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This study aims to analyze the impact of exchange rate fluctuations on the inflation rate in the
Algerian economy, based on annual data covering the period from 1970 to 2023. Time series analysis
was conducted using the Cointegration methodology and the Error Correction Model (ECM). The
results of the cointegration test indicated the existence of a long-term equilibrium relationship
between the exchange rate and inflation, suggesting a stationary linear combination between the two
variables, meaning they do not drift significantly apart in the long run. Additionally, the estimation
results revealed consistency between the short-term and long-term relationships, showing that the
effect of the exchange rate on inflation in the Algerian economy is positive in both the short and long
run, aligning with theoretical expectations regarding the relationship between these two variables.

Keywords: Exchange rate, Inflation, Error Correction Model, Algerian economy.
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Selection—-order criteria

Sample: 1975 - 2023 Number of obs = 49

lag LL LR df o FPE ATC HOTIC S5BIC
a -140.12 1.13324 5.80082 5.83012 5.87804
1 -12.5804 255.08 4 0.000 .007321 . 758383 .B4G2T1* .990034+
2 —-8.3305 8.4997 4 0.075 .007254% .T748184% .B94664 1.13427
3 -6.221T7T8 4.2174 4 0.377 .007856 .B253T79 1.03045 1.3659
4 —.496305 11.451+ 4 0.022 007355 . 754551 1.01862 1.44551
5 —.417938 15673 4 0.987 .008694 .915018 1.23727 1.76441

Endogenous: LINF LTC

ExXogenous: _cons
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Johansen tests for cointegration
Trend: constant Humber of obs = a2
Sample: 1972 - 2023 Lags = 2
LH
maximum trace critical
rank parms LL eigenvalue astatistic value
0 ] -16.392111 . 18.3865 15.41
1 ] -7.5210562 0.28908 0.6444¢ 3.76
2 10 -7.1988579 0.01232
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Equation Parms RMSE BE-sqg chiz PrchiZz
I LINF & .599088 0.3336 22.53112 0.0010
D _LTIC & 126991 0.3734 26.81789 0.0002
Coef. S5td. Err. = B=lz| [95% Conf. Interwvall]
D LINF
_cel
Ll1. —.6527423 1664238 -3.92 0.000 —.978927 —.3265577
LINF
LD. 0272269 .1552427 0.18 0.861 —-.2770432 .331497
LZD. 1102375 1359068 0.81 0.417 —.1561349 . 3T7T66098
LTC
LD. 1.447896 .T286076 1.99 0.047 0198511 2.87594
LZD. .B91887 TTOG299 1.16 0.247 —.6185198 2.402294
_cons 002834 0969665 0.03 0.977 —. 1872167 15928848
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beta Coef. Std. Err. z F=lz| [95% Conf. Interval]
_cel
LINF 1 . . . .
LTC .2867844  .1018601 2.82 0.005 .08714232 4864266
_cons -2.59615
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(Eigenvalue Stability Test) 3yed | y9dz! 5 el jLas1:10 08y Jouzt!

Eigenvalue stability condition

Eigenvalue Modulus

1 1
.T13359 . 713359
.0162873 + .0D76032871 .077758
0162873 - .076032871 .077758

The VECHM specification imposes a unit modulus.
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Lagrange-multiplier test

lag chiz df Prok > chiZ
1 1.4850 4 0.825930
2 6.4520 4 0.16784

HO: no autocorrelation at lag order
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