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1. Introduction



• The role of exchange rates and their impacts on macroeconomic
performance are subjects of debate in the economics literature and core
areas of interest to economists, finance experts, and policy makers.

• Most economists agree that exchange rate stability enhances foreign
investment, international trade, and economic growth.

• Research work on exchange rate volatility and international trade in MENA
region is scanty. Despite the existence of an abundance of literature on
international trade inflows, exchange rate, and growth, there is still a
paucity of empirical studies on the dynamic interaction between these
aforementioned variables.



2. Selected Literature Review 
on Exchange Rate and 

International Trade



• Exports are more sensitive to changes in REER levels than their volatility, and
the effect is more pronounced in the agriculture sector exports. Huchet-Bourdon
and Korinek (2011)

• High external debt could offset the effect on trade of exchange rate
movements. Kearns and Patel (2016)

• Developing countries should be cautious about relaxation in the exchange rate
and embrace of the floating exchange rate, which can be dangerous for
international trading performance without a highly developed financial system.
Héricourt and Poncet (2015)

• Shocks causing changes in the exchange rate can lead to changes in other
macroeconomic variables, which could offset the impact of exchange rate on
trade. Bacchetta and van Wincoop (2000)

•



• Baek studied exports and imports of 71 products between the US and the
Republic of Korea and concluded that exchange rate levels affect exports
and imports between the Republic of Korea and the US. Baek (2012)

• The depreciation of the US dollar had led to exchange rate appreciation in
developed Asia, and that this in turn might disrupt the complementary
trade relationship between developed Asia and developing economies in
the region. Thorbecke (2006)

• Currency depreciation led to lower export prices paid by foreigners and
higher import prices, and these price changes in turn led to a rise in exports
and a fall in imports. An increase in exports is higher when the exporting
economy has a weaker financial system, especially in cases of banking
crises. IMF (2015)



3. Recent Developments in 
the MENA Region



GDP Growth

Sources: Haver Analytics, IMF, World Bank



Tourism Growth

Sources: Haver Analytics, IMF, World Bank



Good Exports Growth: Oil Importers

Sources: Haver Analytics, IMF, World Bank



World Bank Human Capital Index

Sources: Haver Analytics, IMF, World Bank



Inflation

Sources: Haver Analytics, IMF, World Bank



GCC Interest Rate 

Sources: Haver Analytics, International Country Risk Guide, IMF, World Bank.



Political Stability and Business Climate

Sources: Haver Analytics, International Country Risk Guide, IMF, World Bank.



Export Market Penetration Index

Sources: Haver Analytics, International Country Risk Guide, IMF, World Bank.



Euro Area Trade Exposure

Sources: Haver Analytics, International Country Risk Guide, IMF, World Bank.



4. Methodology



In this study, exchange rate volatility is measured by applying the
symmetric GARCH model and asymmetric threshold-GARCH
(TGARCH) model, The simplest forms of the GARCH model and
TGARCH model are GARCH (1,1) and TGARCH (1,1), which can be
shown as follows:

𝑅𝑅𝑡𝑡 = 𝛽𝛽0 + 𝛽𝛽1𝑅𝑅𝑡𝑡−1 (1)
𝜎𝜎𝑡𝑡2 = 𝜔𝜔 + 𝛼𝛼𝜇𝜇𝑛𝑛−12 + 𝛽𝛽𝜎𝜎𝑛𝑛−12 (2)

𝜎𝜎𝑡𝑡2 = 𝜔𝜔 + 𝛼𝛼𝜇𝜇𝑛𝑛−12 + 𝛽𝛽𝜎𝜎𝑛𝑛−12 𝑑𝑑𝑛𝑛−1 + 𝛾𝛾𝜎𝜎𝑛𝑛−12 (3)

where 𝜔𝜔 is constant. 𝞪𝞪, β and γ are coefficients. 𝜇𝜇𝑛𝑛−12 is the mean square 
of the previous time period. 𝜎𝜎𝑛𝑛−12 is the variance of the previous time 
period. dn takes the value of 1 for µt < 0, and 0 otherwise. 

Measures for Exchange Rate Volatility



To investigate the effect of exchange rate volatility on international 
trade, equation (4) below is estimated, incorporating pre-
generated exchange rate volatility proxies. 

