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Abstract

Exchange rate is considered one of the most critical economic indicators due to its
fundamental role in determining the strength and resilience of a country’s economy.
Similarly, foreign exchange reserves serve as a financial safety valve and a key tool to
mitigate economic fluctuations, particularly through their significant role in stabilizing
the exchange rate and addressing imbalances in currency demand. An increase in these
reserves typically contributes to greater economic stability. Iraq has been seeking to
enhance the accumulation and optimal use of these reserves with the aim of promoting
economic diversification and reducing reliance on oil exports as the primary source of
national income, especially in light of the volatility of oil prices. Foreign reserves are
closely linked with various macroeconomic indicators, including inflation, exchange
rate, money supply, GDP, and imports. Accordingly, this study aims to investigate and
measure the impact of foreign exchange reserves on the exchange rate in Iraq during
the period (2004-2023). The study adopted the Nonlinear Autoregressive Distributed
Lag (NARDL) model to examine both short- and long-term effects. The results reveal a
statistically significant inverse relationship between foreign exchange reserves and the
exchange rate of the Iraqi dinar in the parallel market
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oY Gyl die Aoail ddawdad O 68 Aol Ay 3 Jgndlly Sl 4 Ay
1(0)] S gunad! die (LNY1) piciad! (3959 (LNX) asciald [1(1)]
(il ) ouabll) £39aBU (ADF, PP) L) :(2) Jssa

< Baa gl jia cld)

(Level) * i stwall 1o J¥) @A) e

&l iy ADF PP ADF PP
S pdall T-Statistic Prob T-Statistic Prob T-Statistic Prob T-Statistic Prob
LnX -2.894 0.051 -2.866 0.054 -8.114 0.000 -9.081 0.000
LnY1l -9.004 0.000 -9.044 0.000 / / / /

.(Eviews13) glin Ao eVl Gfialdl Jes (a1 jaall
LY @A aie SIS (Intercept) adlill aa ¢ siall 1ie 73 galy) Granadipt ccilds galal)
NARDL z3ge3l 533 g8l (5)J 94 s 2t puadl ymswt NARDL 223 9 o3 slasly
Aol Wl (e (%62.69) Jlg> g gd o) didl ol bl ol die guai il
«(0.6269) &sJWly (R?) doud UM (30 33 Ljlgall Ggund! 3 Glradl Sl Bno yaw 3
AWly F dslas] dad UM e 3y Wilas (Sgine judall Z3gaidl day s e Sad
pay pdadl dsyd (ad) g Les (%5) (e J31 (29 (0.000) $3lus L) Prob dasds (42)
¢ )28l NARDL 555-“3‘ dDginay doudl dos 2l Jguilly yuiall NARDL CS}AJ\ S9an
‘ G)U laag GS}M’)’\ TS sl @3 U89
(Cirall ) Js¥ NARDL zisad :(5) Jo>
Dependent Variable: DILMY 1)
Method: ARDL
Date: 091925 Time: 1416
Sample: 200402 202304
Included ob=servations: 79
Dependent lags: 4 (Autamatic)
Automatic-lag dual non-linear regressors (4 max. lags)y LRX
Deterministics: Restricted constant and no trend (Case 2)
Model =selection method: Akaike info criterion {AIC)

Mumber of models evaluated: 20
Selected model: ARDL{T,0)

Wariable Coefficient Std. Errar t-Statistic Prob.™

LMY -1—-1% -1.500858 0134877 =11 12764 O.00o00

E UMD P 0132359 0.0228270 -4 G81967F O.0Qoo0

E LM D L2 -0.126484 0.029232 - 326851 00000

= 10.807F720 0970327 11.13769 O.00oo0o0

R-squared 0626888 Mean dependeaent var -0.0Z26800

Adjusted R-sgquared 0.611964 =S.D. dependent var 0.5123266

S E. ofregression 0.319166 Akaike info criterion 0.603096

Sum squared resid T.640023 Schwarz criterion 0. 7230682

Log likelinood -19 82228 Hannan-Quinn criter. O.651160

F-=tatistic A2 00406 Durbin-Wat=son stat 1.202659
Prob(F-statistic) 0000000

*Mote: pwvalues and any subseqguent test results do not account for model

selection.

