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Abstract. The exchange rate can have a major impact on inflation, and on the value of money, however

the exchange rate is only one factor among many that combine to influence inflation, but the relationship
between the two variable is not only in one direction ,also inflation is more likely to have a significant
impact on a country’s exchange rate , therefore the relation between them is complex and difficult to
manage , a higher interest rate tend to attract investment which is likely to increase the demand for

money, however a higher interest rate often cause increasing inflation.

Beyond the variable that can influence inflation, numerous other factors beside inflation can impact
exchange rate such as country’s rate of economic growth, balance of trade, debt level and the stability of
nation government and economy, in this paper we attempt to test causality between the inflation and
exchange rate in Algeria to see if there is any significant relationship between the two variables.

Key words: , inflation rate, nominal effective exchange short run causality test.
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Sllall Jgs o (4 lags) ol 4 jlesl @y A JaEY) ¢ et e slazeVI @ Rl Lt 6l Y
;‘;J\ structural changes SGa! ol padl I J&d dummy variable 9 & 1,3 &« information criterion
LBl slasl £ J ) e AU Sliand) Ol s e Bl (6 515 slasY) g e
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HQ SC AIC Lag
36.81 37.07 36.69 0
31.48 32.24 31.12 1
31.60 32.87 31.01 2
31.73 33.51 30.98 3
31.58 33.87 30.51 4
30.55 33.35 29.24 5

AIC: Akaike information criterion
SC: Schwarz information criterion
HQ: hannan-Quinn information criterion
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Sl el w5 et 1(03) o3, J st
Var residuals normality tests
Null hypothesis residuals are multivariate normal
Sample 1980 2014
Included observations 30

Probability df Jarque-bera component
0.7924 2 0.465350 1
0.7050 2 0.699239 2
0.6103 2 0.987719 3
0.6920 2 0.736463 4
0.9411 8 2.888770 joint
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Var residuals serial correlation LM test
Null hypothesis:no serial correlation at
Sample 1980 2014
Included observations 30

Probability LM test lag
0.8996 9.320188 1
0.9125 9.021517 2
0.8230 10.77732 3
0.3693 17.25546 4
0.2262 19.86861 5
0.2523 9.594706 6
0.8869 25.83598 7

Eviews 9 gl » Jlenzalyy (01) o3, J gt lily e sloxeVl Ul slas] e T jall
B ) O MY p s 238 3 elenSU L) DL ASCis 3y pde Jpad) D e Bl
Wy W 5 emd) Bl ) pvalue 2ed S (Sl )l S 30l (3 fennas b F g cAnll) 5 il
AR oA aby o N Uy el & siel) (6 ses D0 xS (0 Amled) Sl Bl ] o dnl )
sllax S Lol b Y1 alSCae el Y 3 el Ly (oS0 Ll LLIYY 5 g g o)
breusch-pagan- ;L) Jlaszal & bl S pday Balecl) ASCad) Lzl o e Lopldl O pae =3-3

L (8 ol B cnnd 3,08 ladall) 55l Sldall s e bl ol e i S5 Eo goldfrey
5 0T o 3 pedl s (38 bl s g A3 e acde 58 G F L) e W) s e

.homoscedastic <U Uad| a>

115



(1)27—AuaB) cilad 3 — Apilady) o shal) g (3 s8al) Alaa Ly edle ol daals

S5l U8 Jl=all Couwdl Bpall jow Olgimey psiaidll u J2V 6,08 dyll @Ml dwl >
Al =il z3gas JIS (0

S G ol pae et 1(05) 3, J gt
Heteroskedasticity test breusch-pagan

Null hypothesis: residuals are homoscedastic

0.8822 Prob.f(17,12) 0.537694 F statistics(first model)
0.9425 Prob.f(17,12) 0.435929 F statistics (second model)
0.3180 Prob.f(17,12) 0.318069 F statistics (third model)
0.5277 Prob.f(17,12) 0.979266 F statistics (forth model)
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Var granger causality Var granger causality
Included observations 30 Included observations 30
Dependent variable d_M?2 Dependent variable d  INF

Prob df Chi-sq excluded prob df Chi-sq excluded
0.5000 4 | 0.354857 D_inf 0.0113 | 4 | 13.00120 D_m2
0.0201 4 | 11.65572 D_neer 0.0244 | 4 | 11.19959 D_neer
0.4429 4 | 3.736352 D _oil 0.0015 | 4 | 17.50469 D _oil
0.0644 12 | 20.14373 all 0.0001 | 12 | 40.69274 all

Dependent variable d_oil Dependent variable d_neer

Prob df Chi-sq excluded prob df Chi-sq excluded
0.7791 4 | 1.763803 D_inf 0.6337 | 4 | 2.561005 D_inf
0.7106 4 | 2.136767 D_m2 0.3538 | 4 | 4.406260 D_m2
0.7626 4 | 1.854035 D_neer 0.8562 | 4 | 1.330405 D_oil
0.9588 12 | 4.974179 all 0.8912 | 12 | 6.458971 all
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