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Abstract: 

This Paper examines how the exchange rate influences price stability in Iraq using the 

Autoregressive Distributed Lag (ARDL) method. Monthly data covering the period from 

January 2004 to April 2022 are employed, with the Consumer Price Index (CPI) used as the 

dependent variable and Exchange Rate (EX), Oil Prices (OILR), Money Supply (M2), Policy 

Interest Rates (IR), and Government Spending (GOSP) as independent variables. The ARDL 

bound test results confirm a long-run relationship between the exchange rate and price stability 

in Iraq; the results indicate that a more robust exchange rate is associated with higher price 

stability, emphasizing potential benefits from currency strength. The positive link between 

government spending and price stability suggests the stabilizing impact of fiscal policies. In 

contrast, the negative association between interest rates and price stability corresponds to 

expectations of reduced economic activity. Findings on money supply support the quantity 

theory of money, and the negative relationship between oil revenue and price stability highlights 

challenges associated with economic reliance on oil. The Paper offers valuable insights for 

policymakers, emphasizing the importance of exchange rate stability, economic diversification, 

and precise adjustments in monetary and fiscal policies to ensure sustained price stability in Iraq. 
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1. Introduction: 
 This paper attempts to investigate the relationship between exchange rates and price 

stability in Iraq, employing the Autoregressive Distributed Lag (ARDL) method. The study 

spans from January 2004 to April 2022, utilizing monthly data. The primary focus revolves 

around understanding how fluctuations in the exchange rate impact the Consumer Price Index 

(CPI), serving as the dependent variable. The independent variables include Exchange Rate 

(EX), Oil Prices (OILR), Money Supply (M2), Policy Interest Rates (IR), and Government 

Spending (GOSP). The significance of studying exchange rate stability and price levels 

represents crucial economic policy goals for various nations, including Iraq. A steady exchange 

rate facilitates international trade, attracts foreign investments, and upholds macroeconomic 

stability. Simultaneously, price stability safeguards consumers' purchasing power and fosters 

sustainable economic growth. 

Nonetheless, Iraq encounters formidable obstacles in realizing these objectives due to a 

confluence of internal and external factors, encompassing political turbulence, economic 

sanctions, and the volatility of global oil prices. Recent years have witnessed heightened 

volatility and uncertainty within the Iraqi economy. Since the US-led invasion in 2003, the 

nation has grappled with persistent political instability, resulting in ongoing conflict, societal 

unrest, and governance challenges. The international community's imposition of economic 

sanctions has further constrained Iraq's ability to engage in global trade and access international 

markets. The country's heavy reliance on oil exports also subjects its economy to the vagaries of 

global oil prices and demand fluctuations. 

Several theoretical frameworks contribute to a nuanced understanding of the intricate 

relationship between exchange rates and price stability. These theories offer a theoretical 

foundation, elucidating the dynamics and complexities of achieving and maintaining stability in 

these critical economic indicators. By delving into the following theories, researchers and 

policymakers can garner valuable insights into the mechanisms governing exchange rate and 

price dynamics, paving the way for informed policy decisions. The theory of Purchasing Power 

Parity (PPP) posits that, in the long term, exchange rates should align with the prices of identical 

baskets of goods and services across different countries (Rogoff, 1996); in the context of this 

discussion, an exploration of PPP offers insights into how exchange rate movements impact 

domestic price levels. Analyzing deviations from PPP within Iraq's economic landscape provides 

a nuanced understanding of the challenges of maintaining price stability. According to the 

concept of Interest Rate Parity (IRP), there is a connection between interest rates and 

fluctuations in exchange rates. This means that differences in interest rates between two 

countries will be mirrored by changes in their currencies (Fama, 1984); delving into the 

applicability of IRP within the specific context of Iraq allows for an examination of the influence 

of monetary policy on the stability of the Iraqi Dinar, thus elucidating its implications for 

domestic price levels. This viewpoint focuses on how monetary policy inflation targeting can 

impact exchange rates and maintain price stability (Bernanke et al., 1999). By scrutinizing the 

