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How Does the Current Exchange Rate System Impact Inflation in
Algeria?: A Nonlinear Approach for the Period (2001-2021)
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Abstract:

Our study aims to estimate, evaluate, and analyze the impact of the
current exchange rate system (managed floating) on inflation in Algeria
during the period (2001-2021) using the Markov-Switching Vector
Autoregressive model (MS-VAR), testing impulse response functions, and
variance decomposition. This research seeks to understand the initial effects
generated by the exchange rate policy. Accordingly, the results revealed
that within the nonlinear approach, the effect of oil price is stronger than the
effect of the exchange rate on inflation in both regimes. The current
exchange rate policy also demonstrates some positive effects on inflation in
the short term, especially under the boom regime. On the other hand,
variance decomposition confirms that oil price variations explain inflation
variations in high proportions (in the short, medium, and long term) in the
two regimes, while exchange rate variations explain inflation variations in
low proportions in both regimes across all periods.

Keywords: Exchange rate regime; Inflation; MSVAR model; Algeria.
JEL Classification Codes: E31, F31, E42, C40
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[1.19950]  [-2.35695] [3.14585] [0.05176] [0.68941] [-1.01101]
DLNOILP(-2) -0.00242  -1.19569%*  0.111794%* 0.13042%* -0.35714 -0.13103
-0.06722 -0.58878 -0.05268 -0.0537 -0.5964 -0.12016
[-0.03596]  [-2.03079] [2.12210] [2.42864] [-0.59883] [-1.09049]
DLNDZDSDR(-1)  -0.15253* -0.02315 -0.0222 -0.0621 -0.32984 -0.05715
-0.08272 -0.65684 -0.05328 -0.10555 -1.19097 -0.23064
[-1.84397]  [-0.03525] [-0.41661] [-0.58836] [-0.27695] [-0.24778]
DLNDZDSDR(-2)  0.005089***  0.010971 0.000174 0.002095* -0.00367 -0.00532%*
-0.00097 -0.00781 -0.00068 -0.00122 -0.0134 -0.00262
[5.25416] [1.40477] [0.25498] [1.72158] [-0.27407] [-2.02549]
C -0.00912 0.987772 -0.12372 -0.07404 0.149263 -0.07597
-0.09013 -0.85979 -0.07414 -0.10242 -1.18691 -0.23821
[-0.10117]  [1.14885] [-1.66862] [-0.72290] [0.12576] [-0.31893]
SIGMA-DLNCPI  6.795-05%**  7.55E.05 -1.545.06 9.055-05%%*  _2.695.05 3.79E-05
-8.705-06 -5.20%-05 -4.305-06 -1.40%-05 -0.00011 -2.30%-05
[7.76694] [1.46548] [-0.35580] [6.26280] [-0.24094] [1.63165]
SIGMA-DLNOILP 7.55505  0.003854%*x 1.585-05 22.695-05  0.01217%%* -8.625-05
-5.205-05 -0.00066 -3.305-05 -0.00011 -0.00187 -0.00026
[1.46548] [5.87477] [0.47919] [-0.24094] [6.51868] [-0.33425]
SIGMA-
DLNDZDSDR -1.545.06 1.585.05 2.63E.05%** 3.795-05 -8.625-.05 0.000481 **
-4.305-06 -3.305-05 -4.805-06 -2.305-05 -0.00026 -7.405-05
[-0.35580]  [0.47919] [5.47938] [1.63165] [-0.33425] [6.47794]
Transition Matrix Parameters
Variable Coefficient Std, Error z-Statistic
P11-C  1.588226 0.296866 5.349974 0.0000
P21-C  -1.12128 0.315829 -3.55029 0.0004
daasy ot WY d8gduas (sUéJ JQ dadgnad! el
1 2
1 0.830366 0.169634 5.895059
2 0.245773 0.754227 4.068791
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Variance Decomposition of DLNCPI:

