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Abstract:

The aim of this paper is to measure the impact of supply and demand shocks on
real exchange rate dynamics in Algeria, using a Vector Auto regression (VAR)
approach, based on annual data covering the period (1980-2011), depending on
macroeconomic Vvariables, such as: real gross domestic product (GDP), consumer price
index (CPI), and government spending (GS), to express the demand side, the supply
side represented by real oil price (ROP) and money supply My, in addition to the real
exchange rate (RER).

The study has reached by testing Granger Causality the existence of
a causal relationship from oil price to the real exchange rate and a causal relationship
from government spending to the real exchange rate, according to variance
decomposition test, the real exchange rate is influenced significantly each of
government spending, gross domestic product and oil price.

Key words: supply shocks, demand shocks, the real exchange rate,
Algeria, VAR.
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! Siok Kun Sek, «The Source of Shocks and the Role of Exchange Rate as a Shock
Absorber: A Comparative Study in the Crisis-hit East-Asian Countries«, Journal of Mathematics
Research, Vol. 2, No. 1, February, 2010.
2 Sascha Buetzer, Maurizio Michael Habib and Livio Stracca, « Global Exchange Rate Configurations Do
Oil Shocks Matter? «, European Central Bank, Working Paper Series, no 1442 , June 2012.
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Hypothesize Eigenvalue S;r;[eilgsic Critical Value 0.05 Ng);'tigiin Critical Value 0.05
None * 0.952824 199.6324 95.75366 88.56217 40.07757
At most 1 * 0.765262 111.0702 69.81889 42.02929 33.87687
At most 2 * 0.620403 69.04095 47.85613 28.09074 27.58434
At most 3 * 0.579773 40.95021 29.79707 25.14182 21.13162
At most 4 * 0.404064 15.80838 15.49471 15.01103 14.26460
At most 5 0.027121 0.797358 3.841466 0.797358 3.841466
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Dependent Variables: RER
Inverse Roots of AR Characteristic Polynomial Chi-sq d.f. Prob.
15 LRGDP 12.70996 2 0.0017
ol LG 7.708894 2 0.0212

Dependent Variables: LRGDP

o5 - Chi-sg d.f. Prob.
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Variance Decomposition : k! <bisSe JS 4
G Anhl) chaiad byl Gllsl o gaiy gl 8 daad) il A e
Saa¥) adl il el can 30 iy lpads Chaiiall Gileday Glati il (sl
b By Ay ) Copall jras 0 US 3 ileta e Aa3l ale Dl ) eyl o8
e Al pal) G aas cghally Jan giall cad) e WA uidly 9682 I Jead
Sl sl malll (e S 8 %165 %265 %35 Moo Gleda Ge A3l gl Capall
sed (aa¥) adl anlill Abalal) sl L o ) e andi jasially sl 3l
Cipall jruy Jaa¥) sl milill e S 2 %265 %185 %49 s Clara e a3l
O Al gb all Gapd Aalall cbaall dually (gl Joo ganll G plly  aadadl
W e sl e leal) Asdl by ais il e IS 8 %125 %81 Joms Clara
JS (4 %205 %335 %175 %17 Mo Glesa (o daall ¢ alall @D Abalall el paill
Chpall b« Jgl) e il jry aill ajes (Jaal) ol mllly Capall jon (1
SWY) e IS B %475 %215 %21 Al Sleda fe deall ¢ baiill jeud Alalsll
piill Abalall calprille aaly ( Mgl o i uially lgindl Jlaud d5as oasSal
Ellly Copeall jrw e IS A %235 %255 %225 %20 e Sleva o daal e
c sl (o ands puialy sl ey Alaal) sl
bl SligSe Jud=i .06 Jsus

Percentage of

the forecast Explained by shocks in:
error of: Years RER LRGDP LM, LG CPI OP
2 82.16037 1.355647 5697062 0.783425 5979793 |[ 4.023707
RER 6 || 4050571 || 2540147 || 4555585 || 1652976 || 4.226189 | 8.781287
10 || 2643068 || 35.03894 || 8118769 | 11.22956 || 10.98623 8.195821
2 || 5982335 || 2367924 || 1081114 | 0503528 | 2.194156 2.988587
LRGDP 6 | 2485898 | 4769028 | 2160889 1826516 || 2641679 | 1373646
10 || 1846691 || 48.86642 | 26.23429 1.077190 || 4601255 || 0.753941
2 || 0880639 || 8645250 | 88.91713 TI13741 || 0440992 || 0.002249
LM, 6 || 1483595 || 8770995 || 8145143 | 1130130 | 4.252230 | 2911621
10 || 5056048 || 12.18624 || 73.63933 || 1193110 | 3.639973 | 4.285301
2 || 2880084 || 1163148 || 1325325 | 43.70423 || 0.310837 || 12.76769
LG 6 |l 1944161 || 1398286 || 29.37093 || 1359297 || 1.352723 || 22.25891
10 || 1781715 || 1760631 || 32.62201 || 9.904777 || 1.625699 || 20.42405
o 2 || 2685770 || 2187317 || 1097910 || 8.266516 | 3047306 | 1550461
6 I 1987114 | 2057736 I 26.00263 |l 7.077984 |l 24.00192 |l 2.468970
—
41

2017/05 8 | ELMISHT

{teEA¥




Al Gipaal) i ASaaling g 400 Al clasal)
Baal Guipdl (2014-1980 e st 5l (gyihial) slaidV) e Lasld Auly)

10 || 1982196 | 2165946 | 2513768 || 7535268 || 23.27768 | 2567959
2 | 1283670 || 3624827 || 2217130 | 2858406 || 9.885076 | 54.40524
oP 6 || 1451517 || 5599369 || 4141159 || 2406869 || 17.37804 | 47.36122
10 || 2190358 || 5258177 || 3832707 || 2090128 || 21.28326 | 46.53422
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5 Jsh (gsinas mlad) S leie min %1y Jaa¥) Aad) Ul 6 desa G 3
Al bl gl ) Aaill sda Bl 1y o aall Capall jew o Alany)
Aol ey (salogll (ayall daag Dby 20 13ag (Joull el gl Aagm daalal)
2 (Guglielmo, Davide, Alessandro, 2011)) 2 B85y

! Hilde C. Bjorn land, «Qil Price Shocks and Stock Market Booms in An Qil Exporting
Country«, Scottish Journal of Political Economy, Vol. 56, No. 2, May 2009.

2 Guglielmo Maria Caporale, Davide Ciferri and Alessandro Girardi, «Fiscal Shocks and
Real Exchange Rate Dynamics: Some Evidence for Latin America «, Journal of
International Money & Finance, Vol. 30 Issue 5, p709-723, 15p, Sep2011.
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1. Britta Gehrkel and Fang Yaol, «Sources of Real Exchange Rate
Fluctuations: The Role of Real Supply Shocks Revisited«, School of
Economics and Management, Friedrich-Alexander University Erlangen-
Nuremberg, Germany, Working Paper, 2012.
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