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Abstract. This paper attempts to study the impact of money supply and exchange rate on the consumer price
index in Kuwait for the peried from 1976 to 1990. To achieve this goal, the empirical study is divided into two
parts, the first was a Granger causality test on the three variables to determine the nature of causality among
these variables. The second part was a Vector autoregression analysis of the impact of money supply and ex-
change rate on the consumer price lndex.

The results indicate that both money supply and exchange rate cause the consumer price index, while
causality from the latter to the others is statistically insignificant. Concerning the impact of money supply and
exchange rate on the consumer price index, the VAR results indicate that money supply and exchange rate’s
contribution to consumer price index forecast crror vaniance reache 79% and }1% respectively. On the other
hand, impulse response analysis indicates that shocks to both variables (increase in money supply and depreci-
ation of the Dinar) will lead to a higher rate of inflation over ten quarters herizon, however, exchange rate

shock effect seems to persist longer than the effect of the shock te meney supply.



	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

