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i Abstract: This paper evaluates whether Algeria is ready to adopt inflation targeting (1T), a monetary policy :
i framework that several emerging markets have adopted over the last one decade. The paper reviews :
! literature on selected conditions for successful implementation of IT and then focuses on whether one i
¢ specific precondition of an empirically stable monetary transmission mechanism is tenable. Vector :
i autoregressive (VAR) model was applied using select monetary policy and other macroeconomic variables
i to explore the various channels using the Granger causality tests, impulse responses, and variance :
i decompositions. Results show that inflation in Nigeria is impassive to monetary transmission variables in :
¢ the model. Specifically, weak link between prices and credit and interest rate channels were established. :
¢ However, evidence of strong inverse link between exchange rate and prices was found in the model. This :
i suggests exchange rate pass-through on the level of prices in the economy. The paper, therefore, :
i recommends the pursuance of IT lite in Algeria. 3
i Keywords: Inflation targeting, vector autoregressive model (VAR), Granger causality test, monetary

i transmission mechanism, exchange rate.
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At most 3 0.000286 0.013148 3.841466 0.9085
Hypothesized 450l) aall Ay da all Al Jlaayl
No. of CE(s) Eigenvalue Trace Statistic 0.05 A Critical Value Prob. **
None * 0.517710 33.54366 27.58434 0.0076
At most 1 0.232588 12.17763 21.13162 0.5302
At most 2 0.123258 6.050932 14.26460 0.6067
At most 3 0.000286 0.013148 3.841466 0.9085
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Pairwise Granger Causality Tests

Sample: 2003Q1 2017Q4
Lags: 2
Null Hypothesis : Obs F-Statistic Prob.
IP does not Granger Cause CPI 46 0.12176 0.8857
CPI does not Granger Cause IP 0.28901 0.7505
RER does not Granger Cause CPI 46 0.73345 0.4864
CPI does not Granger Cause RER 0.08095 0.9224
TI1 does not Granger Cause CPI | 46 0.21429 0.8080
CPI does not Granger Cause Tl 1.28055 0.2888
RER does not Granger Cause IP | 46 0.26942 0.7652
IP does not Granger Cause RER 0.22040 0.8031
TI does not Granger Cause IP 46 3.79984 0.0306
IP does not Granger Cause Tl 1.65406 0.2038
TI does not Granger Cause RER 46 0.73675 0.4849
RER does not Granger Cause Tl 1.20756 0.3093
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Lag LogL LR FPE AIC SC HO
0 123.9829 NA 5.03e-08 75.453770 5091571 5393619
1 280.6400 277.7102 8.45e-11 “11.84727 -11.03628 11.54652
2 313.2527 51.88389 .05e-11* -12.60240* -11.14260* “12.06103*
3 319.7574 9.165780 6.556-11 “12.17079 -10.06221 -11.38883
) 341.3985 26.55953* 5.586-11 1242771 -9.669823 “11.40464
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Variance Decomposition of CPI

Period S.E. CPI IP RER Tl
2 0.040612 99.28095 0.001121 0.003311 0.714622
6 0.072740 94.51182 0.685420 4.079430 0.723326
10 0.096216 90.38647 3.027430 6.058101 0.527996
Variance Decomposition of IP
Period S.E. CPI IP RER TI
2 0.033125 1.529683 84.18844 0.022652 14.25923
6 0.069401 1.455033 80.43479 1.064672 17.04551
10 0.112494 1.219467 80.19767 0.708832 17.87403
Variance Decomposition of RER
Period S.E. CPI IP RER TI
2 0.031784 5.163944 0.100036 92.16975 2.566274
6 0.034479 6.372622 4.802635 82.78380 6.040948
10 0.036988 6.362197 15.48111 72.17586 5.980827
Variance Decomposition of Tl
Period S.E. CPI IP RER Tl
2 0.388933 1.354309 0.967901 2.081674 95.59612
6 0.698753 1.250984 20.93983 19.29039 58.51880
10 0.964706 2.242534 49.99161 14.53386 33.23199
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:Estimated A matrix
0.000000 | 0.000000 | 0.000000 | 1.000000
0.000000 { 0.000000 | 1.000000 | 0.033555-
0.000000 | 1.000000 | 0.029210 | 0.191653
1.000000 | 1.279275 | 0.011917- | 0.041519-
:Estimated B matrix
0.000000 { 0.000000 | 0.000000 | 0.028825
0.000000 i 0.000000 : 0.028684 : 0.000000
0.000000 | 0.023891 i 0.000000 0.000000
0.237595 | 0.000000 | 0.000000 : 0.000000
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