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The impact of oil price fluctuations on the exchange
rate of the Iraqi dinar: an econometric study for the
period (2004-2025)

Islam Mohamed Mahmood

Abstract: This study aims to measure and analyze the impact of global oil
price fluctuations on the Iraqi dinar exchange rate during the period 2004—
2025. The study is motivated by the nature of the Iraqi economy as a
rentier economy that relies heavily on oil revenues to finance the state
budget and provide foreign exchange. The research problem centers on the
extent to which exchange rate stability is affected by continuous
fluctuations in global oil markets and the implications of such fluctuations
for Iraq’s monetary and economic performance. The study employs
quarterly data covering the period 2004—2025 and utilizes a set of modern
econometric techniques, including multivariate GARCH models to analyze
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volatility transmission, Vector Autoregression (VAR) models to examine
dynamic and causal relationships among variables, and ARIMA models for
forecasting purposes. The data were obtained from official sources, namely
the Central Bank of Iraq, the World Bank, the International Monetary
Fund, and the U.S. Energy Information Administration. The empirical
results reveal the existence of a long-run cointegration relationship
between oil prices and the Iraqi dinar exchange rate. Furthermore, the
Granger causality test indicates a unidirectional causal relationship running
from oil prices to the exchange rate. The findings of the GARCH models
confirm a significant relationship between oil price volatility and exchange
rate volatility. In addition, impulse response functions and variance
decomposition analysis show that oil price shocks represent one of the
most important determinants explaining exchange rate fluctuations in Iraq.
The forecasting results also demonstrate that ARIMA models possess an
acceptable ability to predict the future behavior of the variables under
study. The study concludes that the continued excessive dependence on oil
revenues makes the Iraqi dinar exchange rate highly vulnerable to external
shocks. Therefore, enhancing economic diversification, strengthening
foreign exchange reserves, and developing monetary and fiscal policies are
essential to mitigate the adverse effects of oil price fluctuations on
economic stability.

Keywords: Oil price volatility« exchange rate« GARCH ¢« VAR ¢« ARIMA.
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ol S 8l (DCC)5 (COC) (oadsad ol o 1) jidal) Ba33a GARCH kel il ;S
5 GARCH gasei s gl Al Jsaall (i yrn s (B all Jliall o pa e 25 e Jaail)
(CCC) il o il bl ¥ ja) cpaa 81l Sl Copa yrw g dadill jlad (e JS3 G yuciall
LY Jalae 50383 ) ddla) o) juaiall @l e b paiuadl L 5 Al cilerall il Caag
(B ad) ALY 8 Al L) A Saaliny i 8 Al 0l oda 2ad g cplulid)

(Constant Conditional Correlation) CCC gigai i gilii (5) Js

P-value thsilaa) @ Jaal) Uadl) Sﬁ‘ Jalaal)
0.002 3.12 0.008 0.025 o (ARCHO0 - Oil)
0.003 3.02 0.062 0.187 o (ARCH - Oil)
0.000 11.06 0.071 0.785 B (GARCH - QOil)
0.045 2.00 0.009 0.018 | o (ARCHO —IQD)
0.012 2.50 0.058 0.145 | o (ARCH - IQD)
0.000 12.69 0.065 0.825 | p (GARCH - IQD)
0.000 -5.00 0.087 -0.435 p (CCO)

EViews 13 Slas¥) zaill ila jhe e slaie VU Gl dae ) 1 jaadl)
e 3525 Say Lo (0.435-) sinas il (CCC) il Ll Y1 ol (5) Jsan b ghlidl) el
il (3 8 LD 23 Leie (g AT Bl Cipeall jrw iy Jadil) e CldE (G dpuSe
o Les clflamn) &y sine ¢ paiall SISV GARCH 5 ARCH @3halas o il e si 5 palal) ol
o S8 A yal) B o O LS el e Bl ezl g ) el 5 A8l Clerall (g8 58 2y )
Jalre Lal cdas giall ) oy yuad) 33 g2l aae g ddladl 4 ) iVl jaafi (o pucall ey Jadil) jlaad 8 L)
Jbad LS (s Azl s S A8e dsa g o Jy Laa  gina s Wil ola 38 (p) il o il Lol 5y
Jaall ) saaeS Tadil) e 1 jad) sla@V) dalaic) 5 G saall oy Lol )Y Adlia (uSay e s
Loyl il ) st Gl (DCC-GARCH) (oSalisall o jlll Lol )¥1 3 s i il (6) Jsaad) om yma s
JSI ol cplal) )il L) ) dila) o B el Jlall Ga e jeas Jadill jled LS Cpy e
il UKy Gl 5 e e 0 ppiiall oy ARl k5 (5 ypnsill ) 38 adiiusi s e ) ALl
(Dynamic Conditional Correlation) DCC gl i milii (6) Jgi
. Uadly dadl)

