
Journal of Financial Markets and Governance 35

Corridor-specific exchange rate 
dynamics in Bangladesh: An ARDL 
analysis during Covid-19 and political 
transition

ORIGINAL RESEARCH ARTICLE

J. F. Mkt. Gov. (2025) Vol. 4, Issue. 2
DOI: https://doi.org/10.54728/JFMG. 
202511.00119

Tahsin Shabab Rajee*
Independent University, Bangladesh
Email: shababrajee02@gmail.com
Ali Altamish Chowdhury
Independent University, Bangladesh
Email: alialtamishchowdhury2104@gmail.com
Priotosh Kumar Sarkar
Independent University, Bangladesh
Email: shishirsarkar900@gmail.com

JEL Classification:
F31, F41, C22, E31, G01

Manuscript number
JFMG-202511-00119

Keywords:
Bilateral Exchange Rates, 
Remittances, Foreign-Exchange 
Reserves, ARDL Bounds 
Testing, Corridor-Specific 
Heterogeneity

This study investigates the macroeconomic determi-
nants of the Bangladeshi Taka, quoted as BDT per 
foreign currency unit, against the US Dollar, Indian 
Rupee, and Euro using 78 monthly observations from 
January 2019 to June 2025, a period encompassing 
the COVID-19 pandemic and a major political transi-
tion. Employing a corridor-specific ARDL bounds 
testing approach with explicit structural break 
dummies, the analysis estimates short- and long-run 
relationships for remittances, foreign exchange 
reserves, consumer prices, trade balance, and 
domestic equity performance. Results reveal 
pronounced heterogeneity across corridors. Cointe-
gration is confirmed for USD/BDT, where inflation 
emerges as the dominant long-run driver of depreci-
ation, consistent with dominant currency pricing 
channels. In contrast, the long-run relationships for 
INR/BDT and EUR/BDT prove less stable over the 
turbulent sample period, suggesting these corridors 
are more susceptible to short-run shocks and regime 
changes that disrupted long-run equilibrium. In the 
INR corridor, remittances are associated with modest 
depreciation while reserve accumulation exerts 
stabilizing pressure. For EUR/BDT, inflation drives 
long-run depreciation, though structural instability 
limits the strength of the long-run evidence. The 
COVID-19 and transition dummies enter significantly 
across specifications, confirming that uncertainty 
amplifies exchange rate dynamics. The findings 
underscore the need for corridor-aware policy 
responses that prioritize inflation control, targeted 
reserve management, and remittance channel quality 
rather than uniform stabilization measures.

1. Introduction
Bangladesh's bilateral exchange rates have 
experienced pronounced volatility since 
2019, reflecting the compounding effects of 
the COVID-19 pandemic and a major politi-
cal transition beginning in August 2024. 
These shocks have strained the external 
sector, intensified inflationary pressures, 
and tested the resilience of macroeconomic 
policy frameworks (Bhattacharya et al., 

2020; Hassaan et al., 2024). Understanding 
the determinants of exchange rate move-
ments during such turbulent periods is 
essential for designing effective stabilization 
strategies, yet existing research remains 
fragmented. The literature has largely 
focused on how exchange rates affect other 
macroeconomic variables rather than the 
reverse channels that determine currency
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value, while bilateral pairs of strategic 
importance, most notably INR/BDT, remain 
understudied despite deepening trade 
integration between Bangladesh and India 
(Rizve, 2025; Baijou & Zaraba, 2022).

This paper addresses these gaps through a 
corridor-specific analysis of USD/BDT, 
INR/BDT, and EUR/BDT using monthly data 
from January 2019 to June 2025. It 
integrates remittances, foreign exchange 
reserves, consumer prices, trade balance, 
and domestic equity performance within a 
unified ARDL bounds testing framework 
that explicitly incorporates COVID-19 and 
political transition dummies to account for 
structural breaks (Pesaran et al., 2001). 
The results reveal pronounced heterogene-
ity across corridors. Cointegration is 
confirmed for USD/BDT, with inflation 
emerging as the dominant long-run driver 
of depreciation, consistent with dominant 
currency pricing channels (Gopinath et al., 
2020). In the INR corridor, remittances are 
associated with modest depreciation while 
reserve accumulation exerts stabilizing 
pressure. For EUR/BDT, persistent inflation 
drives long-run depreciation. The 
COVID-19 and transition dummies enter 
significantly in several specifications, 
confirming that uncertainty amplifies 
exchange rate adjustments and underscor-
ing the need for corridor-aware policy 
responses.

2. Literature review
2.1 Rationale for study period and currency 
choice

The study adopts the period from January 
2019 to June 2025 to capture two major 
events with significant economic and social 
implications: the COVID-19 pandemic and 
the government's collapse in 2024. The 
pandemic exerted pressure on Bangla-
desh’s economy through global and 
domestic shocks, adversely affecting key 
macroeconomic indicators (Bhattacharya 
et al., 2020; Sayed et al., 2025). Beyond 
macroeconomic disruption, evidence 
shows that COVID-19 also altered 

exchange rate dynamics. Iyke (2020) finds 
that pandemic indicators such as infections 
per million had statistically significant 
predictive power for exchange rates in 
emerging markets, explaining short-term 
volatility and influencing longer-horizon 
predictability, thereby supporting a disease 
outbreak channel of exchange rate behav-
ior. Similarly, Narayan (2020) demon-
strates that COVID-19 changed the behav-
ior of the Japanese yen versus the US 
dollar by reducing shock persistence, with 
the exchange rate shifting from non-sta-
tionary before the pandemic to mostly 
stationary during it, implying more transi-
tory effects of shocks. These findings 
suggest that the pandemic not only desta-
bilized macroeconomic fundamentals but 
also altered exchange rate resistance to 
shocks. The government’s fall in August 
2024 further introduced political uncer-
tainty and potential policy disruptions 
likely to affect economic outcomes 
(Hassaan et al., 2024).

Three exchange rates are examined: 
USD/BDT, INR/BDT, and EUR/BDT, selected 
for their distinct economic relevance. The 
US dollar is central to Bangladesh’s foreign 
reserves and dominates exchange-rate 
research, motivating inclusion of USD/BDT 
(M. N. M. Chowdhury et al., 2014; Biswas et 
al., 2023; Alam, 2012). The United States 
is also a major export destination, with 
bilateral trade reaching USD 12.4 billion in 
2024 (Office of the United States Trade 
Representative, n.d.). Europe similarly 
represents a key export market and FDI 
source, with exports rising to US$23.2 
billion in 2022–23 and net EU FDI totaling 
$3.5 billion between 2017–2021 (RAPID, 
2023; Mahmud et al., 2024), supporting 
analysis of EUR/BDT and related forecast-
ing work. Although trade with India is 
substantial, with exports reaching USD 
1.76 billion in FY 2024–25 and imports 
USD 9 billion in FY 2023–24, academic 
research on INR/BDT remains limited, 
justifying its inclusion to address this gap 
(Rizve, 2025).

2.2 Remittance

Remittance flows have become a substan-
tial and stable source of external income 
for developing countries, often exceeding 
official aid and forming a notable share of 
GDP, with global remittances surpassing 
$430 billion in 2011 and projected to 
reach $540 billion by 2016 (Meyer & 
Shera, 2016). While prior research links 
remittances to economic growth and finan-
cial development (Meyer & Shera, 2016; 
Azizi, 2020; Chowdhury et al., 2022), their 
effects on exchange rate dynamics remain 
comparatively underexplored. Empirical 
studies suggest remittances influence real 
and bilateral exchange rates through 
foreign exchange supply, domestic 
demand, and price adjustments, though 
findings are mixed. For Nigeria, Dynamic 
OLS estimates show remittances signifi-
cantly increase the real exchange rate, 
implying real depreciation pressure (Adeju-
mo & Ikhide, 2018). In contrast, evidence 
for Bangladesh using cointegration and 
VECM indicates remittances appreciate the 
real exchange rate and may weaken trade 
competitiveness, though trade openness 
and productive investment can mitigate 
these effects (Chowdhury & Rabbi, 2013). 
ARDL results for Bangladesh also find 
appreciation without conclusive Dutch 
Disease effects (Amin & Murshed, 2017). 
Broader cross-country work highlights the 
complex transmission from remittances to 
exchange rates, shaped by macroeconomic 
structure and price dynamics (Hassan & 
Holmes, 2012; Osigwe & Obi, 2016).

For Bangladesh’s regional context, 
informal cross-border flows add another 
layer to exchange rate transmission. Pohit 
and Taneja (2003) show that informal 
India-Bangladesh trade is large and 
persistent due to institutional inefficiencies 
in formal systems, with traders relying on 
alternative mechanisms that reduce trans-
action costs, allowing such flows to endure 
despite liberalization. Consequently, in the 
INR corridor, substantial trade and finan-
cial flows may occur outside formal chan-
nels (Pohit & Taneja, 2003), potentially 

affecting foreign exchange supply and 
bilateral exchange rate dynamics beyond 
officially recorded remittance data. Given 
the mixed evidence and informal 
cross-border flows in the India-Bangladesh 
corridor, we hypothesize that remittance 
effects are corridor-specific. In the INR 
corridor, remittances may depreciate the 
BDT (positive coefficient) if they finance 
Indian imports or bypass official reserves. 
For USD and EUR corridors, the expected 
sign is ambiguous, as forex supply effects 
may be offset by import demand or other 
adjustments.

2.3 Consumer price index

The Consumer Price Index (CPI) is the 
principal instrument for measuring 
inflation and changes in the cost of living, 
constructed as a fixed-weight index that 
tracks a representative basket of goods 
and services over time and thereby informs 
monetary policy, economic analysis, and 
assessments of purchasing power (Bryan & 
Cecchetti, 1993). Considerable literature 
has examined how exchange-rate fluctua-
tions transmit to domestic price levels: 
depreciation can raise import prices direct-
ly and, through relative price effects, 
stimulate demand for domestic tradables, 
strain productive capacity, increase input 
costs, and permit firms to raise mark-ups, 
generating both direct and indirect 
inflationary pressures as demonstrated in 
New Zealand (Orr et al., 1998). Coun-
try-specific studies extend these mecha-
nisms to developing settings, with investi-
gations in Nigeria, Iran, and Turkey 
highlighting similar exchange-rate inflation 
channels (Nuhu, 2021; Njoku & Emmanuel, 
2019; Monfared & Akin, 2017; Abdureh-
man & Hacilar, 2016). The reverse direc-
tion, whether inflation feeds back to deter-
mine exchange-rate movements, has 
attracted less robust empirical support; for 
example, an unpublished Kenyan study 
found inflation to be an insignificant deter-
minant relative to interest rates and mone-
tary policy (Okoth, 2013). Empirical 
evidence for Bangladesh reveals a 
nuanced, sometimes bidirectional relation-

ship: high-frequency analysis indicates 
that exchange-rate volatility raises the CPI 
and that import volumes and taxes amplify 
price pressures amid weak domestic 
supply capacity (Islam et al., 2022); 
long-run ARDL estimates identify GDP, 
money supply, and interest rates as princi-
pal inflation drivers and show mixed effects 
for contemporary and lagged real 
exchange rates (Uddin et al., 2014); and 
more recent bounds testing suggests a 
stable long-run nexus in which higher 
interest rates appreciate the currency while 
inflation’s effect on the nominal exchange 
rate is positive but statistically insignificant 
(Chowdhury, 2022). The paper hypothesiz-
es that higher domestic inflation leads to 
BDT depreciation across all corridors, with 
stronger effects in the USD corridor due to 
dollar-denominated trade invoicing and in 
the EUR corridor due to Bangladesh’s 
higher-value imports from the Eurozone 
(EU Trade Relations with Bangladesh, n.d.).

2.4 Foreign currency reserves

Foreign currency reserves constitute a 
central pillar of macroeconomic stability, 
representing the stock of foreign curren-
cies that a central bank holds to meet 
international obligations, support mone-
tary policy, and buffer against external 
shocks (Rana, 2024). For emerging and 
developing economies such as Bangla-
desh, adequate reserves are crucial to 
ensure payment capacity, underwrite 
import needs, and maintain exchange-rate 
credibility, thereby reducing vulnerability 
to balance-of-payments disruptions and 
preserving investor confidence (Naima et 
al., 2024). Empirical investigations across 
diverse country settings, employing a 
range of time-series techniques, yield 
mixed evidence on the reserves–exchange 
rate nexus. In Nigeria, ARDL analysis and 
correlation matrices indicate a positively 
significant association between the real 
exchange rate and reserves, while the 
nominal rate’s link is positive but statisti-
cally insignificant (Kalu et al., 2019). 
Monthly data cointegration analysis for 
China identifies a single long-run relation-

ship in which the real exchange rate exerts 
a significant positive effect on reserves, 
whereas real interest-rate differentials 
appear positively signed but insignificant 
(Narayan & Smyth, 2006). By contrast, 
VAR-based causality and cointegration 
tests for India reveal no robust short- or 
long-run association between exchange- 
rate movements and reserves (Raju & 
Gokhale, 2013). In Bangladesh, the litera-
ture has predominantly concentrated on 
the determinants of foreign exchange 
reserves rather than on how reserves 
influence exchange-rate behavior, with 
studies characterizing reserve dynamics 
and their macroeconomic drivers (Chowd-
hury et al., 2014; Islam, 2021). According-
ly, increases in foreign exchange reserves 
are hypothesized to strengthen the taka, 
reflected in a negative coefficient, with the 
strongest effect expected in the INR corri-
dor given the policy emphasis on reserve 
management to maintain regional stability.

