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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 Iragi 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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122.03 14.4 63.8| 1991

103.39 122 541 1992

86.44 10.2 451 1993

98.95 72.90 75.42 8.9 39.7 | 1994
103.52 86.20 94.92 1.2 49.7 | 1995
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110.29 102.88 | 107.63 12.7 56.4 | 1997
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127.96 132.70 131.27 | 116.95 13.8 61.5 | 2001
128.96 151.09 15117 | 135.59 16.0 71.3 | 2002
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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
45855 976.89 993.62 | 1093.64 | 129.05| 57356 | 2011
450.92 | 100553 | 1014.32| 1101.86 | 130.02 | 577.87 | 2012
43243 | 1034.04| 105247 | 1101.86 | 130.02| 577.87| 2013
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dudll cillacllg pél el (luall o cglall dg gl el lewd

1999 julul)l i

Japan China | India Korea | EU UK USA ol

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

Galll dae) : jaaal)

Sl Unaly Joad) el cdlasy Blal) jlall o AUEY Ldal) Cipal) Jlend Ao ALl
Alany) Lgiiginag bl ¥) cdlalas Glua a9 Lgidlen! REER alladl) dddal) o pal)
Slal) Jlaall LR Aadall Cipall jaw gai Jana of Sl Jadil) jaug Cipal) Sland c
2ieg 022013 ale 5 jland) c (ul @lldy . Jgal) L) Cipuall slaad e G Y Loy il
. 2004 Liw ge bl

ead) 9 Joad) edlas (AL Aidial) Cipall jrw gai Jara of 223 Jgaal) chdia oy
Camally gl 3 Linga Aill) 5,58l By . gosl g Cpally gl B Linge OLS <)
g cpall Ay siaall cra Lud vigh b (LS a8 Jladl) Audall Gipal) jaw L gl
o Liaidia oS Lai) Wyl 8y B (aBlity ol cpaall (b udal) cipall s of Aagiilly
Al jal) gad cra G Aol Blal) sl Edal Cipall e gai oF gaug - uld)
Joi s Aladl) Addal) Cipal) laady Al ddudal) Gipal) Jlacud o i) (g Jadill
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Aslaal) 5 Lol Uil Ayal) Baatall cilisll Jladll Rudal) Cipal) jrw g Luse
il dal) pad) o) clalitad) aaf crag . Jladll Rdall Gipal) o Al B Saatal
Suad) Nl Jladl) Bl Cipal) s g Alle dblias) dginayy Lwse Jasiyy
Ay cpually 2ight Alailly AU Cipaal) Jland ga Soinag cnga BLEY) Laby uliuYly
S g Jlgall Radal) Gipall e BLlg ¢ gpgall AR Rdal) Gipal) pw ddls
sV sa Ll i)
il ball gl jlewd ass pl adiki ol iga

ae Bl cOalae | BLIY) cllale | el Jita | el Ji—2a Cilaglaally uiial)
B e | il e g | Al (geid) | ADLalls gyl
dadll —Bdal) | bl G | (s
S | 2013 52004 | 201351994
0.123 *#(0.619) (0.39) (0.3) | Ausiall Ly Cipal)
**(0.876 *#(0.801) 3.63 1.8 g | A gl
*%0.743 **(0.657) 4.44 14 ) | Auibsl) ddaal) o
(0.350) (0.342) 1.3 (1.3) Sbll | S Nsally
0.058 (0.199) (1.8) (0.1) | Basial) dSiaal
**(.784 **(0.875) (0.46) 2.57 s
*%0.941 **(0.666) 14.09 17.18 Al
(0.119) (0.110) (2.48) (0.56) | Augial LysS | cip—all 2w
*+0.604 (0.359) 0.06 0.37 Nigl) | Jusdl) —udal)
**0.606 (0.153) 3.49 1.42 o) REER
**(0.715) 0.217 (0.77) (1.87) RER]
*#(0.562) *+0.835 (3.05) (0.78) | 5asiall dslaal
0.059 *(0.507) (1.15) (0.1) L)
**(0.640) 1 (1.88) (0.6) | cl— g
daadall
1 8.0 9.51