P-value | tdsilaa) s Skl 3_yadal) dalaal
0.023 2.28 0.014 0.032 0: (DCC — ARCH)
0.000 34.21 0.028 0.958 | 6: (DCC - GARCH)

— — — 0.972 J Adg + B (Oil) —
— — — 0.970 | JAllg + B (IQD) —
EViews 13 gl alaaiuly ool pafill Gla jae e alaie Wl Calll slac) (e J saal)

Bl ¥ e Jy Lo diilas) g sea ARCH (01) dalae O ) DCC-GARCH gisai gilis i
8 A B Ayl el uSay laa adi jall GARCH (02) Jalrs o (s (3 ciaall ciladially <l puiall cp
J<a i Y il G pea jaa g dadill e o AR (5 e 8 5 e ) e Saalial) Jal YY) dad
20 50 (e an Gy i) SIS (g + B) & same O S i 31 L (0 Alle A 5y sy ¢ e
® GARCH 72 sai aladin) daua XS g ¢ o pdll cplall 8 g 8 ) jital dga g e Jule g8 5 caiall



Jya g ae il (3sm () aine JSE JEE Apdadill Glerall Gf gl (S cale (S 5 i) Jilas
el e Cpopiall (B Saalinn T S

@J}m O i) 33 g julea 40,80 c_m\l\ %A\ﬂ\ Jsaall = :GARCH G:\LAJ K] B\JJGA bl
825 GARCH gilet gasa (DCC) (Spalinall ()l Bl j¥15 (CCC) il (b, Bl )
daeda SV 73 gaill aan Caags «<BIC s AIC 5 Log Likelihood aas e Ialaie ) @lld g «cul paaiall
Al sy YA 31 el Hlall Ca e yr g dadill jlad LIS G ARl

il Gada DCC3 CCC aisai o (Model Selection Criteria) asSiall jylaa & J8a (7) Jsas
&l uriall 3aaia GARCH

ALadly) DCC zisa CCC gisa Sl
DCC 438.2 425.7 Log Likelihood
DCC -5.02 -4.88 AIC
DCC -4.63 -4.52 BIC

= DCC-GARCH s CCC-GARCH g3 alaaiuly ol i) il e slaie YU Cialll slae) (e 2yl

EViews 13 gl » alaiiuls ¢(2025-2004) 4l yall <l
Ol sina Lo cmmnall (g0 O B (02601) sSeabioall LY leles of ) oDl (7) Jsa b bl s
L e o B AS] (B ) g e Saaliny JSE Sy G peall e hadill jlad s G Lol yY)
Slo el byl Lla Y 4 Gl e dlle dapn dsas ) ey Lae a1 (0.958)0;  Jebae
4 )lie Cinila (5 o5 yall il e sudadl JeadY) 0 DCC T Asal o cps «BIC s AIC ad 45 5l
CCC ol waas S (Hassan & Abdullah ,2018) 4wl 0 ae Jbﬁﬁ sl o2 CCC Tl
Ciapal S SLaBY) il e m AR () 255 ) AU Gl ae 3855 Le3S) g (DCC (e Juadl
) ) uw\ g_mmn o L 5 laia S

eyl <l S 3w a3 M Jprall Gim gy AGalial) cildMall Jdady VAR gitad il clwald
a8y Aef 38a3 3 A GleUay) (e 22 Jiadl yaas Cangs ( HQ¢ SC:AIC _uas) VAR 73 gail Tl
GA\):J\ JL\.IJS‘ u)m)wj.ias.ﬂ\ )M\&MM\J@Uﬁcd)AAﬂ‘UJ\PUMM

