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Abstract:

The goal of this study is to assess misalignment of the Algerian real exchange rate (REER) through
an empirical analysis by applying the bounds testing ARDL model. Our estimation of an ARDL model
indicates, firstly, the existence of a long run positive relationship between the REER and the oil prices (see
Cashin et al. (2002) and Koranchelian (2005)); Secondly, we detect a negative relationship between the
REER and the terms of trade (Edwards, 1989 1994). In addition, we find that productivity computed on the
basis of Solow model affects the Algerian REER. Moreover, our results show that a cointegration
relationship is detected between the REER and Black market exchange rate in Algeria, and the negative
impact emphasizes how the Algerian policymakers acting as an invisible hand instrument need to elaborate
a convergence objective between the official and the black market exchange rates (Kamel and Benhabib,
2015).1t is known that foreign exchange windfalls from hydrocarbon exports help swell Algerian public
spending that would cater for public budget deficit curtailment, which implies that inefficiency in
government expenditure is reflected by a statistical insignificance of the impact of public spending variable
on the REER. Finally, the CUSUM (cumulative sum) and CUSUMSQ (CUSUM squared) tests are then
introduced to check for the stability of the relationship in the short run dynamics within a long run
equilibrium, Brown et al. (1975).
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0.00 0.06 0.00 0.27

-4 5k*k -1.86 4.4 %** -0.752 GOV
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k%3 D5- **%3 56- 38 - 71-3. LnBEER
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Variable Coefficient  Std. Error t-Statistic Prob.

OlL 0.470613  0.138340 3.401854 0.0424
BEER -0.352214  0.047894 -7.354085 0.0052
PR -0.072113  0.002986 -6.768848  0.0066
GC -0.004808  0.003105 -1.548731 0.2192
TOT -0.854235 0.173681 -4.918410 0.0161
C 8.900722  0.611297 14.560385  0.0007
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Denendent. Variahle; REER

Method: ARDL,

Date; 12/28/15.. Time: 02:10

[Sample.(

INumber of models evalulated; 486

Selected Model: ARDI(2.2.1.2.2.2)

Variable Coefficient Std. Error t=Statistic Prob.*
REER(-1) -0.211842 1.030722 -1.043186 0.0735
REER(-2) -1.140475 0.187957 -6.067742 0.0090

OIL(-1) 0.794363 0.203937 3.895137 0.0300

QIL(=2) 0.510453 0.117432 4.346813 0.0225
BEER(-1) -0.677169 0.092798 -1.297228 0.0053

PR(:1). -0.017837 0.006130 -2.909567 0.0620
PR(=2). -0.026469 0.006253 -4.232884 0.0241
GC(-1) -0.027862 0.005996 -4.647091 0.0188
GC(=2) 0.014388 0.004493 3.202556 0.0492
TOT(-1) -1.364806 0.227820 -5.990722 0.0093
TOT(-2) -0.314889 0.142230 -2.213941 0.1137
C 20.93732 2.452092 8.538535 0.0034
R-squared0.995352 Mean dependent vari4.735396,
Adijusted R-squared0.970564 S.D. denendent vari0.146124
S.E. of regressioni0.025070 Akaike info. criterioni-4.731391
Sum squared resid0.001886 Schwarz. criterioni-3.8835019,
Log likelihood64.31391 Hannan-Quinn_criter.i-4.966171
F-statistici40.15463 Durbin-Watson stat2.7.59942
Prob(F-statistic}0.005533
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