𝑇𝑇𝑇𝑇𝑇𝑇𝑑𝑑𝑇𝑇𝑖𝑖𝑡𝑡 = 𝛽𝛽0 + 𝛽𝛽1𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝑖𝑖𝑡𝑡 + 𝛽𝛽2 𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝑅𝑅𝑖𝑖𝑡𝑡
+ 𝛽𝛽3 𝐼𝐼𝐼𝐼𝐸𝐸𝐸𝐸𝑖𝑖𝑡𝑡 + 𝛽𝛽4 𝐼𝐼𝐼𝐼𝑇𝑇𝑅𝑅𝑖𝑖𝑡𝑡 + 𝛽𝛽5 𝐼𝐼𝐼𝐼𝐼𝐼𝑖𝑖𝑡𝑡 + 𝛽𝛽6 𝑅𝑅𝐸𝐸𝑅𝑅𝑖𝑖𝑡𝑡 + 𝜖𝜖𝑖𝑖𝑡𝑡

(4)

In Equations (4), for country i and time period t, TRADEit represents international,
EXVOLit is exchange rate volatility, ECOFRit is economic freedom, INFLit is inflation
rate, INTRit is interest rate, INDit is industrial growth, RESit is reserve and 𝜖𝜖it denotes
to error term.

Model Specification
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5. Sampling and Data Collection



Sample

This study uses a sample of 15 MENA countries: Algeria, Bahrain,
Djibouti, Egypt, Iraq, Iran, Jordan, Kuwait, Lebanon, Morocco, Oman,
Qatar, Saudi Arabia, Tunisia and the United Arab Emirates.
Libya, Syria, West Bank, and Gaza and Yemen are excluded from the study due to
data unavailability.

Annual time series data (1990-2018) were sourced from the Statistical
Bulletin of Central Banks, World Development Indicators (WDI) from
the World Bank data set and International Financial Statistics (IFS)
developed by the IMF.



Description of Variables and Sources of Data



Data Trends
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6. Results 
7. Interpretation of the findings 



Unit Root Test

*Result is significant at 5% level
Source: Authors’ estimation (statistical work is performed using E-views software version 9). 



Johansen Cointegration Test

Source: Author's estimation (statistical work is performed using E-views software version 9)



Vector Error Correction Model (VECM) 

Source: Authors’ estimation (statistical work is performed using E-views software version 9)



Impulse Response Function (IRF)

Source: Author's estimation (statistical work is performed using E-views software version 9)



Heteroskedasticity Test: ARCH for Exchange Rate Volatility

Source: Authors’ estimation (statistical work is performed using E-views software version 9).



Estimation of Parameters of GARCH/TGARCH Model

Significance Levels *** p < 0.01, ** p < 0.05, * p < 0.1.
Source: Authors’ estimation (statistical work is performed using E-views software version 9).



Estimation of Parameters of EGARCH Model

Significance Levels *** p < 0.01, ** p < 0.05, * p < 0.1.
Source: Author's estimation (statistical work is performed using E-views software version 9).



Conclusion

5

2 Economic freedom - as a proxy of financial market development and economic openness -
has a significant and positive impact on international trade .

The coefficients of exchange rate volatility measured with TGARCH/EGARCH showed
significant negative effects in both cases. This indicates that high exchange rate volatility
can adversely affect international trade flows in sample countries.

1

Inflation has a significant positive effect on international trade as an explanatory
variable, as does exchange rate volatility.

The statistical significance of both industrial growth and reserves boosted international
trade. This indicates that effective import substitution and industrialization would
significantly reduce pressure on the external sector and will increase economic activities
and hence, spur economic growth.

4

3

The findings revealed that exchange rate volatility depressed trade flows in the long run.



Policy Implication

This study suggests that economic policies 
of MENA countries should be designed to 
minimize exchange rate volatility. The 
minimum level of exchange rate volatility 
could be beneficial to foster international 
trade inflows, which might increase the 
overall economies of these countries. 
Future studies should analyze the 
relationship between trade with exchange 
rate volatility along with other 
macroeconomic, social, and political factors 
in developed and developing countries, 
which might further guide policy directions. 



Summery
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6

Results 
revealed that, in the 
long-run, exchange 

rate volatility 
negatively affects 
international trade 
significantly in the 
sample countries 

Economic policies of 
MENA countries 

should be re-
designed to minimize 

exchange rate 
volatility and 

therefore, foster trade



Thank 
you
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