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Abstract:

This study seeks to assess fluctuations in the exchange rate of the Algerian dinar between January
2020 and June 2023. The focus is on the significant relationship between Algeria, the country
under examination, and the European Union. The analysis will involve testing for co-integration.
The researcher employed the autoregressive distributed lag (ARDL) method to examine the
applicability of the purchasing power parity (PPP) theory in the Algerian economy. This theory
suggests that analyzing the relative changes in local and foreign consumer prices can explain
changes in a country's exchange rate, thereby achieving equilibrium in capital and investment
flows. The findings indicated a direct correlation between the ratio of domestic consumer prices
to overseas consumer prices and the exchange rate of the Algerian dinar against the euro, aligning

with the principles of purchasing power parity (PPP) theory.
Keywords: Exchange Rate, purchasing power parity theory (PPP), consumer price index, ARDL

Model.
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ARDL Long Run Form and Bounds Test
Dependent Variable: D(LS)
Selected Model: ARDL(S, 8)
Case 2 Restricted Constant and No Trend
Date: 04/20/24 Time: 20:47
Sample: 2020M01 2022M06
Included observations: 34
Conditional Error Correction Regression
Variable Coefficient Std. Error t-Statistic Proo.
C 2.480145 0.977287 3.561026 0.0022
LSC-1)" -0.903727 0. 259092 -3.488051 0.0026
LP(-1) 1.224836 0.390216 3.138864 0.0057
D(LSC-1)) 0.632796 0.238138 2.657270 0.0160
DLS-2)) 0.649825 0.249442 2.605117 0.0179
DILSE3) 0.796255 0.230804 32.449921 0.0029
DLS(-4)) 0.368497 0.233567 1.577694 0.1320
D(LS(-5)) 0.438685 0.188904 2.322267 0.0321
DLP) -0.128668 0.218878 -0.587854 0.5639
D(LP(-1)) -1.668454 0.559557 -2.981741 0.0080
DILPE2)) -1.613043 0.572663 -2.816742 00114
DLP-3)) -1.511999 0.569651 ~-2.654256 0.0161
D(LP(-4)) -1.675548 0.519089 -3.227866 0.0047
DLP(-5)) ~-1.177048 0.438614 -2.683565 0.0152
D(LPI(-6Y)Y 0D 826753 0O 3233804 -2 476094 O02=24a
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Series: Residuals
Sampie 2020M09 2023M05

0.020 -0.015 -0.010 -0.005 0.000

0.005 0.010

Obsernvations 34

Mean
Median
Maximum
Minimum
Std. Dew.
Skewness
Kurtosis

Jarque-Bera
Probability
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Breusch-Godfrey Serial Correlation LM Test
Null hypothesis: No serial correlation atup to 2 lags
F-statistic 0.263430 Prob. F(2,16) 07717
Obs*R-squared 1.083886 Prob. Chi-Square(2) 0.5816
Test Equation:
Dependent Variable: RESID
Method: ARDL
Date: 04/20/24 Time: 20:47
Sample: 2020M09 2023M086
Included observations: 34
Presample missing value lagged residuals setto zero.
Variable Coefficient Std. Error t-Statistic Prob.
LS(-1) -0.048073 0.323482 -0.148611 0.8837
LS(-2) 0.184482 0.426252 0.432801 0.6709
LS(-3) -0,139443 0.334638 -0.416699 0.6824
LS(-4) -0.013451 0.277450  -0.048479 0.9619
LS(-5) -0.041894 0.326686 -0.128239 0.8996
LS(-6) 0.035777 0.205957 0.173711 0.8643
LP 0.036210 0.234484 0.154426 0.8792
LP(-1) -0.047370 0.284484  -0.166511 0.8698
LP(-2) -0.027191 0.266724 -0.101942 0.9201
LP(-3) 0.015565 0.267755 0.058132 0.9544
LP(-4) 0.044445 0.266169 0.166979 0.8695
LP(-5) -0.034277 0279134 -0.122798 0.9038
LP(-6) 0.067703 0.313543 0.215928 0.8318
LP(-7) -0.002690 0.291437 -0.009229 0.9928
LP(-8) -0.001389 0274449  -0.005062 0.9960
C 0.070931 1.032705 0.068685 0.9461
RESID(-1) 0.056458 0.450503 0.125323 0.9018
RESID(-2) -0.309030 0432328 -0.714804 0.4850
R-squared 0.031879 Mean dependent var 6.53E-16
Adjusted R-squared -0.996750 S.D. dependentvar 0.006951
S.E. ofregression 0.009822 Akalke info criterion -6.103298
Sum squared resid 0.001544 Schwarz criterion -5.295225
Log likelihood 121.7561 Hannan-Quinn criter. -5.827722
F-statistic 0.030992 Durbin-Waltson stat 1.905876
Prob(F-statistic) 1.000000
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Heteroskedasticity Test ARCH
F-statistic 0.293491 Prob. F(1,31) 0.5919
Obs*R-squared 0.309496 Prob. Chi-Square(1) 0.5780
Test Equation:
Dependent Variable: RESID*2
Method: Least Squares
Date: 04/20/24 Time: 20:47
Sample (adjusted): 2020M10 2023M06
Included observations: 33 after adjustments
Variable Coefficient Std. Error t-Statistic Prob.
C 5.11E-05 1.55E-05 3.308375 0.0024
RESID*2(-1) -0.113860 0.210171  -0.541748 0.5919
R-squared 0.009379 Mean dependentvar 4 65E-05
Adjusted R-squared -0.022577 S.D. dependentvar 7.34E-05
S.E. of regression 7.42E-05 Akaike info criterion -16.12055
Sum squared resid 1.71E-07 Schwarz criterion -16.02985
Log likelihood 267.9890 Hannan-Quinn criter. -16.09003
F-statistic 0.293491 Durbin-Watson stat 1.749272
Prob(F-statistic) 0.591865
Eviews10 ol g Js 13laas) iUl 3148 0 2 yhaadl
24! ).U\ Ll
LS LP P CPIEUO CPIALG S Bl
4.7863327380621 [0.74659394645661 [2.10980166714
48 9 5731 104.37 220.2 119.861 2020M01
4.7853227254972 (0.74386647703639 [2.10405508798
06 5 7758 104.56 220 119.74 2020M02
4.8238236720294 (0.74927988278868 [2.11547607723
36 78 7706 105.13 222.4 124.44 2020M03
4.8489787377458 (0.75091666104624 (2.11894147775
85 2 7754 105.43 223.4 127.61 2020M04
4.8551503912558 (0.76166524077545 [2.14183993164
61 32 3407 105.33 225.6 128.4 2020M05
4.8572043551933 2.13265209575
46 0.75736632058442 (1727 105.69 225.4 128.664 2020M06
4.8500752290838 [0.74403697637206 [2.10441385856
14 76 6682 105.35 221.7 127.75 2020MO07
4.8468999387779 (0.74850827716682 [2.11384439359
8 15 2678 104.88 221.7 127.345 2020M08
4.8602774125076 [0.76074171710856 [2.13986280487
94 4 8049 104.96 224.6 129.06 2020M09
4.8574841146020 (0.77527265138704 [2.17118402282
81 1 4536 105.15 228.3 128.7 2020M10
4.8598124043616 [0.77069117303614 [2.16125954198
72 7 4733 104.8 226.5 129 2020M11
4.8794630213208 (0.76293225679402 [2.14455539705
56 42 1831 105.15 225.5 131.56 2020M12
0.77497041673260 [2.17052791492
4.8895969657192 (18 594 105.32 228.6 132.9 2021M01
4.8881662964491 (0.77985846831026 [2.18116353989
58 04 0089 105.54 230.2 132.71 2021M02
4.8924521784185 (0.78261181794259 [2.18717732094
33 44 2458 106.53 233 133.28 2021M03
4.8891980900916 [0.79054251331044 [2.20459212245 (107.14 236.2 132.847 2021M04
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1 75 6598