(Lag Order Selection Criteria) fiall sUaiy) 45 3 JLSA) (8) Jo

Lag
HQ SC | AIC | FPE | LR |LogL | ‘8
6.00 6.12 | 592 | 1.25¢-05 | NA | -245.8 0
5.41% 5.68% | 5.23* Sblff' 62.5% | -212.4 1
5.59 6.01 | 531 |5.92e06| 9.8 |-207.2 2

2235l 5 ¢(2025-2004) Al Sy alaxinly VAR g3 sail uidl) il il e dlaie YU Galidl dlae ) jaadll
HQ 5 SC 5 AIC Lulaal Gy ] = Gilelagy) 22 il &3 EViews 13 b

(e A gana e\dil.n\.} VAR CJ}«.\S il (Lag Order) GleUasy) aae Hladl) C_mt"u oSlel Jaall el
zisaill 1aail SC5 HQs FPE s AIC (e J€ 4ad il e alaie V) oy Cus dgilasny) 335all julaa
Cilaslaal) pulaal af JA s 3) cans¥) oo (Lag = 1) AsY) elas¥) 558 o) ) gl jeis i)
Ll lead G ASaaliall ARl judi 8 deede JSYI Ll Je Ja laa (LR LAY 4 gine dad ey
) Al 55 A 81 jall il Cojea yaasy

Do) il Ul Jgaall (i =y :(Johansen Cointegration Test) & idal) Jalsil) LS4 ;Ludlu
43 ) 58 483e 3 9a 5 2aail (Trace Test) Johansen (Johansen, 1991) dusgie (385 & jidall Jal<il)
(%5 Ay sina (5 sime dic Aayall asill s SV Ayilian) o alaie VU Sl 5 dal jall &l i o Jal1 Al sk
Loy oy & Jidie JalSi ania (g ST a5a 5 e Rl ) LEAY) 138 Cangy s (.Prob) AdlleiaY) ad ) ddl|
ABNall ity eans Ly ¢(2025-2004) Al ol 358 JUA 1 all Slall Gopea s Ladil) land o
il G Ja) AL sla Al



(Johansen Cointegration Test — Trace Statistic) <_idall Jalsil) 54 (9) Jga

JA Prob. | (%S5)4 s dedll | (Trace) S &xuaa) | (Ho)pir) duda b
(4 5ida JalSi 52 9) Ho 0285 | 0.003 29.79 38.45 r=0
(O & idia JalSi 32 03 Y) Ho Jsé | 0.087 15.49 12.34 r<i

EViews 13 gl n e & yilall Jalsill jlasd c_ah.aéc Alaie YU Eaaldl dlac) 1 jaall)
m‘)ﬂuaﬂ‘)edk_UA‘M\‘)ﬂ\k_\“)MuudAy‘dJ}Ld LJA\SJM).GJP}L;\J}JAMC_ILU‘)M}
\.JA}_@w@MY\Mﬂﬁjd\;)ﬂ\Mﬂﬂ\wﬁ‘}Y\@M}Wﬂuy(r—O)de\dM\m(a.laj\
Qi&;a,._;m‘g\ﬂ\thﬂ\q)mwjmumioﬁ@ﬁqa‘y\‘;;h\)&&z@aﬁ}‘;ﬁdgg
‘).\S\.JPJEJQCQUJ\)@J::\M&Y\EMQ\.\M‘(‘J—JchY\@)Lu)\y}MWJJMQ\M\

«_\\)4:443\ u.u‘\..ﬁh.a\ «J BALPLYTS e
Aalal Lpnw A83e 3525 (10) Jsaadl 3 Tasdly , jmalll JaY) 8 Granger - dued) L) il slagla
O g 3l (8 Coeall (§ g of Aagiil) 028 2S5 Gpeall jrw ) hadill el (e SidS olasY)
Cra olady) MJ\A\WMJ@ Jsag S c.t\..\.d\ i g eJaail) d\}u\ e Al daa Al Glaaall stba
ASP‘;ded&u}yJOMM\JM\uUmu\L;\c@\)d\Jbﬂ\u)m)u‘ﬁJ\M\JM\

