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Efficiency of Iraq stock exchange Market and monetary policy:
Econometric study for period (2007-2012)

Asst. Prof. Nabil M. Al-Janabi (Ph.D.)

Abstract:

This research tried to study, efficiency of Iraq stock exchange for monetary
policy. Knowledge of impact of monetary policy on the stock market, policy-
makers can design appropriate policies to direct investments to selected
sectors. In addition, this study serve to shed light on emerging market and to
identify the extent of its efficiency, is in addition to the economic literature in
this area, and to identify the extent of the applicability of the efficient market
hypothesis under rational hypothesis. More specifically, this study attempts to
answer a following question: Is belief, that stock markets in developing
countries are not efficient comprehensive for each market in its? Or that each
developing country conditions is that control the efficiency of markets,
including the stock market? Moreover, this study attempts to apply self-vector
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auto regression model (VAR) to identify the nature and direction of
relationship between stock prices and money supply in Iraq. The study
examines stationary of statistical properties of the time series to see how of
whether or not. something important in a design of economic models to avoid
the problem of Spurious regression between variables is static, any regression
caused by a general trend in the time series of variables, it is not evidence of
an economic relationship between them.
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Source: Frederic S. Mishkin, The Economics of Money, Banking and Financial, 7" Edition. Person
Addison-Wesley, New York, 2004, p 170.
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s ALy (3)ise) Sl CailSy HsSaall iAW) alasinly (Al oS Hlial o
) 3238 Jamay Ahal) Hliall Cipen yras agad) Slend bl &)1 end 1Y)
dainsy LSy (gsiaally A8Ls CilS 358l (mpe e il Wal o il Jama s 4ol
I sl A gatia zhsal oly dhasall ety ALalKie sl cilyanall of ) oY) IS

(%) ds
(ADF) ayla) las)
lSt
Variable Level Difference

ADFtest | ADFrest | 1% 5% 10%

ISX; -2.162 -4.419" | -3550 | -2.9135 | 2.5945

M 31217 | - -3.527 | -2.9145 | -2.5950

EXq -1.774 -4.489" | -3548 | -2.9126 | -2.5950

R¢ -0.852 -4.832"° | -3.555 | -2.91552 | -2.5955

Cpit -1.365 -6.120° | -3.030 | -2.91354 | -2.5945
(Gretl) ‘;LLAAY\ C_AL:).J\ :)MA]\
7 35a(VAR)

by saac] JS& e daimse c¥alee Guedd (V) Gale 3 LAYzl coyedal 13
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ey JLERY) 1aa 6 Lealadiad di ) Bl shalall 58 apan il (VAR) lasy)
ol il e ply Calan 5,78 et 2y Cagn A8y ST il ) dal) Jal
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lmn ¥ alipdl i+ el
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cualy Al A Sl ety i) DA (e (S g3 (Likelihood) jleas (1.208628)
aaly calany i) 5l 5y s (gAY clalaall o dad el a5 (920.5106)
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Gl Zisa Cpania B)lida B)aie Aalaa Juzadl o)) Aalas

ISX; = 1.03027378*ISX(-1) - 0.2778915602*ISX(-2) - 0.00389617799*M1(-1) +

[ 8.01608] [-2.06188] [-1.93543]
0.004317988422*M1(-2) - 0.01376952173*EX(-1) - 0.02289554524*EX(-2) —
[ 1.87993] [-0.04848] [-0.08822]
1.306222414*R(-1) + 0.2721938769*R(-2) + 0.0002565687156*CPII(-1) +
[-0.37577] [ 0.07675] [ 0.26595]
0.0002850715631*CPII(-2) + 59.333944* C,
[ 0.29257] [2.36480]
R-squared 0943150
Adj. R-squared 0.917437
Sum sq. resides 31.00370
S.E. equation 2.54456
F-statistic 52.79060
Log likelihood -920.5106
Akaike AIC 1.208628
Schwarz SC 9.556452
Mean
dependent 67.23906
S.D. dependent 52.76367

sl (1) dad: [ ]
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Dsaall Qags il el il 8 adiead) josiall sk Cas olld U ¢ saaly
Llaial Guid gagend) el L) ¢ el desall Eigan ey Cipe Al il aae a8
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Dbl el bl GligSa (e (%01 00V) (ra SS) b dil) (ipe i o) 2Ly LS
A o) Aiae 4000 Clyil) GaliaiV a5 gdis A ey o) (V1) 35380 3 g
o A e b il Janal L) alisy (%V,0) Ay (Y+) Byl b mlias
eSay Lae echialy (ol Ay () £) 53l 8 L ssie el (& (%0F) il jdsll
AL 3l Ghall and plall il (il jadi (A adimil) Jaee dsea)

