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Abstract

This study aims to analyze the role of the foreign currency auction window,
along with selected monetary and fiscal variables, in determining the
exchange rate of the Iraqi dinar over the period (2004-2024), within the
framework of the Central Bank of Iraq’s independence under Law No. (56)
of 2004. The foreign currency auction represents one of the unconventional
monetary policy instruments in rentier economies; however, it is primarily
used as a mechanism for intervention in the foreign exchange market to
influence the exchange rate, which serves as a key transmission channel of
monetary policy. In addition, it plays an important role in liquidity
management and in mitigating inflationary pressures.

The study finds that the foreign currency auction constitutes the principal
tool for directing both monetary and fiscal policies in Iraq, due to its direct
impact on the exchange rate of the Iraqi dinar in the parallel market. A
reduction in dollar sales leads to an increase in the exchange rate, whereas
an increase in sales does not achieve sustained stability due to leakage and
speculative activities, reflecting the presence of asymmetric effects.

This study adopts a nonlinear econometric approach using the Nonlinear
Autoregressive Distributed Lag (NARDL) model to analyze and measure the
asymmetric effects of positive and negative changes in foreign currency
auction sales on the exchange rate of the Iraqi dinar. This is achieved by
decomposing changes into positive and negative shocks and examining the
market response to each separately.

The results of the NARDL model reveal the existence of an asymmetric
relationship between foreign currency auction sales and the exchange rate.
Specifically, a decrease in dollar sales leads to a significant increase in the
exchange rate in the parallel market, while an increase in sales does not
ensure long-term stability due to leakage and speculative activities,
indicating that market responses differ depending on the direction of shocks.

Furthermore, the findings indicate the existence of a long-run equilibrium
relationship between the exchange rate and a number of key economic policy
variables. Government spending shows a significant and clear effect,
whereas the impact of the foreign interest rate is limited. In addition,
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variables such as foreign reserves, money supply, inflation, and sterilization
policy exhibit complex effects that depend on the efficiency of their
management.
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Abstrac

This study aims to analyze the role of the foreign currency auction window, along with
selected monetary and fiscal variables, in determining the exchange rate of the Iraqi
dinar over the period (2004—2024), within the framework of the Central Bank of Iraq’s
independence under Law No. (56) of 2004. The foreign currency auction represents
one of the unconventional monetary policy instruments in rentier economies; however,
it is primarily used as a mechanism for intervention in the foreign exchange market to
influence the exchange rate, which serves as a key transmission channel of monetary
policy. In addition, it plays an important role in liquidity management and in mitigating
inflationary pressures.

The study finds that the foreign currency auction constitutes the principal tool for
directing both monetary and fiscal policies in Iraq, due to its direct impact on the
exchange rate of the Iraqi dinar in the parallel market. A reduction in dollar sales leads
to an increase in the exchange rate, whereas an increase in sales does not achieve
sustained stability due to leakage and speculative activities, reflecting the presence of
asymmetric effects.

This
Autoregressive Distributed Lag (NARDL) model to analyze and measure the
asymmetric effects of positive and negative changes in foreign currency auction sales

study adopts a nonlinear econometric approach using the Nonlinear

on the exchange rate of the Iraqi dinar. This is achieved by decomposing changes into
positive and negative shocks and examining the market response to each separately.

The results of the NARDL model reveal the existence of an asymmetric relationship
between foreign currency auction sales and the exchange rate. Specifically, a decrease
in dollar sales leads to a significant increase in the exchange rate in the parallel market,
while an increase in sales does not ensure long-term stability due to leakage and
speculative activities, indicating that market responses differ depending on the




direction of shocks.

Furthermore, the findings indicate the existence of a long-run equilibrium relationship
between the exchange rate and a number of key economic policy variables.
Government spending shows a significant and clear effect, whereas the impact of the
foreign interest rate is limited. In addition, variables such as foreign reserves, money
supply, inflation, and sterilization policy exhibit complex effects that depend on the
efficiency of their management.
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