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Equilibrium exchange rate Estimation in float's Exchange rate regime developing countries
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Abstract:

The aim of this paper is to estimate the equilibrium exchange price and to test the
mixture of real and monetary effects in a sample of the developing countries which is
following one of the flotation systems, whether controlled float or free float using the
currency substitution monetary model. Through theoretical presentation of the model which
depends on the interaction of real effect and monetary one, and then estimating the panel
autoregression distribution lag model (PANEL ARDL). The study concluded that the relative
superiority of the monetary effect (the effect of monetary mass) over the real one (the effect
of GDP) in determining the short-term equilibrium exchange rate which is reflected in the
long term. In addition to the realization of the currency substitution hypothesis with no
adjustment to the equilibrium exchange rate in the long term.

Keywords: Keyword ; Exchange rate, currency substitution, monetary impact, flotation
regime.
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E? M? Y? DM?
Mean 3.935015 -2.425024 -5.726780 0.092340
Median 3.412029 -1.975566 -5.910347 0.080271
Maximum 9.502220 5.793737 -1.780272 0.538732
Minimum -1.810654 -9.973934 -9.745060 -0.292460
Std. Dev. 2.881897 3.375053 2.002923 0.102466
Skewness 0.324844 0.008199 -0.024099 0.834016
Kurtosis 1.858293 2.590141 2.097407 5.572117
Jarque-Bera 39.54478 3.855805 18.72285 215.3736
Probability 0.000000 0.145453 0.000086 0.000000
Sum 2164.258 -1333.763 -3149.729 50.78713
Sum Sq. Dev. 4559.626 6253.649 2202.425 5.764090

Observations 550 550 550 550

Cross sections 25 25 25 25

9 EVIEWS gl Sl s : bzl

S gl i gyl ) Slylasl il 104 (B gkl

3 GSJA..\S‘
E Y M DM
Method Statistic Prob. Statistic Prob. Statistic Prob. Statistic Prob.
Levin, Lin & Chu t* 0.53527 0.7038 -0.42237 | 0.3364 1.10072 0.8645 -11.1533 0.0000
Breitung t-stat -2.24520 0.0124 -0.60644 | 0.2721 4.19366 1.0000 -8.76561 0.0000
Im, Pesaran and Shin W-stat -2.22587 0.0130 -1.37901 | 0.0839 1.93207 0.9733 -12.4972 0.0000
ADF - Fisher Chi-square 70.5551 0.0293 60.9624 | 0.1377 41.0665 0.8120 224.285 0.0000
PP - Fisher Chi-square 76.9258 0.0085 40.0037 | 0.8431 39.1706 0.8654 485.957 0.0000
263‘9.4.'\1\
E Y M DM
Method Statistic Prob. Statistic Prob. Statistic Prob. Statistic Prob.
Levin, Lin & Chu t* -0.60994 | 0.2710 | -0.10738 | 0.4572 | -1.50138 | 0.0666 | -14.1632 0.0000
Im, Pesaran and Shin W-stat 0.06379 | 0.5254 1.84425 0.9674 6.27794 1.0000 | -14.4777 0.0000
ADF - Fisher Chi-square 67.0396 | 0.0541 34.5641 0.9526 28.7182 0.9932 278.583 0.0000
PP - Fisher Chi-square 72.1977 | 0.0216 21.8356 0.9998 23.9661 0.9993 295.379 0.0000
1z 3gadl)
E Y M DM
Method Statistic Prob. Statistic Prob. Statistic Prob. Statistic Prob.
Levin, Lin & Chu t* 6.81566 1.0000 -3.87693 0.0001 -11.2287 0.0000 -7.40549 0.0000
ADF - Fisher Chi-square 12.2608 1.0000 67.4426 0.0505 310.212 0.0000 153.001 0.0000
PP - Fisher Chi-square 8.27495 1.0000 60.0680 0.1558 333.195 0.0000 192.155 0.0000
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(s G Wi gyl i) Oyl il 105 0By Gkl