effectiveness of Iraq's monetary policy in controlling inflation, researchers can discern its 

broader impact on exchange rates, providing valuable insights into the intricate relationship 

between monetary policy and economic stability. A crucial facet of the theoretical framework 

involves the consideration of structural economic reforms. These reforms, encompassing 

diversification and the reduction of dependence on specific economic sectors, are theorized to 

contribute significantly to long-term stability (Rodrik, 2008). Examining the feasibility and 

potential impact of such reforms within the Iraqi context offers a roadmap for addressing 

underlying issues contributing to exchange rate and price volatility. Acknowledging the impact 

of global economic conditions on exchange rates and commodity prices, especially in a nation 

like Iraq, reliant on international trade and exports, adds depth to the theoretical foundation 

(Obstfeld & Rogoff, 2009). This perspective underscores the necessity of formulating policies 

that account for external factors beyond the immediate control of the nation, thus providing a 
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more comprehensive understanding of the complexities involved in maintaining exchange rate 

and price stability. 

1.1. Literature Review: 

The instability of the exchange rate in Iraq has been a cause for worry over an extended 

period, primarily attributed to the country's political and economic uncertainties. The frequent 

shifts in the value of the Iraqi dinar are a direct consequence of these instabilities. Numerous 

studies have investigated the factors influencing the volatility of the exchange rate in Iraq and 

other countries. Study by Ibrahim (2023) explored the connection between political stability and 

macroeconomic variables in Iraq from 2006 to 2021. Emphasizing the pivotal role of Iraq's oil 

sector, constituting over 90% of state revenues, the Study highlighted how political stability 

influences economic policies amid global oil price fluctuations. The study reveals a positive 

relationship between political stability and economic well-being, attributing stability to effective 

governmental institutions and linking instability to economic decline and pervasive corruption. 

Ibrahim's findings underscore the critical importance of political stability in shaping resilient 

economic policies for Iraq's sustained growth and development. Honoham and Lane's (2003) 

examination of annual inflation differentials in the Eurozone from 1999 to 2001 revealed a 

substantial influence of nominal effective exchange rate movements on divergent inflation rates. 

Udoh and Egwaikhide (2008) explored the repercussions of exchange rate volatility and inflation 

uncertainty on foreign direct investment in Nigeria. Their findings indicated significant adverse 

effects of exchange rate volatility and inflation uncertainty on foreign direct investment during 

the studied period. The research pointed to heightened volatility in both inflation and exchange 

rates, contributing to increased uncertainty and risk for foreign investors, thereby negatively 

impacting foreign investment in the country. Empirical investigations into exchange rate 

volatility and its Detrimental impact of exchange rate fluctuations on the efficacy of inflation 

control policies. Utilizing the VAR model in conjunction with qualitative study, the study 

discerned varying degrees of influence exerted by exchange rates on exports, inflation, interest 

rates, and overall economic growth. The study underscored the necessity for a comprehensive 

exchange rate policy capable of harmonizing diverse macroeconomic objectives over specific 

time frames. Hoang et al (2020) employed the VAR model to scrutinize the repercussions of 

alterations in money supply on growth and inflation, specifically examining interest rates, credit, 

and exchange rates as conduits. Granger tests, reaction functions, and variance decomposition 

revealed significant impacts of monetary policy on output variables and prices through the 

exchange rate channel. The study emphasized the pivotal role of exchange rate stability and the 

reduction of dollarization in achieving macroeconomic stability in Vietnam.  Altunöz (2020) 

studied the pass-through effects of exchange rate volatility on inflation in Turkey using the 

ARDL Boundary Test for the period 2010-2018. The findings reveal a positive correlation 

between nominal exchange rate fluctuations and the Domestic Producer Price Index, though 

emphasizing limited long-term impact. The study underscores the significant influence of 

domestic factors, such as money supply and capacity utilization rates, on inflation, with crude oil 

prices exhibiting comparatively lower transitional effects. These insights contribute to a nuanced 

understanding of the interplay between exchange rates and inflation, warranting further 

exploration of multifaceted determinants in economic contexts.  