2.5 Dhaka Stock Exchange

The Dhaka Stock Exchange (DSE), as one of 
Bangladesh’s two principal exchanges, 
performs essential functions, facilitating 
listings, providing an automated trading 
platform, settling transactions, issuing 
periodic reviews, monitoring listed firms, 
and protecting investor funds through 
regulatory frameworks, and its price series 
serves as a sensitive indicator of investors’ 
wealth and expectations (Sani et al., 
2025). Despite the DSE’s systemic impor-
tance, empirical inquiry into the effects of 
exchange-rate movements on its perfor-
mance is relatively sparse; extant literature 
from other jurisdictions yields mixed 
evidence regarding the exchange- 
rate-stock nexus. For example, volatility 
analysis for South Africa using a 
GARCH(1,1) model finds only a weak 
linkage between currency volatility and 
stock-market performance, implying 
limited exposure to exchange-rate shocks 
(Mlambo et al., 2013), while cross-country 
bounds-testing work across twelve emerg-
ing markets documents that exchange-rate 
uncertainty significantly influences
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value, while bilateral pairs of strategic 
importance, most notably INR/BDT, remain 
understudied despite deepening trade 
integration between Bangladesh and India 
(Rizve, 2025; Baijou & Zaraba, 2022).

This paper addresses these gaps through a 
corridor-specific analysis of USD/BDT, 
INR/BDT, and EUR/BDT using monthly data 
from January 2019 to June 2025. It 
integrates remittances, foreign exchange 
reserves, consumer prices, trade balance, 
and domestic equity performance within a 
unified ARDL bounds testing framework 
that explicitly incorporates COVID-19 and 
political transition dummies to account for 
structural breaks (Pesaran et al., 2001). 
The results reveal pronounced heterogene-
ity across corridors. Cointegration is 
confirmed for USD/BDT, with inflation 
emerging as the dominant long-run driver 
of depreciation, consistent with dominant 
currency pricing channels (Gopinath et al., 
2020). In the INR corridor, remittances are 
associated with modest depreciation while 
reserve accumulation exerts stabilizing 
pressure. For EUR/BDT, persistent inflation 
drives long-run depreciation. The 
COVID-19 and transition dummies enter 
significantly in several specifications, 
confirming that uncertainty amplifies 
exchange rate adjustments and underscor-
ing the need for corridor-aware policy 
responses.

2. Literature review
2.1 Rationale for study period and currency 
choice

The study adopts the period from January 
2019 to June 2025 to capture two major 
events with significant economic and social 
implications: the COVID-19 pandemic and 
the government's collapse in 2024. The 
pandemic exerted pressure on Bangla-
desh’s economy through global and 
domestic shocks, adversely affecting key 
macroeconomic indicators (Bhattacharya 
et al., 2020; Sayed et al., 2025). Beyond 
macroeconomic disruption, evidence 
shows that COVID-19 also altered 

exchange rate dynamics. Iyke (2020) finds 
that pandemic indicators such as infections 
per million had statistically significant 
predictive power for exchange rates in 
emerging markets, explaining short-term 
volatility and influencing longer-horizon 
predictability, thereby supporting a disease 
outbreak channel of exchange rate behav-
ior. Similarly, Narayan (2020) demon-
strates that COVID-19 changed the behav-
ior of the Japanese yen versus the US 
dollar by reducing shock persistence, with 
the exchange rate shifting from non-sta-
tionary before the pandemic to mostly 
stationary during it, implying more transi-
tory effects of shocks. These findings 
suggest that the pandemic not only desta-
bilized macroeconomic fundamentals but 
also altered exchange rate resistance to 
shocks. The government’s fall in August 
2024 further introduced political uncer-
tainty and potential policy disruptions 
likely to affect economic outcomes 
(Hassaan et al., 2024).

Three exchange rates are examined: 
USD/BDT, INR/BDT, and EUR/BDT, selected 
for their distinct economic relevance. The 
US dollar is central to Bangladesh’s foreign 
reserves and dominates exchange-rate 
research, motivating inclusion of USD/BDT 
(M. N. M. Chowdhury et al., 2014; Biswas et 
al., 2023; Alam, 2012). The United States 
is also a major export destination, with 
bilateral trade reaching USD 12.4 billion in 
2024 (Office of the United States Trade 
Representative, n.d.). Europe similarly 
represents a key export market and FDI 
source, with exports rising to US$23.2 
billion in 2022–23 and net EU FDI totaling 
$3.5 billion between 2017–2021 (RAPID, 
2023; Mahmud et al., 2024), supporting 
analysis of EUR/BDT and related forecast-
ing work. Although trade with India is 
substantial, with exports reaching USD 
1.76 billion in FY 2024–25 and imports 
USD 9 billion in FY 2023–24, academic 
research on INR/BDT remains limited, 
justifying its inclusion to address this gap 
(Rizve, 2025).

2.2 Remittance

Remittance flows have become a substan-
tial and stable source of external income 
for developing countries, often exceeding 
official aid and forming a notable share of 
GDP, with global remittances surpassing 
$430 billion in 2011 and projected to 
reach $540 billion by 2016 (Meyer & 
Shera, 2016). While prior research links 
remittances to economic growth and finan-
cial development (Meyer & Shera, 2016; 
Azizi, 2020; Chowdhury et al., 2022), their 
effects on exchange rate dynamics remain 
comparatively underexplored. Empirical 
studies suggest remittances influence real 
and bilateral exchange rates through 
foreign exchange supply, domestic 
demand, and price adjustments, though 
findings are mixed. For Nigeria, Dynamic 
OLS estimates show remittances signifi-
cantly increase the real exchange rate, 
implying real depreciation pressure (Adeju-
mo & Ikhide, 2018). In contrast, evidence 
for Bangladesh using cointegration and 
VECM indicates remittances appreciate the 
real exchange rate and may weaken trade 
competitiveness, though trade openness 
and productive investment can mitigate 
these effects (Chowdhury & Rabbi, 2013). 
ARDL results for Bangladesh also find 
appreciation without conclusive Dutch 
Disease effects (Amin & Murshed, 2017). 
Broader cross-country work highlights the 
complex transmission from remittances to 
exchange rates, shaped by macroeconomic 
structure and price dynamics (Hassan & 
Holmes, 2012; Osigwe & Obi, 2016).

For Bangladesh’s regional context, 
informal cross-border flows add another 
layer to exchange rate transmission. Pohit 
and Taneja (2003) show that informal 
India-Bangladesh trade is large and 
persistent due to institutional inefficiencies 
in formal systems, with traders relying on 
alternative mechanisms that reduce trans-
action costs, allowing such flows to endure 
despite liberalization. Consequently, in the 
INR corridor, substantial trade and finan-
cial flows may occur outside formal chan-
nels (Pohit & Taneja, 2003), potentially 

affecting foreign exchange supply and 
bilateral exchange rate dynamics beyond 
officially recorded remittance data. Given 
the mixed evidence and informal 
cross-border flows in the India-Bangladesh 
corridor, we hypothesize that remittance 
effects are corridor-specific. In the INR 
corridor, remittances may depreciate the 
BDT (positive coefficient) if they finance 
Indian imports or bypass official reserves. 
For USD and EUR corridors, the expected 
sign is ambiguous, as forex supply effects 
may be offset by import demand or other 
adjustments.

2.3 Consumer price index

The Consumer Price Index (CPI) is the 
principal instrument for measuring 
inflation and changes in the cost of living, 
constructed as a fixed-weight index that 
tracks a representative basket of goods 
and services over time and thereby informs 
monetary policy, economic analysis, and 
assessments of purchasing power (Bryan & 
Cecchetti, 1993). Considerable literature 
has examined how exchange-rate fluctua-
tions transmit to domestic price levels: 
depreciation can raise import prices direct-
ly and, through relative price effects, 
stimulate demand for domestic tradables, 
strain productive capacity, increase input 
costs, and permit firms to raise mark-ups, 
generating both direct and indirect 
inflationary pressures as demonstrated in 
New Zealand (Orr et al., 1998). Coun-
try-specific studies extend these mecha-
nisms to developing settings, with investi-
gations in Nigeria, Iran, and Turkey 
highlighting similar exchange-rate inflation 
channels (Nuhu, 2021; Njoku & Emmanuel, 
2019; Monfared & Akin, 2017; Abdureh-
man & Hacilar, 2016). The reverse direc-
tion, whether inflation feeds back to deter-
mine exchange-rate movements, has 
attracted less robust empirical support; for 
example, an unpublished Kenyan study 
found inflation to be an insignificant deter-
minant relative to interest rates and mone-
tary policy (Okoth, 2013). Empirical 
evidence for Bangladesh reveals a 
nuanced, sometimes bidirectional relation-

ship: high-frequency analysis indicates 
that exchange-rate volatility raises the CPI 
and that import volumes and taxes amplify 
price pressures amid weak domestic 
supply capacity (Islam et al., 2022); 
long-run ARDL estimates identify GDP, 
money supply, and interest rates as princi-
pal inflation drivers and show mixed effects 
for contemporary and lagged real 
exchange rates (Uddin et al., 2014); and 
more recent bounds testing suggests a 
stable long-run nexus in which higher 
interest rates appreciate the currency while 
inflation’s effect on the nominal exchange 
rate is positive but statistically insignificant 
(Chowdhury, 2022). The paper hypothesiz-
es that higher domestic inflation leads to 
BDT depreciation across all corridors, with 
stronger effects in the USD corridor due to 
dollar-denominated trade invoicing and in 
the EUR corridor due to Bangladesh’s 
higher-value imports from the Eurozone 
(EU Trade Relations with Bangladesh, n.d.).

2.4 Foreign currency reserves

Foreign currency reserves constitute a 
central pillar of macroeconomic stability, 
representing the stock of foreign curren-
cies that a central bank holds to meet 
international obligations, support mone-
tary policy, and buffer against external 
shocks (Rana, 2024). For emerging and 
developing economies such as Bangla-
desh, adequate reserves are crucial to 
ensure payment capacity, underwrite 
import needs, and maintain exchange-rate 
credibility, thereby reducing vulnerability 
to balance-of-payments disruptions and 
preserving investor confidence (Naima et 
al., 2024). Empirical investigations across 
diverse country settings, employing a 
range of time-series techniques, yield 
mixed evidence on the reserves–exchange 
rate nexus. In Nigeria, ARDL analysis and 
correlation matrices indicate a positively 
significant association between the real 
exchange rate and reserves, while the 
nominal rate’s link is positive but statisti-
cally insignificant (Kalu et al., 2019). 
Monthly data cointegration analysis for 
China identifies a single long-run relation-

ship in which the real exchange rate exerts 
a significant positive effect on reserves, 
whereas real interest-rate differentials 
appear positively signed but insignificant 
(Narayan & Smyth, 2006). By contrast, 
VAR-based causality and cointegration 
tests for India reveal no robust short- or 
long-run association between exchange- 
rate movements and reserves (Raju & 
Gokhale, 2013). In Bangladesh, the litera-
ture has predominantly concentrated on 
the determinants of foreign exchange 
reserves rather than on how reserves 
influence exchange-rate behavior, with 
studies characterizing reserve dynamics 
and their macroeconomic drivers (Chowd-
hury et al., 2014; Islam, 2021). According-
ly, increases in foreign exchange reserves 
are hypothesized to strengthen the taka, 
reflected in a negative coefficient, with the 
strongest effect expected in the INR corri-
dor given the policy emphasis on reserve 
management to maintain regional stability.

2.5 Dhaka Stock Exchange

The Dhaka Stock Exchange (DSE), as one of 
Bangladesh’s two principal exchanges, 
performs essential functions, facilitating 
listings, providing an automated trading 
platform, settling transactions, issuing 
periodic reviews, monitoring listed firms, 
and protecting investor funds through 
regulatory frameworks, and its price series 
serves as a sensitive indicator of investors’ 
wealth and expectations (Sani et al., 
2025). Despite the DSE’s systemic impor-
tance, empirical inquiry into the effects of 
exchange-rate movements on its perfor-
mance is relatively sparse; extant literature 
from other jurisdictions yields mixed 
evidence regarding the exchange- 
rate-stock nexus. For example, volatility 
analysis for South Africa using a 
GARCH(1,1) model finds only a weak 
linkage between currency volatility and 
stock-market performance, implying 
limited exposure to exchange-rate shocks 
(Mlambo et al., 2013), while cross-country 
bounds-testing work across twelve emerg-
ing markets documents that exchange-rate 
uncertainty significantly influences
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value, while bilateral pairs of strategic 
importance, most notably INR/BDT, remain 
understudied despite deepening trade 
integration between Bangladesh and India 
(Rizve, 2025; Baijou & Zaraba, 2022).

This paper addresses these gaps through a 
corridor-specific analysis of USD/BDT, 
INR/BDT, and EUR/BDT using monthly data 
from January 2019 to June 2025. It 
integrates remittances, foreign exchange 
reserves, consumer prices, trade balance, 
and domestic equity performance within a 
unified ARDL bounds testing framework 
that explicitly incorporates COVID-19 and 
political transition dummies to account for 
structural breaks (Pesaran et al., 2001). 
The results reveal pronounced heterogene-
ity across corridors. Cointegration is 
confirmed for USD/BDT, with inflation 
emerging as the dominant long-run driver 
of depreciation, consistent with dominant 
currency pricing channels (Gopinath et al., 
2020). In the INR corridor, remittances are 
associated with modest depreciation while 
reserve accumulation exerts stabilizing 
pressure. For EUR/BDT, persistent inflation 
drives long-run depreciation. The 
COVID-19 and transition dummies enter 
significantly in several specifications, 
confirming that uncertainty amplifies 
exchange rate adjustments and underscor-
ing the need for corridor-aware policy 
responses.

