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Abstract:

The aim of this study is to analyze the problem of the actual Algerian dinar exchange rate and
its effect on inflation by using the model of (FMOLS) and the error correction model (ECM) to
estimate the long and short term relationship between the independent variables: Money supply
M2; GDP per capita; Interest rates; Public expenditure; Imports, Exchange rates, And the
nominal variant of the actual Algerian dinar exchange rate regim according to the Reinhart and
Rogoff classification, which takes the value 1 in the case of the crawl band regime, And O in the
case of the managed float system, and the dependent variable of inflation in Algeria during the
period 1985-2017.

In order to cover the subject of the study, the first chapter dealt with the theoretical
framework through dealing with the relationship between exchange rate and inflation regimes
and clarifying the previous studies that dealt with this subject. In the second chapter, a standard
study of the impact of the Algerian dinar exchange rate regimes on inflation was discussed by
analyzing the regimes of the Algerian dinar exchange rate and the standard study of the effect of
exchange rate regimes on inflation.

After conducting the study and using the (FMOLS) model, there was a significant long-term
correlation between the crawl band regime and inflation, In the application of the crawl band
regime, the expected change in the inflation rate will decrease by 0.850427% compared with the
application of the managed float regime;

While in the short term, using the ECM, there was no relationship between the actual exchange
rate regimes of the Algerian dinar and inflation.

Keywords. Exchange rate regime; Managed float regime; Crawl band regime; Inflation;
Algerian economy; Stability test; FMOLS model; ECM model.
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! - Banque d'Algérie: « Le Fixing »: Un Nouveau Systéme de Déermination du Taux de Change,
Media Bank, N°14, 1994, P 10.
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Country: Algeria's Experience, IMF working paper 05/135, International Monetary Fund, Washington,
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idial) Jalsil) Loy duyall cpsial b)) chlad) @l el
Wle agay (o il JalKill ADle 3say lasly Auhall clpine Aohiia) HLES) S Cage
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23y sl il JalSall Lagpd e dapd gas Al Judlall bl lial s gl AlajeS
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— S ksl aladnii) 5 sl ¢lelalSh Ay Cua e Al dae Al Judlall (ailiad 4d e 135
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dpnd pandy LAY 13 bl Jae Cilpitie aaes 8 Stationarity $aa) ) sl jia
sl b Al Gacadl dilie ¢ e e 4l ol Bansl) Jds (o gy aal) i) ol paal
oaniall Al AL i€ 1)) Lo mant ea ¢ e 48] ) Bangll i e osinn YV i)
38l G s b are cps 1l e e L A ¢(level) LYl Wisiue 55k
b Al ) diat (s L G4l
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885 a5 cLgd 1 i dl) 38l Lall il & bhaad axe G 138 €Y B LAY (gl
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Al a3 23l cale oladly culiy el Ala (8 @iy clagal) LAY Golall Ogom — Ganlidy )shadll
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Sl Talae) ) b WS bl culSy « Schwartz Info Criterion  jluae A& (e 2850 5l Ao yha,

(2 :p8) Gl
Fbeal) Lgailla (b Aiajl) Jadhadl il (530 JLIAS 1(4-2) Ay Jgaal
Dickey and Fuller Dickey and Dickey and Phillip—Perron | Phillip—Perron | Phillip—Perron
Variable slaily culh (45 Fuller Fuller slaily bl (45 (=ut) (ple olasly cuty)
(ele (=) (ple olasls =) (ele
INF -0.9498 -2.4532 -2.6949 -1.0774 -2.4560 -2.7663
M2 9.0072 -0.8286 -0.6927 7.9881 -0.7930 -0.9602
GROWTH 0.9848 -0.3233 -2.1158 0.8623 -0.1210 -2.7223
INT 0.1126 -2.9120* -3.0425 0.3904 -2.6729* -2.2911
GOVER 0.1845 —4.7313*** | -5.1465*** 0.3382 -4.7260*** | —-5.1497***
IMP 0.8518 0.1649 -3.9413** 0.3171 -0.0900 -4.1615**
EXCH 0.3542 -3.8717%** | —5.9484%*** 1.4487 -2.3079 -1.1927

- EViews 9 zdlip clade e ol Akl slae] (e 1 jcal)

+ % 10 sxic (gsiea )

% 1 e (ssina (£59)
Al Lilla 3 i) ISV A3l QD) i) aae LDl (4-2) a8y Jsaall DA (e

D3 sy e Lea cale alaily Culh O gom — Gl JLER) S pshaall Gl - (S jlas) elsu
sisa) die Aia}l) Judld) gaand sasgll
Gl 32 @llyy HLaa¥) sale) oy Cogu 4l (ggiall B BFine e Al Audlll aea o L

t S (5-2) ) Jsaall b Ao ge bl cilS el V)
A5 (394l 380 e Aial Jedledd) L) JLEAN 1(5-2) o) Jgaal

