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The exchange rate and the Algerian forgien Trade : What relationship?

An Econometric Approach
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Abstract: Algerian foreign trade has been suffering from a continuous deterioration in the last few
years, the trade deficit was increased since 2015, causing severe problems that amounted to a
structural budget deficit. Politicians and experts have tried to address the imbalances recorded at
the trade balance, and opinions diverged on ways to reduce importations in order to equilibrate the
Algerian trade balance. And by focusing on the solutions that were adopted, we found that most of
them used the exchange rate to reduce the volume of importations, and despite that, the trade
deficit continues, causing great damage to the entire Algerian economy, and this is why we
prompted this study, asking about the effectiveness of relying on the exchange rate as a strategic
mechanism to rebalance The Algerian trade balance and then the balance of payments, up to the
state budget. The study started from a basic hypothesis that there is a causal relationship between
the exchange rate and the trade balance, the result was critical; The Algerian foreign trade is
responding to rules other than those that the economy in general and foreign trade in particular
should follow, there is no causal relationship between the tow variables, and al previous approach
to equilibrate the trade balance must be revised.
Keywords: Algeria, foreign, trade, Trade Balance, Exchange rate.
Jel Classification Codes : E27 F17 F1
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-VAR ‘Vector Auto Regression’ :

BCOMR = C(1)*BCOMR(-1) + C(2)*BCOMR(-2) + C(3)*TCHAG(-1) + C(4)*TCHAG(-2) + C(5)

BCOMR = 0.89*BCOMR(-1) - 0.14*BCOMR(-2) + 0.73*TCHAG(-1) - 0.95*TCHAG(-2) + 21.57
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PvTsCofPvTsCofPvTsCofPvTsCof

Bcomr0,22-1,26-0,220,06-1,98-0,380.0015-3.94-1.060.0015-4.01-1.12I(1)

Tchag0.790.260.020.31-1.03-0.260.07-1.98-0.720.026-2.5-0.76I(1)

Dependent Variable: BCOMR

Method: Least Squares (Gauss - Newton / Marquardt steps)

Date: 06/12/20   Time: 15:50

Sample (adjusted): 2003 2018

Included observations: 16 after adjustments

BCOMR = C(1)*BCOMR( - 1) + C(2)*BCOMR( - 2) + C(3)*TCHAG( - 1) + C(4)

*TCHAG( - 2) + C(5)

Coefficient Std. Error t - Statistic Prob.

C(1) 0.896547 0.386419 2.320141 0.0406

C(2) - 0.144384 0.300263 - 0.480858 0.6400

C(3) 0.731692 1.440643 0.507893 0.6216

C(4) - 0.953782 1.231947 - 0.774207 0.4551

C(5) 21.57315 42.13406 0.512012 0.6188

R - squared 0.630332 Mean dependent var 12.17000

Adjusted R - squared 0.4 95907 S.D. dependent var 17.40561

S.E. of regression 12.35789 Akaike info criterion 8.116774

Sum squared resid 1679.893 Schwarz criterion 8.358208

Log likelihood - 59.93419 Hannan - Quinn criter. 8.129137

F - statistic 4.689107 Durbin - Watson stat 2.117075

Prob(F - statistic) 0.018748
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VAR Lag Order Selection Criteria

Endogenous variables: BCOMR TCHAG

Exogenous variables: C

Date: 06/12/20   Time: 15:55

Sample: 2001 2018

Included observations: 15

Lag LogL LR FPE AIC SC HQ

0 -117.0110 NA 26709.62 15.86814 15.96254 15.86713

1 -91.95029 40.09718* 1628.174* 13.06004* 13.34326* 13.05702*

2 -91.31930 0.841316 2660.973 13.50924 13.98127 13.50421

3 -87.78513 3.769784 3140.482 13.57135 14.23220 13.56431

* indicates lag order selected by the criterion

LR: sequential modified LR test statistic (each test at 5% level)

FPE: Final prediction error

AIC: Akaike information criterion

SC: Schwarz information criterion

HQ: Hannan -Quinn information criterion

Breusch-Godfrey Serial Correlation LM Test:

F-statistic 0.403164     Prob. F(2,9) 0.6797
Obs*R-squared 1.315605 Prob. Chi-Square(2) 0.5180

Test Equation:
Dependent Variable: RESID
Method: Least Squares
Date: 06/12/20   Time: 16:03
Sample: 2003 2018
Included observations: 16
Presample missing value lagged residuals set to zero.