2. Literature review
2.1 Rationale for study period and currency 
choice

The study adopts the period from January 
2019 to June 2025 to capture two major 
events with significant economic and social 
implications: the COVID-19 pandemic and 
the government's collapse in 2024. The 
pandemic exerted pressure on Bangla-
desh’s economy through global and 
domestic shocks, adversely affecting key 
macroeconomic indicators (Bhattacharya 
et al., 2020; Sayed et al., 2025). Beyond 
macroeconomic disruption, evidence 
shows that COVID-19 also altered 

exchange rate dynamics. Iyke (2020) finds 
that pandemic indicators such as infections 
per million had statistically significant 
predictive power for exchange rates in 
emerging markets, explaining short-term 
volatility and influencing longer-horizon 
predictability, thereby supporting a disease 
outbreak channel of exchange rate behav-
ior. Similarly, Narayan (2020) demon-
strates that COVID-19 changed the behav-
ior of the Japanese yen versus the US 
dollar by reducing shock persistence, with 
the exchange rate shifting from non-sta-
tionary before the pandemic to mostly 
stationary during it, implying more transi-
tory effects of shocks. These findings 
suggest that the pandemic not only desta-
bilized macroeconomic fundamentals but 
also altered exchange rate resistance to 
shocks. The government’s fall in August 
2024 further introduced political uncer-
tainty and potential policy disruptions 
likely to affect economic outcomes 
(Hassaan et al., 2024).

Three exchange rates are examined: 
USD/BDT, INR/BDT, and EUR/BDT, selected 
for their distinct economic relevance. The 
US dollar is central to Bangladesh’s foreign 
reserves and dominates exchange-rate 
research, motivating inclusion of USD/BDT 
(M. N. M. Chowdhury et al., 2014; Biswas et 
al., 2023; Alam, 2012). The United States 
is also a major export destination, with 
bilateral trade reaching USD 12.4 billion in 
2024 (Office of the United States Trade 
Representative, n.d.). Europe similarly 
represents a key export market and FDI 
source, with exports rising to US$23.2 
billion in 2022–23 and net EU FDI totaling 
$3.5 billion between 2017–2021 (RAPID, 
2023; Mahmud et al., 2024), supporting 
analysis of EUR/BDT and related forecast-
ing work. Although trade with India is 
substantial, with exports reaching USD 
1.76 billion in FY 2024–25 and imports 
USD 9 billion in FY 2023–24, academic 
research on INR/BDT remains limited, 
justifying its inclusion to address this gap 
(Rizve, 2025).

2.2 Remittance

Remittance flows have become a substan-
tial and stable source of external income 
for developing countries, often exceeding 
official aid and forming a notable share of 
GDP, with global remittances surpassing 
$430 billion in 2011 and projected to 
reach $540 billion by 2016 (Meyer & 
Shera, 2016). While prior research links 
remittances to economic growth and finan-
cial development (Meyer & Shera, 2016; 
Azizi, 2020; Chowdhury et al., 2022), their 
effects on exchange rate dynamics remain 
comparatively underexplored. Empirical 
studies suggest remittances influence real 
and bilateral exchange rates through 
foreign exchange supply, domestic 
demand, and price adjustments, though 
findings are mixed. For Nigeria, Dynamic 
OLS estimates show remittances signifi-
cantly increase the real exchange rate, 
implying real depreciation pressure (Adeju-
mo & Ikhide, 2018). In contrast, evidence 
for Bangladesh using cointegration and 
VECM indicates remittances appreciate the 
real exchange rate and may weaken trade 
competitiveness, though trade openness 
and productive investment can mitigate 
these effects (Chowdhury & Rabbi, 2013). 
ARDL results for Bangladesh also find 
appreciation without conclusive Dutch 
Disease effects (Amin & Murshed, 2017). 
Broader cross-country work highlights the 
complex transmission from remittances to 
exchange rates, shaped by macroeconomic 
structure and price dynamics (Hassan & 
Holmes, 2012; Osigwe & Obi, 2016).

For Bangladesh’s regional context, 
informal cross-border flows add another 
layer to exchange rate transmission. Pohit 
and Taneja (2003) show that informal 
India-Bangladesh trade is large and 
persistent due to institutional inefficiencies 
in formal systems, with traders relying on 
alternative mechanisms that reduce trans-
action costs, allowing such flows to endure 
despite liberalization. Consequently, in the 
INR corridor, substantial trade and finan-
cial flows may occur outside formal chan-
nels (Pohit & Taneja, 2003), potentially 

affecting foreign exchange supply and 
bilateral exchange rate dynamics beyond 
officially recorded remittance data. Given 
the mixed evidence and informal 
cross-border flows in the India-Bangladesh 
corridor, we hypothesize that remittance 
effects are corridor-specific. In the INR 
corridor, remittances may depreciate the 
BDT (positive coefficient) if they finance 
Indian imports or bypass official reserves. 
For USD and EUR corridors, the expected 
sign is ambiguous, as forex supply effects 
may be offset by import demand or other 
adjustments.

2.3 Consumer price index

The Consumer Price Index (CPI) is the 
principal instrument for measuring 
inflation and changes in the cost of living, 
constructed as a fixed-weight index that 
tracks a representative basket of goods 
and services over time and thereby informs 
monetary policy, economic analysis, and 
assessments of purchasing power (Bryan & 
Cecchetti, 1993). Considerable literature 
has examined how exchange-rate fluctua-
tions transmit to domestic price levels: 
depreciation can raise import prices direct-
ly and, through relative price effects, 
stimulate demand for domestic tradables, 
strain productive capacity, increase input 
costs, and permit firms to raise mark-ups, 
generating both direct and indirect 
inflationary pressures as demonstrated in 
New Zealand (Orr et al., 1998). Coun-
try-specific studies extend these mecha-
nisms to developing settings, with investi-
gations in Nigeria, Iran, and Turkey 
highlighting similar exchange-rate inflation 
channels (Nuhu, 2021; Njoku & Emmanuel, 
2019; Monfared & Akin, 2017; Abdureh-
man & Hacilar, 2016). The reverse direc-
tion, whether inflation feeds back to deter-
mine exchange-rate movements, has 
attracted less robust empirical support; for 
example, an unpublished Kenyan study 
found inflation to be an insignificant deter-
minant relative to interest rates and mone-
tary policy (Okoth, 2013). Empirical 
evidence for Bangladesh reveals a 
nuanced, sometimes bidirectional relation-

ship: high-frequency analysis indicates 
that exchange-rate volatility raises the CPI 
and that import volumes and taxes amplify 
price pressures amid weak domestic 
supply capacity (Islam et al., 2022); 
long-run ARDL estimates identify GDP, 
money supply, and interest rates as princi-
pal inflation drivers and show mixed effects 
for contemporary and lagged real 
exchange rates (Uddin et al., 2014); and 
more recent bounds testing suggests a 
stable long-run nexus in which higher 
interest rates appreciate the currency while 
inflation’s effect on the nominal exchange 
rate is positive but statistically insignificant 
(Chowdhury, 2022). The paper hypothesiz-
es that higher domestic inflation leads to 
BDT depreciation across all corridors, with 
stronger effects in the USD corridor due to 
dollar-denominated trade invoicing and in 
the EUR corridor due to Bangladesh’s 
higher-value imports from the Eurozone 
(EU Trade Relations with Bangladesh, n.d.).

2.4 Foreign currency reserves

Foreign currency reserves constitute a 
central pillar of macroeconomic stability, 
representing the stock of foreign curren-
cies that a central bank holds to meet 
international obligations, support mone-
tary policy, and buffer against external 
shocks (Rana, 2024). For emerging and 
developing economies such as Bangla-
desh, adequate reserves are crucial to 
ensure payment capacity, underwrite 
import needs, and maintain exchange-rate 
credibility, thereby reducing vulnerability 
to balance-of-payments disruptions and 
preserving investor confidence (Naima et 
al., 2024). Empirical investigations across 
diverse country settings, employing a 
range of time-series techniques, yield 
mixed evidence on the reserves–exchange 
rate nexus. In Nigeria, ARDL analysis and 
correlation matrices indicate a positively 
significant association between the real 
exchange rate and reserves, while the 
nominal rate’s link is positive but statisti-
cally insignificant (Kalu et al., 2019). 
Monthly data cointegration analysis for 
China identifies a single long-run relation-

ship in which the real exchange rate exerts 
a significant positive effect on reserves, 
whereas real interest-rate differentials 
appear positively signed but insignificant 
(Narayan & Smyth, 2006). By contrast, 
VAR-based causality and cointegration 
tests for India reveal no robust short- or 
long-run association between exchange- 
rate movements and reserves (Raju & 
Gokhale, 2013). In Bangladesh, the litera-
ture has predominantly concentrated on 
the determinants of foreign exchange 
reserves rather than on how reserves 
influence exchange-rate behavior, with 
studies characterizing reserve dynamics 
and their macroeconomic drivers (Chowd-
hury et al., 2014; Islam, 2021). According-
ly, increases in foreign exchange reserves 
are hypothesized to strengthen the taka, 
reflected in a negative coefficient, with the 
strongest effect expected in the INR corri-
dor given the policy emphasis on reserve 
management to maintain regional stability.

2.5 Dhaka Stock Exchange

The Dhaka Stock Exchange (DSE), as one of 
Bangladesh’s two principal exchanges, 
performs essential functions, facilitating 
listings, providing an automated trading 
platform, settling transactions, issuing 
periodic reviews, monitoring listed firms, 
and protecting investor funds through 
regulatory frameworks, and its price series 
serves as a sensitive indicator of investors’ 
wealth and expectations (Sani et al., 
2025). Despite the DSE’s systemic impor-
tance, empirical inquiry into the effects of 
exchange-rate movements on its perfor-
mance is relatively sparse; extant literature 
from other jurisdictions yields mixed 
evidence regarding the exchange- 
rate-stock nexus. For example, volatility 
analysis for South Africa using a 
GARCH(1,1) model finds only a weak 
linkage between currency volatility and 
stock-market performance, implying 
limited exposure to exchange-rate shocks 
(Mlambo et al., 2013), while cross-country 
bounds-testing work across twelve emerg-
ing markets documents that exchange-rate 
uncertainty significantly influences
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stock-market development in most cases, 
with heterogeneity in magnitude and sign 
driven by structural characteristics (Hajilee 
& Nasser, 2014). More recent high-fre-
quency analysis of the seven E7 economies 
identifies cointegration between exchange 
rates and stock returns, a generally 
positive long-run relationship (except for 
Indonesia), and modest effects of 
exchange-rate inclusion on return volatility 
in GARCH specifications (El-Diftar, 2023). 
Within Bangladesh, research has predomi-
nantly treated the stock market as a 
dependent variable influenced by macro-
economic forces: studies demonstrate that 
foreign exchange reserves, exchange rates, 
and oil prices materially shape DSE move-
ments (Golder et al., 2020), and earlier 
daily-data analysis reports that roughly 
73.18% of DSE return variation is attribut-
able to BDT/USD exchange-rate move-
ments (Alam, 2013). The relationship 
between stock market performance and 
exchange rates is hypothesized to be 
theoretically ambiguous. A positive coeffi-
cient would imply that stronger equity 
performance reflects capital inflows exert-
ing depreciating pressure on the currency, 
whereas a negative coefficient would 
suggest that domestic market confidence 
outweighs portfolio flow effects and 
supports the exchange rate.

2.6 Balance of trade

The balance of trade (BoT), defined as the 
difference between a country’s exports and 
imports of goods and services, constitutes 
the largest component of the balance of 
payments and serves as a principal indica-
tor of external economic transactions, with 
exports and imports identified as its prima-
ry determinants (Ektiarnanti et al., 2021). 
Gross Domestic Product (GDP) also shapes 
trade dynamics since expansions in domes-
tic output and income tend to raise import 
demand, thereby exerting downward 
pressure on the trade balance (Ektiarnanti 
et al., 2021; Rahmawati, 2014). Empirical 
research on the exchange-rate-trade nexus 
produces nuanced and sometimes diver-

gent findings: sectoral and temporal 
heterogeneity characterize the adjustment 
process, with some studies documenting 
partial support for the J-curve; an initial 
deterioration in the trade balance following 
depreciation, followed by subsequent 
improvement, while others observe 
long-run improvements absent a clear 
short-run J-curve (illustrative cases include 
Vural, 2016; Baharumshah, 2001). While 
numerous investigations focus on how 
exchange-rate movements influence trade 
performance (Rinaldi et al., 2019; Rahman 
et al., 2023), far fewer examine the reverse 
causation from trade outcomes to 
exchange-rate dynamics. Where this 
reverse linkage has been studied, results 
indicate that trade components may enter 
long-run cointegrating relationships with 
exchange rates but frequently exert indirect 
or weaker short-run effects relative to 
broader macro fundamentals: for example, 
annual analysis for Morocco finds cointe-
gration among exports, imports, GDP, and 
exchange rate with GDP and inflation 
Granger-causing exchange- rate move-
ments, whereas trade-balance components 
display only indirect long-run associations 
(Baijou & Zaraba, 2022). In Bangladesh, 
the literature has predominantly concen-
trated on exchange-rate effects on trade, 
yielding mixed evidence for J-curve dynam-
ics (Aziz, 2012; Khatoon et al., 2021), with 
a small subset of studies linking trade 
fundamentals to exchange- rate behavior 
and identifying factors such as trade 
liberalization, debt burdens, capital inflows, 
and terms-of-trade shifts as important 
drivers of real exchange-rate adjustment 
(Rahman & Basher, 2001). A smaller trade 
deficit is hypothesized to appreciate the 
taka, reflected in a negative coefficient, 
with the strongest effect expected in the 
USD corridor due to the predominance of 
dollar-denominated trade. This expectation 
reflects the greater sensitivity of the 
exchange rate to trade outcomes in 
corridors where invoicing currency aligns 
with major import and export transactions.
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2.7 Political uncertainty, crises, and 
exchange rates

Political uncertainty and large-scale crises 
significantly influence exchange rates 
through risk premia, volatility, and capital 
flows. Pástor and Veronesi (2013) show 
that heightened political uncertainty 
reduces the credibility of government 
policies, prompting risk-averse behavior 
that raises asset risk premia and increases 
market volatility. Similarly, Ahir et al. 
(2022) demonstrate that global uncertain-
ty, including pandemic-related shocks, 
depresses output and disrupts financial 
markets, with emerging economies experi-
encing larger and more persistent effects 
due to weaker institutions and financial 
constraints.