The study by Frayyeh et al (2022) assessed the effectiveness of monetary policy in Iraq 

from 2004 to 2020, with a focus on achieving both monetary and economic stability. Notable 

factors include the transformative impact of legislative changes, particularly the granting of 

independence to the Central Bank in 2004. The study highlights successful outcomes, such as 

the reduction of inflation rates and overall price stability, attributed to the Central Bank's 

increased autonomy. The establishment of the currency auction is identified as a crucial 

mechanism in stabilizing the domestic economy through effective management of foreign 

currency transactions. The study concludes by emphasizing the dynamic nature of economic 

environments and advocating for continuous analysis and adaptation of monetary policy 
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measures to address future challenges in Iraq. Iliyasu and Sanusi (2022) investigated how 

exchange rate policies affect the link between exchange rate movements and consumer prices in 

Nigeria, aiming for stable prices in its small open economy. It finds that when interventions are 

anticipated and communicated effectively, the impact of exchange rate changes on inflation 

decreases significantly by about 12.81%. Nigeria experiences a gradual and incomplete pass-

through, suggesting that well-anticipated depreciations, when communicated, result in lower 

inflation compared to unexpected changes. Effective communication of exchange rate policies 

during shocks could mitigate reserve losses with lesser inflationary effects. This study 

emphasizes the vital role of clear communication and announced policies in managing inflation 

tied to exchange rate fluctuations in Nigeria's small, open economy. Anderl and Caporale (2023) 

examined nonlinearities within the exchange rate pass-through (ERPT) concerning consumer 

and import prices. Spanning from January 1993 to August 2021, the study employs a smooth 

transition regression model across various inflation expectations regimes in five inflation-

targeting nations (the UK, Canada, Australia, New Zealand, and Sweden), as well as three non-

targeters (the US, the Euro-Area, and Switzerland). The investigation integrates both market and 

survey-based measures of inflation expectations as transition variables, contrasting the nonlinear 

model against a linear benchmark model. Results reveal a stronger ERPT to both consumer and 

import prices within the nonlinear framework, sometimes nearing completeness. Notably, this 

heightened pass-through is prominent within regime 2, characterized by high future inflation 

expectations among markets and consumers, emphasizing the potential for anchoring inflation 

expectations as a means to diminish ERPT. Additionally, the study underscores the greater 

impact of inflation expectations on ERPT within inflation targeting economies, highlighting the 

significance of these expectations in shaping exchange rate pass-through dynamics.  

While existing studies provides valuable insights into various aspects of exchange rates, 

inflation, and economic growth. However, there's a noticeable gap regarding the specific 

relationship between exchange rate fluctuations and price stability. Studies explore factors 

influencing inflation and exchange rates in other contexts, yet there's a lack of focused study 

addressing how exchange rate volatility directly impacts price stability within Iraq's unique 

socio-economic context. A detailed investigation into the direct effects of exchange rate 

fluctuations on price stability in Iraq is needed to fill this gap and offer tailored insights for 

policymakers navigating the country's economic dynamics. 

 Despite concerted efforts by the Iraqi government and central bank to stabilize the 

exchange rate and ensure price stability, sustained economic growth still needs to be discovered. 

The economy's pronounced dependence on oil exports exposes it to external shocks, notably 

fluctuations in global oil prices. Furthermore, enduring issues such as political instability, 

corruption, suboptimal macroeconomic policies, and structural deficiencies in the economy 

persistently impede the realization of exchange rate and price stability in Iraq. Thus, the paper 

seeks to answer the following question: "To what extent the exchange rate fluctuations affect 

price stability in Iraq?" Given the issue, the subsequent questions can be addressed: What is the 

relationship between exchange rate movements and the overall price level in Iraq, both in the 

short and long term? 

1. What are the key determinants of price fluctuations in Iraq? 

2. How effective are the policy interventions implemented to attain Iraq's exchange rate and price 

stability? 