Dickey and Fuller Dickey and Dickey and Phillip—Perron Phillip—Perron Phillip—Perron
Variable (ple olaaly culh Osn) Fuller Fuller sladly culs (y5) (=) (ple olaly ul)
(8) | (eobhot) | (e

INF —-8.0625%** —=7.9370*** | =7.8270*** | -8.0911*** | —7.9647*** —7.8545%**

M2 -1.2934 —4.6189%** | —4.7594*** -1.5360 -4.6117*** —4.7384%**
GROWTH -2.9130%*** -3.0684** -3.2747* -2.9116*** -3.0322** -3.3887*
INT -3.3068*** -3.3727** -3.6046** —-3.2483*** -3.2869** -3.4008*

GOVER —-6.6085%** —-6.4882*** | —6.4394*** | -15.4034*** | —15.1815*** | -16.2766***
IMP -4.0066*** -4.1232%** | -4.1911** —-3.9369*** | —-4.1232%%** -4.0352**

EXCH -1.1569 -1.5196 -1.8204 -3.1250*** | -3.9705%** —-4.5740%**

- EViews 9 zaliyn clade e ol k) slae] (e 1 jaal)

- 76 -

c% 1 e (ggina (2% %)




adall)l o gihal) Jlal) Cipa e daliil Y Luald da) : ALY Sl

ol G O~ ol HLEAL Jdld) pea hiiu) sl (5-2) o) Jeaall Pla s
Dbl il LAl iy Cagas 43l Aailine bl (f Lag cale sladly clh 5 gl dgass ale slaly
Ay cale olaily culs Opay M2 st las Lo caBlil) spms Alla b Tl LSS LS Oy = Gl
saglll) i) e Joaall w9 7 Al clellay) aae 3305 e oplidl 3ale) a3
Y)Y 3l 281 sy M2 Lphiiad L3S0 1(6-2) ady Jgaal)

Null Hypothesis: D(M2) has 3 unit root
Exogenous: Mone
Bandwidth: 7 (Used-specified) using Bartlett kernel

Adj. t-Stat Prob.*

Phillips-Perron test statistic -1.666575 0.0897
Test critical values: 1% level -2 641672

5% level -1.9520686

10% level -1.610400

*MacKinnon (1996) one-sided p-values
- EViews 9 zaliy clada e ol dalhal) slae] (e 1 juaall

e i lae ¢ % 10 (g5 vie D ol Liad M2 o Gild) Joanl) Bla (e Jaadls
okial i e JUlbs ¢ 1(1) Js¥) @A 34V vie duiajl) Judldl masd sasgll s spas
Comilaga Lngia aladiuly djiiall Jalsil)
il g Apagia aladiuls ¢ idal) Jalsl) jlad) —Lal

DAl dag i PIA e @l opuilaga asgl 00 sl Jalall GLod) sha) oSa
Adpaal) el e ST A puenall LAY e CulS 13 ¢(Aman) (oaaall Al lials (Mrrace) 5!
sas S il Qg o Hot 1= 0) dlall calpiial JalSs aatie dgag pdey I (il (b
Jof Pa e el 0585 Aadils el QIS 13y o Hyz r 2 0) asly JalSs aaie JBY) e
Dkils (Arrace) Y1 JLad) da (7-2) ad) Jssall massy cdljitia JalS5 asm aaas S (mall
Al chaxie Gn dishall Ja¥) 838k gag HLERAY (Amax) adaad) Biadll ail
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Date: 05/24/19 Time: 11:27
Sample {(adjusted) 1987 2017

Included observations: 31 after adjustments
Trend assumpiion: Linear deterministic trend
Series: LINF LM2 LGROWTH LINT LGOVER LIMP LEXCH REG
Lags interval (in first differences) 1to 1

Unrestricted Cointegration Rank Test (Trace)

Hypothesized
MNo. of CE(s) Eigenvalue
Mone * 0.930479
At most 1 0.885118
Atmost 2 * 0.865277
At most 3 * 0. 639360
At most 4 * 0.577374
Atmost5*® 0.505984
Atmostg* 0.445404
Atmost7 " 0. 264819

Trace
Statistic

3200257
237.3760
170.2966
108.1561
76.54002
4084072
27.97991
9536776

0.05
Critical Value

159.5297
125.6154
§5.75366
6081889
47.85613
20.709707
15.49471
3.841466

Trace test indicates 8 cointegrating eqn(s) at the 0.05 level
* denotes rejection of the hypothesis at the 0.05 leval
“*MacKinnon-Haug-Michelis (1999) p-values

Unrestricted Cointegration Rank Test (Maximum Eigenvalue)