(Granger Causality Test) sail_al &uaadl JUS3 (10) Jo2

(a=0.05) _i_al P-value F 4l (Ho) & dall 42 il
(A 293.5) 28 0.002 6.87 i pall s Granger wiwd ¥ baill) jlaud
(A 22 53Y) J o 0.291 1.25 hill) jlaul Granger ces ¥ G pall

EViews 13 gt alasiulys il jad ) HLial milis e slaie YU bl dlae) @ jaad)

(Impulse Response Function-IRF) ciladall Llaia) Jige @il (11) J Jsaall e
Laiill a8 4 jlme dedeal B jall Sloall e e dlatiul Gl il s (VAR gdsai bl Gaa
ki)l lerall i JESY el el meaia s ) Qidall 138 Coagy g Adliae 3 si oy dpie ) BT e
Ao giall 5 meadl) (aall JUA AV 138 A ) sl 5358 (52 g i wall B sms

Impulse Response Function-IRF cilaxall L) J) g3 (11) Jsia

TS0 T | (a0 B ol (B Ariadl i) g bl | (g ) B
-0.023 -0.023 1
-0.038 -0.015 2
-0.049 -0.011 3
-0.057 -0.008 4
-0.063 -0.006 5
-0.071 -0.003 8
-0.075 -0.001 12

gelp pldiuly VAR zigd e (IRF) Gledall Alsia¥) Jigp & Jde aladeYh dalll she) @ uadll
) ; .(EViews 13)
uyﬂ@ﬁ‘)m ua‘.ﬁ;.}\ ‘;\ &Jﬂiﬂ.ﬂ\ J\.a.u\ ‘_55:\:1.1\;3\ YURON u\ ooke ) d}..\;“ LN;C_ILLJ\ )@.L:J}
DA s Iy Sy el s e Lo ) S e edans siall sl Ja) (3 Al Ll
&M\wuﬁ‘;\;wj\ @mm‘qﬁ\ﬂuuﬁz‘;;mumi&mﬂfm@m
25 () sall A Basl 54 s o.lb)) Lall el 8 dulag) deria G Dlaia¥) Ul g jedai LS gl (53Y)
Lol ¢y Jlama 3225 0.023 iy (OY sl e Ll G (aléall) Capall jrw (A (558 palaas) )
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3L O ) e 138 (< i 3) by 12 Mss 2 Sieall ) deas s 1) 5 a0 il il
(O s o)l bl Cpe o sthaall asll Galidlsl) Cogeall e A Cpnd ) o5 hadill e

5 (12) Jsaall Gam slaay 12 @3 — (Variance Decomposition) oAbl 4ijad Julad Ul
dnalin i a9y (oAl 5 VAR z3gal JUal (eia (Variance Decomposition) ¢pbiill 45 jad Jalas
ol paail) i 8l ppsiall Ay 5 ABIA B el Jlall G a s Cladia g cadill e Cladia (e S
OS1 sl (30 syt ) el T3 g Al s oy sy T e iyl s i Alalal
3% A pall o GllE juad 8 Aokl Glesall Aas g2 Glu c@DXl jalas (e jas
(2025-2004) 4

Variance Decomposition ¢pbill 43325 Jalas (12) Jg

s Al @ yitia Glasa “"”ﬁ?ﬁ“““ hiil) jaul clara (&) &)
0.0% 61.8% 38.2% 1
5.4% 52.1% 42.5% 4
71% 48.2% 44.7% 8
8.3% 46.5% 45.2% 12

