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Analyzing and Measuring the Dynamic Relationship between the Exchange Rate and
Inflation in Algeria between 1973 and 2017

Abstract

The study aimed to analyze and measure the dynamic relationship between the exchange rate
and the inflation rate in Algeria between1973 and 2017 employing the error correction model
and the immediate response functions. The study found that there is a two-way causal
relationship between the exchange rate changes and inflation in Algeria. The immediate
response function analysis showed that the occurrence of a random shock in the exchange
rate has a positive effect on the inflation rate in the short term and a negative effect in the
long term, but a random shock in the inflation rate has a positive impact on the exchange
rate.

Key words: Inflation, exchange rate, vector error correction, impulse response functions.

Analyser et mesurer la relation dynamique entre le taux de change et I'inflation en Algérie
pour la période de 1973-2017

Résumé

L’étude vise a analyser et & mesurer la relation dynamique entre le taux de change et
I’inflation en Algérie entre 1973 et 2017 en utilisant la correction d’erreur vectorielle, la
fonction de réponse impulsionnelle. L’étude a montré qu’il existe une relation entre le taux
de change et I’inflation en Algérie. La fonction de réponse impulsionnelle a montré qu’un
choc aléatoire du taux de change avait un impact positif sur I’inflation a court terme et un
impact négatif a long terme, mais le choc aléatoire de I'inflation a eu un impact positif sur
I'augmentation du taux de change.

Mots-clés: Inflation, taux de change, correction d’erreur vectorielle, fonction de réponse

impulsionnelle.
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Augmented level 1st difference
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Fuller inter cept inter cept
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Hypothesized | %5 Critical Value Trace Statistic Prob
No. of CE(s)
r=0 15.49471 23.39689 0.0026
<1 3.841466 0.051853 0.8198
Hypothesized | %5 Critical Value | Maximum Eigenvalues Test Prob
No. of CE(s)
r=0 14.26460 23.34504 0.0056
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2 -236.4932 | 11.34868* | 572.9201* | 12.02406* | 12.44200 | 12.17625*

3 -236.3889 0.173005 695.8221 12.21409 12.79922 12.42716

4 -234.0976 | 3.576663 762.2057 12.29745 13.04975 12.57139
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Error Correction: D(INF) D(EXCH)
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Lags LM-Stat Prob
1 6.647886 | 0.6737
2 8.396670 | 0.5947
3 6.218273 | 0.7179
4 10.25143 | 0.2305
5 5.440047 | 0.6944
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1 4.557118 100.0000 0.000000
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6 6.772602 96.02748 3.972521
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