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Abstract:

This study aims to model inflation rates in Algeria by adopting
nonlinear modeling using Smooth Transition Autoregressive models;
during period 1990 - 2019. The results yielded the existence of the
threshold effects in the Algerian inflation (nonlinear behavior); as the
logistic smooth transition autoregressive was the best in determining the
inflation threshold; and that there is asymmetry in the adjustment process
when the latter moves away from its equilibrium values; where decision
makers in central banks intervene to control the rate of inflation when the
latter exceeds the threshold of 6.247% and the transition from one regime
to another is at a speed of 4.813; which indicates that this adjustment is
fast; through a strict monetary policy aimed at curbing inflation rates
whenever the latter exceeds the estimated threshold.

Keywords: Inflation; Nonlinear Modeling; Smooth Transition
Autoregressive Models; Algeria.
JEL Classification Codes: E31; C52; C22; O55.
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variables in AR part: CONST cpi(t-1) cpi(t-2) cpi(t-3) cpi(t-4) cpi(t-5) cpi(t-6) cpi(t-7) cpi(t-8) cpi(t-9)
param. not under test:

sample range: [1992 Q2, 2019 Q4], T=111

e | v | ow [ w [ n [t
cpi(t-1) 1.0682¢-03 1.0682¢-03 7.5199¢-01 3.5561e-03 LSTR1
cpi(t-2 6.6085¢e-04 1.5194e-01 1.0006e-03 5.0150e-02 LSTR2
cpi(t-3) 2.4481e-06 5.7667¢e-02 2.0974e-03 4.0107e-05 LSTR1
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cpi(t-6) 5.9275e-04 1.2831e-01 1.1327e-04 3.1486e-01 LSTR2
cpi(t-7)* 2.6044¢e-27 2.6688¢e-03 7.8635¢e-06 2.1218e-29 LSTR1
cpi(t-8) 1.4301e-01 5.9317e-01 1.0228e-02 7.2470e-01 Linear
cpi(t-9) 1.9887e-25 8.9386¢e-06 1.8494e-13 3.2306e-13 LSTR2
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variables in AR part: CONST cpi(t-1) cpi(t-2) cpi(t-3) cpi(t-4) cpi(t-5) cpi(t-6)
cpi(t-7) cpi(t-8) cpi(t-9)
restriction theta=0:
transition variable: cpi(t-7)
sample range: [1992 Q2, 2019 Q4], T=111
transition function: LSTR1
grid ¢ {-0.03, 0.17, 30}
rid gamma {0.50, 10.00, 30
SSR Y cl
0.0385 4.3762 0.0642
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variables in AR part: CONST cpi(t-1) cpi(t-2) cpi(t-3) cpi(t-4) cpi(t-5) cpi(t-6) cpi(t-7) cpi(t-8)
cpi(t-9)

restriction theta=0:

restriction phi=0:

restriction phi=-theta:

transition variable: cpi(t-7)
sample range: [1992 Q2, 2019 Q4], T=111
transition function: LSTR1
Number of iterations: 9
--—- Linear part --——- --——- Nonlinear part -

Variable Start estimate SD t-stat start estimate SD t-stat
CONST 0.008 0.009 0.006 1.529 0.647 0.615 0.338 1.815
S1 0.002 0.002 0.007 0.279 0.058 0.054 0.078 0.694
S2 -0.010 -0.010 0.009 -1.153 -0.329 -0.333 0.185 -1.792
S3 -0.007 -0.008 0.008 -0.995 -0.609 -0.600 0.140 -4.278
cpi(t-1) 0.334 0.334 0.113 2.955 1.768 1.831 1.364 1.342
cpi(t-2) -0.122 -0.115 0.110 -1.038 8.887 8.628 2.416 3.570
cpi(t-3) 0.161 0.156 0.112 1.397 -4.282 -4.214 1.133 -3.718
cpi(t-4) 0.042 0.043 0.111 0.388 -6.703 -6.636 1.926 -3.443
cpi(t-5) 0.041 0.046 0.116 0.396 2.817 2.769 1.586 1.745
cpi(t-6) 0.104 0.101 0.099 1.019 0.012 0.085 0.878 0.097
cpi(t-7) -0.317 -0.298 0.202 -1.477 0.934 1.071 1.669 0.641
cpi(t-8) 0.547 0.540 0.151 3.559 -6.291 -6.042 2.162 -2.794
cpi(t-9) -0.343 -0.346 0.124 -2.791 -1.763 -1.757 0.572 -3.067
Y 4.3762 4.8139 1.965 2.449
Cl1 0.0642 0.0627 0.007 8.049
AIC -7.4628e+00 variance of transition variable | 0.0011
SC -6.7793e+00 SD of transition variable 0.0331
HQ -7.1855e+00 variance of residuals 0.0005

R2 9.3780e-01
SD of residuals 0.0215

adjusted R2 0.9384
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