3&5}«]\
E Y
Method Statistic Prob. Statistic Prob.
Levin, Lin & Chu t* -10.6974 0.0000 -9.30263 0.0000
Breitung t-stat -3.71927 0.0001 -5.93670 0.0000
Im, Pesaran and Shin W-stat -7.34966 0.0000 -6.57000 0.0000
ADF - Fisher Chi-square 143.516 0.0000 129.458 0.0000
PP - Fisher Chi-square 148.873 0.0000 131.584 0.0000
2&5}&\
E Y
Method Statistic Prob. Statistic Prob.
Levin, Lin & Chu t* -14.3222 0.0000 -11.2794 0.0000
Im, Pesaran and Shin W-stat -11.7964 0.0000 -9.69517 0.0000
ADF - Fisher Chi-square 249.466 0.0000 185.804 0.0000
PP - Fisher Chi-square 200.066 0.0000 186.344 0.0000
lcij-uJ\
E Y
Method Statistic Prob. Statistic Prob.
Levin, Lin & Chu t* -13.6014 0.0000 -15.3028 0.0000
ADF - Fisher Chi-square 271.494 0.0000 300.573 0.0000
PP - Fisher Chi-square 263.859 0.0000 300.645 0.0000

Eviews9 gl Slrpus e slezs! iUl slus] 0 - jbaaall
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Series: Residuals
120 — Sample 1996 2017
Observations 525
100 L

Mean -9.21e-05
80 | Median -0.000150
Maximum 0.011891
60 Minimum -0.010389
Std. Dev. 0.002629
40 | Skewness 0.112936
Kurtosis 5.020239
20
Jarque-Bera 90.39593
0l e ] I — SN Probability ~ 0.000000
-0.010 -0.005 0.000 0.005 0.010

9 EViCWSG.AUJ.g Ol Fra: )»L-G-J\

(S1od! Bl L il (08 (3, skl

Residual Cross-Section Dependence Test

Null hypothesis: No cross-section dependence (correlation)

Pool: TCH

Periods included: 22

Cross-sections included: 25

Total panel observations: 550

Note: non-zero cross-section means detected in data

Cross-section means were removed during computation of correlations

Test Statistic d.f. Prob.
Breusch-Pagan LM 837.1021 300 0.0000
Pesaran scaled LM 21.92710 0.0000

Pesaran CD 8.952101 0.0000
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= ARG

