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Abstract:

This work falls within the framework of macro-economic policies, specifically,
international finance. It aims at examining the exchange policy in increasing the
effectiveness of monetary strategies, through the study of the relationship
between the exchange and inflation rates in the Algerian economy. This can be
done by means of the synchronous complementarity because one of the
objectives of the monetary policy is to reduce inflation. Therefore, in order to
achieve an efficient monetary policy, authorities need to adopt an inflation
targeting plan.

This research work came up to several results, notably the existence of a close
relationship of synchronous complementarity between the exchange rate and
inflation. Another noticeable result is that there is no short-term relationship
between exchange rate and inflation. For this reason, the exchange rate policy
cannot increase the efficiency of the Algerian monetary policy under the current
circumstances.

Keywords: exchange policy, inflation, monetary policy, synchronous
complementarity
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Null Hypothesis: TC has a unit root

Exogenous: None
Lag Length: 1 (Automatic based on SIC, MAXLAG=1)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic 0.775638 0.8734
Test critical values: 1% level -2.679735

5% level -1.958088

10% level -1.607830

*MacKinnon (1996) one-sided p-values.

Augmented Dickey-Fuller Test Equation
Dependent Variable: D(TC)

Method: Least Squares

Date: 10/10/13 Time: 18:20

Sample (adjusted): 1992 2012

Included observations: 21 after adjustments

Variable Coefficient Std. Error t-Statistic  Prob.
TC(-1) 0.014284 0.018415 0.775638 0.4475
D(TC(-1)) 0.476713 0.194477 2.451256 0.0241
R-squared 0.096306 Mean dependent var  2.966667

Adjusted R-squared  0.048743 S.D. dependentvar  5.011576
S.E. of regression 4.887911 Akaike info criterion 6.101800
Sum squared resid 453.9417 Schwarz criterion 6.201278
Log likelihood -62.06890 Hannan-Quinn criter. 6.123389
Durbin-Watson stat  1.951833
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(2)pd, Gl

Null Hypothesis: D(TC) has a unit root

Exogenous: None

Lag Length: 0 (Automatic based on SIC, MAXLAG=1)

t-Statistic ~ Prob.*

Augmented Dickey-Fuller test statistic -2.625942  0.0114
Test critical values: 1% level -2.679735

5% level -1.958088

10% level -1.607830

*MacKinnon (1996) one-sided p-values.

Augmented Dickey-Fuller Test Equation

Dependent Variable: D(TC,2)
Method: Least Squares

Date: 10/10/13 Time: 18:24
Sample (adjusted): 1992 2012

Included observations: 21 after adjustments

Std. Error  t-Statistic  Prob.

0.175965 -2.625942  0.0162

Variable Coefficient
D(TC(-1)) -0.462075
R-squared 0.255031

Adjusted R-squared  0.255031
S.E. of regression 4.838984
Sum squared resid ~ 468.3153
Log likelihood -62.39621
Durbin-Watson stat ~ 1.987544

Mean dependent var -0.233333
S.D. dependent var  5.606412
Akaike info criterion 6.037734
Schwarz criterion 6.087474
Hannan-Quinn criter. 6.048529
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(3)pds alall

Null Hypothesis: INF has a unit root

Exogenous: None

Lag Length: 0 (Automatic based on SIC, MAXLAG=1)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -1.168508 0.2137
Test critical values: 1% level -2.674290

5% level -1.957204

10% level -1.608175

*MacKinnon (1996) one-sided p-values.

Augmented Dickey-Fuller Test Equation

Dependent Variable: D(INF)
Method: Least Squares

Date: 11/10/13 Time: 18:25
Sample (adjusted): 1991 2012

Included observations: 22 after adjustments

Std. Error  t-Statistic  Prob.

0.080923 -1.168508  0.2557

Variable Coefficient
INF(-1) -0.094559
R-squared 0.057241

Adjusted R-squared  0.057241
S.E. of regression 5.539043
Sum squared resid 644.3009
Log likelihood -68.36501
Durbin-Watson stat  1.711311

Mean dependent var -0.355000
S.D. dependent var  5.704720
Akaike info criterion  6.305910
Schwarz criterion 6.355502
Hannan-Quinn criter. 6.317592
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Null Hypothesis: D(INF) has a unit root
Exogenous: None
Lag Length: 0 (Automatic based on SIC, MAXLAG=1)

t-Statistic ~ Prob.*

Augmented Dickey-Fuller test statistic -4.534333  0.0001
Test critical values: 1% level -2.679735

5% level -1.958088

10% level -1.607830

*MacKinnon (1996) one-sided p-values.

Augmented Dickey-Fuller Test Equation
Dependent Variable: D(INF,2)

Method: Least Squares

Datel1/10/13 Time: 18:26

Sample (adjusted): 1992 2012

Included observations: 21 after adjustments

Variable Coefficient Std. Error t-Statistic ~ Prob.
D(INF(-1)) -0.962042  0.212168 -4.534333  0.0002
R-squared 0.506455 Mean dependent var -0.230000

Adjusted R-squared  0.506455 S.D. dependent var  7.800304
S.E. of regression 5.479927 Akaike info criterion 6.286508
Sum squared resid 600.5919 Schwarz criterion 6.336248
Log likelihood -65.00834 Hannan-Quinn criter. 6.297303
Durbin-Watson stat  2.068716
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Null Hypothesis: RESIDO01 has a unit root

Exogenous: None

Lag Length: 0 (Automatic based on SIC, MAXLAG=1)

t-Statistic ~ Prob.*

Augmented Dickey-Fuller test statistic -3.518049 0.0012
Test critical values: 1% level -2.674290

5% level -1.957204

10% level -1.608175

*MacKinnon (1996) one-sided p-values.

