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reserves using a frequency domain analysis approach.This research is
conducted over the period from 2008 to 2022, employing the Granger
Keywords: causality method within the framework of a Vector. Autoregression (VAR)
Global oil prices, | model. Initially, the VAR model is estimated to analyze the data, and then
exchange rate, trade | the Granger causality test is applied to assess and confirm the
balance, foreign | bidirectional relationships among global oil prices, the exchange rate,
reserves, and | trade balance, and foreign reserves. The findings indicate that in both the
frequency domain. shprt and long term, there is a bldlrectlona] relationship betvyeen global oil
prices and the exchange rate and. foreign reserves. This means that
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unidirectional, meaning that changes in oil prices impact Iraq’s trade
balance, but not vice wversa. Based on these findings, it is recommended
that Iraqi policymakers prioritize the diversification of foreign exchange
sources, reduce oil dependency, strengthen foreign reserves, and enhance
economic stability by maintaining exchange rate stability. Continuous
monitoring of oil price fluctuations is also essential for informed trade
decisions.
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1. Introduction

Since the 1970s, with the discovery of oil reserves in Iraq, crude oil has become the
largest sector of the country’s exports, accounting for approximately 95% of its total
exports. Oil is not only recognized as the primary driver of the country's economic
growth, but its price fluctuations also have deep impacts on the nation's economic
conditions and the well-being of its citizens. Despite Iraq's substantial oil reserves, the
country has become a net importer of petroleum products due to inefficient utilization of
its refineries. This situation has led to increased import costs and negative effects on the
trade balance and overall economic status of Iraq (Olayungbo, 2019).

From two perspectives, the increase in oil prices and its impact on the exchange rate can
be examined. First, oil-exporting countries may face challenges such as uncontrolled
cost growth and, consequently, the Dutch disease, as a result of ‘rising oil prices.
Second, an increase in global oil prices raises production costs in industrialized
countries, which leads to higher prices for imported goods in oil-exporting countries.
Due to Iraq’s heavy dependence on oil, the country is always affected by fluctuations in
global oil prices. When oil prices rise, Iraq typically experiences a positive trade
balance, increased foreign exchange reserves, and an appreciation of its currency.
Conversely, when oil prices fall, the exchange rate weakens, foreign exchange reserves
decline, leading to a budget deficit and slower economic growth. The sharp decline in
oil prices in 2008 and 2015 are examples of this scenario (Zhao and Zhang, 2024).

With rising oil prices and a weakening dollar, imported goods become more expensive,
and the purchasing power of the dollar decreases relative to other currencies. These
changes result in limitations on the import capacity of countries. In general, an increase
in oil revenues does not necessarily.lead-to an increase in foreign exchange capacity,
and misunderstanding this relationship can lead to misguided economic decisions
(Banerji and Shettima, 2025).

Research in this area has mostly been conducted separately. By using frequency domain
analysis, a better understanding of the relationships between financial and energy
variables can be achieved, and this type of analysis helps policymakers to plan more
effectively before economic changes occur. Therefore, the aim of this research is to
examine the effects of global oil prices on Irag's exchange rate, trade balance, and
foreign exchange reserves, and to address three main questions: First, what is the
relationship_between global oil prices and Iraq's exchange rate? Second, how do
changes in oil-prices impact Iraq's trade balance? And third, how is the relationship
between oil prices and Irag's foreign exchange reserves analyzed?

2. Research method and data

The research method is of a causal correlation type, based on time series data analysis.
The aim of this study is to present a macroeconomic model, considering the specific
conditions of Iraq. The data for the research were collected from library and
documentary sources, specifically from the World Bank's World Development
Indicators (WDI) database and the OPEC database, covering the period from 2008 to
2022 for Irag. Subsequently, in order to interpret the research model, frequency domain
analysis is first conducted, followed by the interpretation of the frequency domain
alignment using the VAR method.

3. Analysis and discussion

The short-term Granger causality test indicates that there is a bidirectional relationship

between global oil prices and the exchange rate. However, the short-term relationship
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between global oil prices and foreign reserves, as well as between global oil prices and
the trade balance, is unidirectional, with causality running solely from global oil prices
to foreign reserves and the trade balance. The long-term Granger causality test shows
that, in the long run, there is a bidirectional relationship between global oil prices and
both the exchange rate and foreign reserves. However, the relationship between global
oil prices and the trade balance is unidirectional, with causality running from global oil
prices to the trade balance.

4. Conclusion

The Granger causality tests conducted for both the short and long term reveal key
relationships between global oil prices and Irag's economic variables. First, the
relationship between global oil prices and Irag's exchange rate is bidirectional, meaning
that changes in oil prices can directly influence the exchange rate,.and vice versa. QOil
price fluctuations, especially due to the U.S. dollar's role, affect both the demand for oil
and exchange rates in oil-importing and oil-exporting countries. Conversely, changes in
exchange rates, particularly the value of the dollar, significantly impact oil prices. This
bidirectional relationship affects trade and economic wealth, consistent with previous
studies by Vuba and Qabhobho (2024), Nandi et al.|(2024), and others.

Second, the relationship between global oil prices and Iraq’s trade balance is
unidirectional, with causality flowing only from_global oil prices to the trade balance.
Both the short-term and long-term Granger causality tests show this one-way influence.
As a result, the second hypothesis, proposing a bidirectional relationship, is not
supported. This aligns with the study by Kim and Le (2024) but contradicts the findings
of Gomez-Gonzalez etial. (2015) and Akpan (2009).

Third, the relationship between global oil prices and foreign reserves is also
unidirectional in the  short term, with causality running from oil prices to foreign
reserves. However, in the long term, the results of the Wald test indicate a bidirectional
relationship. The: third hypothesis, suggesting a bidirectional link between global oil
prices. and Iraq’s foreign reserves, is confirmed for the long term. Oil-exporting
countries. accumulate _foreign reserves during periods of high oil prices to manage
economic shocks and ensure financial stability when oil prices drop. This finding is
consistent with.studies by Agboola et al. (2024), Parvin (2022), and Olayungbo (2019).
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