(V) ds

Variance  Decomposi tions for d_|_isx

Period d | isx dlml dlrdcpi std.

error

[

0.08  100.0000 0.0000 0.0000 0.0000

2 0.09 86.5599 7.4916 5.7419 0.2067
3 0.11 86.6390 5.3264 4.0619 3.9727
4 0.12  76.5287 9.1093 10.7048 3.6572
5 0.13  73.5260 13.8307 9.2361 3.4072
6 0.14 72.4477 12.6393 10.9387 3.9743
7 0.15 70.9699 14.7063 9.8829 4.4410
8 0.16 70.2043 13.1724 12.7036 3.9197
9 0.16 69.4533 13.5420 12.6316 4.3732
10 0.1 68.2299 14.4628 12.5334 4.7739
11 0.1 68.1552 14.3456 12.4612 5.0379
12 0.1 68.6867 14.3605 12.0751 4.8777
13 0.2  60.5445 15.7913 9.6811 13.9832
14 0.3 26.5984 14.1931 5.9542 53.2543
15 0.3 28.0173 11.5237 14.8829 45.5762
16 0.4 39.8614 8.2785 10.2913 41.5688
17 0.5 46.1808 6.1455 16.2795 31.3942
18 0.5 45.5413 6.1025 16.8826 31.4736
19 0.5 48.9894 8.1977 15.7400 27.0729
20 0.5 44.4916 7.5551 17.8852 30.0681
21 0.6 41.8160 12.8495 15.7002 29.6342
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Vector Autoregression Estimates

Date: 10/09/13 Time: 13:14

Sample (adjusted): 3 74
Included observations: 72 after adjustments
Standard errorsin () & t-statistics in [ ]

CPII R EX M1 ISX
4.008602 -0.011205 0006721  -5.619315 1.030274 ISX(-1)
(17.1531) (0.00480) (0.05308) (4.46078) (0.12853)

[ 0.23370] [-2.33585] [0.12662]  [-1.25972]  [8.01608]

13.29783 0.007190 -0.065216 2524057  -0.277892 ISX(-2)
(17.9872) (0.00503) (0.05566) (4.67770) (0.13478)
[ 0.73929] [ 1.42931] [-1.17173]  [0.53959]  [-2.06188]

-0.106465 0.000346 -0.003444 0961413  -0.003896 M1(-1)
(0.50219) (0.00014) (0.00155) (0.13060) (0.00376)
[-0.21200] [ 2.46341] [-2.21637]  [7.36159]  [-1.93543]

0.015303 -0.000247 0.002118 0.003627 0.004318 M1(-2)
(0.48840) (0.00014) (0.00151) (0.12701) (0.00366)
[ 0.03133] [-1.80763] [1.40128]  [0.02855] [ 1.87993]

17.29778 -0.020773 1.400107  -4.827167  -0.013770 EX(-1)
(37.9052) (0.01060) (0.11729) (9.85749) (0.28402)
[ 0.45634] [-1.95965] [11.9371]  [-0.48970]  [-0.04848]

-14.97498 0.032629 -0.549687  -1.971159  -0.022896 EX(-2)
(34.6355) (0.00969) (0.10717) (9.00719) (0.25952)
[-0.43236] [ 3.36858] [-5.12808]  [-0.21884]  [-0.08822]

310.2940 0.570125 0.146201 1474736 -1.306222 R(-1)
(463.925) (0.12974) (1.43553) (120.647) (3.47613)
[ 0.66884] [ 4.39430] [0.10184]  [1.22236]  [-0.37577]

3.096846 0.460385 -1.931511  -215.1319 0.272194 R(-2)
(473.289) (0.13236) (1.46450) (123.082) (3.54629)
[ 0.00654] [ 3.47826] [-1.31880]  [-1.74787]  [0.07675]

0.825694 9.15E-06 -9.06E-05  -0.017731 0.000257 CPII(-1)
(0.12875) (3.6E-05) (0.00040) (0.03348) (0.00096)
[ 6.41299] [ 0.25418] [-0.22742]  [-0.52955] [ 0.26595]

-0.028025 3.28E-05 -0.000316 0.001481 0.000285 CPII(-2)
(0.13004) (3.6E-05) (0.00040) (0.03382) (0.00097)
[-0.21551] [ 0.90300] [-0.78493]  [0.04380]  [0.29257]
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-2152.146 -18.69946 254.8005 11441.84 59.33394 C
(21707.0) (6.07060) (67.1680)  (5645.04) (162.647)
[-0.09915] [-3.08033] [3.79348]  [2.02688]  [0.36480]

