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Abstract

The paper attempts to explore the functioning of foreign exchange market in an oil dominated economy with a
pegged exchange rate as a nominal anchor. Some mainstream theoretical models and empirical findings are
presented to understand the Iraqgi arrangements and policy, through an international perspective. Also, the paper
addressed the essential components of foreign exchange operations of the central bank, highlighting the
interconnections between the government budget and the central bank balance sheet.

The accounting and behavioral aspects of the private sector demand for foreign exchange are carefully
considered in terms of international reserve , monetary base, and money supply.

Furthermore, the research work deals with the real appreciation of the Iragi dinar and its economic
consequences. In this regard, bilateral real exchange rates of the Iraqi dinar with the major currencies are computed
for the years 1988-2003. Furthermore, positive co-movement of oil price and real exchange rate of Iraqi dinar and
correlations with real exchange rates of other currencies are investigated.

Considering the crude oil price sharp decline and huge budget deficit, due to limited non-oil source of finance,
public debt monetization will be constrained by the international reserve of the central bank, the fact that this paper
confirms. The need for institutional changes in the budgeting and regulatory set of the financial sector has become

very clear as a necessity for fiscal sustainability and foreign exchange market stability.
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B X A M
2013 susd ae | s Qo | oebed) B | A | el A
1999 Onlaad) 1988
2007
190.68 22.5 100.0 | 1988
122.03 14.4 63.8 | 1991
103.39 12.2 54.1 1992
86.44 10.2 451 1993
98.95 72.90 75.42 8.9 39.7 | 1994
103.52 86.20 94.92 11.2 49.7 | 1995
122.13 105.62 112.71 13.3 59.0 | 1996
110.29 102.88 107.63 12.7 56.4 | 1997
72.32 113.22 110.17 13.0 57.9 | 1998
100.00 100.00 100.00 100.00 11.8 524 | 1999
153.42 108.84 106.87 103.39 12.2 54.4 | 2000
127.96 132.70 131.27 116.95 13.8 61.5| 2001
128.96 151.09 151.17 135.59 16.0 71.3 | 2002
145.27 184.14 186.80 176.86 20.87 92.76 | 2003
187.80 288.71 294.05 295.25 34.84 154.84 | 2004
258.81 377.09 383.32 386.53 45.61 202.71 | 2005
299.58 560.51 570.07 572.03 67.50 300.00 | 2006
323.68 784.20 800.25 847.46 | 100.00 444 .44 | 2007
418.79 902.83 930.25 972.03 | 114.70 | 509.778 | 2008
266.51 1049.94 1082.42 | 1071.86 | 126.48 562.12 | 2009
337.99 1014.53 1033.13 | 1076.86 | 127.07 564.76 | 2010
458.55 976.89 993.62 | 1093.64 | 129.05| 573.56| 2011
450.92 1005.53 1014.32 | 1101.86 | 130.02 577.87 | 2012
432.43 1034.04 1052.47 | 1101.86 | 130.02 577.87 | 2013
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ug ll cillacllg sl el Lyall o gl A gl el Ll

1999 julu]l i

Japan China | India Korea | EU UK USA FEWR)

63.8 89.1 74.5 56.5 78.1 75.42 | 1994
73.8 95.6 90.4 67.0 95.5 94.92 | 1995
106.0 107.5 | 111.0 81.3 115.2 112.7 | 1996
108.5 102.0 | 103.7 90.1 105.4 107.6 | 1997
119.8 106.6 | 108.2 127.9 106.6 110.2 | 1998
100.0 100.0 | 100.0 100.0 | 100.0 | 100.0 100.0 | 1999
111.6 106.5 | 107.2 99.3 120.7 | 113.2 103.4 | 2000
157.8 123.0 | 126.1 126.8 | 141.3 | 136.9 117.0 | 2001
185.7 145.9 | 146.6 140.7 | 154.1 | 152.5 135.6 | 2002
213.3 192.5 | 180.6 1729 | 168.2 | 184.6 176.9 | 2003
308.1 317.8 | 289.9 274.8 | 256.7 | 278.4 295.3 | 2004
434.2 418.3 | 365.8 3235 |339.7 |371.6 386.5 | 2005
696.2 611.6 |542.1 450.6 |503.2 |547.9 572.0 | 2006
993.8 848.4 | 708.4 652.0 | 6879 | 7514 8475 | 2007
1108.6 871.2 | 820.3 877.2 | 738.3 |932.2 972.0 | 2008
1293.0 948.4 | 905.1 1088.5 | 855.1 | 1187.6 | 1071.9 | 2009
1242.9 930.2 | 779.7 979.1 |902.9 | 1190.0 | 1076.9 | 2010
1127.1 881.6 | 766.1 944.3 | 876.5 | 1149.0 | 1093.6 | 2011
1166.6 862.5 |825.1 966.8 | 952.8 | 1163.0 | 1101.9 | 2012
1446.1 831.4 | 827.9 941.3 | 9235 |1166.2 | 1101.9 | 2013