The paper aims to examine and analyze the effect of exchange rate fluctuations on price 

stability in Iraq. The research explores the relationship between exchange rate movements and 

price levels. Through this analysis, the paper aims to provide insights into the role of exchange 

rate dynamics in shaping price stability within the country's economic landscape. 
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2. Material and Methods: 

2.1. Data: 

This paper investigates the impact of exchange rates on price stability in Iraq, utilizing 

monthly data from January 2004 to April 2022. The paper used official sources, and the data 

were gathered from the Central Bank of Iraq (CBI). The Consumer price index (CPI) is used as a 

dependent variable. For the independent variable, we use exchange rate (EX), oil prices 

(OILPR), money supply (M2), policy interest rates (IR), and government spending (GOSP). 

 

2.2. Methodology: 

The paper estimates the relationship between the exchange rate and price stability in 

Iraq. ARDL (Autoregressive et al.) is a widely used econometric technique for time series data 

analysis, adopted by (Shin et al., 2014). It is particularly suitable for investigating the long-run 

relationship between variables, including those with different orders of integration. This model 

assesses how changes in the independent variables (exchange rate, oil prices, money supply, 

policy interest rates, and government spending) are associated with changes in the Consumer 

Price Index. The fundamental econometric model is presented in equation (1) as follows: 

                                                             (1) 

 

Here: 

α is the intercept and (β1, β2, β3, β4, β5) are the coefficients representing the effects of the 

respective variables on the change in CPI, and ϵt is the error term. 

 

2.2.1. Unit root test: 

In our investigation, we employed two essential unit root tests—the Augmented Dickey-

Fuller (ADF) and Phillips-Perron (PP) tests—to assess the stationary of variables. These tests are 

crucial in determining whether trending data should undergo differencing or be regressed on 

deterministic time functions to achieve stationarity. The ADF test assesses the presence of a unit 

root, indicating non-stationarity, while the PP test identifies deterministic trends in the data. The 

inclusion of both tests ensures a comprehensive evaluation, helping us understand whether 

differencing, detrending or a combination of both is necessary for subsequent analyses as 

presented in equation (2): 

                                                       (2) 

 

Where, Yt is the variable you are testing for stationarity. ΔYt is the first difference of Yt. 

α is the intercept term. β is the coefficient on the lagged level of Y. γ is the coefficient on the 

lagged first difference of Y. δ1, δp−1 are coefficients on the lagged differences up to order p−1. ϵt 

is the error term. 

 

2.2.3. ARDL (Autoregressive Distributed Lag): 

This Paper explores the relation between the level of exchange rates and price stability 

in Iraq. It utilizes the Autoregressive Distributed Lag (ARDL) framework to conduct an analysis. 

The ARDL model, renowned for its ability to capture both short-term dynamics and long-term 

equilibrium relationships, offers a comprehensive lens through which to explore the impact of 

exchange rate fluctuations on the country's inflationary trends. The ARDL model can be written 

as equation (3):  
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Here, α is the intercept term, β0 is the coefficient on the lagged CPI, and βi (for i=1 to n) 

are the coefficients on the monthly changes of the independent variables. The error term ϵt 

captures unobserved factors influencing the monthly change in the CPI." 

 

2.2.4. Error Correction Model (ECM) with ARDL: 

Using the ECM, this paper intends to establish the pattern of change in price levels in 

Iraq resulting from fluctuations in exchange rates through time. In the context of exchange rates 

and price stability, it allows us to explore how quickly any inconsistencies between the observed 

and equilibrium levels of the Consumer Price Index (CPI) is corrected. This model as shown in 

equation (4), by incorporating lagged values and differences, captures the dynamics of 

adjustment and provides better understanding of the stability in the inflationary environment 

following shocks or disturbances. 
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       (4) 

 

Here, α is the intercept term, β0 and βi (where i=1 to n) are coefficients, and λ is the 

coefficient on the error correction term. The error term is denoted by ϵt. the model provides 

insights into both short-term dynamics and the adjustment process towards the long-term 

equilibrium relationship between exchange rates and price stability. 

