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ABSTRACT

The management of foreign exchange reserves in oil-dependent economies constitutes a shared and
critical challenge for macroeconomic stability in nations such as Iraq and Iran. The "foreign currency
auction" policy, functioning as an interventionist instrument, plays a dual role: on one hand, it serves as
a mechanism for exchange rate stabilization, while on the other, it poses a potential threat of official
reserve erosion. This study aims to quantitatively analyze the impact of this policy on the level of Irag's
official foreign reserves over the period from March 2018 to December 2023, utilizing the
Autoregressive Distributed Lag (ARDL) model. The findings indicate that the volume of currency
auctions exerts a negative, significant, and escalating impact on official reserves, with the elasticity of
this effect intensifying from -0.18 in the short run to -0.65 in the long run. Furthermore, the estimated
Error Correction Term (ECT) coefficient (-0.42) indicates an appropriate speed of adjustment of
disequilibria towards the long-run equilibrium path. Conversely, oil revenues, identified as the most
significant compensatory factor, exhibit a positive and significant impact on reserves, with elasticities
of +0.32 in the short run and +0.89 in the long run. While elucidating the dynamics of the Iraqgi
economy, these findings offer critical policy implications for Iran's foreign exchange system,
emphasizing the imperative of optimally managing currency allocation mechanisms (such as the Iran
Center for Exchange of Currency and Gold) to ensure the sustainability of the nation's strategic

reserves.

1. Introduction

Volume (LAUCTIONVOL), oil revenue, imports, and

The management of foreign exchange reserves is a
critical challenge for oil-dependent economies like Iraq
and Iran. The Central Bank of Iraq utilizes "Foreign
Currency Auctions” as a primary intervention tool to
stabilize exchange rates, yet this mechanism poses a
potential threat to the sustainability of official reserves..
This study quantitatively analyzes the impact of this policy
on lraqg's official reserves and derives policy implications
for Iran’s foreign exchange management.

2. Methodology

The research employs an Autoregressive Distributed
Lag (ARDL) model to examine monthly data from March
2018 to December 2023. The dependent variable is
Official Foreign Reserves (LRESERVES), analyzed
against independent variables including Currency Auction
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policy rates. The Bounds Test confirmed the existence of a
long-run relationship among variables.

3. Findings

Empirical results reveal a significant negative impact of
auction volume on reserves in both the short and long run.
The elasticity of this erosive effect increases from -0.18 in
the short run to -0.65 in the long run8. Conversely, oil
revenues act as the strongest compensatory factor, with a
positive long-run elasticity of +0.899. The Error
Correction Term (ECT) is estimated at -0.42, indicating
that 42% of disequilibria are corrected monthly.

4. Conclusions
The study concludes that while currency auctions offer
short-term stability, they impose a significant cost on long-
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term reserve sustainability. For Iran, these findings and Gold to prevent the erosion of strategic assets while
emphasize the necessity of optimizing currency allocation managing market interventions.
mechanisms such as the Center for Exchange of Currency
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Table 3. Bounds test results for cointegration
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Table 4. ARDL model estimation results- short-run relationships
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