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An Empirical Study about the Relationship between the
Official Exchange Rate and the inflation rate In Algeria
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Abstract:

This paper examines the relationship between the official Exchange Rate and the
inflation rate in Algeria, between 1980 and 2018, using the error correction model
(ECM), and the causality test. This study found that there is a positive relationship
between the official exchange rate and the inflation rate in the short term, so that it
becomes an inverse relationship in the long run, but it is weak relations. The results of
the causality test also showed a one-way causal relationship flowing from the official
Exchange Rate to inflation rate in Algeria.

Key words: Official Exchange Rate, inflation rate, Error Correction Model (ECM),
Test of Causality, Algeria.
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Variable Coefficient Std. Error t-Statistic Prob.
LTC -0.338752 0.112102 -3.021823 0.0045
C 2.998717 0.409331 7.325903 0.0000
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R-squared 0.197943 Mean dependent var 1.829776
Adjusted R-squared 0.176266 S.D. dependent var 0.920892
S.E. of regression 0.835800 Akaike info criterion 2.529065
Sum squared resid 25.84675 Schwarz criterion 2.614375
Log likelihood -47.31676 Hannan-Quinn criter. 2.559673
F-statistic 9.131411 Durbin-Watson stat 0.832111
Prob(F-statistic) 0.004541
Ul peoess 3500 ol @ils .3 Gouke
Variable Coefficient Std. Error t-Statistic Prob.
C -0.144145 0.126428 -1.140135 0.2620
DLTC 1.359839 0.768033 1.770547 0.0853
U(-1) -0.517704 0.136139 -3.802748 0.0006
R-squared 0.296478 Mean dependent var -0.021094
Adjusted R-squared 0.256276 S.D. dependent var 0.756892
S.E. of regression 0.652739 Akaike info criterion 2.060378
Sum squared resid 14.91239 Schwarz criterion 2.189661
Log likelihood -36.14718 Hannan-Quinn criter. 2.106376
F-statistic 7.374828 Durbin-Watson stat 2.348789
Prob(F-statistic) 0.002125
S Bl (s 0 s s 4 goede
Breusch-Godfrey Serial Correlation LM Test:
F-statistic 1.593600 Prob. F(2,33) 0.2184
Obs*R-squared 3.346862 Prob. Chi-Square(2) 0.1876
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Heteroskedasticity Test: ARCH
F-statistic 2.608962 Prob. F(1,35) 0.1152
Obs*R-squared 2.566718 Prob. Chi-Square(1) 0.1091
Lyl Sl iz deeed) BV Lzt L5 6 Gk
Null Hypothesis: Obs F-Statistic Prob.
LTC does not Granger Cause LINF 37 2.98479 0.0648
LINF does not Granger Cause LTC 0.89939 0.4169
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