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ARTICLE INFO ABSTRACT 
 This study examines the relationship between money supply (M2) and inflation in 

Iraq, aiming to provide perception and awareness into the effectiveness of 
monetary policy measures in controlling inflationary pressures. Through applying 
quantitative methodology, numerical data, and statistical analysis techniques, the 
study investigates the relationship between money supply dynamics and inflation 
over the period from 2014 to 2022. Data collected from reliable sources such as 
the World Bank, Central Bank of Iraq, and Central Statistical Office of Iraq. The 
analysis reveals a statistically significant and positive relationship between money 
supply and inflation, with regression results indicating that increases in money 
supply are associated with higher levels of inflation in Iraq. This finding 
emphasizes the importance of monetary policy measures in managing inflation 
and maintaining price stability. Practical implications of the study's findings 
include implications for monetary policy formulation, inflation targeting 
frameworks, financial sector development, consideration of external economic 
conditions, and long-term planning. Overall, the study contributes to the ongoing 
discussion on monetary policy effectiveness in Iraq and offers valuable 
recognitions for policymakers, researchers, and stakeholders seeking to promote 
macroeconomic stability and sustainable growth in the country.  
 
Keywords: Monetary Policy, Money Supply, Inflation, Economic Stability, 
Financial Sector Development. 

 
Introduction 

 
The efficiency of monetary policy is a critical component of economic management for all countries, especially 
in growing economies like Iraq, where achieving stability and growth is of utmost importance. One of the 
primary instruments used to implement monetary policy is the control of the money supply, as measured by 
indicators such as M2. Checking accounts, and other forms of promptly exchangeable local money are all 
included in M2. Recognizing the link between the expansion of the money supply and inflation is essential for 
policymakers as they negotiate the complicated issues of economic stabilization and growth. 
 
Iraq, a country with a rich historical background and extensive natural resources, has faced significant 
economic difficulties in recent decades, including periods of higher prices and economic volatility. When 
considering these situations, it is essential to analyze the efficacy of monetary policy, specifically its influence 
on inflation via controlling measures of money supply such as M2. 
 
This research seeks to explore the complex relationship between the fluctuation of the money supply (M2) and 
inflation in Iraq. The goal of a thorough analysis is to examine the efficacy of monetary policy measures in 
controlling inflationary pressures in the Iraqi economy. Understanding these dynamics is crucial not just for 
policymakers but also for investors, firms, and the general public, since inflationary patterns can have a 
substantial impact on buying power, investment choices, and overall economic stability. This research seeks to 
contribute to the continuing discussion on the effectiveness of monetary policy in Iraq. It intends to provide 
significant insights that can inform policy decisions aimed at maintaining macroeconomic stability and 
prosperity in the region. 
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2.Literature Review 
 

The examination of monetary policy effectiveness, particularly concerning the relationship between money 
supply (M2) dynamics and inflation, is a subject of significant interest and research in the field of economics. 
While studies have investigated this relationship in various contexts globally, the specific dynamics in Iraq 
present unique challenges and opportunities that warrant exploration. 
 
2.1. Global Perspectives on Monetary Policy Effectiveness: 
Monetary policy effectiveness is a topic of significant interest and research globally, as central banks around 
the world grapple with the dual mandate of price stability and sustainable economic growth. Understanding 
the effectiveness of monetary policy requires a nuanced analysis of its transmission mechanisms, the interplay 
between monetary policy tools and economic variables, and the broader macroeconomic context within which 
monetary policy operates (Wang et al., 2021). Research on global perspectives on monetary policy effectiveness 
has provided valuable insights into the mechanisms through which central bank actions influence economic 
outcomes. Seminal studies by economists such as John Taylor and Christina Romer have advanced our 
understanding of the transmission channels of monetary policy. Taylor's work on the Taylor Rule introduced a 
guideline for central banks to adjust interest rates in response to changes in inflation and output, emphasizing 
the importance of central bank independence and credibility in achieving price stability and promoting 
economic growth (Tao et al., 2022). 
 
Conlon et al. (2020), research explored into the historical impact of monetary policy actions on economic 
outcomes, highlighting the significance of forward guidance, communication strategies, and policy credibility 
in shaping market expectations and influencing economic behavior. Their findings underscored the importance 
of transparency and communication in central bank decision-making processes, as well as the role of credibility 
in anchoring inflation expectations and guiding economic agents' behavior (Chishti et al., 2021). Moreover, 
empirical studies conducted across different countries and regions have provided insights into the effectiveness 
of monetary policy in diverse economic contexts. The transmission mechanisms of monetary policy. 
 
