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The Exchange Rate and its Correlations in the Light of Public Budget Deficit

Dr. Ahmed lbraihi Ali

Abstract

This short paper demonstrates that the Iraqi exchange rate cannot be reduced to a
mere arithmetic conversion of oil revenues into Iragi Dinars (1QD). Empirical
evidence indicates a critical correlation between the inflation rate ideally
maintained below 3% annually and potential exchange rate adjustments.
Furthermore, the real exchange rate acts as a vital determinant of the international
competitiveness of the Iraqi economy. Characterized by a narrow range of tradable
goods, Irag requires substantial investments in industrialization to achieve export
diversification and import substitution, which are necessary to leverage any
adjustments in the real exchange rate. Currently, if the exchange rate is increased to
bolster the balance of payments, import-dependent sectors bear the entire burden
because Iraq lacks the non-oil exports required to respond dynamically to the
exchange rate. Additionally, adjusting the prevailing exchange rate to
accommodate the public budget generates insufficient revenue to alter the

underlying fiscal challenges.
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