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The Impact Of Exchange Rate On Inflation in Algeria: Econometric
Study For The Period 1980-2018

Abstract: This study tried to show the effect of the exchange rate on inflation and
1ts ability to absorb shocks in the Algerian economy, using annual data during the
period 1950-2018 for the two indicators: consumption prices as a dependent
variable and the real exchange rate as an independent variable using the (ARDL)
method, where the study reached conclusions that The existence of a joint
complementarity relationship between the two variables under study, so that the
exchange rate plays an important role in inflationary performance and is considered
among the most important macro indicators that act as shock absorbers to maintain
macroeconomic stability.
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Variable Coefficient t—Statistic Prob
CointEq(-1) -0.5382717 -4.28 0.000
DEER, -0.0381922 -1.20 0.242
DEER(-1)) -0.0578498 -2.07 0.049
DEER(-2)) 0.0503648 1.74 0.095
DEER-3)) -0.1078717 -3.67 0.001
DEER -4 -0.095402 -3.17 0.004
DEER-5) -0.0481722 -1.30 0.206
C -0.518026 -0.39 0.700
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Normality Test Jarque-Bera 0.4445 0.8007
Breusch-Godfrey Serial LM -statistic 0.195 0.9072
Correlation LM Test
Heteroskedasticity Test: LM -statistic 1.809 0.1787
ARCH
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Pesaran/shin/Smith (2001) ARDL Bounds Test

He: no levels relaticnship F = 18.965
t = -4.284
Critical Values (@2.1-2.81), F-statistic, Case 3
[I_e] [1_1] [I_e] [I_1] [I_e] [I_1] [1_e] [I_1]
L1 L1 L 85 L_@s L @25 L_@25 L_e1 L_e1
k_1 4.84 4.78 4.94 5.73 5.77 6.68 6.84 7.84
accept if F < critical value for I(8) regressors
reject if F > critical value for I(1) regressors
Critical Values (©.1-8.01), t-statistic, Case 3
[I_e] [1_1] [I_e] [I_1] [I_e] [I_1] [1_e] [I_1]
L1 L1 L_es L_es L_825 L_ez25 L_e1 L_e1
k1 -2.57 -2.91 -2.86 -3.22 -3.13 3.508 3.43 3.82

accept if t > critical value for I(8) regressors
reject if t < critical value for I(1) regressors

k: # of non-deterministic regressors in long-run relationship
Critical values from Pesaran/Shin/Smith (2861)
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ARDL(1,6) regression

Sample: 1986 - 2018 Number of obs = 33
R-squared = 8.7569
Adj R-squared = B.6758
Log likelihood = -76.462099 RoOt MSE = 2.8787
D.inf Coef Std. Err t P> t] [95% Conf. Interwval]
ADJ
inf
L1. -.5382717  .1256437 -4.28 @.000 -.7975876  -.2789559
LR
eer
-. .e37092 .9176513 2.10 ©.046 .GBO6615 .8735226
SR
eer
D1. -.0381922 .9318387 1.20 0.242 -.103904 .9275196
LD. -.0578498 _@27952 2.07 6.049 -.1155399 - .G001597
L2D. .0503648  .0289839 1.74 ©.095 - .@894551 .1101847
L3D -.1078717  .B293675 3.67 ©.001 -.1684833 - .@472601
L4D 295402 .030129 3.17 ©.004 -.1575851  -.@332188
LsD 2481722 .@370527 1.30 ©.206 -.1246453 .©283000
cons 518026  1.328094 -9.39 0.700 -3.259078 2.223026
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e(lags)[1,2]

inf eer
rl 1 6
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Jarque-Bera normality test: .4445 Chi(2) .8e07
Jarque-Bera test for Ho: normality:
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Breusch-Godfrey LM test for autocorrelation

lags(p) chiz df Prob > chi2

2 9.195 2 9.9072

He: no serial correlation
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LM test for auteregressive conditional heteroskedasticity (ARCH)

lags(p) chi2 df Prob > chi2
1 1.809 1 0.1787
H@: no ARCH effects vs. HL: ARCH(p) disturbance
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