These dynamics help explain why different 
currency corridors respond differently to 
crises. Kumar and Prabheesh (2023) find 
that reserve currencies such as the USD 
often act as safe havens during periods of 
uncertainty, while regional currencies are 
more vulnerable to shocks. This provides a 
theoretical justification for including 
COVID-19 and political transition dummies 
in our analysis, as they capture periods of 
elevated uncertainty that affect exchange 
rate behavior. This theoretical lens also 
implies that the relative stability of 
long-run relationships across corridors 
may depend on both crisis intensity and 
the specific role each currency plays in 
global and regional financial systems.

2.8 Research gap, hypotheses summary, 
and methodological positioning

Despite advances, the literature remains 
fragmented with salient gaps: recent work 
has elucidated how remittances, inflation, 
reserves, and exchange-rate volatility 
affect macroeconomic outcomes in 
Bangladesh and comparable economies 
(Azizi, 2020; Chowdhury et al., 2022; Islam 
et al., 2022; El-Diftar, 2023), yet empirical 
attention remains largely unidirectional, 
privileging exchange-rate impacts on 
prices, trade, or equity returns rather than 

reciprocal causation. Evidence for reverse 
linkages is sparse and context-bound, 
reducing external validity (Baijou & Zaraba, 
2022). Bilateral pairs of policy relevance, 
most notably INR/BDT, are understudied 
despite expanding India–Bangladesh trade 
(Rizve, 2025), and recent calls emphasize 
integrated analyses of reserves and 
macro-financial stability (Naima et al., 
2024; Rana, 2024). Methodologically, few 
recent high-frequency, multivariate studies 
jointly model remittances, reserves, CPI, 
trade balance, and stock markets across 
USD/BDT, EUR/BDT, and INR/BDT to 
capture post-COVID structural breaks and 
volatility transmission (Biswas et al., 2023; 
Mahmud et al., 2024; Golder et al., 2020). 
These conceptual and methodological 
limitations also extend to how political 
uncertainty and crisis dynamics are incor-
porated into exchange rate analysis.

In this broader context, the literature on 
political uncertainty, crises, and exchange 
rate dynamics has grown substantially, 
including studies that apply asymmetric 
methods such as the nonlinear autoregres-
sive distributed lag (NARDL) model. Shin et 
al. (2014) developed the NARDL frame-
work to capture asymmetric responses to 
positive versus negative shocks, a method-
ological advance widely adopted in subse-
quent research. Bahmani-Oskooee et al. 
(2016) applied asymmetry analysis to 
Pakistan–US trade at the industry level, 
finding that exchange rate volatility affects 
approximately half of all industries in the 
short run, with long-run effects concen-
trated in key sectors such as textiles. While 
valuable, these studies focus primarily on 
asymmetric trade responses rather than on 
the determinants of exchange rates them-
selves, and they do not compare multiple 
bilateral corridors for a single country.

Our study addresses this gap by examining 
corridor-specific effects across Bangla-
desh's three principal exchange rates: 
USD/BDT, INR/BDT, and EUR/BDT. Unlike 
prior work on asymmetry, we employ linear 
ARDL models to test whether the same 

macroeconomic determinants, namely 
remittances, foreign reserves, CPI, trade 
balance, and the DSEX index, exert different 
effects across corridors. This approach 
captures corridor heterogeneity rather than 
nonlinear asymmetry. Understanding such 
heterogeneity is crucial for policymakers 
because interventions effective in one 
corridor may not translate to others, even 
under similar macroeconomic conditions.

Based on the reviewed literature and our 
corridor-specific focus, we formulate the 
following testable hypotheses (summa-
rized with expected signs in Table 1):

• H1 (Remittances): Remittance inflows 
exert corridor-specific pressure on the 
exchange rate. In the INR corridor, 
remittance-driven demand for Indian 
imports may lead to BDT depreciation 
(positive coefficient); effects in other 
corridors are ambiguous a priori.

• H2 (Foreign reserves): Increases in 
foreign exchange reserves stabilize and 
appreciate the taka (negative coeffi-
cient), with the effect most pronounced 
in the INR corridor where regional 
reserve management is active.

• H3 (CPI): Rising domestic inflation 
depreciates the currency (positive 
coefficient) across all corridors via 
purchasing power parity channels, with 
the strongest effects anticipated in the 
USD/BDT corridor (due to dollar trade 
invoicing) and the EUR/BDT corridor 
(due to high value import content from 
the Eurozone).

• H4 (Trade balance): Improvements in 
the trade balance (smaller deficit) 
appreciate the taka (negative coeffi-
cient), with effects likely strongest in 
the USD corridor where trade is 
predominantly dollar-invoiced.

• H5 (DSEX): The relationship between 
stock market performance and 
exchange rates is theoretically ambigu-
ous, reflecting opposing forces of 
capital inflows and domestic confi-
dence.

• H6 (COVID-19 and transition dummies): 
Pandemic shocks and political transi-
tions temporarily disrupt exchange rate 
dynamics, with the direction and magni-
tude varying by corridor.
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2.7 Political uncertainty, crises, and 
exchange rates

Political uncertainty and large-scale crises 
significantly influence exchange rates 
through risk premia, volatility, and capital 
flows. Pástor and Veronesi (2013) show 
that heightened political uncertainty 
reduces the credibility of government 
policies, prompting risk-averse behavior 
that raises asset risk premia and increases 
market volatility. Similarly, Ahir et al. 
(2022) demonstrate that global uncertain-
ty, including pandemic-related shocks, 
depresses output and disrupts financial 
markets, with emerging economies experi-
encing larger and more persistent effects 
due to weaker institutions and financial 
constraints.

These dynamics help explain why different 
currency corridors respond differently to 
crises. Kumar and Prabheesh (2023) find 
that reserve currencies such as the USD 
often act as safe havens during periods of 
uncertainty, while regional currencies are 
more vulnerable to shocks. This provides a 
theoretical justification for including 
COVID-19 and political transition dummies 
in our analysis, as they capture periods of 
elevated uncertainty that affect exchange 
rate behavior. This theoretical lens also 
implies that the relative stability of 
long-run relationships across corridors 
may depend on both crisis intensity and 
the specific role each currency plays in 
global and regional financial systems.

2.8 Research gap, hypotheses summary, 
and methodological positioning

Despite advances, the literature remains 
fragmented with salient gaps: recent work 
has elucidated how remittances, inflation, 
reserves, and exchange-rate volatility 
affect macroeconomic outcomes in 
Bangladesh and comparable economies 
(Azizi, 2020; Chowdhury et al., 2022; Islam 
et al., 2022; El-Diftar, 2023), yet empirical 
attention remains largely unidirectional, 
privileging exchange-rate impacts on 
prices, trade, or equity returns rather than 

reciprocal causation. Evidence for reverse 
linkages is sparse and context-bound, 
reducing external validity (Baijou & Zaraba, 
2022). Bilateral pairs of policy relevance, 
most notably INR/BDT, are understudied 
despite expanding India–Bangladesh trade 
(Rizve, 2025), and recent calls emphasize 
integrated analyses of reserves and 
macro-financial stability (Naima et al., 
2024; Rana, 2024). Methodologically, few 
recent high-frequency, multivariate studies 
jointly model remittances, reserves, CPI, 
trade balance, and stock markets across 
USD/BDT, EUR/BDT, and INR/BDT to 
capture post-COVID structural breaks and 
volatility transmission (Biswas et al., 2023; 
Mahmud et al., 2024; Golder et al., 2020). 
These conceptual and methodological 
limitations also extend to how political 
uncertainty and crisis dynamics are incor-
porated into exchange rate analysis.

In this broader context, the literature on 
political uncertainty, crises, and exchange 
rate dynamics has grown substantially, 
including studies that apply asymmetric 
methods such as the nonlinear autoregres-
sive distributed lag (NARDL) model. Shin et 
al. (2014) developed the NARDL frame-
work to capture asymmetric responses to 
positive versus negative shocks, a method-
ological advance widely adopted in subse-
quent research. Bahmani-Oskooee et al. 
(2016) applied asymmetry analysis to 
Pakistan–US trade at the industry level, 
finding that exchange rate volatility affects 
approximately half of all industries in the 
short run, with long-run effects concen-
trated in key sectors such as textiles. While 
valuable, these studies focus primarily on 
asymmetric trade responses rather than on 
the determinants of exchange rates them-
selves, and they do not compare multiple 
bilateral corridors for a single country.

Our study addresses this gap by examining 
corridor-specific effects across Bangla-
desh's three principal exchange rates: 
USD/BDT, INR/BDT, and EUR/BDT. Unlike 
prior work on asymmetry, we employ linear 
ARDL models to test whether the same 

macroeconomic determinants, namely 
remittances, foreign reserves, CPI, trade 
balance, and the DSEX index, exert different 
effects across corridors. This approach 
captures corridor heterogeneity rather than 
nonlinear asymmetry. Understanding such 
heterogeneity is crucial for policymakers 
because interventions effective in one 
corridor may not translate to others, even 
under similar macroeconomic conditions.

Based on the reviewed literature and our 
corridor-specific focus, we formulate the 
following testable hypotheses (summa-
rized with expected signs in Table 1):

• H1 (Remittances): Remittance inflows 
exert corridor-specific pressure on the 
exchange rate. In the INR corridor, 
remittance-driven demand for Indian 
imports may lead to BDT depreciation 
(positive coefficient); effects in other 
corridors are ambiguous a priori.

• H2 (Foreign reserves): Increases in 
foreign exchange reserves stabilize and 
appreciate the taka (negative coeffi-
cient), with the effect most pronounced 
in the INR corridor where regional 
reserve management is active.

• H3 (CPI): Rising domestic inflation 
depreciates the currency (positive 
coefficient) across all corridors via 
purchasing power parity channels, with 
the strongest effects anticipated in the 
USD/BDT corridor (due to dollar trade 
invoicing) and the EUR/BDT corridor 
(due to high value import content from 
the Eurozone).

• H4 (Trade balance): Improvements in 
the trade balance (smaller deficit) 
appreciate the taka (negative coeffi-
cient), with effects likely strongest in 
the USD corridor where trade is 
predominantly dollar-invoiced.

• H5 (DSEX): The relationship between 
stock market performance and 
exchange rates is theoretically ambigu-
ous, reflecting opposing forces of 
capital inflows and domestic confi-
dence.

• H6 (COVID-19 and transition dummies): 
Pandemic shocks and political transi-
tions temporarily disrupt exchange rate 
dynamics, with the direction and magni-
tude varying by corridor.

Table-1 Expected signs by corridor
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3. Data and methodology
3.1 Introduction
This study adopts an exploratory stance to 
identify the key macroeconomic determi-
nants of Bangladesh’s bilateral exchange 
rates and to assess the direction and 
magnitude of their relationships. Rather 
than aiming to model the precise dynamics 
of equilibrium adjustment, we focus on 
corridor specific short  and long run 
elasticities. The empirical framework is the 
Autoregressive Distributed Lag (ARDL) 
bounds testing approach of Pesaran et al. 
(2001), applied to monthly data from 
January 2019 to June 2025. This period 
captures the COVID 19 pandemic and the 
subsequent political transition in Bangla-
desh, events that may have induced struc-
tural breaks in the relationships.
The analysis proceeds in several steps: (i) 
unit root tests to verify that no variable is 
I(2); (ii) structural break tests to motivate 
the inclusion of regime dummies; (iii) ARDL 
model selection using the Akaike Informa-
tion Criterion (AIC), including dummy 
variables for the pandemic and political 
transition; (iv) bounds testing for cointe-
gration, both with and without dummies; 
(v) estimation of long run multipliers with 
standard errors obtained via the delta 
method; and (vi) a battery of diagnostic 
tests to validate the chosen specifications. 
All computations are performed in Python 
using the Google Colab environment.

3.2 Data description

Monthly data for all variables were 
obtained from the Bangladesh Bank’s 
“Monthly Economic Trends” bulletins, 
covering January 2019 through June 2025. 
The choice of this sample period is deliber-
ate: it spans the COVID 19 crisis (from 
March 2020) and the political transition 
that began in August 2024. All series are 
actual, not forecasted.