From a global perspective, the challenges and opportunities facing monetary policy effectiveness vary across 
countries and regions. Advanced economies grapple with the complexities of unconventional monetary policy 
measures, such as quantitative easing and forward guidance, while emerging markets and developing countries 
face challenges related to exchange rate volatility, capital flows, and financial market stability (Elavarasan et 
al., 2020). In conclusion, global perspectives on monetary policy effectiveness underscore the importance of 
considering a diverse array of factors, including institutional frameworks, economic structures, and external 
conditions, in assessing the effectiveness of monetary policy measures. By drawing on insights from research 
conducted across different countries and regions, policymakers can tailor monetary policy strategies to the 
specific needs and circumstances of their economies, thereby promoting macroeconomic stability and 
sustainable economic growth on a global scale.  
 
2.2. The Iraqi Economy and Monetary Policy Challenges 
Iraq's economy has experienced significant transformations, particularly in the aftermath of periods marked 
by conflict and economic sanctions. These upheavals have posed numerous challenges to the country's 
economic stability and growth prospects, necessitating a thorough examination of its monetary policy 
framework and its effectiveness in addressing these challenges. 
Studies conducted by reputable institutions such as the World Bank and the International Monetary Fund 
(IMF) have shed light on Iraq's economic landscape and the challenges it faces (Al-yasiri, 2021). These studies, 
such as those by the World Bank in 2019 and the IMF in 2020, have provided comprehensive analyses of Iraq's 
economic challenges, including inflationary pressures, fiscal deficits, and the economy's heavy reliance on oil 
revenues. 
Inflationary pressures have been a persistent concern in Iraq, stemming from various factors such as supply 
chain disruptions, currency depreciation, and government spending. The inflationary environment complicates 
the task of monetary policymakers, as they must strike a balance between promoting economic growth and 
maintaining price stability. Additionally, fiscal deficits resulting from government expenditure exceeding 
revenues pose further challenges to monetary policy effectiveness, as they can exacerbate inflationary pressures 
and strain the country's financial resources (Al-Obaidi & Almashhadani, 2023). 
Iraq's heavy dependence on oil revenues also presents a significant challenge to its economic stability. 
Fluctuations in global oil prices can have profound effects on government revenues, fiscal balances, and overall 
economic performance (Alhamdany & Obaid, 2020). Consequently, monetary policymakers must navigate the 
complexities of managing inflation and promoting growth in an economy heavily reliant on a volatile 
commodity market. Furthermore, structural weaknesses in Iraq's financial sector, including limited access to 
credit and underdeveloped banking infrastructure, hinder the transmission mechanisms of monetary policy. 
Addressing these structural challenges is essential for enhancing the effectiveness of monetary policy in 
stimulating economic activity and fostering inclusive growth (Al-Karawi & Almashhadani, 2023). 
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Against this backdrop of economic challenges, the importance of effective monetary policy in promoting 
economic stability and growth in Iraq cannot be overstated. Monetary policymakers face the daunting task of 
formulating strategies that mitigate inflationary pressures, address fiscal imbalances, and support sustainable 
economic development (Ahmed & Thabet, 2022). The insights provided by studies conducted by organizations 
like the World Bank and the IMF underscore the urgency of implementing sound monetary policies that 
address Iraq's unique economic circumstances and pave the way for long-term prosperity. 
 
2.3. Money Supply Dynamics and Inflation in Developing Economies 
Research on the relationship between money supply dynamics and inflation in developing economies provides 
valuable insights that can inform monetary policy decisions in countries like Iraq. Scholars such as Fischer 
(1993) and Mishkin (2011) have conducted seminal studies examining how changes in the money supply 
influence inflation dynamics in emerging market economies. 
Yang & Shafiq (2020), focused on the importance of monetary policy credibility in managing inflation in 
developing countries. The credible monetary policies, characterized by clear objectives, transparent 
communication, and commitment to price stability, are essential for anchoring inflation expectations and 
achieving sustainable economic growth. Fischer's research emphasized the need for central banks in developing 
economies to establish credibility through consistent policy actions and effective communication strategies, as 
credibility plays a crucial role in shaping inflation dynamics and influencing economic behavior. 
Similarly, Ali et al. (2023), research delved into the role of exchange rate regimes in shaping inflation dynamics 
in developing countries. It was highlighted the importance of exchange rate stability in mitigating inflationary 
pressures and fostering macroeconomic stability. Their studies underscored the challenges posed by flexible 
exchange rate regimes, which can exacerbate inflation volatility and complicate monetary policy 
implementation. Additionally, they emphasized the significance of external factors, such as global economic 
conditions and capital flows, in shaping inflation outcomes in developing economies. Their research 
highlighted the interconnectedness of domestic and international factors in influencing inflation dynamics and 
underscored the importance of prudent monetary policy management in navigating these complexities. 
The insights provided by Ezeibekwe (2020), offer valuable guidance for policymakers in developing economies 
like Iraq as they seek to manage inflationary pressures and promote economic stability. By understanding the 
significance of monetary policy credibility, exchange rate regimes, and external factors in shaping inflation 
dynamics, policymakers can design more effective policy frameworks tailored to the specific needs and 
circumstances of their economies. Moreover, these studies emphasize the importance of adopting prudent 
monetary policies that prioritize price stability while supporting sustainable economic growth, thereby laying 
the foundation for long-term prosperity in developing countries. 
 
