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Abstract

This study aims to examine the relationship between the inflation and unemployment rates in Iraq
during the period from 2004 to 2022, using a set of modern statistical and economic methods,
including the stationarity test (Phillips—Perron), linear regression analysis, Granger causality test,
and cointegration test (Johansen—Juselius). The research seeks to clarify the nature of the
relationship between these two important economic variables, both in the short and long term, to
determine whether this relationship aligns with what traditional economic theory and the Phillips
curve suggest—namely, an inverse relationship between inflation and unemployment—or whether
it differs under the specific conditions of the Iraqi economy.

The results of the analysis revealed a strong and statistically significant relationship between
inflation and unemployment. The Granger causality test indicated a bidirectional relationship,
meaning that each variable influences the other in the short term. Moreover, the cointegration test
pointed to the existence of a long-term equilibrium relationship between the two variables,
implying that the Iraqi economy tends toward balance over time despite temporary fluctuations
in price and employment levels. This outcome is attributed to the nature of the Iraqi economy,
which relies heavily on oil revenues, making it more susceptible to oil price volatility and fiscal
and monetary policy changes.

The study recommends adopting balanced economic policies aimed at achieving price stability
while increasing employment levels, through diversifying national income sources and reducing
excessive dependence on the oil sector. It also calls for activating monetary policy tools and
enhancing the efficiency of the Central Bank in managing the money supply and monitoring
inflation levels, thereby contributing to economic stability and reducing labor market volatility.
Keywords: Statistical Methods, Confirming Economic Relationships, Refuting Economic
Relationships, Inflation and Exchange Rate.
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UNIT ROOT TEST RESULTS TABLE (PP)
Null Hypothesis: the variable has a unit root
At Level
INF U
With Constant t-Statistic -1.296 -2.858
Prob. 0.607 0.07
no *
With Constant & Trend t-Statistic -1.675 -2.737
Prob. 0.719 0.234
no no
Without Constant & Trend | t-Statistic -1.408 -1.818
Prob. 0.142 0.066
no *
At First Difference
d(INF) d(U)
With Constant t-Statistic -3.410 -3.636
Prob. 0.025 0.016
With Constant & Trend t-Statistic -6.448 -3.157
Prob. 0.0003 0.125
* no
Without Constant & Trend | t-Statistic -3.317 -3.701
Prob. 0.002 0.001
* *
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Notes:

a: (*)Significant at the 10%; ()Significant at the 5%; (*) Significant at the 1% and (no) Not

Significant
b: Lag Length based on SIC
c: Probability based on MacKinnon (1996) one-sided p-values.
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flan¥) O pdpa) ae gl (2) Jsaal)

R-squared 0861473 Mean dependentvar 426996.8
Adjusted R-squared 0723886 35.D.dependentvar 1744636,
S.E. of regression 12589291,  Akaike info criterion ATV
Sum squared resid 3.40E+13 Schwarz criterion 31.78530
Log likelihood -1117.259  Hannan-Guinn criter. 31.407385
F-statistic 4483916 Durbin-Watson stat 2012883
Prob(F-statistic) 0.000008
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Pairwise Granger Causality Tests

Sample: 2004 2022

Lags: 2

Null Hypothesis: Obs F- Prob.
Statistic

INF does not Granger Cause U 17 7.5834 0.0069
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\ U does not Granger Cause INF | 7.5511 | 0.0075 \
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Johansen Cointegration Test

Date: 101525 Time: 2157

Sample: 2004 2022

Included observations: 19

Lags interval (in first differences)y 110 1

Endogenous variables: U INF

Deterministic assumptions: Case 3 (Johansen-Hendry-Juselius) Cointegrating
relationship includes a constant. Shar-run dynamics include a constant.

— Rank Tests

nrestricted Cointegration Rank Test (Trace)

Hypothesized Trace 0.05 Prop.**
Mo, of CE(s) Eigenvalue Statistic Critical Value  Critical Value
Mone * 0.760939 26.52323 15.49471 0.0008
At maost 1 0121162 2195625 3.841465 0.1384

Trace testindicates 1 cointegrating equation(s) atthe 0.05 level
* denotes rejection of the hypothesis at the 0.05 level
*Mackinnon-Haug-Michelis (1999} p~values

Unrestricted Cointegration Rank Test (Max-eigenvalue)

Hypothesized Max-Eigen 0.05 Prop.**
Ma. of CE(s) Eigenvalue Statistic Critical Value  Critical Value
Mone * 0.760939 24 32760 14 26460 0.0010
At most 1 0121162 2195625 3.841465 0.1384

Max-eigenvalue test indicates 1 cointegrating equation(s) at the 0.05 level
* denotes rejection of the hypothesis atthe 0.05 level
**Mackinnon-Haug-Michelis (1999} p~values
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