Variable Coefficient Std. Error t-Statistic Prob.

C(1) 0.535979 0.873230 0.613789 0.5545
C(2) -0.254756 0.667249 -0.381800 0.7115
C(3) -0.169932 1.541241 -0.110257 0.9146
C(4) 0.248766 1.342871 0.185249 0.8571
C(5) -10.58145 46.27831 -0.228648 0.8243

RESID(-1) -0.668722 0.930904 -0.718358 0.4908
RESID(-2) -0.292906 0.458915 -0.638257 0.5392

R-squared 0.082225     Mean dependent var -2.18E-13
Adjusted R-squared -0.529625     S.D. dependent var 10.58267
S.E. of regression 13.08843     Akaike info criterion 8.280970
Sum squared resid 1541.763     Schwarz criterion 8.618978
Log likelihood -59.24776     Hannan-Quinn criter. 8.298279
F-statistic 0.134388     Durbin-Watson stat 2.252582
Prob(F-statistic) 0.988056
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Heteroskedasticity Test: Breusch - Pagan - Godfrey

F - statistic 0.862100 Prob. F(4,11) 0.5161
Obs*R - squared 3.818721 Prob. Chi - Square(4) 0.4311
Scaled explained SS 1.938054 Prob. Chi - Square(4) 0.7472

Test Equation:
Dependent Variable: RESID^2
Method: Least Squares
Date: 06/12/20   Time: 16:06
Sample: 2003 2018
Included observations: 16

Variable Coefficient Std. Error t - Statistic Prob.

C - 307.4477 552.0353 - 0.556935 0.5887
BCOMR( - 1) 5.043588 5.062819 0.996201 0.3406
BCOMR( - 2) 1.661709 3.934009 0.422396 0.6809
TCHAG( - 1) 7.547311 18.87513 0.399855 0.6969
TCHAG( - 2) - 4.474493 16.14082 - 0.277216 0.7868

R - squared 0.238670 Mean dependent var 104.9933
Adjusted R - squared - 0.038177 S.D. dependent var 158.9067
S.E. of regression 161.9116 Akaike info criterion 13.26228
Sum squared resid 288369.1 Schwarz criterion 13.50372
Log likelihood - 101.0983 Hannan - Quinn criter. 13.27465
F - statistic 0.862100 Durbin - Watson stat 1.947139
Prob(F - statistic) 0.516140

Pairwise Granger Causality Tests
Date: 06/12/20   Time: 16:10
Sample: 2001 2018
Lags: 1

 Null Hypothesis: Obs F-Statistic Prob.

 TCHAG does not Granger Cause BCOMR 17  0.53905 0.4749
 BCOMR does not Granger Cause TCHAG  5.76433 0.0308
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Series: Residuals
Sample 2003 2018
Observations 16

Mean -2.18e-13
Median  0.600025
Maximum  11.73834
Minimum -25.45953
Std. Dev.  10.58267
Skewness -0.815602
Kurtosis  3.147497

Jarque-Bera 1.788389
Probability  0.408937
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BCOMRF ± 2 S.E.

Forecast: BCOMRF
Actual: BCOMR
Forecast sample: 2001 2018
Adjusted sample: 2003 2018
Included observations: 16
Root Mean Squared Error 12.70325
Mean Absolute Error      10.89436
Mean Abs. Percent Error 72.04332
Theil Inequality Coefficient  0.364333
     Bias Proportion         0.003933
     Variance Proportion 0.453391
     Covariance Proportion  0.542675
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