2013 sy Adal bl

A3 Ggimar goina * 0.0 A3 (Sgiaar Goima ** (lla aB))) o 2 () cald) M) (e chdgall ralliadla
iy gosall AU Badal) Cipuall g . Lilas] (Sgina b 5¢d BLIY) Jalaa (34 Ade piagi ¥ Laticy ¢ 0.05
Aladad) Ay e Jladlly 1999 ale (e
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stan Jha el il b b e Laal) LY - Jaal GLEY) §e8 g agsall BLAY)
alal) g Uadl) g Aial) dlead) (38059 JAad) (el Ay A 5 Aind) dlaal)
La 3gaa b elliy (gpall il Adpal) clidalial) Balis o (A ciliaall e Lgule
Jai Jadil) 3jlgm () A Aial) leall Galdl) ¢ Uadll cllal iy Ladic . Ayail) (e giiion
Ll A JU) oSa Y AT dga Ga oS! ipal) Jaw i) Clagia jhaied o cilpdgal)
Lallhy . dia¥) ddanll o aldl) g Uadl il aby B Blal) jluall Rdal) cipall o
oaldl) g Uhdll ledal ) (b ijlaall Badad ey Bl ()S5all clidll dulgal) cilubabia¥) jaiud
L2flal) cldalial) Bal jaind bpaal) aUail) & diag<all ailaghl sl anally dga o
Agliag auiadl) db Joaw Lo Cijluaall &

cuilSy 1997 ale Jof adidail) ald Cijpall jrow o Jluand) 58 cilily Jolad ol
St Ot ABal) Caadil 2003 ale daug . 8pnS C¥Aray (dALT Lddal) Al Saa )
L)) Bedl) Jalad Ggia (o Cilal) Mg Jlaedd alall (Geiual) Aay o) Cipuall
B0 s aluadil) jlpain) aBgiall (ag . ARlal) JUpall oBdal) Gipall jrow 8aU5 Glawal
Aial) dlaal)
Bl iy ol Cipmall Ja ¢py (GiUal) ciliialiia cpy aplatl) Al cuyglil ol
Al dalead) (o plawnad¥) BTG L Jlga¥) Jusd dadlSa Jaslgung (£3al) il B gally
¢ claglall Jali Ay JUiLaYly (@Bally laall Jand) dadail jaghat Al cilelay)
staall ¢ra Auial) Aaal) Jla) cisbudy Cipall B audili B i Glas) o AL
Al b galal) Sl i) olis Al padagl A 5. galdll g Uadll ) ag<al
B L) Alany) dolail) (py a8ly Anial) dlenll aoul dagSal) BLELN pa A8l
Ao b sraadly daasl) (p ABal) CiilSy . adaaY) inalb sl ) Gl ol g ccipal)
Augall 5 dsagll bl b daaly Cijpual
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gLl L) Salaal) e il jd ALUY) g Ul Ll cligtas dag s3ilsgl)
aal) ey calenl) A oDy Aaluay) Aubind) daalie gl 138 Cagion 9 . galdl)

giais )
>AY) g igme oa LaS Jladl) S callal) aaat A Adeld Y] patal) g agSall (slasy)
dalge a8 (1) aal) @il gy ¥ Lay Mlaal) Aaal) milil ((gAT dalgs o o e
U Cray Ailall Jaal) o Alalal) (56l ool Auegig anayg Linglgiilly Jlall ol el 2Y)
Ailall g Uil ) cdlgadll dlag Agal) B Jard) (o quuiall Jaally paldd) JlasY) ¢ Uab
A$an (M) Jlaay) Asall milills A3 Laad gag 4 il ¢p<aall galal) Jaat) catls,
S ANy UG panads A Cipuall (aal) paldl) Jasl) . ag<al) GLEY)
e i Aia¥) Llaal) o calla a6l NG Crag AN o JaIAN B el
i Lia¥) Maall o ulla Laky Lia) paldl) g Uil Jd)al) jlaliad) ¢rag clardyg
o olb anaals ggb A B Galdl) g Uadl) jlafind Ll Jlad) Gl ¢Sl Luia) cdasal)
Igga ity e alaall saata zigail B Lolash daghiiall s3h Chrags ¢f -Aial) dlaal)
Aaal) o callall jfass) Aslea Uyad olial Ay . Unegs (ol gag (ol 13gd cilibyll juaadl
ial) Cipall sy (agSall G araa AShuay (O adil) claly) ANy FXpy Awia¥)
Ul ge LNFXpra  4wis¥) ddeadl Ao ullall Gilaad) (ggianally RER, jUzall ALY