(EViews13) gl e eVl Cfiald) Jas (a2 jiaal)
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dewizall (F-Bounds Test) &sba>] dasd 0] 3 (B pall yauwg (qixd) widl wlblas)
Lginell Olgiuns anamdy ddgdad! Llall Sguddl aar oo ST (29 (31.642) dslWly
(it JolSS 399 el pdall dupyd a8y (e Lee o Jlgdl (e (%10 %5 «%1)
ol ke (o Hyides JolSS 35250 Al dy ) S8
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Null hypothesis: No levels relationship
Number of cointegrating variables: 2
Trend type:-: Rest. constant (Case 2)
Sample size: 79
Test Statistic Value
F-statistic 31.642292
10% 5% 1%
Sample Size 1(0) 11 ] 1(0) 1(1) | 1(0) 1(1)
7 e 2 T25 3.455 = 4.065 4.458 5.410
80 Ll i <L e = Sals 4.053 4.358 B39
Asymptotic 2.630 S50 3.100 3.870 4.130 5.000
* I(0) and I(1) are respectively the stationary and non-stationary bounds.

.(Eviews13) zeliy (e slaieYb oWl Jos (o 1yduasll
192 O (4)J9dr 7292 1 puaall sttt (il 73 9a0% 33 gt Oyt sl b
Breusch-) jLusl Lgid L&W\ LLGH S o (0 ERIESRUSNE- NI ATENY
I Lo (%5) 0 ST 48 (0.9243) (Prob. Chi-Square) 4.8 313 3 (Godfrey
USia o0 S5 Y 391 Blgr 0] (ST Apadl Ao, all (289 poall iy b S
o2kl s A IS ke 3929 pie Jgdadl (e Jamel g LaS ¢ Luduatl) L)Y
Breusch—Pagan—) yL—as| gl 3| 39—Vl —Blgs 8 (Heteroskedasticity)
(%5) o0 ;ST (29 (0.2479) 43JWlg (Prob. Chi-Square) de3l 31 ¢lJ3 (Godfrey
o0 P Y yuaall Z390Y1 (Blgr 0550 Abadl dusyall (adyg pdall dusyd Jgud JWLy
siall Z39a31 Ol (Ramsey RESET) sluis! uSsy s e Shad (ol (o dlSCi
(0.385) L) (P- Value) dasdg (0.7649) (F) dbax] daxd dld s Ciogidl| dur
Y z39ail 0L Abudl dupy )b Jgdlly pdall Ay d Gad) (ons Low (%5) oo ST (29
By—titaans yuiall Z3 503Ul ladrs O el BLsI o sl Uns dSiun (o (Sl
e aadl lassl 3 (CUSUM & CUSUM — squared) gyl Layglas LS (Stable)

Jaddl (oyall 2y il (o4l Jgud (pms Lee AR Su> (g0
(ciyal) ) NARDL gagall i 325 <l LA :(4) Jsa

Breusch-Godfrey Serial Correlation LM Test:
Null hypothesis: No serial correlation atup to 2 lags

F-statistic 0.072898 Prob. F(2,73) 0.9298
Obs*R-squared 0.157464 Prob. Chi-Square(2) 0.9243

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

F-statistic 1.378583 Prob. F(3,75) 0.2559
Obs*R-squared 4.128655 Prob. Chi-Square(3) 0.2479
Scaled explained SS 28.24117 Prob. Chi-Square(3) 0.0000

Ramsey RESET Test

Equation: EQO1

Omitted Variables: Squares of fitted values

Specification: D(LNY1) LNY1(-1) @CUMDP(LNX,"2004Q27)
@CUMDN(LNX,"2004Q2") C

Value af Probability
t-statistic 0.874600 74 0.3846
F-statistic 0.764925 1,74) 0.3846
Likelihood ratio 0.812418 5 0.3674

.(Eviews13) gt s e YU cfialll Jus (a1 juaal)
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S350 (%1) dudy (LNX) ptell polasoil dicg ¢(9%0.09) duady (LNY1) ptall polasl
Dl s ymadll d2YI (3 I ST Jga> 019(%0.08) &y (LNY1) asiedl 8305 JI
las Liad (-1.5) deyung 3l90) dmps (531 90 Unsdll promsal zdgeil 0L Jughall J=I
(S addl (8 Woual i 53V Juaddl dedus S 0lsdl pie (0(%1.5) of o

Jashll Jal (i pal) pw) NARDL giged :(6) Js2>

Deterministics: Rest. constant (Case 2)

CE =LNY1(-1) - (-0.088189"@CUMDP((LNX,"2004Q27) - 0.084274
*@CUMDN(LNX,"2004Q27) + 7.200681)

Variable = Coefficient Std. Error t-Statistic Prob.
@CUMDP((LNX) -0.088189 0.017729 -4.974206 0.0000
@CUMDNLNX) -0.084274 0.018337 -4.595983 0.0000

