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Abstract

This study aimed to measure the impact of monetary policy, represented
by broad money supply, average exchange rate, and interest rate as
independent variables, on economic growth as a dependent variable during
the period from 1990 to 2022 in Yemen. The study employed descriptive and
analytical methods, including the Johansen test for cointegration and the
Vector Error Correction Model (VECM). The results indicated that the central
bank utilized modern tools alongside traditional monetary tools, significantly
contributing to achieving the objectives of monetary policy. These tools
included open market operations and the discount rate. In the econometric
part of the study, three cointegration vectors were found among the study
variables according to the impact and maximum eigenvalue tests. The
application of the VECM revealed a long-term causal relationship between
economic growth, money supply, exchange rate, and interest rate, with the
error correction term (ECT) showing a negative and significant value. The
study concluded that there is an active role for monetary policy in achieving
economic growth; however, negative impacts from financial and monetary
crises affect this growth. Consequently, the study recommends supporting the
central bank to diversify foreign currency reserves with a basket of currencies
in addition to the dollar and emphasizes the necessity for monetary policy to
control the large money supply to achieve a balance between money supply
and GDP, aiming for equilibrium between the real and monetary sectors. The
study also recommends taking additional measures to enhance economic
growth, such as increasing government spending on productive sectors.
Keywords: Monetary policy, broad money supply, GDP, cointegration.
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VAR Lag Order Selection Criteria
Endogenous variables: DLCPI DLER DLFR DLGDP DLM2
Exogenous variables: C
Date: 09/10/24 Time: 19:52

Sample: 1990 2022
Included observations: 30

Lag LogL LR FPE AIC SC HO
0 -87.97170 NA 0.000338 6.198113 6.431646 6.272823
1 4495941 212.6898* 2.61le-07* -0.997294* 0.403904* -0.549039*
2 57.76573 16.22134 6.84e-07 -0.184382 2.384480 0.637419
3 83.46773 23.98853 1.01e-06 -0.231182 3.505344 0.964165

* indicates lag order selected by the criterion

LR: sequential modified LR test statistic (each test at 5% level)
FPE: Final prediction error

AIC: Akaike information criterion

SC: Schwarz information criterion

HQ: Hannan-Quinn information criterion
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Max- Eigen Test Trace Test
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0.05 -Max 0.05 B
Trace
Critical Eigen Critical ol
Prob. Prob. Statistic
Value Statistic Value on skl
Ol el |
46.23142 | 53.54642 125.6154 Farg Y
0.0002 0.0000 189.1709
Nv
40.07757 | 39.15120 95.75366
0.0633 0.0000 135.6244 | *(1) .30
96.47324 Ned
33.87687 | 36.86278 69.81889
0.0209 0.0000 *(2) a8l
59.61046 Ned
27.58434 | 32.99712 47.85613
0.0170 0.1115 *(3) bl
A%
21.13162 | 14.74891 29.79707
0.1532 0.1636 26.61335 (4) 3l
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DLGDP - B0 +B1 (DLCPI) + B2 (DLER) + B3 (DLM2) + B4 (DLFR) + ¢t
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Dependent Variable: DLGDP
Method: Least Squares
Date: 09/10/24 Time: 22:22
Sample (adjusted): 1990S1 2006S1
Included observations: 33 after adiustments
Variable Coefficient Std. Error t-Statistic Prob.
C 8.061762 0.942345 8.555003 0.0000
DLCPI -0.292906 0.101006 -2.899877 0.0072
DLM2 -0.490964 0.188827 -2.600079 0.0147
DLER 1.468285 0.252432 5.816550 0.0000
DLFR -1.152172 0.329685 -3.494766 0.0016
R-squared 0.811177 Mean dependent var 7.799065
Adjusted R-squared 0.784202 S.D. dependent var 0.842102
S.E. of reagression 0.391190 Akaike info criterion 1.099481
Sum squared resid 4.284831 Schwarz criterion 1.326224
Log likelihood -13.14143 Hannan-Quinn criter. 1.175773
F-statistic 30.07178 Durbin-Watson stat 0.902864
Prob(F-statistic) 0.000000
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Breusch-Godfrey Serial Correlation LM Test:
Null hypothesis: No serial correlation at up to 2 lags

F-statistic 1.169407 Prob. F(2,26) 0.3264
Obs*R-squared 2.723504 Prob. Chi-Square(2) 0.2562

Test Equation:

Dependent Variable: RESID

Method: Least Squares

Date: 09/10/24 Time: 22:50

Sample: 1990 2022

Included observations: 33

Presample missing value lagged residuals set to zero.

Variable Coefficient Std. Error t-Statistic Prob.

C -76.74526 926.2077 -0.082860 0.9346

DLCPI -0.939525 4.920212 -0.190952 0.8500

DLFR 4.853531 43.47650 0.111636 0.9120

DLER 0.963112 2.491666 0.386533 0.7022

DLM2 -0.093407 0.295809 -0.315770 0.7547

RESID(-1) 0.313561 0.206033 1.521899 0.1401

RESID(-2) -0.200745 0.273384 -0.734294 0.4693

R-squared 0.082530 Mean dependent var 1.09E-12

Adjusted R-squared -0.129193 S.D. dependent var 1068.865

S.E. of regression 1135.813 Akaike info criterion 17.09392

Sum squared resid 33541856 Schwarz criterion 17.41136

Log likelihood -275.0496 Hannan-Quinn criter. 17.20073

F-statistic 0.389802 Durbin-W atson stat 2.053733
Prob(F-statistic) 0.878786

eviews12zsby o sbas¥y CoUl Jos o : bl
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P=0.485 iy a3y F= 0.885375 i csls” e Breusch-Pagan-Godfrey
ggial) G Al by 118 e gm 12 (%00.05) o 5T 2 0
ot il sl (8) Jour

Heteroskedasticity Test: Breusch-Pagan-Godfrey
Null hypothesis: Homoskedasticity

F-statistic 0.885375 Prob. F(4,28) 0.4854
Obs*R-squared 3.705261 Prob. Chi-Square(4) 0.4474
Scaled explained SS 2.990980 Prob. Chi-Square(4) 0.5593
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11.55 1024.84 75.45 13.92 9 1990
15.82 1045.02 83.14 22,12 15 1991
20.67 1131.98 102.68 28.5 15 1992
28.06 1178.03 135.86 39.54 15 1993
41.92 1203.52 167.17 55.24 17 1994
65.01 1343.69 248.26 100 27.5 1995
84.99 1424.87 269.55 128.19 28.5 1996
86.84 1538.19 298.39 129.28 18 1997
92.3 1637.73 333.35 135.88 17 1998
100 1682.6 379.29 155.75 25 1999
104.59 1757 474.53 161.73 17.5 2000
117.5 1861.25 563.05 168.69 17.5 2001
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145.6 2067.7 855.07 183.45 18 2003
163.6 2163.55 974.17 184.78 18 2004
183.18 227474 1107.28 191.42 18 2005
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11.17 2756.33 2266.72 219.59 30.5 2010
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G.M.Voss and L.B.Willard, Monetary policy and the exchange rate, Evidence

from a tow country model, journal of Macroeconomics, science direct,
Elsevier, 2008. Doi: 10.1016/j.jmacro.2008.09.002
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