Period S E. DLNCPI CLNOILP DLNDZODSDR
1 0002242 100.0000 0.000000 0000000
2 00105832 61.78259 AT eT270 0544707
3 0.018642 2-1.39498 T8 42935 0175671
4 0028258 10 34532 89 578307 0O O0OF6610
s 0036751 6.749455 az.zo0s19 0.045359
(=] 0.042446 5.280161 294.58583 0.034011
7 0. 044789 4 918263 a5 05119 0. 030551
=1 0.0a4924 4.390788 a5 07879 0.030427
1= 0.045962 4.229212 95.12100 0.0291286
10 0051253 4 33TFTIT2 a5 62901 0023620

Variance Decomposl on of DLMNOCILP:

FPeriod E. DLMGPI DLMNOILP DLMNDZDSDR
hl 0062077 2180184 a7 81982 O 000000
2 0.136949 2144030 a7.85590 7.49E-05
3 0.214729 1.930615 93.05919 0.000194
4 0. 280580 1. 765208 a8 23462 0000168
5 0.323391 1.639996 as.35987 0,000 32
(=] 0.240056 1.559262 92 44001 0000127
7 0. 3406871 1. 559057 98 44076 0. 000185
s 0.350319 1.665846 28 33385 0.000308
=] 0.294070 1. 7284922 92.21467 0000202
10 0.470045 1.799s87=2 as. 19975 0000377

Variance Decompo n of DLMNDZDSDR:

FPeriod S.E. DLMGPI DLMNOILP DLMNDZDSDR
hl 0005132 0. 1322790 0. 309580 299 55763
2 0.015852 1.983604 87.57590 10.44050
2 00272290 2.041496 94 57214 2.285265
4 0028685 1.840277 96 406837 1. 753357
5 0.046514 1.693963 a7 .09318 1212867
(=] 0050377 1.592742 a7y 3273229 10332972
7 0.051007 1.557476 a7 43390 1.008623
8 0.051446 1.628401 a7.28002 0.991575
a 0055953 1. 760980 a7 40060 0. 838415
10 0.065973 1.813992 a7 55289 0603114
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Wariance Decomposition of DLMNCPL
S.E.

Period DLMNCPI DLMNOILP DCLMNDZDSDR
1 0.009511 100.0000 0.000000 0.000000
2 0.009815 a7.9409082 0120727 1.922286
3 0.018102 27.80120 7¥1.54844 0.550363
4 0.019357 24.33989 7494578 0714329
5 0.019568 23.82902 7540958 07561399
(=] 0.019635 23.66956 75.56551 0.754924
7 0.019656 2361954 FT5. 61312 0. 767335
=] 0.019661 23 60745 T5. 62475 0. 767795
=] 0.019664 23 60251 T5. 62954 0. 767946
10 0.019664 23 60154 F5. 63046 0. 768001

Wariance Decomposmon of DLMNOILP:

Period DLMNCPI DLMNOILP DLMDZDSDR
A 0110317 0.065765 299. 93424 0.000000
2 o.119037 0.09408a4 99.54919 0.356727
3 0.120336 0100202 99 48137 0.413424
a 0.120657 0103767 99 47079 0.425440
5 o.1zZ0s038 0.104305 99 46793 0427710
=] 0.120833 01046174 99 46683 0.428559
rd 0120848 0.104648 99 46664 0428716
=1 0.12Z0850 0.104678 99 46652 0.428304
a 0.120851 0.104680 99. 46650 0.428815
10 o.12Z0851 0.104683 99 46649 0.428324

wariance Decomposmon of DLMNDZDSDR:

Period E. DLMNCPI DLMNOILP DLMNDZDSDR
A o.021931 3.301688 0.096051 96 60226
2 0.025660 2502423 2670143 TO.FA615
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a o.031986 1.634467 52. 59407 45 FF 14T
s o.032241 1.6087 78 53.33726 45 05396
=] 0.032242 1611074 53.33172 45 05721
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=] 0.032266 1.608942 S53.39854 44 99252
=] 0.032268 1.6087 34 53 40456 44 98670
10 0.032268 1.608751 S53. 40453 44 98672
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