(Jauhy :\JS:)U 8 el Jr,aﬂ\ CSJ“J :09 (03) RN

= CHL
Wariable Coefficient Std. Error t-Statistic Prab. * “ariable Coefiicient Std. Errar t-Statistic Prob. *
COIMTEGQO 00172249 581E-07 29661.93 0.0000 COINTEGQDT 0017118 5 ETE-O7 3021 2.01 0.0000
Dy 0.029032 3.34E-08 869.2596 0.0000 DM} -0.074939 0000331 _TE2AT19 0.0000
L) 0.003207 291E-05 1101020 0.0000 [lyy] 0.007251 1.63E-05 4743503 0.0000
LDy 0.029648 288E-05 1028339 0.0000 [alinll} -0.023869  0.000577  -41.40168  0.0000
c 0.023635 2.28E-06 10305.66 0.0000 o 0.021892 6.00E-06 3663.129 0.0000
= AZE = coL
Wariable Coefficient  Std. Error  t-Statistic Prob.* Wariable Coefficient  Std. Error t-Statistic Prob.*
COINTEGQOT 0.016802 4.61E-07 2995023 0.0000 COIMNTEQDT 0.016ERS A BOE-O07 28784 92 0.0000
D) 0.029221 0.000162 180.8158 0.0000 D) 0.016253 8.52E-05 190.8213 0.0000
D 0.012600 474E-05 2656273 0.0000 [aTiy] 0.025607 9.89E-05  250.6300  0.0000
D(Dn) 0.003964 0.000295 13.43516 0.0009 D(DIM) 0.007819 0.000101 77601258 0.0000
o] 0.038813 7.85E-06 4881160  0.0000 C 0.034879 B35E-06  4178.641 0.0000
= BRA = Dz
Wariable Coefficient Std. Error t-Statistic Prab. * “ariable Coefiicient Std. Error t-Statistic Prob. *
COINTEQD 0.017298 7H4E-07 2263568 0.0000 COINTERO1 0.017413 6.24E-07 2792363  0.0000
DiM) 0.006878  0.000572  12.03500  0.0012 DMy 0.014234 6.04E-05 2356996  0.0000
oen -0.003807 0000213  -18.34730  0.0004 DYy 0.000554 4.49E-05 1232881 0.0011
D{OM) 0012924  0.000681 19.56615  0.0003 DO 0030889 0000199 1553298  0.0000
c 0.008268 4BDE-06 1797687  0.0000 c 0.019202 482E-06  3983.412  0.0000
= IDN
= EGY
Wariable Coeflicient Std. Errar t-Statistic Prab. *
Wariahle Coefficient Std. Error - Statistic Prab. *
COINTEQO1 0.017137  B77E-07 2531714 0.0000
COINTEQO1 0017514 BAYE-07 2659339 00000 DO 0008043 0000272  -2958713  0.0001
DMy 0.019087  G1GE-05  309.6066  0.0000 Do 0071845 G03E-05 2418714 00000
thg?a) ggggg; 070504%13:15 ;?fgggg ggggg DDM) -0.013523  0.000262 -5165521  0.0000
: ey : : . (09E- . 0.0000
C 0.008444  2.58E-06 3266528  0.0000 c 0033878 109B-05 3088513
= GHA = IND
Variable Coefiicient Std. Errar t-Statistic Prob. * Wariable Coeflicient Std. Errar t-Statistic Prab. *
COINTEQD! 0017120 568E-07 3014747 0.0000 COINTEQD1 0.016922  5B4E-07 3002555 D.0000
DiMy 0007411 1.30E-05 5680841 00000 Dty -0.003234  3.99E-05  -80.97844  0.0000
DYy 0.005164 1.79E-05 2881527  0.0000 DYy 0.011915 411E-03 1307835 0.00040
D(OM) 0.008824  247E-05 3579679 0.0000 D{DM) -0.000803  5.40E-05 1116511 0.0015
c 0.020673  5.1BE-06 5845353  0.0000 C 0.015577  270E-0B  5769.842  0.0000
= GTM = MDG
Yariable Coefficient Std. Error t-Statistic Proh. * Wariable Coefiicient Std. Errar t-Statistic Frob.*
COINTEQDT 0.017526  G.5BE-07  26E35.54  0.0000 COINTEQD1 0.017043  5E0E-D7 3044400  0.0000
DiM) 0.028316  0.000487 6015200  0.0000 DMy 0.010121 450E-05 2250703  0.0000
D(v) -0.001450  S53E-05  -26.22981  0.0001 oen 0.007117  2.00E-05 3553101  0.0000
D{Dhd) 0.093424 0.000748 124.8586 0.0000 [lin] )] 0.008610 A 16E-05 186.1820 0.0000
c 0025011 5.90E-06 4233716 0.0000 C 0.047708  1.26E-05 3793687 0.0000
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= MUS
= MEX
Variable Cosficient  Std Ermor | tGtafistic  Prob * Variahle Coefiicient  Std. Error tStatistic Prob.