Ealyl dae) @ juaal)

Jad Unad ) Joall dlli cdlas 5 (B el jlnall oy AUEY A88SY Gipuall Jlawd o diLa) g
ailany) Lgh sina g dalsi ) cdlalie clua 5 a9 dlad REER Alladl) Adbal i pual)
Sl U U S8al Cial e gad Jara o Badlg Jadil ey Geall ladd o
2013 ale 5 Jlandl o oad @lliy . Joal AR Gl e ga ¢l Y Lay Ladi e (B el
. 2004 L e (il xie g L

ol g Sl edlee o AN BB Gipall jrw gad Jia ¢ a8 Jgaad) i pdise (g
Oa—all g Aigh (3 Lin g AU 5 il By . g el 5 cpmeall s igh B L ge S S
L ga gmall g kal ¢a Ly digh B olS 188 Jlad) BSal Gipal s Wl ol
o= Laaddia oS Lad) W jlaa ) 85 b (allily ol mall 8 Adal) G pall jaw of Aol
Rad ) i e G ST Bl Jlall Rall el s sal s el
Jagi i A Nadl) Addal) Gipall Jlad g Al 488 Cipall jled o claaldl Gy LJadill
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Aslaal g bl oLy 43S paY) Baaial) il ol Jladl) Adal) Cipall jrw pa Liuss
Lil U el jead) o) clalifind) aaf oy . Jladl Adal Gial jew Al 8 Saaia)
=S Noall Jladl Bdal Gipal) e ga Adle dplas) 4 ginayg Luse by
Cpall g 1ighl A Tadl) g AEY Gipual) e ga (g sirag g Bl Y Loy (Al 3D
o Jball Al Gijpal) jew Blj)g ¢ gpsall AUEY BdaY Gipall e Alla 8 dllisy
Y s Ll badl)
il ail eugea gl leud s pl adi ol iga

e Bl ) cdlalaa | Lo ) cBlales | sall Jana | pall Jana claglaall g uicial)

Bi) e | Cijpal) gt pe | ALy gsiad) | ALy g osiad)

Jdl —Bia)) | al—e | (A G
S | 2013 52004 | 20135 1994
0.123 *#(0.619) (0.39) (0.3) | ZLusiad Ly ipal)
*%(0.876 *#(0.801) 3.63 1.8 ugh | Al s
*%0.743 **(0.657) 4.44 1.4 el | Agibgl Alaad o
(0.350) (0.342) 1.3 (1.3) Sl [ S Ny
0.058 (0.199) (1.8) (0.1) | 3asidl) dsted)
*%0.784 *%(0.875) (0.46) 2.57 s
*%(0.941 **(0.666) 14.09 17.18 &

(0.119) (0.110) (2.48) (0.56) | iugiadl LS | iyl o
*+0.604 (0.359) 0.06 0.37 Bl | Jad) G
*%(.606 (0.153) 3.49 1.42 Sl REER

*%(0.715) 0.217 (0.77) (1.87) RER)
*#(0.562) *%0.835 (3.05) (0.78) | 5aaiad dstea)
0.059 *(0.507) (1.15) (0.1) susd
*%(0.640) 1 (1.88) (0.6) | cl— N
daaial)

1 8.0 9.51

2013 < Yoy Adal) bil) pw

Sy g —i2a * <0.01 ;\NégMé‘gﬁ\u** sl a8 ) Jw()‘&:l.d\ Nae) & pigal) scllaadle
A BEAY G all e 5 Lilaa) s sine g ggd LY Jalaa (350 Ale gl Y Leic g ¢ 0.05 AN
Aldad) L2 e Jladll s 1999 ale (e Tay g8l
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= iy (g S pal) lill A gu) bl Baly 3y e A Glidall e Lgale (aldd)
35— ) e Agia¥) Alaall (aldl) pUsRY allal by Lasis 5 .4 o) (e gl La 3 gaa
O=Sas ¥ s Al dga e 08 dipal) e i cilagia ) paiad ol jdsal Ja addl
Alall o Galdl) pUail) culh by B A al) Sl Adal) G pall e il 3 JUES)
b i aal) Bdad pay ) il (g 38 el cliall Ay gal) cullaliad) et Lallag L Aguiad)
A g piaal) Al 8 AagSal) adlasll sl analls dga e paldd Uil el j3)
Agsle afeil) A Jaag L cijlaal) 8 Latldl) clblaay) § el

