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Analysis the relationship between the exchange rate and the inflation rate in Algeria. A
.Jpredictive study using the scenarios method for the period 2023-2032
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Abstract: This paper aims to measure and analyze the relationship and sensitivity that can arise
between the inflation rate and the exchange rate in the Algerian economy during the period
(1970-2022) based on the Scenarios technique extracted from the VAR model, The study reached
the following results: The inflation rate delayed by two years affects the exchange rate
significantly and inversely, as the effect size was -0.35. On the other hand, the exchange rate for
the past year affects inflation significantly and positively, as the effect amounted to 0.32%. The
results of the different scenarios confirm the significant relationship between the two variables
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during the forecast period (2032-2023), as the increase (decrease) of the exchange rate by 10%
will lead to a reduction (raising) of the inflation compared with baseline level, up to 2.12%
(8.13%) in the year 2028 (2025). As for raising (lowering) the inflation rate by 10%, it will
contribute to raising (lowering) the exchange rate by a small level about the baseline level, which
reaches 162.09 (161.32) DZD on average during the forecast period.

Keywords: Exchange rate, Inflation rate, VECM Model, Toda-Yamamoto causality test, Impulse
Response Functions, Scenarios.Keywords: keywords; keywords; keywords; keywords; keywords.
Jel Classification Codes: E31 «E42 «C50
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Date: 03M14/23 Time: 23:16

Sample (adjusted): 1972 2022

Included observations: 51 after adjustments
Trend assumption: Linear deterministic trend
Series: TC INF

Lags interval (in first differences): 1 to 1

Unrestricted Cointegration Rank Test (Trace)

Hypothesized Trace 0.05
No.of CE(s)  Eigenvalue Statistic Critical Value  Prob.** —

None * 0.283601 17.67746 15.49471 0.0231 T R
Atmost 1 0.013014 0.668078 3841465 0.4137 TS VAN

Trace test indicates 1 cointegrating eqn(s) atthe 0.05 level
* denotes rejection of the hypothesis atthe 0.05 level
**MacKinnon-Haug-Michelis (1999) pvalues

Llz=nad| Jl9s @il 104 o3 3=l

VECM(4) 7 395 il 103 o, 3=l

Response of TC:

Period TC IMNF
1 4159673 0.000000
2 5780796 1.072615
3 5.333016 1.369718
4 6.238115 1777893
5 G6.887164 3.066220
5] T.042473 4153195
T T.818067 4. 823875
8 5.4810589 5517665
9 8.675768 5.940329
10 8.833653 G.001540

Response of INF:

Period TC IMNF
1 1.543692 4113271
2 2. 375750 3.393093
3 1.256313 2.001181
4 1.000616 1.694036
5 0660567 1.178807
5] -0.535825 0190119
T -0.995760 -0.370908
8 -0.993870 -0.514616
9 -1.208939 -0 737417
10 -1.404422 -0.975173

Cholesky Ordering: TC INF
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Sisalely

Dependent varable. INF
Hemod ARMA Maximum Likelinood (OPG - BHHH)

Hodel: Untitled

Date: 03/16/23 Time: 2318

Sample: 2023 2032

Solve Options:
Dynamic-Deterministic Simulation

Date: 0311623 Time: 22:10

Cosfficient covariance computed using outer product of gradients

Dependent Vafiable: O

Method: ARMA Maximum LIKelihood (OPG - BHHH)

Date: 03/16/23_Time: 21:68

Sample: 1970 2022

Included obsenvations: 53

Convergence achieved after 28 terations

Coefficient covariance computed using outer product of gradients

Solver. Broyden vanable Coefficlent  Std Eor _ t-Statistic _ Prob Varlable Coefficlent  Std. Error  t-Statistic  Preb.
Maxterations = 5000, Convergence = 16-08 c 8481266 4178579 2029701 00477 AR(1) 1897515 0136647 1386595  0.0000
AR(T 0799789 0072969 1096064 00000 AR(2) 0898919 0138161 6506315 00000
" SIGMASQ 1833739 3184572 5758196 00000 HAC) 0577159 0226184 2551611 00139
Parsing Analic Jacobian SIGHASD 18.92280 2072040 0102502 0.0000
0 derivatives kept, 0 derivatives discarded Resquared 0661436 Mean dependent var 8504515
AQUSIBR-Squared 0647894 SD. dependentvar 7429933 Resquared 0989855 Mean dependentvar  48.41589
X SE ofregression 4408813 Akaike nfo criterion 5879286 Adjusted R-squared 0.909246 S dependentvar 4292083
Scenario: Baseling Sum squared resid 9718817 Schwarz aiterion 5990311 SE ofregression 4451801  Akaike info criterion 6020023
Sole begin 221801 Log likelihood 1528011 5922173 Sum squared resid 9711002 Schwarz criterion 6170524
F-statistic 4384137 1710241 Log likelinood -1557930 Hannan-Quinn crer. 6087107
Solve complete 23:18:01 Prob(F-stasistc) 0.000000 Durbin-Wats on stat 1.794035

VEG Granger Causally/Block Exogencily Wald Tests
Date: 03/15/23 Time: 22:47

Sample: 1970 2022

INCIUGED 002 &VATaNS: 47

Dependent variable: D(TCH

Excluged chi-sq ar Pron
DNF) 23 657852 5 0.0515
All 2357352 s 00515
Depandant variable: DOINF}
Excludad Chi-sq of Frob
D(TC) 415.0054 5 0.0000
All 416.0054 5 0.0000
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