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Abstract: In this paper, we attempted to trace the impact of economic shocks on the economic
relations between the inflation index and the exchange rate index in Algeria between 1970 and
2016. The statistical results were not homogeneous values of variables due to violent volatility
during the study period and according to standard tests we found stability of the two chains at
the level This result led to their long-term convergence. Granger's causality also showed a one-
way causality from the inflation index to the inflation index. We were able to build the ECM

error correction model, which was statistically, economically and economically acceptable.
Keywords: inflation, exchange rate, string stability, standard model, causality-.
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Pairwise Granger Causality Tests
Date: 03/21/18 Time: 22:04
Sample: 1970 2017

Lags: 2

MNull Hypothesis: Obs F-Statistic FProb.
LTCMN does not Granger Cause LINF 46 4 32677 00197
LINF does not Granger Cause LTCHN 1.567148 0. 2200

D (e i sa s e a3 dpnl) (A g A sl G il G i J5Y) land) b
o .Q?f;=320<5=4.32j prob=0.019<0.05 . LINE ai il Jawe s LTCN, (4,
s FINE il o e s 25m5 a2 o Gt ) By il B ) i ) L)

Fis =320 F =157 § Prob=022>0.05 ;LTCN, 4 ) .,

ALINF, = B, + i(ﬁh x ALINF,_, )+ ¥'(B,, x ALTCN_, )+ A x (LINF,_, - &, — &, x LTCN_, )+ U,

i=1 i=1

Dependent Variable: DLINF

Method: Least Squares

Sample (adjusted): 1972 2017

Included observations: 46 after adjustments

Variable Coefficient ~ Std Error  t-Statistic Prob.

C -0.082621  0.100869 -0.820715  0.4164
DLINF(-1) -0.116573  0.140458  -0.829953  0.4113
DLTCN(-1) 1449191 0719933 2012952 0.0508
ECM(-1) -0.497928  0.140370 -3.547259  0.0010
R-squared 0326547 Mean dependent var 0.013107
Adjusted R-squared 0.278444 S.D. dependent var 0.705689
S.E. of regression 0.599452  Akaike info criterion 1.897341
Sum squared resid 15.09241  Schwarz criterion 2.056353
Log likelihood -39.63884  Hannan-Quinn criter. 1.956908
F-statistic 6788400  Durbin-Watson stat 2096625

Prob(F-statistic) 0.000779

ALINE, =—0.08—0.11x ALINE_, +1.45x ALTCN, , —0.49 + U,
(-0.82) (0.82) (2.01) (-3.45)
6y°=201  FiS=321 R*=3265% n=46
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F-statistic 0424692 Prob. F(3,42) 0.7363

Obs*R-squared 1354332 Prob Chi-Square(3) 07163 Breusch-Godfrey Serial Correlation LM Test
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