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i Abstract: This study is an attempt to estimate the long run equilibrium real exchange rate in :
i Algeria using behavioural equilibrium exchange rate BEER and permanent equilibrium exchange
i rate PEER models. Our empirical analysis builds on quarterly data from 2003Q1 to 2014Q4 The
i paper proceeds by estimating johansen cointegration and vector-error correction models. The
i results show that the long run behaviour of the algerian exchange rate could be explained by oil :
i prices, government expenditure, net foreign assets, net capital flow, terms of trade and trade :
i openness. Seven episodes of overvaluation and undervaluation were identified. The results further :
i suggest that deviations from the equilibrium path are eliminated within about four months. :
i Keywords: equilibrium exchange rate, misalignment, BEER, PEER.
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t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -4.903510 0.0002
Test critical values: 1% level -3.581152
5% level -2.926622
10% level -2.601424
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VAR Lag Order Selection Criteria

Lag LogL LR FPE AIC sC HQ

0 -73.18234 NA 5.10e-09 3.608104 3.929288 3.727838
1 219.4594 468.2268 2.06e-13 -6.553753 -3.663093* -5.476144
2 299.6099 99.74275 1.32e-13 -7.271549 -1.811414 -5.236065
3 426.9815 113.2192* 1.78e-14* -10.08806* -2.058454 -7.094707*
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Unrestricted Cointegration Rank Test (Trace)

Hypothesized Trace 0.05

No. of CE(s) Eigenvalue Statistic Critical Value Prob.**
None * 0.927473 342.4700 159.5297 0.0000
At most 1 * 0.802200 227.0231 125.6154 0.0000
At most 2 * 0.663646 155.7211 95.75366 0.0000
At most 3 * 0.551554 107.7791 69.81889 0.0000
At most 4 * 0.497556 72.49253 47.85613 0.0001
At most 5 * 0.401261 42.20863 29.79707 0.0012
At most 6 * 0.331013 19.63973 15.49471 0.0112
At most 7 0.043398 1.952163 3.841466 0.1624

Trace test indicates 7 cointegrating egn(s) at the 0.05 level

* denotes rejection of the hypothesis at the 0.05 level
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Unrestricted Cointegration Rank Test (Maximum Eigenvalue)

Hypothesized Max-Eigen 0.05

No. of CE(s) Eigenvalue Statistic Critical Value Prob.**
None * 0.927473 115.4469 52.36261 0.0000
Atmost 1 * 0.802200 71.30202 46.23142 0.0000
At most 2 * 0.663646 47.94201 40.07757 0.0054
At most 3 * 0.551554 35.28656 33.87687 0.0337
At most 4 * 0.497556 30.28390 27.58434 0.0220
At most 5 * 0.401261 22.56890 21.13162 0.0312
At most 6 * 0.331013 17.68757 14.26460 0.0138
At most 7 0.043398 1.952163 3.841466 0.1624

Max-eigenvalue test indicates 7 cointegrating eqn(s) at the 0.05 level

* denotes rejection of the hypothesis at the 0.05 level
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Vector Error Correction Estimates

Date: 05/07/16 Time: 01:32

Sample (adjusted): 2004Q1 2014Q4

Included observations: 44 after adjustments

Standard errors in () & t-statistics in [ ]

Cointegrating EQ: CointEql

LN_REER(-1) 1.000000

LN_OPEN(-1) -0.057964 (0.01899) [-3.05251]
LN_OIL(-1) -0.101766 (0.01042) [-9.76176]
LN_NFA(-1) 0.128649 (0.00562) [22.9075]

LN_GSPEND(-1) -0.086181 (0.00484) [-17.8142]
LN_TOT(-1) 0.149341 (0.00515) [29.0106]

NKF(-1) -0.000733 (5.7E-05) [-12.9189]
PROD(-1) 0.241677 (0.04451) [5.42921]

C -4.803347
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