 

3. Discussion of Results : 

3.1. Unit root tests: 

The stationary tests conducted in this paper play a pivotal role in assessing the 

characteristics of the variables under consideration. The Augmented Dickey-Fuller (ADF) and 

Phillips-Perron (PP) tests were employed to discern whether the variables exhibit stationarity or 

require differencing or regression on deterministic time functions to achieve stationarity. This 

step is crucial, especially when considering the potential impact on the reliability of F statistics 

used for examining long-term relationships, as noted by Pesaran et al. (2001) and highlighted by 

Ang (2007). In Table (1), Given that the investigated variables collectively possess orders of 

integration I (0) and I (1), the implementation of the Autoregressive Distributed Lag (ARDL) 

approach becomes particularly valuable. The ARDL methodology is well-suited for modelling 

data characterized by a combination of orders I (0) and I (1), offering a robust framework for 

analyzing the relationships among the variables. 

Table 1: Unit Root Tests Results 

Stationary / 

 non-stationary 
PP (Constant) 

Stationary / 

 non-stationary 
ADF (Constant) Variables 

At Level 

Stationary -4.407*** Stationary -4.857*** CPI 

non-stationary -1.586 non-stationary -1.473 EX 

Stationary -7.382*** non-stationary -1.482 OILR 

non-stationary 1.076 non-stationary 1.468 M2 

non-stationary -1.526 non-stationary -1.981 IR 

Stationary -7.382*** non-stationary -1.482 GOSP 

At first level 

Stationary -4.020*** Stationary -3.931*** D(CPI) 
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Stationary -9.450*** Stationary -6.673*** D(EX) 

Stationary -29.300*** Stationary -4.757*** D(OILR) 

Stationary -13.436*** Stationary -13.173*** D(M2) 

Stationary -14.728*** Stationary -7.258*** D(IR) 

Stationary -29.300*** Stationary -4.757*** D(GOSP) 

Notice: (i) c; Indicates the most comprehensive model with a constant and no linear trend. 

 (iii) D: Stands for the first difference. 

 *** Signifies a significant level at 1%. 

 ** Signifies a significant level at 5%. 

 * Signifies a significant level at 10%. 

           Source: EViews result 

 

3.2. ARDL estimation results: 

Conducting Autoregressive Distributed Lag (ARDL) analysis enabled an exploration of 

dynamic relationships among the variables of interest, facilitating examining both short-term and 

long-term effects. The ARDL model incorporates automatic lag selection, and the chosen 

specification is ARDL (1,0,1,0,1,1). This signifies an autoregressive order of 1 for the dependent 

variable. The selection of this particular model is informed by the Akaike Information Criterion 

(AIC), which considers both the goodness of fit and complexity of the model among the various 

options evaluated. Table (2) presents the ARDL estimations results: 

Table 2: ARDL Estimations Results 

Prob.* T-statistics Std. Error Coefficient Variables 

0.000000 107.711948 0.008744 0.941784 CPI (-1) 

0.000906 3.366394 0.001485 0.004998 EX 

0.000902 3.367886 0.000000 0.000000 GOSP 

0.045468 2.012339 0.000000 0.000000 GOSP (-1) 

0.000055 -4.116544 0.051026 -0.210051 IR 

0.095653 1.673866 0.000000 0.000000 M2 

0.045574 -2.011342 0.000000 0.000000 M2(-1) 

0.000658 -3.458435 0.000000 0.000000 OILR 

0.026510 -2.234490 0.000000 0.000000 OILR (-1) 

0.003719 2.934069 1.966212 5.769000 C 

Source: EViews result 
Table (2) reveals the ARDL estimation results. Notably, the Exchange Rate (EX) 

demonstrates significance with a negative effect on the Consumer Price Index (CPI), aligning 

with economic theory. This suggests that a decrease in the exchange rate corresponds to a 

decrease in CPI, potentially attributed to higher import costs influencing inflation. However, 