4.8894464653050 [0.79257877896440 2.20908583131

4 46 6329 107.42 237.3 132.88 2021M05

4.8973172753990 [0.77895851869463 2.17920148560

31 49 8171 107.7 234.7 133.93 2021M06

4.9008129875851 [0.78963949340744 2.20260223048

78 71 3271 107.6 237 134.399 2021M07

4.9073171358503 [0.79577197012418 2.21615113909

95 68 9833 107.98 239.3 135.276 2021M08

4.9191776836074 |0.81541620122769 [2.26011613973

21 7 6381 108.49 245.2 136.89 2021M09

4.9196085937474 |0.81792314555244 2.26578923315

15 64 9675 109.41 247.9 136.949 2021M10

4.9292733833234 |0.81385788475540 [2.25659690627

85 65 8435 109.9 248 138.279 2021M11

4.9280866714610 [0.79823584627726 [2.22161819334

97 36 9642 110.37 245.2 138.115 2021M12

4.9392037371459 |0.80902133936201 [2.24570912375

42 95 7904 110.7 248.6 139.659 2022M01

4.9489017242908 [0.81404767949981 [2.25702523715

95 64 7687 111.74 252.2 141.02 2022M02

4.9594332236178 [0.80417047216378 [2.23484186615

54 64 4115 114.46 255.8 142.513 2022M03

4.9729680403664 [0.82207455858669 [2.27521501172

98 54 7912 115.11 261.9 144.455 2022M04

4.9781121023906 [0.80879320731021 2.24519686396

96 35 1403 116.07 260.6 145.2 2022M05

4.9806364617223 [0.80684817009873 [2.24083411674

18 28 2159 117.01 262.2 145.567 2022M06
0.80268200052848 [2.23151784189

4.9780570044541 |52 8583 117.14 261.4 145.192 2022M07

4.9387811903282 [0.80464073859927 [2.23589308442

72 69 9359 117.85 263.5 139.6 2022M08

4.9425206083199 [0.80556807271551 2.23796746604

02 85 0583 119.26 266.9 140.123 2022M09

4.9403844888851 [0.79792915989848 [2.22093695777

88 21 9063 121.03 268.8 139.824 2022M10

4.9255711110025 [0.80082002692022 [2.22736668044

98 72 6465 120.95 269.4 137.768 2022M11

4.9203968976939 [0.80066269083542 2.22701626286

91 62 0936 120.52 268.4 137.057 2022M12

4.9070287948074 |0.81679787489484 [2.26324104099

86 04 1103 120.27 272.2 135.237 2023M01

4.9136543860691 [0.82516183460327 [2.28225008248

35 79 1029 121.24 276.7 136.136 2023M02

4.9075388800914 |0.83439354565016 [2.30341670753

96 11 6374 122.34 281.8 135.306 2023M03

4.9064962543551 |0.84632272622899 [2.33105912930

1 71 4743 123.12 287 135.165 2023M04

4.9123165932274 |0.84328774255580 [2.32399512789

76 34 2813 123.15 286.2 135.954 2023M05

4.9027308045383 |0.83649096868899 [2.30825301692

59 82 7189 123.47 285 134.657 2023M06
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