PUN—— 0017011 n48E.07 3103788 00000 COINTEQD1 0016866  535E-07 3142953  0.0000
Do) 0000547 443605 1233473 00012 Dim) 0000838 374E-05 2511853 0.0001
D) 0007561 QOJE06 014965 00000 D{Y) 00135875  1.73E-05  804.2292  0.0000
g : : g D{DM) -0.000874  A507E-05  -19.21106  0.0003
D{DM) 0.000501 BAYE-05  B.O95699  0.0039
pt DO27076  248E-05 1099366 00000 o] 0017703 5.04E-06 3514043 0.0000
= MG = FHL
Vatiable Cosficient  Std. Error  t+Statistic  Prob.” Variable Coeflicient  Std. Error t-Statistic  Prob.™
COINTEQD 0017187 B2TE-07 2743068 0.0000 COINTEQDT 0016862  6.33E-07 3162871  0.0000
DMy 0008535 0000722  -38.36081  0.0000 Din) 0021238 0000105 2031038 0.0000
DN 0.000196  8.12E-05 2146382 01311 DN 0009845 1.54E-03 6387325 0.0000
DO 0003480 0000408 B579387 00024 D{DM) 0.012261 8.34E-05 1481418 0.0000
c 0042379 1.84E-05 2308764  0.0000 c 0019072 3.64E-08 5237247  0.0000
= MOz = PAR
Variable Coefficient Std. Errar +Statistic Prab. * Yariable Coefiicient Std. Errar -Statistic Frah. *
COINTEGD 0017404 T.OSE-07 2470335 0.0000 COINTEGQO1 0016715  AG0E-07  298609.21  0.0000
Diwl) 0073763 0000472 1562850  0.0000 Din) 0041213 0000340 1311218 00000
D{Y) 0002092 0000128 1637847 0.0005 D{¥) 0014454  BATE-05 1768219 0.0000
D{DM) 0057503 0000364 1581037 0.0000 DD} 00416258  0.000426  97.652340  0.0000
o] 0020548 1.53E-05 1935851 0.0000 [ 0040012 1.27E-05 3160825  0.0000
= SLE
= TUN
Wariable Coefficient Std. Errar t-Statistic Prab.*
COINTEGD 0.017287 5.98E-07 2892866 n.oaona Yariahle Coefficient Std. Error +Statistic Prob. *
DMy 0009906 1.14E-05  8G8.8850  0.0000
D) 0002374 3.25E-05 -7T3AG154  0.0000 COINTERO1 0.017138  &BBE-07 3027970  0.0000
Di{DM) 0005610  3.51E-05  159.7384  0.0000 DMy 0.010723  2ATE-05 4937347 0.0000
C 0055590  1.76E-05 3166943  0.0000 Dev 0002886 1.17E-05 2482727 0.000O0
D{DM) 0.012266  2.35E-08 217815  0.0000
c 0.017183  2B4E-06  65320.250  0.0000
= BYC
= UGA
Wariable Coeflicient Std. Errar -Statistic Frob.*
Yariahle Coefficient Std. Error +Statistic Frob. *
COINTERO1 0017634 T4TE-0T 2360235  0.0000
DM} 0036847 0.000840  43.84335  0.0000 COINTEQO1 0.017071 558E-07 3080578 0.0000
D{Y) -0.008543 0000211 -45.24935  0.0000 DMy 0.002478  B.O0E-06 4127787 0.0000
mlyn]t)] 0035327 0000286  123.645%  0.0000 [Ty 0.005988  1.14E-08 6251306 0.0000
o] 0020136 985E-06 2024100  0.0000 D{DM) 0.016844  1.21E-05 1400819  0.0000
c 0.050180  1.27E-05  39B4.860  0.0000
= THA
= URU
Wariable Coefficient Std. Error t-Statistic Prob. ™
Variahle Coefficient Std. Error t-Statistic Prob. =
CO'ET;QE” gg;;ié; ?égggg 52179855; ggggg COINTEQO1 0.017336  B.O0E-07  28807.45  0.0000
() D : : DMy 0015306  317E-05 4833822  0.0000
D) 0001422 213E-05  BB.85281  0.0000 Den 0003380 216E-05 -156.3291  0.0000
DiDh) 0.028341 0.000121 234.8040  0.0000 DM 0004214  SAGE-05  TE75230  0.0000
o 0007019 220E-06  3068.831 0.0000 - 0075086  485E-06 5333453 00000
= ZMB
Yariahle Coefficient Std. Error -Statistic Frob.*
COINTEROT 0017018 5.47E-07 310498.40 0.00o0
[BT{ )] 0.011067 1.77E-05 6256521 0.00o0
D) 0.005463 4.15E-06 1317.420 0.00o0
DD 0.010132 2.25E-05 4496587 0.0000
C 0.041400 6.10E-06 G781.811 0.00o0
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