Table 2 lists the variables together with 
their abbreviations and the transforma-
tions applied. Exchange rates, remittance 
inflows, foreign exchange reserves, and the 
Dhaka Stock Exchange index (DSEX) are 
taken in natural logarithms so that their 
coefficients can be interpreted as elastici-
ties. The Consumer Price Index (CPI) is 
used in its raw point to point form 
(percentage change), because logging a 
rate would distort its interpretation; the 
coefficient on CPI therefore measures the 
semi elasticity – the percentage change in 
the exchange rate for a one percentage 
point change in inflation. The balance of 
trade (BoT) is expressed in millions of US 
dollars and is kept at levels because it 
contains negative values throughout the 
sample; logging is not feasible, and the 
coefficient is interpreted as the percentage 
change in the exchange rate per USD�1�-
million change in the trade balance.
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The summary statistics reveal notable 
macroeconomic patterns over the sample 
period. The Bangladeshi Taka experienced 
substantial depreciation against all three 
currencies, as reflected in the relatively 
high mean values and wide dispersion of 
USD/BDT, INR/BDT, and EUR/BDT rates. 
Remittance inflows and foreign exchange 
reserves display large magnitudes and 
considerable variability, underscoring their 
central role in external sector stability. The 
consistently negative mean of the balance 
of trade (BOT) confirms a persistent trade 
deficit, while the CPI series indicates a 
period of elevated inflationary pressure.

3.3 Unit Root tests
Prior to model estimation, the stationarity 
properties of the variables were examined 
using the Augmented Dickey Fuller (ADF) 

test. Establishing the order of integration is 
a critical prerequisite for the ARDL bounds 
testing approach, which is valid only when 
none of the variables are integrated of 
order I(2) or higher. The results, presented 
in Table 3.3, confirm that the variables are 
a mix of I(0) and I(1) processes, validating 
the use of the ARDL methodology.

• Remittances (REM) and Foreign 
Exchange Reserves (FER) are stationary 
at level [I(0)], with ADF statistics of 
-3.05 (p=0.03) and -4.25 (p=0.001) 
respectively.

• The exchange rates (USD, INR, EUR), 
along with the Balance of Trade (BOT), 
Consumer Price Index (CPI), and the 
DSEX index, are non stationary at the 
level but become stationary after first 
differencing, i.e., I(1).
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Table-2 Variable description

Table-3 Descriptive statistics of all variables

Note: All data covering exchange rates, remittances, reserves, trade balance, consumer prices, and the 
DSEX index are obtained from Bangladesh Bank’s “Monthly Economic Trends” publication (Bangladesh 
Bank, 2024).

Table 3 presents descriptive statistics for the raw (non logged) variables to provide an 
intuitive overview of the data.
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3.4 Structural Break tests

Because the sample includes the COVID 19 
pandemic and the 2024 political transition, 
we test for structural breaks in each 
exchange rate series using the Zivot–An-
drews test, which allows for a single break 
of unknown timing in the intercept, trend, 
or both. For none of the three exchange 
rates is the break significant at the 5% 
level. However, given the relatively small 
sample size (78 monthly observations) and 
because unit root and structural break 
tests can exhibit low power in finite 
samples, we introduce two dummy 
variables to control for these major exoge-
nous shocks (Sathyanarayana & 
Mohanasundaram, 2025). 

Such dummy variables are commonly used 
in ARDL models to account for major exog-
enous shocks or regime shifts, comple-
menting structural break tests by captur-
ing known events that may influence the 
system; for example, they can be included 
to control for shocks such as financial 
crises (Omar et al., 2022) or pandemics 
that are expected to affect variable 
relationships over time.

• COVID dummy: The COVID-19 dummy 
variable equals 1 from March 2020 to 
December 2021 (the period of the most 
severe pandemic-related disruptions) 
and 0 otherwise. Major infection waves 
in Bangladesh, particularly the Delta 
surge in 2021, subsided by early 

November 2021, and conditions began 
stabilizing toward the end of the year 
(Hasan, 2021); therefore, December 
2021 is used as the end of the 
COVID-19 dummy period.

• Transition dummy = 1 from August 
2024 onward (the start of the political 
transition), 0 otherwise.

These dummies are included in the ARDL 
models as additional exogenous regres-
sors; their optimal lag structure is deter-
mined jointly with the other variables 
during model selection.

3.5 ARDL model specification

For each exchange rate corridor, we 
estimate an ARDL model of the general 
form

where Yt  is the log exchange rate, Xj,t are 
the explanatory variables (REM, BOT, FER, 
CPI, DSEX), Dm,t are the dummy variables, 
and εt  is a white noise error term. Lag 
orders are selected by minimizing the AIC 
using the ardl_select_order function in 
stats models, with maximum lags set to 2 
for the dependent variable and 3 for the 
regressors (including the dummies). The 
selection is performed on a common set of 
candidate variables, but the final specifica-
tions differ across corridors because the
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AIC may exclude variables that do not 
improve model fit.

The corridor specific specifications select-
ed by the AIC are:

• USD/BDT: ARDL(2,0,1) with BOT and 
CPI (dummies not retained).

• INR/BDT: ARDL(1,1,0,0,3) with REM, 
FER, DSEX, and the COVID dummy 
(lagged up to three periods).

• EUR/BDT: ARDL(1,2,3,0,1) with REM, 
CPI, DSEX, and the transition dummy 
(lagged one period).

3.6 Bounds testing for cointegration

The existence of a long run (cointegrating) 
relationship is tested by an F-test on the 
level lag coefficients in the error correction 
representation above. Because the asymp-
totic distribution of this test statistic is non 
standard, we compare the computed F-sta-
tistic with the critical value bounds tabulat-
ed by Pesaran et al. (2001) for the case of 
a restricted intercept and no trend. The null 
hypothesis of no cointegration is rejected if 
the F-statistic exceeds the upper bound I 
(1); it cannot be rejected if it lies below the 
lower bound I (0); and the result is incon-
clusive if it falls between the two bounds.

We perform the bounds test twice for each 
corridor: first with only the core economic 
variables, then including the dummy 
variables that entered the final ARDL 
model. This allows us to assess whether 
the regime dummies help to establish 
cointegration.

3.7 Long run multipliers

Where cointegration is confirmed, the long 
run multiplier (or elasticity) for a variable is 
calculated as:

Standard errors for these multipliers are 
obtained via the delta method, which 
takes into account the covariance struc-
ture of the estimated short run coeffi-

cients. The gradient vector with respect to 
the underlying ARDL parameters is 
constructed, and the variance of λj is 
computed as                                  The corre-
sponding z-statistic and p-value are then 
derived under the assumption of asymp-
totic normality.

For models where the bounds test is incon-
clusive, the long run multipliers are report-
ed only as suggestive and are interpreted 
with caution.

3.8 Diagnostic tests

To validate the estimated ARDL models, we 
perform a series of diagnostic checks on 
the residuals:

• Serial correlation: Ljung Box test (lags 
2,4,6) and Durbin Watson statistic.

• Heteroskedasticity: White’s test 
(regressing squared residuals on fitted 
values and their squares).

• Normality: Jarque Bera test.

• Stability: Cumulative sum (CUSUM) and 
cumulative sum of squares (CUSUMSQ) 
tests based on recursive residuals. 
Because the standard statsmodels 
implementation of recursive residuals is 
not directly compatible with ARDL 
objects, we compute them manually by 
sequentially estimating the model on 
expanding windows and plotting the 
resulting statistics together with the 5% 
significance bounds.

All diagnostic results are summarized in 
Section�4 and confirm that the models are 
adequately specified (no serial correlation 
or heteroskedasticity, but some non 
normality, which is common in financial 
time series). The stability plots are 
presented in Appendix Figures A1–A3.

4. Empirical findings
This section presents the estimated short- 
and long-run dynamics of Bangladesh's 
bilateral exchange rates using the ARDL 
framework for USD/BDT, INR/BDT, and 
EUR/BDT. Model specification and lag
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selection followed the Akaike Information 
Criterion (AIC) via the ardl_select_order() 
function in stats models, ensuring statisti-
cally robust and parsimonious models. For 
each corridor, we first report the bounds 
test for cointegration both with and 
without the regime dummies introduced in 
Section 3, and then present both the 
short-run coefficients and, where cointe-
gration is confirmed or at least suggestive, 
the long-run multipliers with their standard 
errors and p values. Diagnostic checks 
(serial correlation, heteroskedasticity, 
normality, and parameter stability) are 
summarized to validate the estimated 
relationships. Visual representations of the 
raw data series are provided in Appendix 
Figures B1–B9. All variables are trans-
formed as described in Table 3.1: exchange 
rates, remittances, reserves, and DSEX 
enter in natural logs (coefficients are 
elasticities); CPI is the raw point-to-point 
inflation rate (coefficients are semi-elastic-
ities); and the balance of trade (BOT) is in 
millions of US dollars (coefficient is the 
percentage change in the exchange rate 
per USD 1 million change in BOT).

4.1 USD/BDT results

The AIC selected specification for the US 

dollar corridor is an ARDL (2,0,1) model 
that includes the balance of trade (BOT) 
and consumer price index (CPI). Neither 
the COVID dummy nor the transition 
dummy was retained by the information 
criterion, suggesting that for the USD/BDT 
relationship, the core macroeconomic 
variables alone provide the best fit over the 
sample period.

4.1.1 Short run dynamics

Table 5 presents the short run estimation 
results. The exchange rate exhibits strong 
persistence, with the first lag of USD signif-
icant and positive (1.2309, p<0.01) and 
the second lag negative and significant (−
0.2936, p<0.01), indicating a pattern of 
partial correction following initial move-
ments. Improvements in the trade balance 
are associated with immediate BDT appre-
ciation, as the contemporaneous BOT 
coefficient is negative and marginally 
significant at the 10% level (−1.326e 07, 
p=0.059). The effect of inflation is delayed: 
while the contemporaneous CPI coefficient 
is insignificant, the one month lag (0.0021, 
p=0.023) shows that higher inflationary 
pressure exerts depreciating pressure on 
the taka with a short lag.
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4.1.2 Cointegration and long run multipliers

Bounds tests for cointegration are reported 
in Table 6. Both the model with only the 
core variables and the model that addition-
ally includes the two dummies yield F-sta-

tistics well above the upper critical bound 
at the 5% level, providing strong evidence 
of a stable long run equilibrium relation-
ship for USD/BDT.

Table-5 Short run estimation results – USD/BDT (ARDL (2,0,1))
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Because cointegration is confirmed, we can 
interpret the long run multipliers in Table�7 
as reliable elasticities. The estimated long 
run effect of CPI is positive and highly 
significant: a one percentage point 
increase in the point to point inflation rate 
is associated with a 3.25% depreciation of 

the taka against the US dollar 
(0.0325×100). The balance of trade has a 
negative coefficient, as expected (an 
improvement in the trade balance appreci-
ates the currency), but the effect is very 
small and only marginally significant at the 
10% level.

4.1.3 Diagnostic tests

Diagnostic tests on the USD/BDT residuals 
indicate no serial correlation (Ljung Box 
p�>�0.05 at all lags, Durbin Watson=1.88) 
and homoskedasticity (White test 
p=0.338). The Jarque Bera test, however, 
rejects normality (p<0.001), a common 
finding in financial time series. Parameter 
stability, assessed by the manual CUSUM 
and CUSUMSQ tests (Appendix Figure�A1), 
shows that the CUSUM statistic remains 
within the 5% critical bounds throughout 
the sample, while the CUSUMSQ exhibits a 
brief excursion near the end, possibly 
reflecting the volatility associated with the 
political transition. The Zivot Andrews test 
detected no significant structural break in 
the USD/BDT series itself (p=0.407).

4.2 INR/BDT results

For the Indian rupee corridor, AIC selected 
an ARDL (1,1,0,0,3) specification that 
includes remittances (REM), foreign 
exchange reserves (FER), the DSEX index, 
and the COVID dummy with lags up to three 

periods. The transition dummy was not 
retained.

4.2.1 Short run dynamics

Table 8 presents the short run results. The 
exchange rate shows strong persistence, 
with the lagged dependent variable coeffi-
cient large and highly significant (INR.L1 = 
0.8017, p<0.01). Remittance inflows and 
foreign exchange reserves exert opposing 
contemporaneous effects. A 1% increase 
in remittances is associated with a 
0.027% rise in INR/BDT (depreciation) at 
time�t, while a 1% rise in reserves corre-
sponds to a 0.058% fall in INR/BDT 
(appreciation). The DSEX index enters 
positively and significantly (0.0316, 
p<0.01), indicating that stronger domes-
tic equity performance is contemporane-
ously associated with rupee appreciation 
or slight taka depreciation. The COVID 
dummy is significant at various lags, with 
the contemporaneous effect negative (−
0.0104, p<0.01) and the lagged effects 
alternating in sign, capturing the complex 
pandemic period dynamics.
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Table-6 Bounds test results – USD/BDT

Table-7 Long Run Multipliers – USD/BDT
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4.2.2 Cointegration and long run multipliers

Bounds tests (Table 9) give a mixed picture. 
With only the core variables, the F-statistic 
(2.74) falls between the lower and upper 
bounds, making the test inconclusive. 
When the COVID dummy is added, the 
statistic drops slightly to 2.33, which lies 

below the I(0) bound, suggesting no 
cointegration. Given the inconclusive 
nature of these results, the long run multi-
pliers reported below should be interpreted 
with caution; they are suggestive rather 
than definitive.