@ilsy 1997 s J aduaill o Gl jrw o Jlaaadl 5y clily Judad g gl
S Oy ABNAY) Cranadil 2003 ale gy 3mS N aray addl AGEAY Ll Saa )
Al il 8 gl Jalad (s siea 8 il A A i Jlandd alall g siall ASja g pand) i pual
Bmdy by aLadN) ) paiad a8 gial) Chay B al) Jlpall LE8al Gijall jrw Baly) cilual
JAial) dlea)
Bl iy ran ) gl i G G Clpdatia G ol lail) Al jal) @ gkl A
Aulped) G plauad¥) G g ) g} b AndlSa Jaf gudng (g 38 pall il BN gl
JAg A g JLiaY) 5 (380 g ailaal) Jandl Aalail yy ohat A8 )1 gl oY) g dgadll
O Apial) Aanll Jlayd qislad g b puall (3o adall & pdd Glaa) o A8l ¢ il glaal)
oabal B el L) Ly A sl ¢ osda sl IS 5. aldl) pUARY ) essall )
S Alaay) Jdadl o sl Asda¥) Aleall aud dagSal) 58U ae ABDally z W B
i) g AaSh (Cp ABVAY ciilSy L AMaaY) nally bghd ) Gl al g el (§ g
Ay i) 9 Aga gl bl (A dadal g i pual) (o A
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LS5 il gia 1) 2003 alal o) giesa 8 B ad) Slsall Sdal Gal) e adiy) sl
A i) §yalal) e il e AU el Al st dday gall sl (2 el
Sl g il Ay o3 5 AabaiBy) duabpnad) danl yo g gl 1B i gy g . alid) pUARL
Aglaiad ) dsaal)

SAY) 5 Gigma b LS Jladl) S Gl s b Adeld ESY) patall a e Sad) 5N
ool i) ) il ey ¥ Lay Alaa¥) Aaall gl s AT Julge Om Oa e Ot
lilal) Jaal 5 . Alalall 5 g8 o)) dps sig anag L slsiSil g Jlall (il a2 Jalse
=) Syl dlay Agad B Jend (pe ueiSall Jaal s Galdd) Sl plab mil g
) Aol zililly Al Ly sa g 4y i puall) (Saall Galad Jaal il el ¢ Uil
D) Gt paady 4 gl (Saall (aldl JAA 5 eassall U AS ay ol
Al Adan) o culla gl DGIu) Gag gAY o JAIA B el o3 A
lal) e th Ll Loy paldd) pUsil a0al) JLaiud) gy besd s ade o il
g b aldl) pUall jlaiad Lo Jlall () Sl dial) cdliaal 3 phad dudal)
31 ata pig—al b Lglash Laghiial oda Ciaa g o) JApia¥) Uadl o b Araaly o
Lalea Ujab old) Ay Unags Gud 525 coa il 13gd clilud) judaadl 1o gga cullaly Y alaal)
G ot a Aiday (O il e AN FXpyp Agdal) dlaad) o callall jlaad)
lad) o bl Gludl o giwall s RER Usall U8 Adal) Gl jaag ¢ pa sSal)
;Y L8 a5 2013-2005 < gisd) by e LNFXpry  Aiad)

LNnFXp =-4.39+ 0.172 Ln O; + 0.880 LNRER; + 0.508 LnFxpt.1  ...(1f)
P Value 0.020 0.213 0.018 0.007

R-Sq = 98.9% ; R-Sq(ad]) = 98.1% ; D-W = 2.02256
Sl BEal Gl e o Badly Al Adlan) Ayl a8 cld 03] Alalaall g
J—alas Ay gina g ganual) ola¥) A 5 LAY 5 Aniad) Alaad) o ulhll iy daaa ) jal)
ay . 1.789 smdl a5 0.88 _maill o) A 4y ) Gullall Ligpay Adle jaady)
(OmSanll Gt 5 g ima e JJaai) Jalea i g Al Jial) Jadil) culal Y o g8 Sl ek
i) BIL clagaa 9 agSad) BN C A Jida Day jland) Alolea s Ayl Uaad La dag
S ras—Sall GLAN Ay sl c¥arad)l 5. 2013 —2005 <) il cliby (e s S sl
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6 Simnal) Lzl Lgia Sanly B ¢ Bad JLall B8 Gl iy assal) G
riguial) Alad o culhal e galaadl

e Mainy A oS el i) BMU e FXprdaiad) dlad) o Galdl) g Uail) calla Ailes
:2013-2005 i siwll RER; Jusall Adal) (i pal) jawy GOy assall Gl

