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the impact of exchange rate changes on the balance of trade in Algeria;
Using the Autoregressive Distributed Time-Lapse (ARDL) model
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Abstract:

This study aims to find the long-term and short-term relationships
between the trade balance, the real effective exchange rate, the inflation
rate and the oil prices for the period 1990 to 2019 in Algeria, using the
Bounds Testing Approach to test the joint complementarity, and the Error
Correction Model. Under the ARDL model, the boundary test results
indicate a long-term equilibrium relationship between trade balance and
study variables; The results showed that the real effective exchange rate
and the rate of inflation are negatively related to the trade balance in the
long and short term. However, the price of oil positively affects the trade
balance in the short term. However, we do not find a long-term relationship
between the trade balance and oil prices. Our findings also indicate that the
Marshal-Lerner trade balance condition does not hold up even in the short
term.

Keywords: Trade Balance, Real Nominal Exchange Rate, Inflation Rate,
Oil Prices, Marshall-Lerner Clause.

Jel Classification Codes: E31; E42; E43; F32; Q43.
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ARDL Long Run Form and Bounds Test
Dependent Variable: D(LNX_M)

Selected Model: ARDL(1, 0, 0, 1)

Case 2: Restricted Constant and No Trend
Date: 01/11/21 Time: 19:37

Sample: 1990 2019

Included observations: 29

Conditional Error Correction Regression

Variable Coefficient Std. Error t-Statistic Prob.
C 1.740370 0.451310 3.856262 0.0008
LNX_M(-1)* -0.442693 0.098313 -4.502888 0.0002
LNEX** -0.318722 0.107114 -2.975533 0.0068
LNINF** -0.155753 0.041282 -3.772909 0.0010
LNOP(-1) -0.010612 0.050041 -0.212064 0.8339
D(LNOP) 0.587314 0.122065 4.811475 0.0001

* p-value incompatible with t-Bounds distribution.
** Variable interpreted as Z = Z(-1) + D(2).

Levels Equation
Case 2: Restricted Constant and No Trend

Variable Coefficient Std. Error t-Statistic Prob.
LNEX -0.719962 0.196366 -3.666436 0.0013
LNINF -0.351831 0.085372 -4.121164 0.0004
LNOP -0.023971 0.114814 -0.208784 0.8365

C 3.931327 0.845863 4.647714 0.0001

EC = LNX_M - (-0.7200*LNEX -0.3518*LNINF -0.0240*LNOP + 3.9313)

F-Bounds Test Null Hypothesis: No levels relationship
Test Statistic Value Signif. 1(0) I(1)
Asymptotic:
n=1000
F-statistic 5.752236 10% 2.37 3.2
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k 3 5% 2.79 3.67
2.5% 3.15 4.08
1% 3.65 4.66

Finite Sample:

Actual Sample Size 29 n=35
10% 2.618 3.5632
5% 3.164 4.194
1% 4.428 5.816

Finite Sample:

n=30
10% 2.676 3.586
5% 3.272 4.306
1% 4.614 5.966

173