With this caveat in mind, the estimated 
long run multipliers (Table 10) are statisti-
cally significant and economically mean-
ingful. A 1% increase in remittance 
inflows is associated with a 0.24% depre-
ciation of the taka against the rupee. 
Foreign exchange reserves exert a stabi-

lizing influence: a 1% rise in reserves 
leads to a 0.29% appreciation (negative 
coefficient). The DSEX index also shows a 
positive long run association with INR/B-
DT (0.16% depreciation for a 1% increase 
in equity prices).

Table-8 Short run estimation results – INR/BDT (ARDL (1,1,0,0,3)

Table-9 Bounds test results – INR/BDT

Table-10 Long run multipliers – INR/BDT



4.3.2 Cointegration and long run multipliers

Bounds tests (Table 12) are inconclusive 
for both the core variables model 
(F�=�2.99) and the model including the 
transition dummy (F�=�2.73), as both 

statistics lie between the 5% bounds. Long 
run multipliers are therefore reported as 
suggestive only.

4.2.3 Diagnostic tests

Diagnostic checks confirm no serial 
correlation (Ljung Box p>0.05, Durbin 
Watson=1.92) and homoskedasticity 
(White p=0.418). The residuals are non 
normal (Jarque Bera p=0.017). The 
CUSUM statistic stays within the 5% 
bounds, but the CUSUMSQ again shows 
some instability (Appendix Figure A2), 
consistent with the sample's exceptional 
events. The Zivot Andrews test for the 
INR/BDT series itself found no significant 
break (p=0.838).

4.3 EUR/BDT results

For the euro corridor, AIC selected an ARDL 
(1,�2,�3,�0,�1) model that includes remit-
tances (REM), CPI, DSEX, and the transi-
tion dummy (lagged one period). The 
COVID dummy was not retained.

4.3.1 Short run dynamics

Table 11 presents the short run results. The 
lag structure shows strong persistence 
(EUR.L1 = 0.8686, p<0.01). Remittance 
inflows affect EUR/BDT in alternating 
directions across lags: positive at lag 0 
(0.0294, p=0.044) and lag 1 (0.0563, 
p=0.001), but negative at lag 2 (−0.0351, 
p=0.024). This oscillating pattern suggests 
short term adjustments in response to remit-
tance inflows, possibly reflecting liquidity 
effects followed by currency rebalancing. The 
contemporaneous CPI coefficient is negative 
(−0.0036, p=0.039), indicating that inflation-
ary pressure may initially coincide with a mild 
BDT appreciation, though the positive lagged 
effects (CPI.L2 = 0.0043, p=0.042) eventual-
ly dominate. The transition dummy is signifi-
cant at lag 1 (−0.0224, p�=�0.008), captur-
ing the post August 2024 regime shift.
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Table-11 Short run estimation results – EUR/BDT (ARDL (1,2,3,0,1)



With this caution, the estimated long run 
relationships (Table 13) point to a strong 
positive effect of remittances: a 1% 
increase in remittances is associated with 
a 0.39% depreciation of the taka against 

the euro. CPI also has a positive and 
significant semi elasticity: a one percent-
age point rise in inflation leads to a 2.6% 
depreciation. The DSEX coefficient is 
negative but not statistically significant.

4.3.3 Diagnostic tests

Diagnostic tests for the EUR model show 
no serial correlation (Ljung Box p>0.05, 
Durbin Watson=1.79) and homoskedas-
ticity (White p=0.289). Residuals are 
again non normal (Jarque Bera p=0.001). 
The CUSUM plot indicates parameter 
stability, while the CUSUMSQ shows some 
instability (Appendix Figure A3), as 
observed for the other corridors. The Zivot 
Andrews test found no significant break in 
the EUR/BDT series (p=0.878).

4.4 Summary of cross corridor findings

Table�14 summarizes the key results 
across the three exchange rate corridors. 
Cointegration is firmly established only 
for USD/BDT; for INR/BDT and EUR/BDT, 
the evidence is inconclusive or points to 

the absence of a stable long run relation-
ship. Despite this, the estimated long run 
effects for INR and EUR are broadly 
consistent with economic theory and with 
the findings for the US dollar, where 
comparable variables appear. Remittanc-
es consistently show a depreciating 
effect on the taka (positive coefficient), 
while foreign exchange reserves (signifi-
cant only for INR) exert a stabilizing 
(negative) influence. Inflation (CPI) is a 
robust driver of depreciation in both the 
USD and EUR corridors. The trade 
balance and stock market index have less 
consistent effects across the three 
currency pairs.
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Table-12 Bounds test results – EUR/BDT

Table-13 Long run multipliers – EUR/BDT



5. Discussion and policy implications
5.1 Corridor-specific heterogeneity in 
exchange rate determination

This study's central contribution is to 
demonstrate that Bangladesh's exchange 
rate dynamics are corridor-specific rather 
than uniform across currencies. The same 
macroeconomic variables do not behave in 
the same way in USD/BDT, INR/BDT, and 
EUR/BDT, and the strength of the evidence 
differs by corridor. The USD corridor exhib-
its confirmed cointegration and a stable 
long-run relationship, while the INR and 
EUR corridors show economically mean-
ingful short-run dynamics but weaker 
long-run stability. These differences are 
not weaknesses. They are substantive 
findings that support the argument that 
bilateral exchange rate behavior depends 
on trade invoicing structure, remittance 
usage patterns, reserve management 
practices, and crisis transmission mecha-
nisms. This confirms the gap identified in 
the literature, where empirical attention 
has remained largely unidirectional and 
insufficiently bilateral, particularly for 
INR/BDT despite deep trade integration 
between Bangladesh and India.

The persistence observed in all three 
corridors is consistent with broader 

emerging market evidence. Colak et al. 
(2024) show that exchange rate 
pass-through in emerging economies is 
typically stronger and more volatile than 
in advanced economies, reflecting weaker 
monetary credibility and higher macro-
economic instability. Bangladesh's 
exchange rate behavior during overlap-
ping pandemic and political shocks fits 
this pattern well. The presence of lagged 
dependent variables with large coeffi-
cients across all specifications indicates 
inertia and gradual adjustment rather 
than immediate equilibrium restoration, a 
feature that reinforces the case for corri-
dor-aware rather than uniform policy 
responses. Importantly, this study does 
not attempt to model nonlinear asymme-
try in the sense of Shin et al. (2014) or the 
industry-level asymmetric trade respons-
es examined by Bahmani-Oskooee et al. 
(2016). Instead, it identifies cross-corri-
dor heterogeneity under a linear ARDL 
framework. The results show that hetero-
geneity across bilateral exchange rates 
alone is sufficient to generate materially 
different dynamics, without invoking 
nonlinear decomposition of positive and 
negative shocks. This is a methodological-
ly distinct and policy-relevant contribution 
in its own right.
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Table-14 Summary of long run effects across corridors

Source: Authors’ calculation
Note:***p<0.01, **p<0.05, *p<0.1. 'NS' denotes not significant at the 5% level (e.g., USD/BDT 
BOT is significant only at the 10% level, p=0.09). '--' indicates variable not retained in final model.



5.2 USD corridor dynamics, inflation 
pass-through, and dominant currency 
pricing

The USD/BDT corridor provides the stron-
gest empirical evidence in the paper. It is 
the only corridor for which the bounds 
test confirms cointegration under both 
baseline and dummy-augmented specifi-
cations, allowing the long-run estimates 
to be interpreted with substantially great-
er confidence than those in the INR and 
EUR corridors. In the short-run, the 
exchange rate exhibits strong persistence, 
with the two-lag AR structure indicating a 
pattern of initial overadjustment followed 
by partial correction rather than immedi-
ate equilibrium restoration.

Inflation emerges as the dominant 
long-run driver of depreciation, directly 
supporting Hypothesis H3 and extending 
the existing literature by demonstrating 
that this effect is strongest and most 
stable in the USD corridor rather than 
uniformly across currencies. This is 
consistent with the dominant currency 
paradigm developed by Gopinath et al. 
(2020), which argues that the US dollar 
shapes global trade prices and financing 
conditions disproportionately. Bangla-
desh's heavy reliance on dollar-denomi-
nated imports, including fuel and interme-
diate inputs, implies that USD/BDT move-
ments have a direct impact on production 
costs and consumer prices. 

Under dominant currency pricing, 
exchange rate pass-through into domestic 
prices is more powerful in the dollar corri-
dor, which helps explain why CPI is the 
most robust long-run determinant in that 
specification. Carriere-Swallow et al. 
(2024) further argue that pass-through 
intensifies during periods of high inflation 
and uncertainty, when firms adjust prices 
more frequently and absorb fewer cost 
shocks in margins. The sample period 
includes both pandemic disruption and 
political transition, which likely amplified 

the inflation-exchange rate feedback loop. 
Notably, the contemporaneous CPI coeffi-
cient is insignificant while the one-month 
lag is significant, suggesting that 
inflationary pressure takes approximately 
one month to transmit into exchange rate 
movements, consistent with the delayed 
price adjustment mechanisms document-
ed in the pass-through literature. The 
trade balance enters the USD corridor 
with the expected negative sign, indicat-
ing that improvements in the trade 
balance are associated with appreciation 
of the taka. However, the magnitude is 
small and only marginally significant. 
Bangladesh's aggregate trade balance 
captures diverse goods and sectors, which 
likely attenuates the measured effect 
relative to the more direct inflation chan-
nel. Overall, the USD corridor results imply 
that sustained exchange rate pressure 
over this period is more closely tied to 
domestic price dynamics than to aggre-
gate trade balance movements.

5.3 INR corridor dynamics, remittances, 
reserves, and regional linkages

The INR/BDT corridor presents economi-
cally meaningful signals, though long-run 
inference is weaker due to inconclusive 
bounds test results. The remittance result 
is consistent with the corridor-specific 
hypothesis developed for the INR corridor. 
While remittances increase foreign 
exchange supply, their impact on bilateral 
exchange rates depends on usage 
patterns, and the literature shows mixed 
outcomes across country contexts. In the 
India corridor specifically, remittances 
may be linked to import-intensive spend-
ing on healthcare, education, travel, and 
cross-border settlements. This can 
increase demand for INR transactions, 
offsetting the simple supply effect of 
foreign currency inflows. Pohit and Taneja 
(2003) highlight the importance of infor-
mal India-Bangladesh trade flows driven 
by institutional frictions and transaction
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cost considerations, which reinforces why 
the positive remittance coefficient in this 
corridor is consistent with corridor-spe-
cific absorption mechanisms rather than 
contradictory to theory. The negative 
reserve coefficient aligns with the 
macro-stabilizing role of reserves and 
supports Hypothesis H2. In the India 
corridor, reserve accumulation appears to 
exert a stabilizing influence, indicating 
that reserve policy may be particularly 
relevant in the regional corridor. Even 
though long-run cointegration is not 
confirmed, the estimated coefficients 
provide suggestive directional evidence 
consistent with the hypothesized reserve 
stabilization mechanism.

The positive and significant DSEX coeffi-
cient in both the short- and long-run 
suggests that stronger domestic equity 
performance is associated with taka depre-
ciation against the rupee. While a positive 
equity-exchange rate relationship may 
reflect capital flow dynamics, a domestic 
demand channel appears more plausible in 
the India-Bangladesh corridor. Periods of 
rising equity valuations may coincide with 
stronger domestic spending and wealth 
effects, stimulating import-intensive 
household and corporate expenditures, 
particularly on Indian goods and services 
such as healthcare, education, travel, and 
consumer products. This raises demand for 
INR transactions and places depreciation 
pressure on the taka. Such a mechanism 
may be more relevant than portfolio flow 
explanations, given the limited financial 
integration between Bangladeshi and 
Indian equity markets. The significance of 
the COVID dummy reinforces the uncer-
tainty channel. The oscillating short-run 
COVID effects in the INR corridor reflect 
shock-sensitive regional adjustment rather 
than stable equilibrium behavior, consis-
tent with evidence that global uncertainty 
shocks have stronger and more persistent 
effects in emerging markets. Because 
bounds tests are inconclusive or reject 

cointegration when dummies are included, 
the long-run multipliers in this corridor 
should be interpreted as suggestive direc-
tional relationships rather than stable 
elasticities.

5.4 EUR corridor dynamics, inflation 
transmission, and import composition

The EUR/BDT corridor exhibits meaningful 
short-run dynamics but inconclusive 
long-run stability. The lag structure of CPI 
is economically plausible, as inflation and 
exchange rate relationships can be 
bidirectional and delayed. Temporary 
negative contemporaneous effects may 
reflect short-run rigidities or policy 
smoothing, while positive lagged effects 
indicate eventual depreciation as relative 
prices adjust. Campa and Goldberg 
(2005) emphasize that pass-through 
depends on import composition and 
industry structure. Bangladesh's econom-
ic links with Europe are closely tied to 
export manufacturing and imported 
inputs, meaning adjustment in this corri-
dor may occur through slower trade 
contract renegotiation and sector-specific 
cost transmission rather than immediate 
spot market movements. This helps 
explain why cointegration is weaker than 
in the USD corridor despite a similarly 
positive CPI association. Remittance 
inflows also influence EUR/BDT. Short-run 
effects oscillate across lags before 
converging on a positive long-run associ-
ation. Unlike the INR corridor, where 
remittance-linked spending on Indian 
goods provides a direct bilateral demand 
channel, the EUR corridor mechanism 
appears distinct. The depreciation effect 
here likely reflects broader foreign 
exchange demand dynamics and 
import-financing patterns rather than 
direct trade linkages with Europe. This 
distinction reinforces the corridor-specific 
nature of remittance transmission docu-
mented in this study.
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The DSEX coefficients are negative but 
statistically insignificant in both the short- 
and long-run, indicating that domestic 
equity performance does not exert a 
stable influence on the taka-euro 
exchange rate. Unlike the India corridor, 
where rising equity valuations may stimu-
late demand for regionally traded goods 
and services, Bangladesh's economic 
linkages with Europe are primarily 
export-oriented and concentrated in 
manufacturing supply chains (Rahman & 
Rahman, 2000), making DSE movements 
less likely to generate direct demand for 
euro-denominated transactions. This 
structural difference reinforces the corri-
dor-specific nature of exchange rate 
dynamics documented in this study. The 
significance of the transition dummy 
illustrates corridor heterogeneity in crisis 
transmission. Political uncertainty affect-
ed EUR/BDT but not USD/BDT, consistent 
with the argument that transitions alter 
investor sentiment and trade expectations 
differently across bilateral relationships 
(Pastor & Veronesi, 2013; Ahir et al., 
2022). Given the inconclusive bounds test 
results and the relatively short post-tran-
sition window in the sample, the long-run 
multipliers for EUR/BDT carry additional 
uncertainty beyond estimation error alone 
and should be interpreted accordingly.

