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Measuring the Relationship between the Exchange Rate and the VVolume of Foreign
Exchange in Iraq for the Duration (1990-2018)

Ali Khairallah Nasser Hussein !, Prof. Dr. Rahman Hassan Ali Al-Musawi 2

Abstract

This study aims to know the volatility and impact of exchange rates and trade balance on
the Iragi economy by affecting the volume of foreign trade as well as the flow of capital
between the external and domestic economies and on foreign investment, so we note the
importance of the exchange rate in influencing the domestic and external balance.
Therefore, our study proceeds from the fact that there is a two-way correlation: the first is
moving from the exchange rate to the Iraqi trade balance, and the second is moving from
the trade balance to the exchange rate in the parallel market, and through this study shows
that there is a relationship of complementarity between the exchange rate and the Iraqi
trade balance.

The study concluded with a series of conclusions and recommendations that were derived
from the theoretical and quantitative aspects of research, which may help to enhance
economic stability through exchange rate balance and trade balance. With regard to the
conclusions« the most important conclusion is that there is a reciprocal relationship
between the exchange rate and the trade balance, i.e. all the commercial and financial
transactions contained in the balance of payments represent the demand for foreign
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currency and all commercial and financial transactions contained in the balance of
payments represent the supply of foreign currencies, the devaluation of the local currency
will raise the prices of imports, the demand for them will decrease domestically, and this
action will reduce the prices of exports in foreign currencies and thus increase the demand
for them externally, and thus improve the balance of the balance, thus improving the
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2569 1203 2008
12489 1182 2009
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37938 1196 2011
30973 1233 2012
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Null Hypothesis: X has a unit root
Exogenous: Constant
Lag Length: 4 (Automatic - based on SIC, maxlag=6)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -4.362506 0.0024
Test critical values: 1% level -3.737853
5% level -2.991878
10% level -2.635542
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Null Hypothesis: X is stationary
Exogenous: Constant
Bandwidth: 4 (Newey-West automatic) using Bartlett kernel

LM-Stat.

Kwiatkowski-Phillips-Schmidt-Shin test statistic 0.213470
Asymptotic critical values*: 1% level 0.739000
5% level 0.463000

10% level 0.347000
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Null Hypothesis: X has a unit root
Exogenous: Constant
Bandwidth: 1 (Newey-West automatic) using Bartlett kernel

Adj. t-Stat Prob.*

Phillips-Perron test statistic -2.997919  0.0182

Test critical values: 1% level -3.689194
5% level -2.971853
10% level -2.625121
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Null Hypothesis: Y has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag = 6)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -2.588691  0.1071
Test critical values: 1% level -3.689194
5% level -2.971853
10% level -2.625121
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Null Hypothesis: Y is stationary
Exogenous: Constant
Bandwidth: 3 (Newey-West automatic) using Bartlett kernel

LM-Stat.

Kwiatkowski-Phillips-Schmidt-Shin test statistic 0.613542
Asymptotic critical values*: 1% level 0.739000
5% level 0.463000

10% level 0.347000
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Null Hypothesis: Y has a unit root
Exogenous: Constant
Bandwidth: 6 (Newey-West automatic) using Bartlett kernel

Adj. t-Stat Prob.*

Phillips-Perron test statistic -2.609769  0.1029

Test critical values: 1% level -3.689194
5% level -2.971853
10% level -2.625121
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Null Hypothesis: D(Y,2) has a unit root
Exogenous: Constant
Lag Length: 4 (Automatic - based on SIC, maxlag=6)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -7.747335  0.0000

Test critical values: 1% level -3.769597
5% level -3.004861
10% level -2.642242
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Null Hypothesis: D(Y,2) is stationary
Exogenous: Constant
Bandwidth: 8 (Newey-West automatic) using Bartlett kernel

LM-Stat.

Kwiatkowski-Phillips-Schmidt-Shin test statistic 0.258139
Asymptotic critical values*: 1% level 0.739000
5% level 0.463000

10% level 0.347000
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Null Hypothesis: D(Y,2) has a unit root
Exogenous: Constant
Bandwidth: 25 (Newey-West automatic) using Bartlett kernel

Adj. t-Stat Prob.*

Phillips-Perron test statistic -11.25658  0.0000

Test critical values: 1% level -3.711457
5% level -2.981038
10% level -2.629906
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VAR Lag Order Selection Criteria
Endogenous variables: X Y
Exogenous variables: C
Date: 09/22/20 Time: 20:36

Sample: 1990 2018
Included observations: 25

Lag LogL LR FPE AIC sC HQ
0 -453.6218 NA 2.32e+13  36.44975  36.54726  36.47679
1 -439.3827  25.06091*  1.02e+13*  35.63062*  35.92315%  35.71175*
2 -438.7457  1.019242  1.35e+13  35.89965  36.38720  36.03488
3 -437.7189 1478505  1.75e+13  36.13751  36.82008  36.32683
4 -433.7635 5062965  1.82e+13  36.14108  37.01867  36.38448
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Vector Autoregression Estimates
Date: 09/22/20 Time: 20:35
Sample (adjusted): 1992 2018
Included observations: 27 after adjustments
Standard errors in () & t-statistics in [ ]

X Y
X(-1) 0.667108 -2.825635
(0.20576) (8.70073)
[ 3.24222] [-0.32476]
X(-2) 0.088253 3.459272
(0.18887) (7.98677)
[ 0.46726] [ 0.43313]
Y(-1) -0.003057 0.629652
(0.00542) (0.22934)
[-0.56368] [ 2.74549]
Y(-2) -0.001384 -0.091224
(0.00602) (0.25436)
[-0.23012] [-0.35864]
C 400.8892 4252.524
(145.731) (6162.46)
[ 2.75089] [ 0.69007]
R-squared 0.721250 0.359186
Adj. R-squared 0.670568 0.242675
Sum sq. resids 1778512, 3.18E+09
S.E. equation  284.3263 12023.18
F-statistic  14.23095 3.082840
Log likelihood -188.0999 -289.2006
Akaike AIC  14.30370 21.79264
Schwarz SC  14.54367 22.03261
Mean dependent  1307.815 10499.07
S.D. dependent  495.3753 13815.87

Y = 4252.524 + 3.45927195045X(-2)
R2=0.72  F-Stat=14.23095 n=27 Log likelihood=-188.0999
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