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Real exchange rate in countries exporting raw materials
The case of Algeria
Benoudjafer aicha

Abstract :

This study aims at shedding light on the fundamental determinants of the real exchange rate in
countries that rely on raw materials such as Algeria in an attempt to implement the Cashin et al's
model during the period 1980-2016. Therefore, we will use the method of cointegration to determine
whether there is a long-term relationship between the real exchange rate and its determinants.

The results showed that there is a long-term equilibrium relationship between the variables in the
long term, as the differences in productivity and terms of trade proved statistically insignificant
according to the model whereas the real oil price has a significant and negative impact on the real
exchange rate, which confirms that the Algerian economy is a rental economy.

The error correction model (VECM) showed that the model was not accepted for the non-negative
error correction coefficient, which means that there is no relationship between the model's variables in
the short term.

Key words: Real exchange rate, Cashin et al's model, Cointegration, Vector Error Correction model.
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VAR Lag Order Selection Criteria

Endogenous variables: LREER LDPRO LROIL LTOT
Exogenous variables: C

Date: 02/10/18 Time: 13:12

Sample: 1980 2016

Included observations: 33

Lag LogL LR FPE AIC SC
0 -34.62236 NA 0.000122 2.340749 2.522144
1 91.41885 213.8881* 1.56e-07* -4.328415*  -3.421441*
2 103.1160 17.01401 2.13e-07 -4.067635 -2.435081
3 117.5087 17.44567 2.66e-07 -3.970222 -1.612089

* indicates lag order selected by the criterion

LR: sequential modified LR test statistic (each test at 5% level)
FPE: Final prediction error

AIC: Akaike information criterion

SC: Schwarz information criterion

HQ: Hannan-Quinn information criterion
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Date: 02/10/18 Time: 13:24

Sample (adjusted): 1982 2015

Included observations: 34 after adjustments
Trend assumption: Linear deterministic trend
Series: LREER LDPRO LROIL LTOT

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 * 0.577764 53.08442 47.85613 0.0149
At most 1 0.385117 23.76991 29.79707 0.2103
At most 2 0.144293 7.234909 15.49471 0.5505
At most 3 0.055372 1.936781 3.841466 0.1640

Trace test indicates 1 cointegrating eqn(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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Log (REER)=1.824918 + 0.746196 log(DPRO) -0.737749 log (ROIL)
-0.241604 log(TOT)

:(05) a8 Jgaa

Jughall (gaall B lasiV) dlalaa juaks
Dependent Variable? LREER -
Method: Least Squares
Date: 02/09/18 Time: 23:28
Sample (adjusted): 1980 2015
Included observations: 36 after adjustments
LREER=C(1)+C(2)*LDPRO+C(3)*LROIL+C(4)*LTOT

Coefficient  Std. Error  t-Statistic Prob.

C@1) 1.824918  2.969955  0.614460  0.5433

C(2) 0.746196  0.517560  1.441758  0.1591

C(3) -0.737749  0.353487 -2.087062  0.0449

C4) -0.241604  0.332141 -0.727412  0.4723
R-squared 0.321602 Mean dependent var 5.063049
/Adjusted R-squared 0.258003 S.D. dependent var 0.540976
S.E. of regression 0.465993  Akaike info criterion 1.415146
Sum squared resid 6.948779 Schwarz criterion 1.591093
Log likelihood -21.47263 Hannan-Quinn criter. 1.476556
F-statistic 5.056661 Durbin-Watson stat 0.213368
Prob(F-statistic) 0.005581
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(VECM) 4agall Uadl) il jLaid gl
Vector Error Correction Estimates
Date: 02/15/18 Time: 00:24
Sample (adjusted): 1983 2015
Included observations: 33 after adjustments

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

Error Correction: ~ D(LREER) D(LDPRO) D(LROIL)  D(LTOT)

CointEql 0.070206  0.061405  -0.001827  -0.062709
(0.01717)  (0.02351)  (0.04921)  (0.04432)
[4.08886] [2.61163] [-0.03712] [-1.41492]
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