Al b a5 2013-2005 liad
LnFXp: =-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(adj) = 98.1% ; D-W = 2.02256
Alal) Jlasll Rl Cipall g of Baadly Adle Autlen) Lujpads 58 <l odlef Aslaally
iy Jalaa duginag gaal) slai¥) B BLEY) 9 Aial) dlaal) o qullall ) 333
AU g aly . 1.789 wad) aa¥) By 0.88 uadl) aa¥) b Aimad) clhal) digpay Lille
Lt La I3y cosSaal) (pa 9 . Sodina f lani¥) Jualaa jadi g diafjial) Bl culal (g
e GFOal i) 310U Clasa g agSall (GLAY) (o AL diuay jlani) Alalaa o c4d)
asSal) Y o agsal) LAY ANy oliaf c¥asall 5. 2013 ~2005 cigiwll cility
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e bl (e Glad) il il Lgia Baaly g ¢ Bl Jluall LRdal Cipall g
sduial) dlasl)

e Laiay M) (5l i) 5L ¢ FXprdasia¥) daad) Ao aldl) g Uil qulla Alslas
:2013-2005 wiginll RER; Jlal Adal) cipall puy (GO agsal) (3ld)

LnFXp = -3.24+ 0.813 LnGO; + 0.592 LNRER;  (2f)
PValue 0.02 0.016 0.116
R-Sq = 93.4%, R-Sq(adj) = 91.2%, D-W= 1.86313
By5al) (il Alfunal) cpial) ) Awia¥) Aeal) o ARlad) i) il il oliaf Alslaal) Ay
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 Aial) dleal) Ao Galal) g Uadl culbs Llaia) b Alas AN Llaleal)
(5l (udll il daghiie G Aubal) Cipall jra dladal die eagSal)
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

Cipeal) jo el ¢ diilias) dginas g agSal) GLESU e 50 el CUY calaall g
Lally juaall) (aad) B Adle Aigyayg Laaly 1yga 4 (3f) Alalaal) cyyglil 2b Audal)
Lzl dlle dxiliaa) dgginally djmad) qallall cilig e A dule cijlatiall ga s ¥ (Ggianas
BT aa Jlaad¥) Jales aang djrd) culhall Ay e dga (e Lol jis (2f) Dslaad) ol
. D-W g agsal

ol B Jiga dal) Cipall e of (3) 5 (2f) cuilaleall cpa Iaaiy) el iy
1algh (o S8 agall BLAY) pa ((Adgyall ) Jlaai¥) Jualaae LS cllily ¢ Aniad) Llal
Y aalgl e Aol Jaaiy) Jalae gl Adal) Cipal) jaw sl Lvisy . uaall
LAdal) Gyl Jab e gl
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2013 | 2012 | 2011 | 2010 | 2009 | 2008 | 2007 |2006 | 2005 o)
+115| 105| 79| 70| 53| 59| 39| 39| 26| .1omsgud
89.4 | 94.1| 79.0 | 51.6 | 39.3| 61.1 | 39.4 [30.5| 23.6 | $ b bi) ciic
53.2 | 48.6| 39.8| 36.2| 34.0 | 259 | 16.0 [11.2| 10.5 | % ilel class

bl i * o Glgie 52 o Blall () il Agiad) dxilaaal) Bpal) ¢ jaaal)

Oildalcio g A3add) Ol pdiadl
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53.8 208.0 27.5 24.3 51.7 57.2 2,0 59,2 | 2010
58.7 215.6 32.2 28.3 62.5 69.4 2,0 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
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