. EViews13 Cu\l.’_).l Alaiuli g ¢ VAR 73 gai ana ol L);Sd:d;.y iy ‘_Ax: e YU daalill dlae) : Haadll

b Ol s 8 Y1 ) e s Lege | e 2a8 Laiill el Giledia of (12) Jsas 8 @l a8
%45.2 A wadll Ja¥) (8 9638.2 (e Lisa )y Lgiatlise @ 5 3] ¢ 3l oo (Bl pall jliall (8 pa jrs
oSy Lae (Bl )5 e pe Ciall e AN Clenall Al aal 5 cJial i daw gl JaY)
il i LS gAY Adalall Jal gally &5 jlie Coyeal) yraw Ll a3 Jadill el (5 ) saall ) gl
12) doshll saall e Capall e 8 MU il e %45 Ga i La i Jadil) e Cilera ¢
(Sl SISl ) i e dlaail) diagell 2S5 Laa o(la

: 580 ARIMA g3kl il slads

il e de ganae JLa) 2z Ll el 3l ARIMA z3sed daail aad a3 cdadl) jlaadd a1

ALl
(Brent Crude Oil Returns) hiill jlaui 558 ARMA gital 43 s (13) Jo
cilaadla HQ | BIC | AIC | LogL zasall
b)) gdad) (381 3 gad -3.03 | -3.00 | -3.05 | 134.5 142(1)2‘111?(4)?
L e )Y ¢ lea 43l
Jide 1) G AR(T) s M1 3.00 ] 303 3.2 | 1382 | ARIMA

iudh (1¢1:0)

$1) Gus MA(1) daloa L) | -3.12 | -3.06 | -3.15 | 139.5 ‘Az(l)“lllg;’*
Tisal Juad 3.16 | -3.08 | -3.21 | 141.8 ‘Azf‘lllg;*

EViews 13 gl aladiulys ARIMA gilei i z05 e alaic YU Gald) dlae)  jaadll

G G 6Ll Zaladll G e JadY) s (1¢1¢1) ARIMA Tl Of oS Jsaall i il ek
a8 e Jy L ((HQs BICs AIC) <leslaall yuladl 28 (85 Log Likelihood - ded el
5 AIC o 4 )lie o ol s zilall Ay 45 jlie il Und Julii g 4y 31 Alelidl @lgles i 8 JuzadY)
z3saill dapa Gl jall 8 Jaiil) el 5l =i sa (1¢1¢1) ARIMA zised of cusi <HQ 5 BIC
3 aial)
)
AOil, = 0.023 + 0.18A0il;_qy + 0.21eg_q,
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Gl yaill) G peall jaw il se 5058 ARIMA g3l il o 3 1 pad) jlal) G jpw 5adi 2
(Gl prd Ay e Sl

(IQD Returns) 3_adl Jlsll diya jaw 558 ARIMA g3kl 43 s (14) Jg>

i HQ | BIC | AIC | LogL g gadll
) Al gdall 38l zigad | -4.20 |-4.17 | -4.22 | 187.6 | ARIMA (0:1:0)
Eigal Jud 428 | -4.22 | -4.31 | 191.5 | ARIMA (1:1:0)

Jalas ddla) MA(1) s
£1a¥)

oS ISy Cuuny alg lagias ST | 426 | -4.18 | -4.30 | 191.8 | ARIMA (1:1¢1)

-4.23 | -4.17 | -4.26 | 189.2 | ARIMA (0:1¢1)

EViews 13 gl aladiuly s CARIMA g 3led a8 il e aldie YL Galll sae) @ juadll

i 3l Al S lis s (& JuadY) 23 5l 58 ARIMA (16140) @ose Of odhe) Jsaad) ilis el
oY 450 Y ey Les criladll Aty 4 jlie L 36 ey BICs AIC Ul dad il i
(MA) il (s lasi¥) aall Jlas) sy ol dilaall & gl Uad Qa6 ae iyl 4830l LlEd) e
& Lt s Lt ARTMA (1¢1¢1) gisal & (AR)1 s 430 gead) 5l ARIMA (1¢140) zisai
Clerall 5 e SET(AR) S 58 e 58T I8 i Alalull ASalinall 4l G ey La YY)
Cina ras 5l Jumd¥) n FEARIMA (1elel)** 2350 of (i i laall e sl s (MA) 28l siiall

AOil, = 0.023 + 0.18A0il;_q3 + 0.21eg_qy 3% zasaill By ) el i)

