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Abstract:

This research aims to understand and measure the impact of cash sterilization policy
rates on mitigating the effects of foreign financial inflows on money supply in Iraq during
the period (2004-2021), relying on annual data for the research variables. A standard model
was estimated to determine the relationship between the research variables using the
Autoregressive Distributed Lag (ARDL) model. The Central Bank of Iraq adopted a partial
sterilization monetary policy after 2004 as a result of increasing surpluses in the balance of
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payments to raise the exchange rate of the local currency. The cash sterilization rates during
the research period resulted in absorbing and decreasing a portion of the money supply, but
they were ineffective as desired, leading to an increase in the money supply and a greater
growth rate than the Gross Domestic Product (GDP), thus making the size of the monetary
economy larger than the real economy. The study suggests the necessity of diversifying
GDP and revitalizing non-oil productive sectors, avoiding reliance on crude oil exports
whose prices are determined globally, exposing the local economy to external and internal
shocks, and devising an appropriate monetary policy compatible with other economic
policies to achieve economic and social objectives, and not following cash sterilization
policy for long periods due to its negative effects on all economic aspects of the country.

Keywords: Mone sterilization policy, Monetary policy, Money supply, Velocity of money,
Foreign financial inflows
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