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Exchange rate regimes and their relationship to inflation A standard study of the case of Algeria
(1980 - 2020)
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Abstract:

This study aims to test the Relationship between inflation and exchange rate regimes for
algerian economy over the period ( 1980-2020 ), the variables included in study are:
cunsumer prices index, money supply, importations rate, nominal exchange rate, government
spending and real interest rate, for testing the inflation function stability the CUSUM,
CUSUMSQ and chow breakpoint test are used, the results of stability tests reveal that
inflation function in Alegria is not stable at 5 % level of significance , therfore the exchange
rate regime have a significant impact on inflation rate.

Keywords: Exchange rate regime, Inflation, Cusum and cusumSq test, chow breakpoint test,
Algeria.
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Corrélation
Probability CPI M2 IMPR RIR GOV EXC
CPI 1.000000
M2 0.316243 | 1.000000
0.0440 | -—---
IMPR 0.469698 | 0.481450 1.000000
0.0019 0.0014 | --—---
RIR 0.575748 | 0.364872 | 0.302030 | 1.000000
0.0001 0.0190 0.0550 |  -----
GOV 0.225734 | 0.495881 | 0.376372 | 0.315672 1.000000
0.1559 0.0010 0.0153 0.0444 |  --—--
EXC 0.476988 | 0.208954 | 0.158714 | 0.267665 | 0.035100 | 1.000000
0.0016 0.1898 0.3216 0.0907 0.8275 | -
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(2020 — 1980) Ll Alal duuld Loy adailly il g Ciypall jaas Aall

CPI M2 IMPR RIR GOV EXC
Mean 67.69487 | 63.62381 | 26.87743 | -1.466146 | 16.73746 | 79.18138
Median 70.43813 | 64.09367 | 26.05371 | -2.310000 | 16.71816 | 66.57388
Maximum 155.0173 | 96.49804 | 36.52335 | 21.06000 | 21.56035 1119.377
Minimum 6.156025 | 33.00584 | 18.41211 | -29.77000 | 11.23158 | 3.837450
Std. Dev. 4751104 | 15.26325 | 4.317598 | 10.01515 | 2.570382 | 170.5269
Skewness 0.195066 | -0.257836 | 0.387820 | -0.146544 | -0.199348 | 5.719528
Kurtosis 1.864201 | 2.354157 | 2.508200 | 3.483544 | 2.624972 | 35.48884
Jarque-Bera | 2.463830 | 1.166846 | 1.440953 | 0.546181 | 0.511824 | 2026.727
Probability 0.291733 | 0.557985 | 0.486520 | 0.761024 | 0.774210 | 0.000000
Sum 2775.490 | 2608.576 1101.975 | -60.11200 | 686.2358 | 3246.437
Sum Sg. Dev. | 90291.96 | 9318.676 | 745.6661 | 4012.125 | 264.2745 | 1163177.
Observations 41 41 41 41 41 41
el Slayall By 735031yl il (06 e
Dependent Variable: CPI
Sample: 1980 2020
Included observations: 41
Variable Coefficient Std. Error  t-Statistic Prob.
C -18.01406 46.46515 -0.387690  0.7006
M2 -0.163145 0.461220 -0.3563723  0.7257
IMPR** 3.549669  1.500071 2.366334 0.0236
RIR*** 1.962994 0.621394 3.159017 0.0033
GOV -0.217464 2.565006 -0.084781  0.9329
EXC** 0.090939  0.034208 2.658432 0.0118
R-squared 0.526211 Mean dependent var 67.69487
Adjusted R-squared  0.458527 S.D. dependent var 47.51104
S.E. of regression 34.96092 Akaike info criterion 10.08080
Sum squared resid 42779.32 Schwarz criterion 10.33156
Log likelihood -200.6564 Hannan-Quinn criter. 10.17211
F-statistic 7.774517 Durbin-Watson stat 0.937299
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Chow Breakpoint Test: 1994
Null Hypothesis: No breaks at specified breakpoints
Varying regressors: All equation variables

Equation Sample: 1980 2020

F-statistic 52.88478 Prob. F6,29, 0.0000
Log likelihood ratio 101.6814 Prob. Chi-Square®6) 0.0000
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a5y Chow el sts of LS #3501 ¢ Breakpoint  Jof abas’1994 s jleel d- & 5 Jodl P
L% 1 SIS 32005 tpmn Gomn dis 2 b ol e ST LU Fostatistic astast of oo o3sadl 3yl il pis
Sy S I gl plas 1) JUs VG JWL g ¢ it b Sl o) 23ge QUL g Redall Bm i) by L) Lbity

A LW 4wy weadl S e

alylt 320 I3 CPT St jlanl piged Ldadl 5 8yuiall ol - (07 ) K200

246

——
| —



sl 8yL8 s Baew (o2 D

200

160 ]

120 |

T T T T T T T
1980 1985 1990 1995 2000 2005 2010 2015 2020

—— CPIF —a— CPI
AN IV
tk b gl (S aibd) aehll s oAl el e

oS e eVl r iy AT ) Ly 3k EylRe Radsiie el SV e (A Ll gpei 355 V)
0 el & )ee 6 e Ve g las o) ol Of s a2 wlu)s sae =

5 Gpams i PlgzVl e Ji50 o ggme Ky S5 oV Srall an OF W a8 )2V 2358 5 il
o8 5 A sLaBW il woeiad) e g (K 35 Bl jan dlew OF plizal Se QWL 5 D0
Inflation targeting el Oligaal g il S al 31517 Lgalusza

v

oS8 Uy i pé (et e el DenV) el J55e 2358 0T W ST 2300l syl il jlaml mils v/
A Sl Al el S o spinn [SKaw S Oyl pllas OF s

247

——
| —



(2020 — 1980) Ll Alal duuld Loy adailly il g Ciypall jaas Aall

8\;@5\
Barro R ], G. D. (1983y. Rules , Discretion and Reputation in a model of monetary policy .
Jounal of monetary economics, 101-121 .

Bernake B S, M. F. (1999). inflation targeting from the internationale experience . Princeton
University press, 20-32.

Biswajit Mohanty, B. (2014). exchange rate regimes and inflation , Evidence from India . /MF
Working paper, 100-121.

Bourbonnais, R. (2011y. Econometrie , manuel et exercices corrigés . Paris: DUNOD.

Carmen Reinhart, k. R. (2004y. The modern History of exchange rate arrangements. the
quartely journal of economuics, 1-48.

Coricelli, F. (2004y. L'influence du regime de change sur l'inflation dans les pays adhérents .
economuie et prevision , 51-61 .

Ghosh, A. . (1996y. Does the exchange rate regime matter for inflation and growth . Economic
Issu IMF, 27-39.

Giavazzi, F. |. (1989). Limiting exchange rate flexibility . Cambridge the MIT press, 12-25.

Mohanty, B. (2014y. Exchange rate regimes and inflation Evidence from Idia . /MF working
paper, 100-121.

Regis, B. (2011y. Econometrie manuel et exercices corriges . Paris: DUNOD .

S, M. d. 2007y. Choix de régime de change dans les pays emergents . documet de travail, 1-20

Yeyati E, S. F. (2001y. Exchange rate regimes and economic performance . IMF Staff Papers ,
62-98.

y 200 @l gl clof 2. BU SULy plasanl B WUE ¢ ol e Byl e alail b 560 2014y, £ p, 55
-42.

248

——
| —