2.4. Challenges and Opportunities for Monetary Policy in Iraq: 
Iraq faces a myriad of challenges and opportunities in the realm of monetary policy, which are crucial for 
understanding the country's economic landscape and charting a path towards stability and growth. Insights 
into these factors can be gleaned from a variety of sources, including policy reports and analyses produced by 
institutions such as the Central Bank of Iraq and international organizations like the International Monetary 
Fund (IMF). 
1. Inflation Targeting and Price Stability: Iraq's central bank, the Central Bank of Iraq (CBI), faces the challenge 
of managing inflation and maintaining price stability amidst various domestic and external pressures. Inflation 
targeting frameworks, which involve setting explicit targets for inflation rates and adjusting monetary policy 
instruments accordingly, offer one avenue for addressing this challenge. However, the effectiveness of inflation 
targeting in Iraq depends on factors such as data quality, institutional capacity, and the credibility of monetary 
policy actions (Salih & Alhayali, 2022). 
2. Exchange Rate Policies: Iraq's exchange rate regime, characterized by a managed float system, presents both 
challenges and opportunities for monetary policy. While a flexible exchange rate can help absorb external 
shocks and maintain competitiveness, it also exposes the economy to volatility and speculative pressures 
(Ahmed & Thabet, 2022). Managing exchange rate fluctuations effectively requires a careful balance between 
market forces and central bank interventions, as well as sound macroeconomic policies to support external 
stability (Al-Taie et al., 2022). 
3. Financial Sector Development: The development of Iraq's financial sector remains an ongoing challenge, 
with issues such as limited access to credit, underdeveloped banking infrastructure, and low financial inclusion 
rates hindering the effectiveness of monetary policy transmission. Enhancing the resilience and efficiency of 
the financial sector is essential for improving the effectiveness of monetary policy in Iraq, as well as promoting 
economic growth and development (Al-Muqdadi et al., 2021). Policy reports and analyses produced by the CBI 
and international organizations like the IMF provide valuable insights into these challenges and opportunities 
for monetary policy in Iraq. These resources offer assessments of Iraq's monetary policy framework, including 
discussions on inflation targeting, exchange rate policies, and financial sector development. By leveraging these 
insights, policymakers can identify areas for reform and formulate strategies to address key challenges while 
capitalizing on opportunities to promote macroeconomic stability and sustainable growth in Iraq (Al-Rubay, 
2021). 
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Methods 
 

The study employed a quantitative methodology to rigorously analyze the relationship between money supply 
(M2) and inflation in Iraq over the period from 2014 to 2022. This approach involved the utilization of 
numerical data and statistical analysis techniques to derive meaningful insights into the dynamics between 
these two key economic variables. During the data collection phase involved sourcing data from authoritative 
sources such as the World Bank, Central Bank of Iraq, and Central Statistical Office of Iraq. These institutions 
provide official and widely recognized data on economic indicators, including money supply (M2) and inflation 
rates, which are essential for conducting a robust analysis. 
The data collection process spanned the entire timeframe of the study, from 2014 to 2022, thereby 
encompassing a substantial period that allows for a comprehensive examination of trends and patterns. By 
capturing data over multiple years, the study aimed to account for variations and fluctuations in economic 
conditions that may impact the relationship between money supply (M2) and inflation. 
Regression analysis, a powerful statistical technique, was employed to investigate the relationship between 
money supply (M2) rates and inflation. This analytical approach allows for the identification of statistical 
relationships between variables and the estimation of their magnitude and significance. By conducting 
regression analysis, the study aimed to quantify the impact of changes in money supply (M2) on inflation and 
assess the strength and direction of this relationship. The study's quantitative methodology, complemented by 
data collection and statistical analysis techniques, established a sturdy framework for investigating the 
relationship between money supply (M2) and inflation in Iraq. Through the utilization of authoritative data 
sources and advanced analytical tools, the research aimed to yield valuable insights into the intricacies of 
monetary policy and its consequence for both price stability and economic performance within Iraq. 
 