LNFXp = - 3.24 + 0.813LnGO, + 0.592 LnRER,  (2f)
PValue 0.02 0.016 0.116

R-Sq = 93.4%, R-Sq(adj) = 91.2%, D-W= 1.86313
Ondi At el il el ) Aia¥) Aled) o AR A quth Gl ol Aalaad) A
15 a8l
LnFXp = - 5.03 + 0.416 LnGO, + 1.05 LNRER, + 0.279 LnFxp;  (3f)

PValue 0.006 0.052 0.005 0.091
R-Sq = 99.3% , R-Sq(adj) = 98.7% , D-W= 2.28708

G ) il A pial) el o aldd) o Ul ulls Al B s AN Dalead)
13 8N (il pacdil) daghiia e Adal) Gpall jra dladic) de Sl
LnFXp = - 1.574 + 1.191 LnGO; (4f)

P Value 0.04 0.00
R-Sq = 89.7% , R-Sq(adj) = 88.3% , D-W=1.696

i pmal) Jr W ¢ Agilian) dysinay g passall GBI e il jed COAN c¥slaal g
Al s el Cad) b Adle Algpays Lol g ) g0 A1 (3F) Adalaall o jglil a8 A8a)
dlle duloaay) A sinall g 4y aaad) ullal) ligpa (8 Adde Cdjlaiall pa paneady ¥ (5 glenay
e Jaa) Jalre aaag 4y pmad) qullall &g e dga (e Lol JiS) (2f) Aslaall oI Ly
. D-W s e ssall W)

) b e Adal el e of (3F) 5 (2f) Gulaleal (e fasd¥) e i ey
Aal gl o J8 assall GUEN aa ((Adgall ) Jlaad) Jalaa olS M ¢ Apdal) Aeal) o
Ay aalgh G ol el Jalee mua) il Gl e s Ladis g L gasall
el Gl e Jad o gl
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2013 | 2012 | 2011 | 2010 | 2009 | 2008 | 2007 {2006 | 2005 o)

+115| 105| 79| 70| 53| 59| 39| 39| 26| .opiqud

89.4| 941 | 79.0| 51.6| 39.3| 61.1| 39.4 |30.5| 23.6 | $ i kil &) ula

53.2| 48.6 | 39.8| 36.2| 34.0| 259 | 16.0 (11.2 | 10.5 | $ L ilea) cilasma

aldl s * ¢ ) gha Bas o) o S pal il Ay i) Ailany) 5 Al : jaad)

Cildo LCion W19 At Sl 5t

T3 S N (JE{ 1\ o W PN

sl Loy g il Culad) il sfa ol Ll yai Ui pal) (§ pony Adlaiall da glaial) sl
b Wit g (g 38 pal) clisll ddgal) libilial) Ala w3 ) el tBady 3 ijlaadl
6 =S el il A e B Al daall GLaad) Bla B8 o Oy g aBl (b)) 0SS
Ul a i<y cciadall (e iS5 jaaall Aleall 4y gal) cldaliial) ddais dpady .8 ol
NPRCH S

L2 gl agiillg s jall ol 2]l cilagagall
ol | 4 it | 4 Larl) | dtaal) 36431 Al——a | Glgthall el | L)
Bl | cldliay) | §juae) | b M1 Clagagal) [ i) | Auisd)
Lall L, Jghaad FIRAG]
%EJJM.AS\
53.8 208.0 27.5| 243 51.7 57.2 2,0| 59,2 | 2010
58.7 215.6 32.2 | 283 62.5 69.4 20| 71,4 2011
63.4 217.9 35.8 | 30.6 63.7 78.0 2,0| 82,0/ 2012
73.3 218.2 40.6 | 35.0 73.8 88.6 2,0| 90,6 | 2013
2013 alc dlan jlua gadg il Gulall cilig=a
il gllaaly <l g gall
32.7 dijlad cilblial 88.6 Axia¥l ciasasall Ala
40.6 5 uaall Al (15.3 ) Aaall laay) la
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