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Abstract: The aim of this paper is to estimate the Equilibrium real exchange rate (ERER) in
Algeria, from 1980 to 2015 by applying the Behavioral Equilibrium Exchange Rate's approach.
we will use a co-integration method in order to see whether there is a long run relationship
between the ERER and its fundamentals such as: terms of trade ,openness of trade ,net foreign
assets, government spending, productivity.

To adapt the dependent variable's behavior in the short term with his behavior in the long
term we will try to estimate the vector error correction model (VECM).Our findings showed that
every increase of 01% in the terms of trade, openness of trade, government spending will lead to
a decline in the real exchange rate by 0.75%, 0.99%, 1.43%, respectively, while all other
variables were statistically no significant And since the coefficient of the vector error correction
model also has been found no significant, the vector of error correction model (VECM) is
rejected.

Keywords: Equilibrium real exchange rate, BEERs approach, Cointegration, Vectorerror

correction model.
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Null Hypothesis: RESID04 has a unit root
Exogenous: Constant, Linear Trend
Lag Length: 0 (Automatic based on SIC, MAXLAG=8)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -6.285388 0.0000

Test critical values: 1% level -4.252879
5% level -3.548490
10% level -3.207094

*MacKinnon (1996) one-sided p-values.
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VAR Lag Order Selection Criteria
Endogenous variables: LREER LOPEN LGOV LTOT NFA PROD
Exogenous variables: C
Date: 02/10/17 Time: 15:47
Sample: 1980 2015
Included observations: 34

Lag LogL LR FPE AIC SC HQ
0 -46.98976 NA 9.10e-07 3.117044 3.386402 3.208903
1 117.8036 261.7306* 4.83e-10* -4.459035 -2.573531* -3.8160247
2 154.3382 45.13097 5.78e-10 -4.490482* -0.988831 -3.296319

* indicates lag order selected by the criterion
LR: sequential modified LR test statistic (each test at 5% level)
FPE: Final prediction error
AIC: Akaike information criterion
SC: Schwarz information criterion
HQ: Hannan-Quinn information criterion
Eviews 06 poby Ol s o slaxeYly I 31us) 1 pbaal)
e el G gl bl s sas e ST i
sequential modified LR test statistic:LR
Final prediction error:FPE
Akaike information citerions:AIC
Schwarz information citerions :SC
Hannan-Quinn information citerions :HQ
Qb;-‘\:}\ Sde aa :0.1.2
(D) sasly 8 o 23sadl Lpeian OF 2 ) o=l sae OF U] jLes V) gl ez
(S BV Jadll i) Gl ey ol of & Johansony e pad) JeSE) e Ll
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Date: 02/10/17 Time: 01:10

Sample (adjusted): 1982 2015

Included observations: 34 after adjustments
Trend assumption: Linear deterministic trend
Series: LOPEN LGOV LREER LTOT NFA PROD
Lags interval (in first differences): 1 to 1
Unrestricted Cointegration Rank Test (Trace)

Hypothesized Trace 0.05

No. of CE(s) Eigenvalue Statistic Critical Value Prob.**|
None * 0.695192 107.4604 95.75366 0.0061

At most 1 0.584675 67.06597 69.81889 0.0813

At most 2 0.426307 37.19039 47.85613 0.3386

At most 3 0.331809 18.29791 29.79707 0.5441

At most 4 0.123413 4.589733 15.49471 0.8507|

At most 5 0.003267 0.111267 3.841466 0.7387|

Trace test indicates 1 cointegratingeqn(s) at the 0.05 level
* denotes rejection of the hypothesis at the 0.05 level
**MacKinnon-Haug-Michelis (1999) p-values
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Dependent Variable: LREER
Method: Least Squares
Date: 02/10/17 Time: 15:36
Sample: 1980 2015
Included observations: 36
LREER=C(1)+C(2)*LTOT+C(3)*LOPEN+C(4)*NFA+C(5)*LGOV+C(6)
*PROD

Coefficient Std. Error t-Statistic Prob.

C(1) 2.046820 1.389201 1.473379 0.1511
C(2) -0.752206 0.297211 -2.530884 0.0169
C(3) -0.999797 0.476975 -2.096120 0.0446
C(4) -0.004208 0.003168 -1.328293 0.1941
C(5) -1.439110 0.659163 -2.183240 0.0370
C(6) 0.364359 3.039111 0.119890 0.9054

R-squared 0.594485 Mean dependent var  5.063049
Adjusted R-squared 0.526899 S.D. dependentvar  0.540976
S.E. of regression 0.372096 Akaike info criterion 1.011682
Sum squared resid 4.153661 Schwarz criterion  1.275601
Log likelihood  -12.21027 Hannan-Quinn criter.  1.103797|
F-statistic 8.796003 Durbin-Watson stat  0.301911

Prob(F-statistic) 0.000032
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Log (reer)=2.046820 -0.752206 log(tot) -0.999797 log(open) -0.004208(nfa)
-1.439110log(gov) +0.364359(Prod)
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Vector Error Correction Estimates

Date: 02/10/17 Time: 15:56

Sample (adjusted): 1983 2015
Included observations: 33 after adjustments
Standard errors in () & t-statistics in [ ]

Error Correction: D(LREER) ~ D(LTOT)  D(LOPEN) D(NFA)  D(LGOV)  D(PROD)

CointEq1  -0.034998  -0.051205  0.003552  -1.887834  0.023391  0.006508
(0.02078)  (0.04313)  (0.02339)  (0.94055)  (0.01417)  (0.00278
[-1.68444]  [-1.18727]  [0.15189]  [-2.00715]  [1.65075]  [2.33916
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D(LREER) = C(1)*( LREER(-1) - 0.90914476351*LTOT(-1) + 1.31974100576*LOPEN(-1)
+0.00502418968901*NFA(-1) + 1.90509522515*LGOV(-1) - 57.8622419914*TECH(-1) -
0.2275569257 ) + C(2)*D(LREER(-1)) + C(3)*D(LREER(-2)) + C(4)*D(LTOT(-1)) +
C(5)*D(LTOT(-2)) + C(6)*D(LOPEN(-1)) + C(7)*D(LOPEN(-2)) + C(8)*D(NFA(-1)) +
C(9)*D(NFA(-2)) + C(10)*D(LGOV(-1)) + C(11)*D(LGOV(-2)) + C(12)*D(PROD (-1)) +
C(13)*D(PROD(-2)) + C(14)
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