Data Analysis  
The data analysis results presented the relationship between money supply (M2) and inflation rates in Iraq for 
the period of (2014-2022).  
 

Table 1: Model Summary 
Model Summary 
Model R R Square Adjusted R Square Std. Error of the Estimate 
1 .857a 0.735 0.732 1.257500 
a. Predictors: (Constant), Money Supply 

 
The regression model achieved a high coefficient of determination (R2) of 0.735, indicating that approximately 
73.5% of the variability in inflation can be explained by changes in the money supply. The adjusted R2, which 
accounts for the number of predictors in the model, remains high at 0.732. The standard error of the estimate, 
which measures the accuracy of the regression model's predictions, is relatively low at 1.257500. 
 

Table 2: ANOVA 
ANOVA 
Model Sum of Squares df Mean Square F Sig. 
1 Regression 464.761 1 464.761 293.909 .000b 

Residual 167.619 106 1.581     
Total 632.380 107       

a. Dependent Variable: Inflation 
b. Predictors: (Constant), Money Supply 

 
The analysis of variance (ANOVA) table indicates that the regression model is statistically significant (p < 
0.001). The regression sum of squares is 464.761, indicating the amount of variability in the dependent variable 
(inflation) explained by the independent variable (money supply). The mean square value of 464.761 suggests 
that the variation in inflation is significantly influenced by changes in the money supply. 
 

Table 3: Coefficients 
Coefficients 

Model Unstandardized Coefficients Standardized Coefficients t Sig. 
B Std. Error Beta 

1 (Constant) -43.333 2.612   -16.590 0.000 
Money Supply 0.418 0.024 0.857 17.144 0.000 

a. Dependent Variable: Inflation 
 
The coefficients table provides insights into the relationship between the independent variable (money supply) 
and the dependent variable (inflation). The coefficient for the money supply variable (0.418) indicates that for 
every one-unit increase in money supply (M2), there is an estimated increase of 0.418 units in inflation. This 
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coefficient is statistically significant (p < 0.001), suggesting a strong positive relationship between money 
supply and inflation in Iraq. 
The standardized coefficient (Beta) for the money supply variable is 0.857, indicating the strength and direction 
of the relationship between money supply and inflation while controlling for the scale of measurement. This 
further supports the conclusion that changes in money supply have a substantial impact on inflation in Iraq. 
Overall, the data analysis results suggest a statistically significant and positive relationship between money 
supply and inflation in Iraq. This underscores the importance of monetary policy measures aimed at managing 
money supply growth to control inflationary pressures and maintain price stability in the country. 
 

Discussion 
 

The findings of the data analysis provide valuable insights into the relationship between money supply and 
inflation in Iraq, shedding light on the dynamics of monetary policy effectiveness in the country. The regression 
analysis revealed a statistically significant and positive relationship between money supply (M2) and inflation 
in Iraq. The coefficient for the money supply variable was found to be 0.418, indicating that for every one-unit 
increase in money supply, there is an estimated increase of 0.418 units in inflation. This finding aligns with 
economic theory, which posits that an expansionary monetary policy characterized by increases in money 
supply can lead to inflationary pressures by stimulating aggregate demand.  
The strong positive relationship between money supply and inflation underscores the importance of prudent 
monetary policy measures in managing inflationary pressures in Iraq. Policymakers must carefully calibrate 
monetary policy tools to control the growth rate of money supply while balancing the objectives of price stability 
and economic growth. This may involve implementing measures such as interest rate adjustments, open 
market operations, and reserve requirements to regulate the money supply growth and mitigate inflation risks. 
While the findings provide valuable insights, several challenges and considerations merit attention. Firstly, the 
study's focus on the relationship between money supply and inflation does not capture the full complexity of 
Iraq's economic dynamics. Other factors, such as fiscal policy, external shocks, and structural constraints, may 
also influence inflation outcomes and must be considered in policy formulation. Moreover, the effectiveness of 
monetary policy in controlling inflation may be constrained by structural weaknesses in Iraq's financial sector, 
including limited access to credit and underdeveloped banking infrastructure. Addressing these structural 
challenges is essential for enhancing the transmission mechanisms of monetary policy and ensuring its 
effectiveness in achieving macroeconomic objectives. 
 