0.904706 0.980221 0.995773 0.996573 0.943150  R-squared
0.889084 0.976979 0.995080 0.996012 0.917437  Adj. R-squared
5.52E+08 43.18990 5287.429 37346876 31000370  Sum sq. reside
3008.805 0.841446 9.310164 782.4601 22.54456  S.E. equation
57.91264 302.3119 1436.906 1774.121 52.79060  F-statistic
-672.8645 -83.76544 -256.8347 -575.8909 -920.5106  Log likelihood
18.99624 2.632373 7.439854 16.30253 1.208628  Akaike AIC
19.34406 2.980197 7.787678 16.65035 9.556452  Schwarz SC
17318.58 11.43056 1287.306 23811.78 67.23906  Mean dependent
9034.367 5.545780 132.7279 12389.96 52.76367  S.D. dependent

Determinant reside covariance
(dof adj.)
493E+16 Determinant reside covariance
-1894.557  Log likelihood
5415436  Akaike information criterion
55.89348  Schwarz criterion

1.13E+17

g5 e Gl ialsa

1. Eugene Fama, "Efficient Capital Market 11", Journal of finance, Vol.
29, No. 5, Dec. 1991, p. 1376.

2. E. fama, "The Behavior of Stock Market price", Journal of Business,
Vol. 38, no.1, Jan. 1965, pp. 34-105.

3. Jeffrey A. Boyd, priyanka Gupta, Mark Mitchell, "Over view of the
Efficient Market hypothesis," final project, Belling SYS 654, June, 2007.
4. Locio Sarno , Dania Thornton ," The Efficient Market Hypothesis and.
5. Identification in Structural SVAR" , working paper , Reserve Bank St.
Louis 2003, pp.1-20 .

6. Pesaran Patton H., Expectation Formation and Macroeconomic
Modeling, Journal of American Statistical Association, 55, 2001, p 81.

7. M. Beechey, D. The Efficient Market Hypothesis: A Survey, Reserve
Bank of Australia, Research Discussion Paper, January , 2000, P 8.

8. Douglas, A., Ruby, Macroeconomic Theory, 5'" Edition, Grow — Hill,
INC, New York, 2002, pp 121-124.

9. Ibid, 126.

10. M., Beechey, The efficient. ... op, cit, pp12-14.

11. Ibid, p17.

1o A0S0 — dnbedi s — 0




o VY Gutd ¥ 2] 10 aedal) | | Gl buidid 9 dud 310 0 Gubiteld o bid| duding)

12. Ercan Balaban, stock market efficiency in developing economy:

evidence from Turkey, discussion paper no: 9612, central bank of the

republic of turkey, march, 1996, pp 1-23.

Jalo aga¥) (G g 8o LaS g dpamil) Aubiad) ¢ alas (g9 (e e el Pladis 3 2es Y
Na @Vl 1V ev-Aq

14. Lawrence S. and Richard T. , Monetary policy and stock returns: are

stock markets efficient?

15. Abdulnasser Hatemi, Money supply and the informational efficiency

of the stock market in Korea: evidence from an alternative methodology,

journal of economic integration, 17 (3), sept. 2002, pp 517-526.

16. Yinxia Guo, The efficiency of the Chinese stock market with respect

to monetary policy, thesis for master programmer in finance, school of

economics and management, Lund university, pp136.

17. Yinxia Guo, The efficiency of the Chinese stock market with respect

to monetary policy, thesis for master programmer in finance, school of

economics and management, Lund university, pp 1-36.

18. Anand Sasidharan, Stock markets reaction to monetary policy

announcements in India. Mpra paper, no. 24190, 2020.

XY sl ¢ Ala) Bl GBlall Bsas ) 4

gailly b calllaia g ‘;\jd\ Sl bl Al dlud) ‘CJLA AVEUREVE PRI i
NeooA e L.;)S)AS\ aﬂ.\.\j\ 69531.»4:@3!\

21. Identification in Structural SVAR", working paper, Reserve Bank St.
Louis, 2003, pp.1-20 .
22. Dickey, D. A. and Fuller, Distribution of the estimators for
Autoregressive time series with a unit root, Journal of the American
statistical Association, vol.74, pp. 427-28.

23. Locio Sarno, Dania Thornton, " The Efficient Market Hypothesis and
Identification in Structural SVAR" .. op. cit, p. 11.

Yoy w0 — duelet — dumels — 1199




