perron critical values for significance level 5%. Source: authors’ own
calculations based on
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Ll sl 8 Gead Gagd a8 2011 suad Wl syl ells a eyl e
.(Thuoaeni and ALaboudi 2021)
(LNMS) audusiall (5 m-csb JLE8) &5 o(7) 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

2007M05, 2009M08, ) «isé (V) &, dsaadl (LNDEB) s Lol
O 3 (Gl S (a0 Ll Aallae (85 ¢(2012M01, 2015M01, 2017M04
e oS adde daie V) 5 3 AN Aladl cpall aaa 8 Fada <l Jia <l sl o3
Dl et i A A0y Aaladl &3 sall 8 Jaad) dug aledl G aaa Jsal
.(Al-Fatlawy and Shukri 2021) ox=liaisl dallal) slall gl
(LNDEB) Aeluiall ¢ 5 sl JLoidl &35 (£) 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.b* 13.59213 12.25 2017M04

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

calculations based on
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Xe=u+0:Xe  +0,Xe 5+ +0,X, , +Z,...(35)
Ly ae ddadije e Al splie Ol pwie (Z,) gisedl) e (1, 0y, 6, -+,0,) (O
(Asli, Detragiache, 1998) o) &l (62) Crliis sia diad  lua o s
E(Z.) =0
B2 = {2 4 2 o
DLa) a3 B jad) LBV dualal) ciad) a8 5 il A 3 Judladl dalas DA (e
(6 sisall 5 Aiise Gl yaieS ) alall ol gl ol 358l (e g Hladl ST Gl e
Gl JlieWh pulad Gellad 58 Q55 aduadl e |me i jeieS jlaudU Bl
Agllaial g alaill Cilalea a8 lan) gl ) alas ol 2150 OV AUaill Jiay 3 el jpaciall
LSl ELE.])A @Lﬂ\ eU:'..’d\ S| STEN ) 5 aie JlEny) Adladial g il yurial) Cayla (e ac )
Cledall @l jlie Y (3 jell sbaBy¥) dpa pad jlicV) Hhi BY) e land) alissl
Al ol gl gy Alla s ) g alad) Ladill e g5 5l Chad) 353 DA L e A 4410
CulSy saill (g peall ana o (e g aladl BV anay B pdilie Ledalii )Y caluS Al 2a3
(£) P Jsaall 8 LS il
dad il 3 (linear model) z3seill 4aba dad sa Jsaall e ailaadle (S b I
dpia i b e Jy lea 308 5 doa g0 4ad 085 (442.15) (likelihood test) gw s S
V) Slo pat Al Al s dll Jsd s Gl pial o zaselll dplad e il Al aaall
(Asli, Detragiache, 1998) (483l 4 das
e A sl 73 gad Jumdl 8 il juaiall e 38D G Jgandl DA e Lyl Jaady
V) (S 905 (se il 4y sina (s shusar (AR(2)) e 5 %5 (o i 4y sina (5 st (AR(L))
oai A Aol 4 il shaial dallae a5 dle Adle Al o Jay A 23 saill
o Slae V) [ il paiall g el BDEN G el (s das sall 4kl A8 e
Akl A8l e a5 A g A a3 (AR(L)) (S lasi¥) 73 sa
dgo sk ABMay s o 8l e e 4y gine (Regime 1) JsY) alaill 8 Jasdly Sl
DMy Sl Wbl (s siall 33l () (23 (%1) Dl 28 (i ge 33l Of sl an s
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(%1) ey saill mje 3305 ¢ s 4y sima s A g 251 (2 g A S Lad 5 AT Aga
(%0.38) Jlaiay Hlasd alall (5 sinall 3345 A 5253
(Markov Smoothing Switch regime results) Jbisl zils :(0) Jsaal)

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)
0.2065 | 1.263333 0.089866 0.11353 AR(3)
0.8442 | 0.196506 0.084526 0.01661 AR(4)
0.3821 | 0.874045 0.052482 0.045872 AR(5)
Transition Matrix Parameters
0.0000 | 5.562672 0.772117 4.295033 P11-C
0.0001 | -3.90476 0.878282 -3.42948 P21-C
0.27038 S.D. dependent 4.799689 Mean
var dependent var
0.211343 Sum squared |4 536119 S.E.of
resid regression
442,154 Log likelihood | 2257173 | PUrI-Watson
-4.6105 Schwarz |, gg176 | Akaikeinfo
criterion criterion
477173 Hanna_n—Quinn
criter.
. . : (0.89) - Inverted AR
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