5.5 Policy implications for Bangladesh

The corridor-specific heterogeneity docu-
mented in this study implies that Bangla-
desh requires a differentiated exchange 
rate management strategy rather than a 
uniform stabilization approach. The same 
policy instrument does not carry equal 
weight across the three bilateral corri-
dors, and this has direct operational 
consequences.

Inflation control emerges as the most 
broadly applicable lever, particularly for 
managing USD and EUR exposure. 
Because the transmission from domestic 
prices to the exchange rate is strongest 

and most stable in these corridors, mone-
tary policy, fiscal coordination, and supply 
chain management should be treated as 
integral components of foreign exchange 
strategy rather than separate domains. 
Price stability and exchange rate stability 
are not separable objectives in this 
context.

Reserve management is most consequen-
tial in the INR corridor, where the stabiliz-
ing role of reserves is empirically support-
ed. Deployment and liquidity signaling 
should be prioritized during periods of 
regional settlement pressure, as illustrat-
ed by Bangladesh Bank's $500 million 
intervention fund established in 2025 
(Byron & Habib, 2025). That said, given 
the absence of confirmed cointegration in 
this corridor, reserve decisions should be 
guided by directional judgment rather 
than mechanical rules derived from 
estimated coefficients.

Remittance policy should shift its focus 
from volume targets to channel quality 
and usage patterns. The depreciation 
association in the INR corridor suggests 
that remittance inflows linked to 
import-intensive spending or informal 
cross-border flows do not automatically 
strengthen the taka. Policies that incentiv-
ize formal channel use, productive domes-
tic investment, and financial retention of 
remittance earnings are more likely to 
generate stabilizing effects.

Beyond these three corridor-specific 
priorities, two broader institutional 
measures deserve attention. First, the 
significance of the crisis dummies across 
specifications confirms that exchange rate 
dynamics are sensitive to political and 
macroeconomic uncertainty. Institutional-
izing clear communication protocols, 
pre-defined intervention triggers, and 
coordinated fiscal-monetary responses 
would reduce the amplification of shocks 
during turbulent periods. Second, the 
mixed and corridor-specific role of equity 
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market performance suggests that DSEX 
movements are better treated as a 
macro-financial sentiment indicator than 
as a policy target. More fundamentally, the 
precision of corridor-level management 
would be enhanced by better data infra-
structure: disaggregated remittance 
statistics by destination corridor, curren-
cy-of-invoicing trade data, and transpar-
ent reporting of reserve operations would 
allow policymakers to monitor and 
respond to bilateral pressures more accu-
rately.

5.6 Contribution of the study

The contribution of this study lies in 
empirically identifying corridor-specific 
heterogeneity in Bangladesh’s exchange 
rate determination during a period of 
overlapping macroeconomic and political 
shocks. By integrating remittances, 
reserves, inflation, trade balance, equity 
performance, and crisis dummy into sepa-
rate bilateral ARDL models, the analysis 
provides a more policy-relevant mapping 
of exchange rate dynamics than an aggre-
gate model would allow. The results do not 
claim structural causality. They provide 
corridor-specific empirical regularities 
under stress conditions. However, the 
evidence shows that exchange rate deter-
minants, adjustment speeds, and long-run 
stability differ materially across USD, INR, 
and EUR exposures. That insight has 
direct implications for macroeconomic 
management in an open emerging econo-
my context.

6. Conclusion
This study provides an exploratory 
assessment of the macroeconomic deter-
minants of Bangladesh's bilateral 
exchange rates against the USD, INR, and 
EUR from January 2019 to June 2025. 
Using an ARDL bounds testing framework 
with COVID-19 and political transition 
dummies, we document pronounced corri-
dor-specific heterogeneity. Cointegration 
is confirmed for USD/BDT, where inflation 

emerges as the dominant long-run driver 
of depreciation, while the long-run 
relationships for INR/BDT and EUR/BDT 
were found to be less stable over the 
turbulent sample period, suggesting that 
these corridors are more susceptible to 
short-run shocks and regime changes that 
disrupted long-run equilibrium. In the INR 
corridor, remittances are associated with 
modest depreciation while reserve accu-
mulation exerts stabilizing pressure. For 
EUR/BDT, inflation is associated with 
depreciation in the estimated long-run 
coefficients, though the relationship is 
weakened by structural instability over the 
sample period.

The findings carry three policy implica-
tions. First, inflation control should be 
treated as central to exchange rate 
management, particularly for USD and 
EUR exposure. Second, reserve policy 
matters most in the INR corridor, where 
stabilizing effects are evident. Third, 
remittance monitoring should focus on 
usage patterns and channel quality rather 
than volume alone. As an exploratory 
study, causality is not claimed, and future 
research could extend this analysis by 
incorporating interest rate differentials, 
testing for nonlinear asymmetries, or 
applying identification strategies to clarify 
causal mechanisms. Nonetheless, the 
corridor-specific patterns documented 
here offer empirically grounded insights 
for macroeconomic management in an 
open emerging economy context.

Authors’ contribution statement
Tahsin Shabab Rajee, Ali Altamish Chowd-
hury, and Priotosh Kumar Sarkar jointly 
contributed to the conceptualization and 
design of the study. Tahsin Shabab Rajee 
developed the methodology, conducted 
the econometric and statistical analyses, 
and wrote the methodology, results, and 
discussion sections. Ali Altamish Chowd-
hury drafted the introduction and litera-
ture review and revised these sections in 
response to feedback. Priotosh Kumar

Tahsin Shabab Rajee | Ali Altamish Chowdhury | Priotosh Kumar Sarkar

Journal of Financial Markets and Governance 55



 Sarkar was responsible for data collection 
and prepared the abstract and conclusion, 
and also handled reference formatting and 
final proofreading. All authors contributed 

to the intellectual development of the 
manuscript and approved the final version 
for publication.

Corridor-specific exchange rate dynamics in Bangladesh: An ARDL analysis during Covid-19 and political transition

Journal of Financial Markets and Governance56

References
Abdurehman, A. A., & Hacilar, S. (2016). The 
relationship between exchange rate and 
inflation: An empirical study of Turkey. Interna-
tional Journal of Economics and Financial 
Issues, 6(4), 1454–1459. https://www.econ-
journals.com/index.php/ijefi/article/view/2819
Adejumo, A. O., & Ikhide, S. I. (2018). The 
effects of remittance inflows on exchange rates 
in Nigeria. Journal of Developing Areas, 53(1), 
1–15.https://doi.org/10.1353/jda.2019.0000
Ahir, H., Bloom, N., & Furceri, D. (2022). The 
world uncertainty index (NBER Working Paper 
No. 29763). National Bureau of Economic 
Research. https://doi.org/10.3386/w29763
Alam, M. Z. (2012). Modeling Volatility of the 
BDT/USD Exchange Rate with the GARCH Model. 
International Journal of Economics and Finance, 
4(11). https://doi.org/10.5539/ijef.v4n11p193
Alam, M. Z. (2013). Nexus between the Stock 
Exchange Index and Exchange Rates. Interna-
tional Journal of Economics, Finance and 
Management Sciences, 1(6), 330. https://-
doi.org/10.11648/j.ijefm.20130106.20
Amin, S. B., & Murshed, M. (2017). Remittance, 
exchange rate, and Dutch disease: The case of 
Bangladesh. International Review of Business 
Research Papers, 13(2), 100–117. https://pa-
p e r s . s s r n . c o m / s o l 3 / p a p e r s . c f m ? a b -
stract_id=3070057
Aziz, N. (2012). Does a real devaluation improve 
the balance of trade? Empirical evidence from 
the Bangladesh economy. The Journal of 
Developing Areas, 46(2), 19–41.https://-
doi.org/10.1353/jda.2012.0033
Azizi, S. (2020). Impacts of remittances on 
financial development. Journal of Economic 
Studies, 47(3), 467–477. https://doi.org/10. 
1108/jes-01-2019-0045
Baharumshah, A. Z. (2001). The Effect of 
Exchange Rate on Bilateral Trade Balance: New 
Evidence from Malaysia and Thailand. Asian 
Economic Journal, 15(3), 291–312. https://-
doi.org/10.1111/1467-8381.00135
Bahmani-Oskooee, M., Iqbal, J., & Khan, S. U. 
(2016). Impact of exchange rate volatility on the 
commodity trade between Pakistan and the US. 

Economic Change and Restructuring, 50(2), 
161–187. https://doi.org/10.1007/s10644- 
016-9187-9
Baijou, A., & Zaraba, M. K. (2022). The Effects of 
Balance of Trade and Economic Development 
Factors on the Exchange Rate: Case of Morocco. 
International Journal of Economics, Business 
and Human Behavior, 3(1). Retrieved from 
https://ijebhb.com/index.php/ijebhb/arti-
cle/view/30
Bangladesh Bank. (2024). Monthly economic 
trends. https://www.bb.org.bd/en/index.php/-
publication/publictn/3/10
Bhattacharya, D., Khan, T. I., & Rabbi, M. M. H. 
(2020, December). COVID-19 AND BANGLA-
DESH MACROECONOMIC IMPACT AND POLICY 
CHOICES. Center for Policy Dialogue (CPD). 
https://cpd.org.bd/wp-content/uploads/ 
2021/12/COVID-19-and-Bangladesh-Macro-
economic-Impact-and-Policy-Choices.pdf
Biswas, A., Uday, I. A., Rahat, K. M., Akter, M. S., 
& Mahdy, M. R. C. (2023). Forecasting the United 
States Dollar (USD)/Bangladeshi Taka (BDT) 
exchange rate with deep learning models: 
Inclusion of macroeconomic factors influencing 
the currency exchange rates. PLoS ONE, 18(2), 
e0279602. https://doi.org/10.1371/journal. 
pone.0279602
Bryan, M., & Cecchetti, S. (1993). The consumer 
price index is a measure of inflation (NBER 
Working Paper No. 4505). National Bureau of 
Economic Research.https://doi.org/10.3386/ 
w4505
Byron, R. K., & Habib, A. (2025, July 29). BB 
forms $500m forex intervention fund. The Daily 
Star. https://www.thedailystar.net/business/ 
n e ws / b b - f o r m s - 5 0 0 m - f o re x - i n te r ve n -
tion-fund-3951076
Campa, J. M., & Goldberg, L. S. (2005). 
Exchange Rate Pass-Through into Import Prices. 
The Review of Economics and Statistics, 87(4), 
679–690. https://doi.org/10.1162/00346530 
5775098189
Carrière‐Swallow, Y., Firat, M., Furceri, D., & 
Jiménez, D. (2024). State‐Dependent Exchange 
Rate Pass‐Through. Oxford Bulletin of Econom-
ics and Statistics, 87(3), 539–561. https://-
doi.org/10.1111/obes.12645