Hypothesized
Mo. of CE(s) Eigenvalue
Mone * 0930479
Atmost 1" 0.885118
At most 2 * 0.865277
At most 3 0.639360
At most 4 0.577374
Atmosts* 0.505984
At most6* 0.448404

Atmost 7 * 0.264819

Max-eigenvalue test indicates 3 cointegrating egn(s) at the 0.05 level

Max-Eigen
Statistic

82.64976
67.07934
62.14050
31.61612
26.69930
21.86081
18.44313
9.5367T6

0.05
Critical Value

52.36261
45.23142
40.07757
33.87687
27.58434
21.13162
14.26460
3841466

* denotes rejection of the hypothesis at the 0.05 level
**MacKinnon-Haug-Michelis (1999) p-values

Prob.™

0.0000
0.0000
0.0000
0.0000
0.0000
0.0001
0.0004
0.0020

Frob.**

0.0000
0.0001
0.0000
0.0809
0.0646
0.0304
0.0103
0.0020

. Eviews 9 maliy cila e o ol dlall dac) (e 1 jbuaall
AR Apall Al ad) N (7-2) &) dsaad) A5l Guilasa loal mln

iad o) e A Trace J3V1 5las) &30 Gar €0.05 35 (i vie jide JalS5 35ag pdny
apdll =y adles 159.5297 gl el e 521 320.0257 coganall adacY) Jlaay)
I e saals JalS5 Al dgas s Siall
se ol B (gall Gapdll yady sl Max abell sjaeall adll jLos) aSs bl o3

aLaed) Jlaa¥) iad oY ] (gl Lol dand) Gampdl) Jlae T oo (glciall Jalall cilgaia
Sle Xig (syhall (mpll (miy adle s 52.36261 Adgaall il (e ST 82.64976  gundll
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aducall] Jarag (Ghiadl Slsall Cipa sraw Aalail cpu ABMal) yuads ) calbaal)

ety @y Bl 4l o5 (3 Ayl 3 sadl Apuliall CHLEAY) ehaly A Cage calladl) 13a 8
LK ) (gyall clayall z35a1 Guh e @iy il cilyiially adcaill Jaee G 2k
maidll JaY) 8 (ECM) Uadll mamiasi 3 gais cJashall JaY) 8 (FMOLS)
skl Jal¥) A sl Jurag @il Sl Cipa jrw Aaadl o ABad) uais —Yf

S i cdaall 23 sa ke G gl Aigh sl JolSll GlBe sy e sl Lo

1) Axuall 2L A (FMOLS 7 3sai aladiuls duhall #3gal yudi DA (e Al 5dadl)

LINF, = ¢ + p;M2, + B,LGROWTH, + BsLINT, + B,LGOVER, + BsLIMP, + BsLEXCH, + B,REG, + &,

cculill aall i C il Gua
‘d;‘}[\ :d:‘ﬁl" :GM\ c—‘l‘d"‘“: ﬁli BZ! B3l B4-l BS! 36137
clsdall aal) t g,
FMOLS 4& kb aladiuly Jughll Ja¥) clalea cijaia :(8-2) a8 Jgaad)

Dependent Variable: LINF
Method: Fully Modified Least Squares (FMOLS)
Date: 05/24/19 Time: 11:34
Sample (adjusted): 1986 2017
Included observations: 32 after adjustments
Cointegrating equation deterministics: C

Long-run covarnance estimate (Bartlett kernel, Newey-West automatic
bandwidth = 4.4674, NV automatic lag length = 3)

Variable Coefficient Std. Error {-Statislic Prob
Lm2 0.353976 0.555455 -0.637272 0.5300
LGROWTH -2.034333 3.780892 -0.538056 0.5855
LINT 1.883500 0.475909 3957685 0.0006
LGOVER 0.197467 0.086840 2.273916 0.0322
LIMP 1.975320 0.879011 2.247208 0.0341
LEXCH -0.609470 0.520028 -1.171996 0.2527
REG -0.850427 0.265383 -3.204531 0.0033
C -28.11840 27.72239 -1.014285 0.3206
R-squared 0.607816 Mean dependent var 1.776986
Adjusted R-squared 0.493329 5.D. dependent var 0.99577%
S.E. of regression 0.708733 Sum squared resid 12.05527
Long-run variance 0.178845