Government Spending (GOSP) must exhibit statistical significance, deviating from theories 

emphasizing its impact on price stability. Similarly, changes in policy interest rates (IR) show 

non-significance contrary to certain theoretical expectations, suggesting a limited influence on 

CPI in this model. 
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Conversely, significant negative coefficients for changes in money supply (M2) and its 

lagged value (M2(-1)) indicate that decreases in money supply are associated with lower 

inflation, aligning with economic theories on the relationship between money supply and 

inflationary pressures. The negative and significant result of oil prices (OILR) on CPI suggests 

that a decrease in oil prices corresponds to a decrease in CPI, consistent with economic theory 

linking lower oil prices to reduced production costs and overall price levels. The robustness of 

this relationship is underscored by its significance at the 0.05 level. In Table (3), we present the 

results of the F-bound test, which serves as a crucial component in assessing the presence of 

cointegration among the variables under examination. The calculated F-statistic, registering a 

value of 6.122, is contrasted with critical values at different integration orders (I (1) and I (0)) 

and significance levels (10%, 5%, 1%). The obtained result lies beyond the established 

boundaries, strongly indicating the presence of cointegration between exchange rate and price 

stability. 

Table 3: F-Bound Test 

29.71 F-statistic value 

I (1) I (0) Signif. 

3 2.08 10% 

3.38 2.39 5% 

3.73 2.7 2.5% 

4.15 3.06 1% 

Source: Eviews result 
 

3.3. Error Correction Term (ECM) and short run results: 

The Error Correction Term (COINTEQ) assumes a significant and damaging role, as 

indicated by Table (4), signifying its pivotal function in capturing short-run disequilibrium 

between the exchange rate and price stability in Iraq. The negative coefficient implies that 

deviations from the long-run equilibrium, stemming from various shocks or disturbances, are 

corrected in the short run. This aligns with economic theory, wherein the error correction term is 

a mechanism for steering the system back towards its long-term equilibrium. The non-significant 

constant implies that, in the short run, the initial level of the Consumer Price Index (CPI) does 

not significantly deviate from zero when all other variables are zero. This observation may be 

attributed to unique factors within the Iraqi economic landscape or specific dynamics 

influencing short-term inflationary pressures. The notable negative coefficient for the lagged 

CPI (D (CPI (-1))) corresponds with economic theory, indicating a short-term adjustment toward 

equilibrium following deviations in the previous month's CPI levels. The anticipated negative 

impact of the change in the exchange rate (D(EX)) on CPI is consistent with conventional 

economic expectations, where currency depreciation tends to lead to lower import costs and, 

consequently, reduced inflation. However, the counterintuitive positive short-term impact of 

policy interest rates (D(IR)) on CPI raises questions and warrants further investigation, given the 

conventional expectation that higher interest rates typically dampen inflationary pressures. 
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Table 4: Short-run results (ECM) 

Prob.* T-statistic Std. Errors Coefficient Variables 

0.000000 -14.626703 0.003980 -0.058216 COINTEQ* 

0.000000 -6.658165 0.008744 -0.058216 CPI (-1) * 

0.000906 3.366394 0.001485 0.004998 EX** 

0.000000 7.641418 0.000000 0.000000 GOSP (-1) 

0.000055 -4.116544 0.051026 -0.210051 IR** 

0.000000 -6.860304 0.000000 0.000000 M2(-1) 

0.000000 -9.332815 0.000000 0.000000 OILR (-1) 

0.003719 2.934069 1.966212 5.769000 C 

Source: Eviews result 

 

3.4. Long Run ARDL results: 

The Long Run Autoregressive Distributed Lag (ARDL) results, as presented in Table 

(6), illuminate key relationships between economic variables and long-term price stability in the 

context of Iraq. The exchange rate (EX) exhibits a positive and statistically significant 

coefficient, suggesting that an exchange rate increase is associated with improved price stability. 

Government spending (GOSP) shows a positive coefficient with high significance, indicating a 

potential positive relationship between increased government spending and higher price stability. 

