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Determining the direction of the causal relationship between government spending and
inflation: an econometric study of the state of the Iraqi economy for the period 2003-2022
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Abstract:

The research is concerned with determining the direction of the dynamic causal relationship between an
important financial policy indicator (government spending) and another important indicator of economic
stability (inflation). Recent methodological developments in time series econometrics have provided
dynamic tools to be applied to these concepts to reveal the existence of the relationship. Causality of the
Iragi economy for the period 2003-2022, cross-sectional data, estimating the relationship in the long term,
and testing the Granger causality relationship referred to in the (V'EC) model to reveal the co-integration
between them. The result is that there is a direct and positive relationship between them for the periods
2003-2009 and 2010-2015, while it appeared inverse and negative for the period 2016. -2022 and the
direction of the causal relationship between them was for the first period causality in one direction, for
the two periods 2003-2009 and 2016-2022, from government spending towards inflation and not vice
versa. As for the period 2010-2015, the causality was in two directions.
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