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Abstract

This study aims to investigate the long- and short-term relationship between money supply (M2) and inflation in
Sudan during the period (1990-2022), an era characterized by chronic inflation and deep structural challenges. The
problem addressed in this study stems from fundamental imbalances in Sudanese macroeconomic indicators that affect
aggregate demand and supply. The inflation rate is considered one of the most prominent of these indicators and the one
with the greatest impact on economic stability, which calls for determining the nature and strength of the impact of
monetary policy on inflation under the exceptional economic conditions that the country has experienced. The study's
hypotheses are based on the theoretical foundations of monetary economics and contemporary scientific literature,
assuming a statistically significant positive relationship between the money supply and the inflation rate, a significant
effect of the money supply on inflation in both the short and long term, the existence of a long-term equilibrium
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relationship between the two variables, and the estimated model being characterized by structural stability and
consistency. Using the augmented time series regression (ARDL) methodology and the error correction model (ECM) on
annual data, the ARDL boundary test showed a long-term cointegration relationship, where a 1% increase in M2 leads
to a significant increase of 1.49% in long-term inflation, providing strong support for the quantity theory of money in the
Sudanese context. The ECM coefficient of -0.40 indicates a correction of about 40% of the imbalances annually,
indicating a relatively slow dynamic adjustment. Diagnostic and stability tests confirmed the robustness and internal
validity of the model, and the results highlight the monetary nature of inflation in Sudan, which is attributed to structural
constraints, limited monetary policy tools, and the dominance of fiscal deficits. Accordingly, the study calls for
comprehensive monetary reforms, including.

Keywords: Inflation, Money Supply, ARDL Dynamic Adjustment, Error Correction Term.
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Augmented Dickey-Fuller test statistic

Variables D Test statistic 1%cv 5%cv 10%cv Prob.*
LOG(INF) 1 -1.960842 -2.64720 -1.95290* -1.610011 0.0492
LOG(M2) 1 -3.126870 -2.6472% -1.952910 -1.610011 0.0029

*MacKinnon (1996) one-sided p-values.
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Bounds Test

Test Statistic Value
F-statistic 3.83303

Bounds Critical Values

10% 5% 1%
Sample Size 1(0) (1) 1(0) (1) 1(0) (1)
30 3.303 3.797 4.090 4.663 6.027 6.760
35 3.223 3.757 3.957 4.530 5.763 6.480
Asymptotic 3.020 3.510 3.620 4.160 4.940 5.580
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Cointegrating Coefficients

Variable * Coefficient Std. Error t-Statistic Prob.
LOG(M2) 1.494915 0.467818 3.195502 0.0033
C -2.020397 1.729235 -1.16837 0.2519
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Variable Coefficient Std. Error t-Statistic Prob.
COINTEQ* -0.404854 0.115474 -3.506016 0.0014
LOG(M2)** 0.605223 0.216730 2.792521 0.0092

C -0.817966 0.659798 -1.239722 0.2250
R-squared 0.283240
Adjusted R-squared 0.233809
F-statistic 5.729933
Prob(F-statistic) 0.007997
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