Conclusion 
 

In conclusion, this study has provided valuable perception and awareness into the relationship between money 
supply (M2) and inflation in Iraq, shedding light on the dynamics of monetary policy effectiveness in the 
country. The analysis revealed a statistically significant and positive relationship between money supply and 
inflation, emphasizing the importance of prudent monetary policy measures in managing inflationary 
pressures and maintaining price stability. The findings demonstrated the critical role of monetary policy in 
shaping economic outcomes in Iraq, particularly in controlling inflation and fostering macroeconomic stability. 
Policymakers must carefully control monetary policy tools to regulate the growth rate of money supply while 
balancing the objectives of price stability and economic growth. This may involve implementing measures such 
as interest rate adjustments, open market operations, and reserve requirements to mitigate inflation risks and 
promote sustainable economic development. 
 
However, it is essential to recognize the broader context within which monetary policy operates in Iraq. 
Structural weaknesses in the financial sector, limited access to credit, and external vulnerabilities pose 
challenges to the effectiveness of monetary policy transmission mechanisms. Addressing these challenges 
requires coordinated efforts across various policy domains, including fiscal policy, financial sector reform, and 
institutional capacity building. In conclusion, the findings of this study contribute to the body of knowledge on 
monetary policy effectiveness in Iraq and offer valuable insights for policymakers, researchers, and 
stakeholders seeking to promote macroeconomic stability and sustainable growth in the country. By leveraging 
these insights, Iraq can chart a course towards a more resilient and prosperous economic future. 
 
Practical Implications 
1. Monetary Policy Formulation: The study's findings have direct implications for the formulation of monetary 
policy in Iraq. Policymakers can use the insights gained from the analysis to adjust monetary policy tools, such 
as interest rates, reserve requirements, and open market operations, to regulate the growth rate of money 
supply. By implementing appropriate monetary policy measures, authorities can effectively manage 
inflationary pressures and maintain price stability in the country. 
 
2. Inflation Targeting: The positive relationship between money supply and inflation highlights the importance 
of adopting inflation targeting frameworks in Iraq. Policymakers can set explicit inflation targets and adjust 
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monetary policy instruments to achieve these targets, thereby anchoring inflation expectations and promoting 
economic stability. Clear communication of monetary policy objectives and actions is crucial for enhancing 
transparency and credibility, which are essential elements of successful inflation targeting regimes. 
 
3. Financial Sector Development: Addressing structural weaknesses in Iraq's financial sector is essential for 
enhancing the effectiveness of monetary policy transmission mechanisms. Policymakers should prioritize 
initiatives aimed at improving access to credit, strengthening banking infrastructure, and promoting financial 
inclusion. By enhancing the resilience and efficiency of the financial sector, authorities can facilitate the 
transmission of monetary policy impulses and support economic growth. 
 
4. External Economic Conditions: Given Iraq's dependence on oil revenues and exposure to external shocks, 
policymakers must consider external economic conditions when formulating monetary policy. Fluctuations in 
global oil prices, exchange rate volatility, and geopolitical developments can impact inflation dynamics in Iraq. 
Therefore, policymakers should remain vigilant and implement flexible monetary policy responses to mitigate 
the effects of external shocks on the domestic economy. 
5. Long-Term Planning: Policymakers should adopt a long-term perspective when designing monetary policy 
strategies. Longitudinal studies and continuous monitoring of economic indicators can provide insights into 
the evolving dynamics of monetary policy effectiveness over time. By incorporating insights from research and 
data analysis into long-term planning processes, authorities can develop robust policy frameworks that 
promote sustained economic growth and stability. 
 
The practical implications of the study's findings underscore the importance of evidence-based policymaking 
and proactive measures to address the challenges facing Iraq's economy. By implementing appropriate 
monetary policy measures, enhancing financial sector development, and considering external economic 
conditions, authorities can foster macroeconomic stability and promote sustainable economic growth in the 
country. 
 
Future Research Directions 
Further research is warranted to deepen our understanding of the relationship between monetary policy and 
inflation in Iraq. Future studies could explore additional factors influencing inflation dynamics, such as 
exchange rate fluctuations, fiscal policy interventions, and external shocks. Additionally, longitudinal studies 
spanning a longer timeframe may provide insights into the long-term effects of monetary policy measures on 
inflation and economic stability in Iraq. In conclusion, the findings of this research contribute to the ongoing 
discourse on monetary policy effectiveness in Iraq. By highlighting the relationship between money supply and 
inflation, the study offers valuable insights that can inform policymaking efforts aimed at promoting price 
stability and fostering sustainable economic growth in the country. 
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