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The relationship between inflation and Inflation uncertainty in Algeria

An econometric study using Markov Switching model for the period 1970-2021
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Abstract:
This study aims to examine the relationship between inflation and inflationary uncertainty in
Algeria. For this purpose, Quarterly data were used for the inflation rate for the period 1970-
2021, And by using the Markov switching model for two cases, the study showed that there is an
inverse relationship between inflation and inflationary uncertainty, which contradicts Friedman's
hypothesis. To find out the direction of the relationship, the rate of inflationary certainty was first
calculated by the error square of the Markov switching model, and then using simple linear
regression. The results showed that inflation negatively affects inflationary uncertainty, while
inflationary uncertainty does not affect inflation.

Keywords: Inflation; Inflation uncertainty, Markov switching model.
Jel Classification Codes: E31, C32.
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Markov-switching dynamic regression
Sample: 1971q1 thru 2021g4
Mumber of states = 2

Unconditicnal probabilities: transition

Log likelihood = 81.810937

Number of obs
AIC
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dlinf | Coefficient 5td. err. z P>|z| [95% conf. interwval]

Statel
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. estat duration

Humber of obs = 264

Expected duration Estimate  5td. err. [95% conf. interval]
Statel 19.68583 8.8920855 8.352138 48.48689
State2 18.71818 5.459315 4.231552 30.22527

JuEsY oVl dgiae: 3 43, 3ol

. estat transition
Mumber of cbs = 204
Transition probabilities Estimate  Std. err. [95% conf. interval]
pll . 9492 .B229472 .BBO2T02 9793759
pl2 . 9508 .B229472 0206241 1197298
p2l . 8932994 LB475222 . 8338849 . 2363199
p22 . 9067006 0475222 . 7636801 9669151
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Dependent Variable: EZ

Method: ARMA Conditional Least Squares (Marquardt - EViews legacy)
Date: 04/05/23 Time: 23:.47

Sample (adjusted) 1971013 202104

Included observations: 202 after adjustments

Caonvergence achieved after 3 iterations

Wariable Coefficient Std. Error t-Statistic Prob.
c 0.079698 0.029656 2687375 0.0078
IMF-1) -0.004320 0.002569  -1.681270 0.0843
AR 0473363 0.062481 7576146 0.0000
R-squared 0.250307 Mean dependentvar 0.041934
Adjusted R-squared 0242772 3.0. dependentwvar 0169382
S.E. of regression 0147394 Akaike info criterion -0.976675
Sum squared resid 4323271 Schwarz criterion -0.927543
Log likelihood 101.6442 Hannan-Cuinn criter. -0.956796
F-statistic 33.22096 Durbin-Watson stat 2378728
Prob(F-statistic) 0.000000
Inverted AR Roots A7
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Dependent Variable: INF

Method: ARMA Conditional Least Squares (Marquardt - EViews legacy)
Date: 04/05/23 Time: 23.56

Sample (adjusted): 197104 202104
Included observations: 201 after adjustments
Caonvergence achieved after 5 iterations

Yariable Coefficient Std. Error t-Statistic Prob.
c 9993838 G.068380 1.6476495 0.1010
E2(-1) 0106541 0.512075 0.208058 0.8354
AR(1) 0.985442 0.011574 8514513 0.0000
R-squared 0973404 Mean dependentvar 3668872
Adjusted R-squared 0873135 35.D.dependentvar 7.520453
S.E. of regression 1.232638 Akaike info criterion 3271004
Sum squared resid 300.8407  Schwarz criterion 3320307
Log likelihood -325.7359 Hannan-CQwinn criter. 3.280954
F-statistic 3623.344  Durbin-Watson stat 0.192871
Prob(F-statistic) 0.000000
Inverted AR Roots .89
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