Conversely, the negative coefficients for interest rate (IR), money supply (M2), and oil revenue 

(OILR) align with economic expectations, implying that higher interest rates, increased money 

supply, and elevated oil revenue may be associated with lower price stability. The constant term 

(C) represents a baseline level of price stability with statistical significance. In summary, the 

Long Run ARDL results offer valuable insights into the complex dynamics of the Iraqi 

economy, highlighting the roles of exchange rates, government spending, interest rates, money 

supply, and oil prices in influencing long-term price stability. 

Table 6: Long Run ARDL results 

Prob.* T-statistics Std. Error Coefficient Variables 

0.0015 3.226018 0.026614 0.08586 EX 

0.0000 5.191463 0.000000 0.00000 GOSP 

0.0021 -3.115589 1.158092 -3.60814 IR 

0.0000 -4.497450 0.000000 0.00000 M2 

0.0000 -5.589865 0.000000 0.00000 OILR 

0.0033 2.972685 33.335700 99.09655 C 

Source: EViews result 

Next comprehensive diagnostic tests were performed to evaluate the appropriateness and 

reliability of the model employed in the paper. These tests aimed to ensure the statistical 

soundness and effectiveness of the analytical approach. 

Table 5: Results of Diagnostic tests for a Suitable Model 

LM-test ARCH-test Prob. (F) F-statistic    

567.42 (0.000) 241.54 (0.000) 0.0000 1642.76 0.986 

Digits in the parenthesis show the probability value of the tests. 
Source: EViews result 
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In Table (5), the coefficient of determination (R^2) stands impressively high at 0.986, 

indicating that approximately 98.6% of the variability in the dependent variable is accounted for 

by the collective influence of the independent variables. Transitioning to other diagnostic 

assessments, the LM-test for autocorrelation registers a value of 567.42, accompanied by a 

probability value of 0.000, supporting the retention of the null hypothesis and suggesting an 

absence of significant autocorrelation. The ARCH-test for heteroskedasticity yields a statistic of 

241.54, with a corresponding probability value of 0.000, leading to the acceptance of the null 

hypothesis that there is no heteroscedasticity in the model. The Prob(F) value, signaling the 

probability associated with the overall significance of the estimated regression, is 0.000, 

underscoring the statistical significance of the model. Furthermore, the F-statistic is 1642.76, 

reinforcing the model's overall significance. 

In summary, these diagnostic test outcomes collectively validate the reliability and 

appropriateness of the model for the provided dataset. Next, we evaluate the stability coefficient 

test for assessing both short-term and long-term stability coefficients in ECM. The findings in 

Figure (1) indicate that the CUSUM and CUSUMQ test statistics fall within the 5 per cent limit 

and a 95 per cent confidence interval. In other words, the results support the null hypothesis, 

affirming the presence of stability in the estimated model coefficients over both short and long-

term periods. 

  

 

 

 

 

 

 

 

 

 

Figure 1: CUSUM and CUSUMQ test 

Source: EViews result 

3. Conclusion: 

              This paper has investigated the relationship between the exchange rate and price 

stability in Iraq, employing the Autoregressive Distributed Lag (ARDL) approach. Initially, Unit 

root tests were applied using the Augmented Dickey-Fuller (ADF) and Phillips-Perron (PP) tests 

to assess the characteristics of the variables, ensuring their stationarity for reliable analysis. The 

implementation of the Autoregressive Distributed Lag (ARDL) approach proved valuable, given 

the mixed orders of integration (I (0) and I (1)) observed in the variables.  The F-Bound test 

highlights the long-run relationship between exchange rates and price stability The results align 

with established economic theory. Notably, a stronger exchange rate is associated with higher 

price stability, emphasizing potential benefits from currency strength. The positive link between 

government spending and price stability suggests the stabilizing impact of fiscal policies, while 

the negative association between interest rates and price stability corresponds to expectations of 

reduced economic activity. The findings on money supply support the quantity theory of money, 

indicating a potential influence on inflation. Moreover, the negative relationship between oil 

revenue and price stability highlights challenges associated with economic reliance on oil. These 

findings provide valuable insights into the multifaceted dynamics of the Iraqi economy, 
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emphasizing the roles of exchange rates, government spending, and other factors in shaping 

long-term price stability. The Error Correction Term (ECM) confirms the short-run relation 

between the exchange rate and price stability in Iraq. The significance and negative sign of the 

