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The Role of Fiscal Policies in Addressing the Phenomenon of Inflation in

the Iraqi Economy: An Analytical and Econometric Study Using the ARDL
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Abstract

This study examines the role of fiscal policy in addressing inflation in Iraq during the period
(2010-2024), within an economic environment characterized by structural fragility, volatility
in oil revenues, and a weak productive base. The research is based on the hypothesis that
fiscal policy instruments—namely government expenditure, public debt, and tax revenues—
have both direct and indirect effects on the inflationary path. The study adopts an econometric
approach using the ARDL model, after subjecting the time series to stationarity tests and
verifying the existence of a cointegration relationship. The dynamics of the relationship were
analyzed in both the short and long run, alongside conducting statistical robustness
diagnostics. The results reveal the presence of a cointegrating relationship, confirming the
effectiveness of fiscal policy in influencing inflation. Government expenditure and public
debt were found to have a positive relationship with inflation in both the short and long run.
In contrast, tax revenues exhibited an inverse relationship with inflation; however, their
impact remained limited due to the weakness of the tax system and the dominance of oil
revenues. The study concludes that fiscal policy in Iraq has been characterized by an
expansionary stance coinciding with inflationary waves, while the accumulation of public
debt has weakened its ability to achieve price stability. Accordingly, the study recommends
redirecting government spending toward productive sectors, enhancing the efficiency of the
tax system, and adopting a countercyclical fiscal policy in coordination with monetary policy
to achieve sustainable price stability.
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Dependent Variable: Y ]

Method: ARDL

Selected model: ARDL (1,0.0.0) \
T

I

5207143 Mean dependent var 0.714208 R-squared
3.078077 SD. dependent var 0.681593 Adjusted R-squared
5.243036 Akaike info criterion 1.948326 S.E. of regression
1.471271 Schwarz criterion 52.38461 Smn squared resid
4.191406 Hamman-Quinn_critter. -27.84319 Log likelihood
1.962184 Durbin-Watson_stat 11.83247 F-statistic

| 0.000000 Prob(F-statistic)

T

*Note: p-values and any subsequent test results do not account for model
selection.
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Phillips—Perron test L= =L <

statistic

\EXR

T
& s Level I3 3 AN 1 Difference
o i PP Sig. Result PP Sig. Result

X1 -2.118473 | 0.0412 | Not stationary | -4.392884 | 0.0008 stationary

X2 -1.967251 | 0.0589 | Not stationary | -4.741603 | 0.0004 stationary

X3 -2.334729 | 0.0295 Not -2.502308 | 0.0170 stationary
stationary

Y ~L885104 | 0.0643 Not -3.260793 | 0.0034 stationary
tionary
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Dependent Variable: D(Y)
Method: ARDL
Prob. t-Statistic | Std. Error | Coefficient Variable
toraee -5.98953 0.0154 -0.0571458 | COINTEQ*
0.0028 3.16690 0.0679 0.2147652 X1
0.0019 3.30624 18.7345 61.8423 X2
0.0023 -3.25444 0.1456 -0.4732 X3
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Null hypothesis: No levels relationship
Value Test Statistic
|
|
8.4142953 F-statistic
|
|
——— f 1
1% 5% 10%
1y 1) 1 () I(1) 1) Sample Size
5.910 4.58 4.29 3.21 347 2.63 40
5.580 4.940 4.160 3.620 3.510 3.020 A i
1 (0) and 1 (1) are respectively the v and v homnds.
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Prob. t-Statistic Std. Error | Coefficient | Variable *
. N . - W 0.0003 4.409353 0.072194 0.318427 X1(-1)
%*‘“‘“’4 éu‘ u}'@'b\ NV d"d‘ b\-d)‘j\ ‘dg'“" \ 0.0219 2.411962 11.60382 27.98416 X2(-1)
- 0.0398 -2.152094 0.028736 | -0.061852 X3(-1)
F T t LM 0.0310 -2.278347 19841.53 | -451923.67 C
- . p— bR ‘ - .\
Le"gj ?Jﬁ ( €s ) & S/ ( ) I Note: * Coefficients derived from the CEC regression.
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0.2984 Prob. F (1,42) 1191386 F-statistic

02597 | Prob. Chi-Square (1) 1270407 Obs*Resquared |
1 |
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Series: Residuals
Sample 2011 2024
Observations 14

Mean 1.27e-16
Median -0.963781
Maximum 4.360708
Minimum -3.515514
Std. Dev. 2.412178
Skewness 0.771822
Kurtosis 2.445813
Jarque-Bera  1.569144

-3 -2 -1 0 1 2 3 4 5
0.4563157
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(2023). The Role of Tax Policy
in Achieving Economic Growth in
Egypt with Application to Tax
Revenues during the Period
(2000-2020). Damietta Journal

of Economic Studies, Issue (7),

Egypt.

2. Bhumi and Joshi  (2024)
analyzed the determinants of
inflation in Nepal and concluded
that expansionary government
spending has a significant
positive impact on inflation,
especially in developing
economies with weak productive
capacity, while fiscal discipline
contributes to long-run price

stability.
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