:(RMSE« MSEMAE) 3 48 as 3

ARIMA g ilai S8y jaiil) 483 (uplia (15) Jgo>

i pall g ARIMA hilll jlawl ARIMA Ll
ol
(1<1<0) (1<1<1)
0.024 0.032 MAE (Mean Absolute Error)
0.0011 0.0018 MSE (Mean Squared Error)

RMSE (Root Mean Squared
Error)
2.45% 3.18% MAPE (Mean Absolute
Percentage Error)
EViews13zeb n aladinl s cARIMA z3lail il 483 ani 235 e aladie YU bl slae ) jaadl)

0.033 0.042

L,lae Jlefddy gis ARIMA (1,1,0) q‘)‘A\Huau\ i) C,‘sys ol & (15) sl C..a\_uJ.mu
S8 Laall el o eday Laiy ¢ padll adll Lo Capall rw o glay il 8 il 3 )08 e Jay 1 g
042 .45 @\Pqﬂ\ﬂgy\yﬂ\‘&sw@gj _&i&q;ﬂ\&@wﬁigmjgﬁs

Ao eil) bl ae 381 555 23 saill 8 A g 380 ) iy Laa
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dple ADle Gioyuall jauy badill el (g 483l ) (VAR) s (GARCH) ziles gl < ekl
(Sally s (Gpall a3 et ) (Gadaiil) clal ¥ el ) g) Jadll land 8 3N gag dua
YAl e allall Baly 55 o peall jaa ga i ) il jland Galisil g5

e iy Jadil) el L8 G bSOV ) i O pdall 3aeie (GARCH) gl aladiuly
i & yedal Wi €0.435- ) oa CCC il Bl Y1 IS G 45 sina s il Ll 5l g8 o puall
(02 = 0.958 Aaid) Ul (g Ly 8 Ry 4T gl g par Saaliay JS8 ey Bl 13 o DCC
BIC 5 AIC el a5 3l jall by e Gadail i) g8 DCC 3 e

D ) il el (g olad) dpalal A A8 2585 (Granger)d Al JUEA) @il ekl
128 Jadil) (3l gl a Aadlal) dpa Hlad) Cilediall ila Jifie 8 Cogeall G () (ixg Laa (o jual
Aadd Alae Ol prie PR e G pall praw il e 3 08l Cancay

r A s gl ) gag bdill lead 8 Al deaa o Gleaall Llain¥) J)ss @ ekl
o3 Ao ju (Dlsiu 3) Lay 12 s 808y Jin Gl e pallile il aadhy «ayall
A5 @l A lea 350,023 s s dlaiuy)

Laig chadill w5 Jad) 8 ARIMA (1¢1¢1) z3sei of (ARIMA) g gl & ekl
Cinall jrd RMSE 4 (8l all Sl Cojea e 5l Juad) 58 ARIMA (1¢1¢0) gisad
il 8 A sie 483 o Jay Las o230 gal) e 40 %3.3 253a 3 L) 0,033 il

A

b ddia 5 dghaail) bl Y1 e slaie V1 Qi g 81 el Sl dalil) saclall e e Jasl)
(Y 5 salill ) EY) 3y el Ll i)

Cledall @l i A Cojeall (5o i jiiul acal 30l Leik gy pial) Gllalaa¥) 35l G
Al

Aualaw (3aalia g Addle <l gl o LES) JYA (e Jadill Slad iy ddagi el lalaall 5 5la) ol glas
Ala®y) ) ddadil) el JUE) (e aal) 8 aga Lay Al g 4008 (inlpuadl (p Graill 3 e
DA aia s (el adadil) g gl illee 8 2l Ll &3l slaie |

Jia capall jrw A gAY La Al @l i) i Jsl il Gl jall e 2 3ell o) ) aaas
Al gaall @l glail) g Adland H caliantl) g duallall saslal) e

el

a4l L) ad) 2020 alad (s sid) ALY El (2020) LAl s Sall i)
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(Gl sl @l ) ekai) 2023 alal sl laBY) 5y 3l (2023) LBl Sl i)
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