Augmented Dickey-Fuller Test Equation

Dependent Variable: D(RESIDO01)

Method: Least Squares
Date: 11/10/13 Time: 18:26
Sample (adjusted): 1991 2012

Included observations: 22 after adjustments

Variable Coefficient

Std. Error  t-Statistic  Prob.

RESIDO1(-1) -0.654693

0.186095 -3.518049  0.0020

R-squared 0.357367
Adjusted R-squared  0.357367
S.E. of regression 5.020273
Sum squared resid 529.2660
Log likelihood -66.20158
Durbin-Watson stat ~ 1.463259

Mean dependent var  0.894609
S.D. dependent var  6.262472
Akaike info criterion 6.109235
Schwarz criterion 6.158828
Hannan-Quinn criter. 6.120917
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Vector Error Correction Estimates

Date: 11/1013 Time: 13:17

Sample (adjusted): 1992 2012

Included observations: 21 after adjustments

Standard errors in () & t-statistics in [ ]

Cointegrating Eq: CointEql
CointEql -0.856168
(0.22830)
[-3.75023]
D(INF(-1)) 0.253086
(0.17529)
[ 1.44385]
Error Correction: D(INF) D(TC)
CointEql -0.856168  -0.075258
(0.22830)  (0.26626)
[-3.75023] [-0.28265]
D(INF(-1)) 0.253086  -0.057597
(0.17529)  (0.20443)
[ 1.44385] [-0.28174]
D(TC(-1)) 0.174541  0.428556
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(0.21258)  (0.24793)
[ 0.82106] [ 1.72854]
C -1.221742  1.561882
(1.15077)  (1.34212)
[-1.06168] [ 1.16375]
R-squared 0.478261 0.169589
Adj. R-squared 0.386189  0.023046
Sum sq. resids 306.6654  417.1304
S.E. equation 4.247251  4.953492
F-statistic 5.194437 1.157262
Log likelihood -57.95068 -61.18091
Akaike AIC 5.900064  6.207706
Schwarz SC 6.099021 6.406662
Mean dependent -0.810000  2.966667
S.D. dependent 5421139  5.011576
Determinant resid covariance (dof
adj.) 436.4973
Determinant resid covariance 286.0493
Log likelihood -118.9851
Akaike information criterion 12.28430
Schwarz criterion 12.78169
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Date: 11/10/13 Time: 21:28
Sample (adjusted): 1992 2012
Included observations: 21 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 * 0.453196 17.16079 15.49471 0.0278

Atmost 1 * 0.192260 4.483826 3.841466 0.0342

Trace test indicates 2 cointegrating eqn(s) at the 0.05 level
* denotes rejection of the hypothesis at the 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 0.453196 12.67696 14.26460 0.0877

Atmost 1 * 0.192260 4.483826 3.841466 0.0342

Max-eigenvalue test indicates no cointegration at the 0.05 level
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* denotes rejection of the hypothesis at the 0.05 level

**MacKinnon-Haug-Michelis (1999) p-values

Unrestricted  Cointegrating  Coefficients  (normalized
b"™*S11*b=I):

by

TC INF
0.103246 0.246322

0.060665 0.008921

Unrestricted Adjustment Coefficients (alpha):

D(TC) -0.305526 -1.948662

D(INF) -3.475809 -0.071342

1 Cointegrating Log
Equation(s): likelihood -118.9851

Normalized cointegrating coefficients (standard error in parentheses)

TC INF
1.000000 2.385775
(0.30214)
Adjustment coefficients (standard error in parentheses)
D(TC) -0.031544
(0.11160)
D(INF) -0.358864

(0.09569)
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Dependent Variable: INF
Method: Least Squares

Date: 11/10/13 Time: 18:20
Sample: 1990 2012
Included observations: 23
INF=C(1)+C(2)*TC

Coefficient Std. Error t-Statistic ~ Prob.

C(1) 32.82468 3.679526  8.920900  0.0000

C(2) -0.382889  0.058514 -6.543592  0.0000
R-squared 0.670942 Mean dependent var  10.22261
Adjusted R-squared  0.655273 S.D. dependent var 10.35868
S.E. of regression 6.081941 Akaike info criterion 6.531466
Sum squared resid ~ 776.7902 Schwarz criterion 6.630205
Log likelihood -73.11186 Hannan-Quinn criter. 6.556299
F-statistic 42.81860 Durbin-Watson stat ~ 1.082914
Prob(F-statistic) 0.000002
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Abstract:

This work falls within the framework of macro-economic policies, specifically,
international finance. It aims at examining the exchange policy in increasing the effectiveness
of monetary strategies, through the study of the relationship between the exchange and
inflation rates in the Algerian economy. This can be done by means of the synchronous
complementarity because one of the objectives of the monetary policy is to reduce inflation.
Therefore, in order to achieve an efficient monetary policy, authorities need to adopt an
inflation targeting plan.

This research work came up to several results, notably the existence of a close relationship of
synchronous complementarity between the exchange rate and inflation. Another noticeable
result is that there is no short-term relationship between exchange rate and inflation. For this
reason, the exchange rate policy cannot increase the efficiency of the Algerian monetary
policy under the current circumstances.

Keywords: Exchange rate policy, the determinants of the exchange rate, the effectiveness,
the rate of inflation, Schools economic, monetary policy, time series, Granger test, test
Johansen, simultaneous integration
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