Chowdhury, M. B., & Rabbi, F. (2013). Workers’ 
remittances and Dutch Disease in Bangladesh. 
Journal of International Trade & Economic 
Development, 23(4), 455–475. https://-
doi.org/10.1080/09638199.2012.738240
Chowdhury, M. N. M., Uddin, M. J., & Islam, M. S. 
(2014). An econometric analysis of the determi-
nants of foreign exchange reserves in Bangla-
desh.Journal of World Economic Research, 3(6), 
72.https://www.sciencepublishinggroup.com/ 
article/10.11648/j.jwer.20140306.12
Colak, Y., Erden, L., & Ozkan, I. (2024). 
Time-varying exchange rate pass-through over 
2005–2021 using dynamic model averaging. 
International Review of Economics & Finance, 
96, 103514. https://doi.org/10.1016/j.iref. 
2024.103514
Ektiarnanti, R., Rahmawati, A., Fauziah, F. K., & 
Rofiqoh, I. (2021). Indonesian trade balance 
performance by GDP, exports, imports, BI rate, 
and inflation as intervening variables. Indone-
sian Economic Review, 3(1), 1–11. https://-
doi.org/10.53787/iconev.v3i1.16
El-Diftar, D. (2023). The impact of exchange 
rates on the stock market performance of the 
Emerging 7. Journal of Capital Markets Studies, 
7(2), 125–139. https://doi.org/10.1108/jcms- 
03-2023-0005
EU trade relations with Bangladesh. (n.d.). Trade 
and Economic Security. https://policy.trade.ec. 
europa.eu/eu-trade-relationships-coun-
try-and-region/countries-and-regions/ bangla-
desh_en
Golder, U., Islam, M. N., & Kayser, M. S. (2020). 
Impact of Foreign Exchange Reserve, Exchange 
Rate and Crude Oil Price on Dhaka Stock 
Exchange Index: An Empirical Evidence from 
Vector Error Correction Model. Indian Journal of 
Finance and Banking, 4(1), 134–143. https://-
doi.org/10.46281/ijfb.v4i1.633
Gopinath, G., Boz, E., Casas, C., Díez, F. J., 
Gourinchas, P., & Plagborg-Møller, M. (2020). 
Dominant Currency paradigm. American 
Economic Review, 110(3), 677–719. https://-
doi.org/10.1257/aer.20171201
Hajilee, M., & Nasser, O. M. A. (2014). Exchange 
rate volatility and stock market development in 
emerging economies. Journal of Post Keynesian 
Economics, 37(1), 163–180. https://doi.org/ 
10.2753/pke0160-3477370110
Hasan, K. (2021, December 31). 2021 in review: 
Another year dominated by Covid. Dhaka 
Tribune. https://www.dhakatribune.com/ban-

gladesh/health/318174/2021-in-review- 
another-year-dominated-by-covid
Hassaan, H. M., Bloch, F., & Ali, M. R. (2024). 
Analyzing the institutional and Socio-Political 
impacts of Sheikh Hasina’s departure on Bangla-
desh’s democracy. Bulletin of Business and 
Economics (BBE), 13(3), 171–177. https://-
doi.org/10.61506/01.00459
Hassan, G., & Holmes, M. (2012). Remittances 
and the real effective exchange rate [The Univer-
sity of Waikato]. https://mpra.ub.uni-muenchen. 
de/40084/
Islam, M. S., Rahman, M. H., & Mazumder, S. 
(2022). Does Exchange Rate Volatility Increase 
the Consumer Price Index? Evidence from 
Bangladesh. The Economics and Finance 
Letters, 9(1), 16–27. https://doi.org/10.18488/ 
29.v9i1.2923
Islam, S. (2021). Macroeconomic determinants 
of the demand for international reserves in 
Bangladesh. SN Business & Economics, 1(2). 
https ://doi .org/10.1007/s43546-020- 
00024-7
Kalu, E. U., Ugwu, O. E., Ndubuaku, V. C., & 
Ifeanyi, O. P. (2019). Exchange Rate and Foreign 
Reserves Interface: Empirical Evidence from 
Nigeria. The Economics and Finance Letters, 
6(1), 1–8. https://doi.org/10.18488/journal. 
29.2019.61.1.8
Khatoon, R., Hasan, M. E., Ibon, M. W. F., Islam, 
S., Mehareen, J., Murshed, R., Pabon, M. N. F., 
Rahman, M. J., & Shuchi, M. S. (2021). Aggrega-
tion, asymmetry, and common factors for 
Bangladesh’s exchange rate–trade balance 
relation. Empirical Economics, 62(6), 
2739–2770. https://doi.org/10.1007/s00181- 
021-02127-y
Kumar, S., & Prabheesh, K. (2022). Reassessing 
the dynamics between exchange, oil, stock 
markets and uncertainty during COVID-19 in 
emerging market economies. MethodsX, 10, 
101990. https://doi.org/10.1016/j.mex.2022. 
101990
Mahmud, T., Akter, T., Anwar, S., Aziz, M. T., 
Hossain, M. S., & Andersson, K. (2024). Predic-
tive modeling in forex trading: A time series 
analysis approach. In Proceedings of the Second 
International Conference on Inventive Comput-
ing and Informatics (ICICI 2024) (pp. 
390–397). IEEE. https://doi.org/10.1109/ICI-
CI62254.2024.00070
Meyer, D., & Shera, A. (2016). The impact of 
remittances on economic growth: An economet

Tahsin Shabab Rajee | Ali Altamish Chowdhury | Priotosh Kumar Sarkar

Journal of Financial Markets and Governance 57



ric model. EconomiA, 18(2), 147–155. https://-
doi.org/10.1016/j.econ.2016.06.001
Mlambo, C., Maredza, A., & Sibanda, K. (2013). 
Effects of exchange rate volatility on the stock 
market: A case study of South Africa. Mediterra-
nean Journal of Social Sciences, 4(14), 
561–570. https://doi.org/10.5901/mjss.2013. 
v4n14p561
Monfared, S. S., & Akın, F. (2017). The relation-
ship between exchange rates and inflation: The 
case of Iran. European Journal of Sustainable 
Development, 6(4), 329–340. https://-
doi.org/10.14207/ejsd.2017.v6n4p329
Naima, J., Mony, P. D., & Lalon, R. M. (2024). 
Determinants of Foreign Exchange Reserve of 
Emerging Economy: Time Series Evidence from 
Bangladesh. International Journal of Economics 
and Financial Issues, 15(1), 9–16. https://-
doi.org/10.32479/ijefi.17244
Narayan, P. K. (2020). Has COVID-19 changed 
exchange rate resistance to shocks? Asian 
Economics Letters, 1(1). https://doi.org/10. 
46557/001c.17389
Narayan, P. K., & Smyth, R. (2006). The dynamic 
relationship between real exchange rates, real 
interest rates and foreign exchange reserves: 
empirical evidence from China. Applied Financial 
Economics, 16(9), 639–651. https://-
doi.org/10.1080/09603100500401278
Njindan Iyke, B. (2020). The Disease Outbreak 
Channel of Exchange Rate Return Predictability: 
Evidence from COVID-19.Emerging Markets 
Finance and Trade,56(10), 2277–2297. 
h t t p s : / / d o i .o rg / 1 0 . 1 0 8 0 / 1 5 4 0 4 9 6 X . 
2020.1784718
Njoku, N. C. O., & Emmanuel, N. N. C. (2019). 
The impact of exchange rates on inflation in 
Nigeria (1981 - 2015). Management Studies and 
Economic Systems, 4(3), 171–195. https://-
doi.org/10.12816/0054686
Nuhu, M. (2021). Impact of exchange rate 
volatility on inflation in Nigeria. Journal of 
Contemporary Research in Business Economics 
and Finance, 3(1), 26–38. https://-
doi.org/10.33094/26410265.2021.31.26.38
Office of the United States Trade Representative. 
(n.d.). Bangladesh. U.S. Department of 
Commerce. Retrieved October 24, 2025, from 
https://ustr.gov/countries-regions/south-cen-
tral-asia/bangladesh
Okoth, M. N. (2013). The effect of interest rate 
and inflation rate on exchange rates in Kenya 

[Unpublished master’s research project]. 
University of Nairobi.https://erepository.uon-
bi.ac.ke/handle/11295/63359
Omar, A. B., Ali, A., Mouneer, S., Kouser, R., & 
Al-Faryan, M. a. S. (2022). Is stock market 
development sensitive to macroeconomic 
indicators? A fresh evidence using ARDL bounds 
testing approach. PLoS ONE, 17(10), e0275708. 
https ://doi .org/10.1371/journal .pone. 
0275708
Orr, A., Scott, A., & White, B. (1998). The 
exchange rate and inflation targeting. Reserve 
Bank of New Zealand Bulletin, 61(3).https://ww-
w.rbnz.govt.nz/hub/publications/bullet-
in/1998/rbb1998-61-03-01
Osigwe, A. C., & Obi, K. O. (2016). Modelling the 
impacts of remittances on the real exchange rate 
of Nigeria’s Naira. African J of Economic and 
Sustainable Development, 5(1), 1. https://-
doi.org/10.1504/ajesd.2016.074440
Pástor, Ľ., & Veronesi, P. (2013). Political uncer-
tainty and risk premia. Journal of Financial 
Economics, 110(3), 520–545. https://-
doi.org/10.1016/j.jfineco.2013.08.007
Pesaran, M. H., Shin, Y., & Smith, R. J. (2001). 
Bounds testing approaches to the analysis of 
level relationships. Journal of Applied Econo-
metrics, 16(3), 289–326. https://doi.org/10. 
1002/jae.616
Pohit, S., & Taneja, N. (2003). India’s Informal 
Trade with Bangladesh: A Qualitative Assess-
ment. World Economy, 26(8), 1187–1214. 
https://doi.org/10.1111/1467-9701.00568
Rahman, A. K. M. A., & Basher, S. A. (2001). Real 
Exchange Rate Behaviour and Exchange Rate 
Misalignments in Bangladesh. The Bangladesh 
Development Studies, 27(2), 69–93. http://ww-
w.jstor.org/stable/40795628
Rahman, A., Murad, S. W., & Wang, X. (2023). 
Exchange rate asymmetry and its impact on 
bilateral trade: Evidence from BCIM-EC 
countries using N-ARDL approach. Heliyon, 
10(1), e23886. https://doi.org/10.1016/j.heli-
yon.2023.e23886
Rahman, M., & Rahman, S. (2000). Bangla-
desh-EU development relationship: major 
features and emerging issues. Centre for Policy 
Dialogue (CPD), CPD Working Paper 5. 
https://ideas.repec.org/p/pdb/opaper/5.html
Rahmawati, D. M. (2014). The effect of exchange 
rate and GDP on Indonesia’s trade balance 
during 1980–2012.Economics Development 

Corridor-specific exchange rate dynamics in Bangladesh: An ARDL analysis during Covid-19 and political transition

Journal of Financial Markets and Governance58



Analysis Journal, 3(1).https://journal.unnes.ac.id/ 
sju/edaj/article/view/3512
Raju, J. V. R., & Gokhale, M. S. (2013). Causality 
between exchange rate and foreign exchange 
reserves in the Indian context. Global Journal of 
Management and Business Research Finance, 
13(7). https://journalofbusiness.org/index-
.php/GJMBR/article/view/1021
Rana, M. (2024). Bangladesh’s foreign exchange 
reserves: A comparative study with key South 
Asian economies. International Journal of 
Foreign Trade and International Business, 6(1), 
80–85. https://doi.org/10.33545/26633140. 
2024.v6.i1a.105
Research and Policy Integration for Develop-
ment (RAPID). (2023, September 17). Bangla-
desh–EU trade and geoeconomics.https://ww-
w.rapidbd.org/bangladesh-eu-trade- and-geo-
economics/
Rinaldi, M., Hutagalung, N. S. A., & Rahmadana, 
N. M. F. (2019). Analysis of the effect of gross 
domestic product, exchange rate, and inflation 
on balance of payments in Indonesia. Advances 
in Social Sciences Research Journal, 6(10), 
361–374. https://doi.org/10.14738/assrj.610. 
7277
Rizve, S. (2025, October 23). Why Bangla-
desh–India trade is surging despite strong 
anti-India sentiment. The Diplomat.https://the-
diplomat.com/2025/10/why-bangladesh-in-
dia-trade-is-surging-despite-strong-anti-india-
sentiment/
Sani, J., Kamal, M. M., Biswas, T. K., Shahid, T., 
Tabassum, F. T., & Hossain, F. (2025). Determi-

nants of share price of Dhaka Stock Exchange. 
American Journal of Applied Statistics and 
Economics, 4(1), 12–19. https://doi.org/10. 
54536/ajase.v4i1.3715
Sathyanarayana, S., & Mohanasundaram, T. 
(2025). Stationarity and Unit Roots in Time 
Series: Theoretical Insights and Practical 
Considerations. IRA-International Journal of 
Management & Social Sciences (ISSN 
2455-2267), 21(2), 46. https://doi.org/10. 
21013/jmss.v21.n2.p1
Sayed, I. A., Roy, R., Bindu, R. A., & Ferdoush, R. 
(2025). Post-COVID-19 Inflation Dynamics in 
Bangladesh. Finance & Economics Review, 7(1), 
25–41. https://doi.org/10.38157/fer.v7i1.667
Shin, Y., Yu, B., & Greenwood-Nimmo, M. (2014). 
Modelling Asymmetric Cointegration and 
Dynamic Multipliers in a Nonlinear ARDL Frame-
work. In Econometric Methods and Applications 
(pp. 281–314). https://doi.org/10.1007/978- 
1-4899-8008-3_9
Uddin,�S., Chowdhury, M. N. M., & Hossain, M.A. 
(2014). Determinants of inflation in Bangladesh: 
An econometric investigation.Journal of World 
Economic Research, 3(6), 83–94.https://www.-
sciencepublishinggroup.com/article/10.11648/ 
j.jwer. 20140306.13
Vural, B. M. T. (2016). Effect of Real Exchange 
Rate on Trade Balance: Commodity Level 
Evidence from Turkish Bilateral Trade Data. 
Procedia Economics and Finance, 38, 499–507. 
h t tps : //do i .o rg/10 .1016/s2212-5671 
(16)30221-0

Tahsin Shabab Rajee | Ali Altamish Chowdhury | Priotosh Kumar Sarkar

Journal of Financial Markets and Governance 59



Appendices

Corridor-specific exchange rate dynamics in Bangladesh: An ARDL analysis during Covid-19 and political transition

Journal of Financial Markets and Governance60

Figure A1: Stability plot of USD/BDT

Figure A2: Stability plot of INR/BDT

Figure A3: Stability plot of EUR/BDT



Figure (1-9) Data series of dependent and independent variables

Tahsin Shabab Rajee | Ali Altamish Chowdhury | Priotosh Kumar Sarkar

Journal of Financial Markets and Governance 61



Corridor-specific exchange rate dynamics in Bangladesh: An ARDL analysis during Covid-19 and political transition

Journal of Financial Markets and Governance62


