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ABSTRACT

The Paper attempts to explore the functioning of foreign exchange market
in an oil dominated economy and pegged exchange rate as a nominal
anchor. Some mainstream theoretical models and empirical findings are
presented to understand the lraqi arrangements and policy through
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
Iraqi dinar and its economic consequences. In this regard bilateral real
exchange rates of the Iragi dinar with major currencies are computed for the
years 1988-2003. Also, positive co-movement of oil price and real exchange
rate of Iragi dinar and correlations with other currencies real exchange rates
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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Iraqi Dinar real Exchange rate

1Q Dinar Real Exchange Rate
W
o
o

1088 1992 1996 2000 2004 2008
Year

(1) dsad) @il e Caladl dlas) 1 jaaal)
(1) Js>

Apeai ) cBland) ol B jadl liall AUEY 88 G all ra

it e Cdand) 2 Japud] Jan giall S Y Y gl sy i)
2013 <l ¥ sy FIRR
sl | sl o L e i
PO R SV DU R VA {
1999 2007 1988
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
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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 52.4 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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Bilateral Real Exchange Rates of Iraqi Dinar
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(2) e clily Ga Calal) dlas) 1 jaal)

(2) Jo

L 1) ciSlaad) g (B jad) SLal) ALY 488N G sl jlal
1999 (ubus¥) Ais

Japan | Chin | India | Korea EU UK USA | 4l

a
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
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213.3 | 192.5 | 180.6 172.9 168.2 | 184.6 | 176.9 | 2003
308.1 | 317.8 | 289.9 274.8 256.7 | 278.4 | 295.3 | 2004
434.2 | 418.3 | 365.8 323.5 339.7 | 371.6 | 386.5 | 2005
696.2 | 611.6 | 542.1 450.6 503.2 | 547.9 | 572.0 | 2006
993.8 | 848.4 | 708.4 652.0 687.9 | 751.4 | 847.5 | 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 | 827.9 941.3 923.5 | 1166.2 | 1101.9 | 2013
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