C 7.200681 0.053420 134.7931 0.0000

Note: * Coefficients derived from the CEC regression.
(EViews13) gl Ao eVl (fiald) Jas (a1 piaal)
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Lo gSou)] a3 A8yall Adadil] oIl B3b) e e lilly (3Syal il (3 AS0pedl olyYgull
oy Bpall yau il B3U3) (32 8y (§ aedl Luaie) Aland] 8I36 Slaps 8505 (e
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(il aa) NARDL gisady Usidl) g zigadl 1(7)d s>

Dependent Wariable: D{LMY 1)

Method: ARDL

Date: 09/M19/25 Time: 14:116

Sample: 200402 202304

Included ob=servations: 79

Dependent lags: 4 (Automatich

Automatic-lag dual nan-linear regressaors {4 max. lags): LMNX
Deterministics: Restricted constant and no trend ((Case 2)
Model selection method: Akaike info criterion {AIC)
Mumber of models evaluated: 20

Selected model: ARDL{1,0%

YWariable Coefficient Std. Error t-Statistic Prob.

COIMNTEO™ -1. 500258 013202815 =11 47310 o.oaaoo
R-=quared 0626228 Mean dependent var 0026200
Adjusted R-squared 0626888 S.D. dependent var 0512366
S E. ofregression 0.2312968 Akaike info criterion 0.527 146
Sum squared resid F.BE40023 =chwarz criterion 0557129
Log likelinood =19 82228 Hannan-Quinn criter. 0.529162
Durbin-Watson stat 1.8028659

* pvalues are incompatible with t-Bounds distribution.
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(2023.Q4 — 2004.Q1) 33all 3 Al (B (X) aia) il cihbialg (Y1) @ 5loal) (Blad) Sl e o 3(1) oo

Time LNY1 LNX

200401 7.281922 17.90695
2004Q2 7.282258 17.83567
2004Q3 7.282929 18.67577
200404 7.283934 18.37456
2005Q1 7.285273 18.74220
2005Q2 7.289458 16.83605
2005Q3 7.296453 15.38059
2005Q4 7.306199 15.09112
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2006Q1 7.318617 16.64258
2006Q2 7.314762 17.09526
2006Q3 7.294445 17.29983
2006Q4 7.256628 17.37056
2007Q1 7.199249 17.33411
2007Q2 7.153238 16.37167
2007Q3 9.120369 15.47556
2007Q4 7.102031 14.62754
2008Q1 7.099046 16.80754
2008Q2 7.095263 17.90241
2008Q3 7.090672 17.93314
2008Q4 7.085261 17.90551
2009Q1 7.079018 17.81433
2009Q2 7.074886 17.75490
2009Q3 7.072891 17.73350
2009Q4 7.073045 17.75263
2010Q1 7.075348 17.81006
2010Q2 7.077128 17.86719
2010Q3 7.078386 17.92390
2010Q4 7.079126 17.98008
201101 7.079347 18.03566
2011Q2 7.082398 18.07624
2011Q3 7.088253 18.10350
201104 7.096863 18.11847
2012Q1 7.108158 18.12169
2012Q2 7.116253 18.16437
2012Q3 7.121225 18.24177
2012Q4 7.123120 18.34639
2013Q1 7.121956 18.47002
2013Q2 7.119268 18.46164
2013Q3 7.115043 18.31765
201304 7.109262 17.96095
2014Q1 7.101898 16.95043
2014Q2 7.098848 13.62085
2014Q3 8.230152 11.02320
2014Q4 7.105793 13.16500
201501 7.115698 17.56032
2015Q2 7.124752 17.96234
2015Q3 7.132975 18.10975
2015Q4 7.140389 18.09814
2016Q1 7.147010 17.92139
2016Q2 7.151120 17.78147
2016Q3 7.152751 17.70027
2016Q4 7.151915 17.69396
201701 7.148605 17.76390
2017Q2 7.142757 17.83833
2017Q3 7.134325 17.91597
2017Q4 7.123244 17.99575
201801 7.109426 18.07676
2018Q2 7.099084 18.13750
2018Q3 7.092330 18.18117
2018Q4 7.089235 18.20980
201901 7.089836 18.22463
2019Q2 7.088838 18.22168
2019Q3 7.086238 18.20082
201904 7.082021 18.16088
202001 7.076169 18.09946
2020Q2 7.090807 18.10917
2020Q3 7.125062 18.18802
2020Q4 7.176997 18.32144
202101 7.243952 18.48986
2021Q2 7.290038 18.49931
2021Q3 7.317880 18.35458
202104 7.328932 17.96552
202201 7.323744 16.68750
2022Q2 7.311063 14.54636
2022Q3 7.290599 15.24764
2022Q4 7.261866 17.41188
202301 7.224141 18.36682
2023Q2 7.194883 18.74620
2023Q3 8.174891 18.93722
202304 5.164743 19.02058
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