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Abstract
The current research paper analyses the equilibrium growth plan 2018-2022) should be pursued to stabilize the
relationship between monetary policy and economic growth economy at large, (2) the regulatory and supervisory

using autoregressive distributed lag approach over the period framework for the financial sector should be strengthened in
(1990 — 2020). The results showed that monetary policy order to assist the effectiveness of monetary policies of the

instruments significantly influenced economic growth in government, (3) the central bank of Jordan should make more
Jordan. The present paper provides the following policy use of the cash reserve ratio in regulating the operations of
implications: (1) the growth of the economy should be the commercial banks, and interest rate policy should be such
topmost consideration when implementing monetary policy. that banks can efficiently intermediate funds in the economy.

Strong macroeconomic policies (i.e., Jordan economic
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1. Introduction

Different studies have investigated the impact of monetary policy tools on economic growth. Havi and Enu (2014) [l examined
the impact of monetary policy and fiscal policy on economic growth in Ghana over the period (1980-2012). The results revealed
that money supply as a measure monetary policy had a positive significant impact on the Ghanaian economy. Kamaan (2014) @
used VAR model in Kenya and found that monetary policy did not have an impact on economic growth. Kareem et al. (2013)
[l examined the impact of fiscal and monetary policies on economic growth of Nigeria, with particular reference to the period
between (1998 and 2008). They found that monetary variables of narrow money and broad money are significant policy variables
that positively affect economic growth in Nigeria. Vinayagathasan (2013) 81 estimated the impact of monetary policy on the
real economy using a structural VAR model. The study found that interest rate shocks had a significant impact on output in
accordance with the economic theory. Montiel et al. (2012) estimated the monetary transmission mechanisms in Tanzania
covering the period (2002-2010). The results showed that monetary variables affected economic growth. Lashkary and Kashani
(2011) 1 studied the impact of monetary variables on economic growth in Iran during the period (1959-2008) and found no
significant relationship between monetary variables and real economic growth.

The effectiveness and efficiency of monetary policy is a product of a vibrant financial system. The larger the financial system,
the more sensitive interest rate of production and aggregate demand will be in an economy. Thus, economic growth stability is
based on monetary policy instruments (i.e., interest rate, money supply, and inflation rate). The main contribution of this study
differs from other studies because in this study, effects of the monetary policy on economic growth are investigated. The results
of this research give rise to some issues, of which money supply growth does not explain a whole lot of the economic expansion
in Jordan and monetary stability can contribute toward price stability. In this study, after the introduction and review of literature,
data and empirical model are presented. Following methodology and results estimates, conclusions and policy implications are
explained.

2. Review of literature

Different studies have been done to establish the impact of monetary policy instruments on economic growth, yet with little
consensus to date. Some studies have confirmed limited or no impact of monetary policy. Kamaan (2014) [ used vector
autoregressive model in Kenya and found that monetary policy did not have an impact on economic growth. The results were
corroborated by Montiel et al. (2012) who estimated the monetary transmission mechanisms in Tanzania covering the period
2002m1-2010mo9.
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Lashkary and Kashani (2011) % studied the impact of
monetary variables on economic growth in Iran during the
period 1959 to 2008 and found no significant relationship
between monetary variables and real economic growth.
However, a number of empirical studies confirmed that
monetary policy is crucial for economic growth. Havi and
Enu (2014) [ examined the relative importance of monetary
policy and fiscal policy on economic growth in Ghana over
the period of 1980 to 2012. The results revealed that money
supply as a measure monetary policy had a positive
significant impact on the Ghanaian economy.
Vinayagathasan (2013) 8l estimated the impact of monetary
policy on the real economy using a structural vector
autoregressive model. The study found that interest rate
shocks had a significant impact on output in accordance with
the economic theory. Kareem et al. (2013) ! examined the
impact of fiscal and monetary policies on economic growth
of Nigeria, with particular reference to the period between
1998 and 2008. They found that monetary variables of
narrow money and broad money are significant policy
variables that positively affect economic growth in Nigeria.

3. Data, methodology and results analysis

This paper analyses the equilibrium and dynamic causality
relationships between economic growth and monetary policy
instruments in Jordan, particularly interest rate, money
supply and level of inflation. Due to the availability of data,
the scope of the analysis will be annual time-series data for
the 1990-2020 period, establishing a small sample size of 31
observations.

LogGDP; = Bo + B1LogIR; + B.LogM2; + BsLoglFR; + & (1)

Due to the possibility of the mixed nature of stationary for
variables of interest, this paper employs the autoregressive
distributed lag (ARDL) model proposed by Pesaran et al.
(2001) B¢, Another advantage of the ARDL model is that it
allows the nonlinear relationship among the GDP, the IR, the
M2, and the IFR. The null hypothesis of no co-integration is
Ho: a1 = 02 = 03 = a4 = 0 against alternative Hy: a1 # o2 £ oz #
a4 # 0. The F-statistics is used to test the existence of co-
integration among variables. Critical values for F-statistics
test are given by Pesaran and Pesaran (2009) [l Pesaran et
al. (2001) B¢ argued that if the calculated F-statistics value is
higher than the upper bound i.e., I(1), then, the Ho of no co-
integration is rejected and concludes the existence of co-
integration. If the calculated F-statistics value is below the
lower bound i.e., 1(0), then, the Hy of no co-integration is
accepted and concludes that there is no long-run relationships
among variables. If the calculated F-statistics value is
between lower and upper bounds, then results are
inconclusive. Vector autoregressive (VAR) model is used to
find maximum lag order that was 2 through Akaike
information criterion and Schwarz Bayesian criterion as they
are ideal for small sample size. The calculated F-statistics
value (6.22) is higher than the upper bound (4.049) at 5%
significance level, showing a co-integration phenomenon
between economic growth and their determinants. The result
of co-integration is consistent with result obtained for Nigeria
(Sulaiman & Migiro, 2014) 7,

4. Conclusions and policy implications
In general, numerous developing countries are characterized
by weak institutions and financial underdevelopment which
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ensure that the effectiveness, transmission and implication of
policy differ from those of developed countries (Ghatak &
Sanchez-Fung, 2007). This invariably means that monetary
policy consideration should first be based on the level of
development in the economy. Overall, the findings of this
paper show that co-integration exists among the series in
Jordan.
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