- Eviews 9 zaliy cilsjde e olyy Adhll dlae] (e 1 jlaal)
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i) o ) Sag uill Ghosh et al (1996) 5 (2013) s Faslyd pe 380 Lo
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S elaaslly alldl Bous sa Adlia] 30085 IS it piey g Rl mie S Jal o el
Clianialy (Sl el a8 aazanll b sie Cucadds) Ly aanznll (aleas) ) ga5 s
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N ALaYL 2014 4 Y 5Lk 59.67 (12001 3w Ve 5Lk 9.482 (e Lgias
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" Senes. Residuals
7 Sample 1986 2017
Observations 32
E. -
Kean 0021389
5 - Median 0.110345
Iaximum 0.813888
4 Minimum -1. 766366
Std. Dev 0623223
3 Skewness 0.853245
Kurtosis 3.322930
2 -
Jarque-Bera 4985321
T Probahility 0.082690
]
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(ECM) Unill) pranual g dpad yualls il :(10-2) a8y Jgaad)
Dependent Variable: D{LINF)
Method: Fully Modified Least Squares (FMOLS)
Date: 05/24/19 Time: 14.51
Sample (adjusted): 1988 2017
Included observations: 30 after adjustments
Cointegrating equation deterministics: C
Long-run covariance estimate (Bartlett kemel, Newey-West automatic
bandwidth = 18.8637, NW automatic lag length = 3)

Variable Coefficient Std. Error {-Statistic Prob.
D{LM2) 1.937936 0.590962 3.279289 0.0036
DILGROWTH) -7.845754 2.686962 -2.919935 0.0082
D(LINT) 1.305935 0.300057 4.352288 0.0003
D{LGOVER) 0.090613 0.032943 2750762 0.0120
D{LIMF) 0.601508 0.531523 1.131669 0.2705
D(LEXCH) -0.700855 0.365116 -1.919539 0.0686
REG 0.020918 0.158361 0.131269 0.8968
Z(-1) -0.853913 0.070143 -12.17394 0.0000
C -0.237198 0.173620 -1.366190 0.1863
R-squared 0.593633 Mean dependent var -0.009529
Adjusted R-squared 0.438827 5.D dependentvar 0.827276
S.E. of regression 0.619725 Sum squared resid 8.065240

Long-run variance 0.044527
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Variance Inflation Factors
Date: 05/24M19 Time: 15:17
Sample: 1985 2017

Included observations: 30

Coefficient Uncentered Centered

Variable Variance VIF VIF
D{LM2) 0.349236 5787853 1.475090
DILGROWTH) 7.219766 3.064072 2679372
D{LINT) 0.090034 1.641053 1.608671
D{LGOVER) 0.001085 1.283961 1.282984
D{LIMP) 0.282517 1.802096 1.514934
D{LEXCH) 0.133310 3.262626 2.284762
REG 0.025396 13.11811 3.060893
2(-1) 0.004920 1.293121 1.285866

C 0.030144 20.30950 MA
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1985 | 10,48228704 | 2,2386E+11 | 119489,2047 3 1,49301E+12 | 1,44935E+12 5,0278 1
1986 | 12,37160917 | 2,27016E+11 | 116481,0427 3,25 1,40359E+12 | 1,13049E+12 | 4,702316667 1
1987 | 7,441260913 | 2,57896E+11 | 112393,5558 4 1,21679E+12 | 8,06039E+11 | 4,849741667 1
1988 | 5,911544964 | 2,92965E+11 | 108221,7853 4 1,19858E+12 | 8,33445E+11 | 5,914766667 0
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2016 | 6,397694803 | 1,38163E+13 | 146981,825 8 3,5452E+12 | 2,73513E+12 109,4654 1
2017 | 559111591 | 1,49742E+13 | 146759,8726 8 3,64371E+12 | 2,5847E+12 110,961 1
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With Constant

With Constant & Trend

Without Constant & Trend

With Constant

With Constant & Trend

Without Constant & Trend

With Constant

With Constant & Trend

Without Constant & Trend

With Constant

With Constant & Trend

Without Constant & Trend

Motes: (*)Significant atthe 10%; ("*)Significant at the 5%; (***) Significant at the 1%. and (no) Not Significant
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*MacKinnon (1996) one-sided p-values.
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Mull Hypothesis: Z has a unit root
Exogenous: None
Lag Length: 0 (Automatic - based on SIC, maxlag=T)

I-Statistic Prob.*
Augmented Dickey-Fuller test statistic -5.096790 0.0000
Test critical values: 1% level -2 641672
5% level -1.952066
10% level -1.610400
*MacKinnon (1996) one-sided p-values
MNull Hypothesis: Z has a unit root
Exogenous: Constant
Lag Length: O (Automatic - based on SIC, maxlag=")
t-Statistic Prob.”
Augmented Dickey-Fuller test statistic -5.030900 0.0003
Test critical values: 1% level -3.661661
5% level -2.960411
10% level -2.619160
*MacKinnen (1996) one-sided p-values.
MNull Hypothesis: Z has a unit root
Exogenous: Constant, Linear Trend
Lag Length: O (Automatic - based on SIC, maxiag=7)
t-Statistic Prob."
Augmented Dickey-Fuller test statistic -4.929071 0.0021
Test critical values 1% level -4, 284580
5% lavel -3.562882
10% level -3.215267

*MacKinnon (1996) one-sided p-values.
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