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This study aimed to analyze the effect of exchange rate fluctuations on inflation in the
Algerian economy, based on an annual database covering the period from 1970 to 2021. This
study uses the error corrected model (VECM) and the Johansen approach for analysis. The
results of the estimation indicated the existence of a long run equilibrium relationship
between the exchange rate and the inflation rate. It also shown that the exchange rate
fluctuations exert a positive impact on the inflation rate in Algeria, whether in the short or
long run, which was also confirmed by the results of the impulse response function analysis as
well as the causality test according to the Granger approach which showed the inflation has
an effect on the exchange rate on with a relationship that goes in one direction.
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Unrestricted Cointegration Rank Test (Trace)

Hypothesized Trace 0.05

No. of CE(s) Eigenvalue Statistic Critical Value Prob.**
None * 0.334636 21.02558 15.49471 0.0066
At most 1 0.021439 1.061945 3.841466 0.3028

Trace testindicates 1 cointegrating eqn(s) atthe 0.05 level
* denotes rejection of the hypothesis atthe 0.05 level
**MacKinnon-Haug-Michelis (1999) p-values

Unrestricted Cointegration Rank Test (Maximum Eigenvalue)

Hypothesized Max-Eigen 0.05
No. of CE(s) Eigenvalue Statistic Critical Value Prob.*™
None * 0.334636 19.96364 14.26460 0.0056
At most 1 0.021439 1.061945 3.841466 0.3028

Max-eigenvalue test indicates 1 cointegrating egn(s) at the 0.05 level
* denotes rejection of the hypothesis at the 0.05 level
*MacKinnon-Haug-Michelis (1999) p-values
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Cointegrating Eq: CointeEq1

LINF(-1) 1.000000

LTC(-1) 0.337758

(0.08402)

[4.02019]

C -2.902281
e ———

Unsed! eexaas 7 3 gad puotds il :(06) o8y Jgoz)

Error Correction: DLINF) DQA_TCO)

CointEqg1

DILINFCET)Y)

DILINFC-2))

DILTCCETY

DILTCE-2»

-0.681523
(0O.16601)
[-4.105201]

-0.016292
(0.15617)
-0.10432]

0.065721
(0.13767)
[0 4a7740]

1.531952
(0.72734)
[2.10623]

0.998770
(O.77131)
[ 1.29491]

-0.151046
(0.10605)
-1.42431]

0.049976
(0. 03595)
[ 1.39017]

-0.023318
(0.03382)
[-0.68951]

-0.021136
(0.02981)
[-O0.709022]

0277143
(0.15750)
[ 1.75960]

O0.009429
(0O.16702)
[ 0.05645]

0.049947
(0.02296)
[2.17496]

R-squared

Ad]. R-squared
Sum sq. resids
S.E. equation
F-statistic

Log likelihooa
Akaike AIC
Schwarz SC
Mean dependent
S.D. cdependent

0.3684032
0.294962
1S 26322
0.595784
S 016284
-40.95181
1.916400
2.148052
0.013903
0.709549

0.219477
o.128718
O0.71S721
0.129014
2. a418252
24.01599
-1.143510
-0.911859
0.069510
O.138216
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Response to Cholesky One S.D. (d.f. adjusted) Innovations

Response of LINF to Innovations
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Sample: 1970 2021
Included observations: 50

Dependent variable: LINF

Excluded Chi-sq ar Prob.
LTC 9.748468 2 0.0076
All 9.748468 2 0.0076

Dependent variable: LTC

Excluded Chi-sq df Prob.
LINF 3.081711 2 0.2142
All 3.081711 2 0.2142
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