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Abstract:

The research aimed to analyze the economic framework of the
relationships among the variables included in the estimated
model, drawing upon economic literature that has addressed
the impact of both oil prices and public expenditure on the
stability of the exchange rate. In its practical aspect, the study
focused on measuring the effect of changes in both oil prices
and public expenditure on the Kuwaiti dinar exchange rate
during the period from 1990 to 2024. This was based on
several hypotheses, the most notable being that, although the
exchange rate of the Kuwaiti dinar is influenced by external
fluctuations stemming from developments in global oil and
financial markets, it maintains a degree of relative stability
due to its pegging to a basket of international currencies. This
arrangement enhances its flexibility and mitigates its
immediate response to shocks .

The research also presupposed the existence of both long-
term and short-term equilibrium relationships (cointegration)
among the model variables, reflecting the reciprocal economic
interactions that change over time, with varying levels of
impact between the short and long terms. To test these
hypotheses, the autoregressive distributed lag (ARDL)
methodology was employed. The estimation results within the
standard model revealed a long-term relationship among the
variables, while indicating limited statistical significance in
the short term. This supports the validity of the hypotheses
upon which the research was based .

The research yielded a set of results and conclusions that
illuminate the reciprocal relationship between public spending
policy and fluctuations in oil prices on one hand, and the
exchange rate of the Kuwaiti dinar on the other. Although the
findings indicated that the direct impact of both oil prices and
public spending on the exchange rate was relatively limited,
this does not imply a weak relationship. Rather, the influence
of these variables manifests indirectly through various
economic channels, such as the balance of payments, foreign
reserves, inflation rates, and consumer and investment
spending behaviors, which collectively contribute to affecting
the exchange rate, particularly in the medium to long term .

In light of the aforementioned, the research proposed
several recommendations aimed at enhancing the resilience of
economic policy in Kuwait, thereby contributing to greater
stability of the exchange rate in the face of external shocks.
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Breusch-Godfrey Serial Correlation LM Test:
Null hypothesis: No serial correlation at up to 2 lags

F-statistic 0.186773 Prob. F(2,23) 0.8309
Obs*"R-squared 0.527392 Prob. Chi-Square(2) 0.7682
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Heteroskedasticity Test: ARCH

F-statistic 0.042109 Prob. F(1,30) 0.8388
Obs*R-squared 0.044854 Prob. Chi-Square(1) 0.8323
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’ Series: Residuals
6 Sample 1992 2024
Observations 33
5
Mean 7.56e-17
4 Median -0.001017
3 Maximum 0.010311
Minimum -0.005862
2 Std. Dev. 0.003686
Skewness 0.845088
1 Kurtosis 3.243156
0 . .. . . Jarque-Bera  4.009256
-0.005 0.000 0.005 0.010 Probability 0.1347100
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Levels Equation
Case 3. Unrestricted Constant and No Trend

Variable Coefficient  Std. Error  t-Sfatistic  Prab.
OILP 0000430  8.25E-05 -5212800  0.0000
EXPEN 0001627  0.000285 5705052  0.0000

EC = EXCH1 - (-0.0004OILP + 0.0016"EXPEN)
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F-Bounds T est MNull Hypothesis: No levels relationship
T est Statistic Value Signif. 1{0) I(1)
Asymptotic: n=1000
F-statistic 12.51949 10% 3.17 1
kK 2 5% 3.79 4.85
2.5% 4.41 5.52
1% 515 6.36
Actual Sample Size 33 Finite Sample: n=35
10% 3.393 441
5% 4.183 5.333
1% 6.14 7607

Finite Sample: n=30

10% 3.437 4.47
5% 4.267 5473
1% 6.183 7873
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ECM Regression
Case 3: Unrestricted Constant and No Trend

Variable Coefficient Std. Error t-Statistic Prob.
C 0.193656 0.030066 6.441057 0.0000
D(QILP) -0.000231 5.42E-05 -4.270746 0.0002
D(OILP(-1)) 0.000293 6.16E-05 4.750150 0.0001
D(EXPEN) -0.001769 0.000604 -2.928073 0.0072
D(EXPEN(-1)) -0.002337 0.000684 -3.417266 0.0022
CointEg(-1)* -0.641351 0.100700 -6.368922 0.0000
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