Error Correction Term (COIN TEQ) highlight its role in short-run adjustment towards 

equilibrium, with a speed of adjustment of -0.058. The findings align with economic theories for 

some variables, while others deviate, indicating the complex interplay of factors influencing 

price stability in the Iraqi context. The significance of certain variables underscores their 

importance in shaping inflationary pressures, contributing to the broader understanding of 

economic dynamics in Iraq. Policymakers in Iraq should prioritize measures to stabilize the 

exchange rate, employing effective monetary policies and strategic exchange rate management. 

Additionally, targeted increases in government spending can stimulate economic activity, 

positively influencing long-term price stability. Careful adjustments to interest rates, along with 

cautious management of money supply and strategies to address oil price fluctuations, are 

essential for maintaining economic stability and fostering steady price stability in Iraq. 
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 البحث: مسحخلص

هزٖ اٌذساست وُفُت تأثُش سؼش اٌصشف ػًٍ استمشاس الأسؼاس فٍ اٌؼشاق باستخذاَ عشَمت ّٔىرج الأحذاس  ٕاويتَ

. فٍ هزا 4044ئًٌ أبشًَ  4002استخذاَ اٌبُأاث اٌشهشَت اٌتٍ تغغٍ اٌفتشة ِٓ َٕاَش  وتُ (ARDL) اٌّىصعاٌزاتٍ ٌلإبغاء 

 إٌمىد، ػشض (OILR) إٌفظ، ئَشاداث (EX) اٌصشفوّتغُش تابغ، وسؼش  (CPI) اٌبحث، استُخذَ ِإشش أسؼاس اٌّستهٍه

(M2) اٌسُاسُت، أسؼاس اٌفائذة (IR)ٍِوالإٔفاق اٌحىى ، (GOSP) أوذث ٔتائح اختباس ّٔىرج الأحذاس  .ِستمٍت وّتغُشاث

وتشُش إٌتائح ٍ اٌؼشاق، وخىد ػلالت عىٍَت اٌّذي بُٓ سؼش اٌصشف واستمشاس الأسؼاس ف (ARDL) اٌزاتٍ ٌلإبغاء اٌّىصع

ئًٌ أْ سؼش اٌصشف الألىي َشتبظ باستفاع استمشاس الأسؼاس، ِّا َإوذ اٌفىائذ اٌّحتٍّت ِٓ لىة اٌؼٍّت. وَشُش الاستباط 

الإَدابٍ بُٓ الإٔفاق اٌحىىٍِ واستمشاس الأسؼاس ئًٌ اٌتأثُش اٌّستمش ٌٍسُاساث اٌّاٌُت، فٍ حُٓ أْ الاستباط اٌسٍبٍ بُٓ أسؼاس 

ٌفائذة واستمشاس الأسؼاس َتىافك ِغ تىلؼاث أخفاض إٌشاط الالتصادٌ. وتذػُ إٌتائح اٌّتؼٍمت بؼشض إٌمىد ٔظشَت وُّت ا

ت بالاػتّاد الالتصادٌ إٌمىد، وّا أْ اٌؼلالت اٌسٍبُت بُٓ ػائذاث إٌفظ واستمشاس الأسؼاس تسٍظ اٌضىء ػًٍ اٌتحذَاث اٌّشتبغ

ت سؤي لُّت ٌصأؼٍ اٌسُاساث، حُث تبشص أهُّت استمشاس سؼش اٌصشف، واٌتٕىَغ الالتصادٌ، . تمذَ هزٖ اٌذساسػًٍ إٌفظ

 .واٌتؼذَلاث اٌذلُمت فٍ اٌسُاساث إٌمذَت واٌّاٌُت ٌضّاْ استمشاس الأسؼاس اٌّستذاَ فٍ اٌؼشاق
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