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Monetary Policy Response to Oil Price Shocks in Algeria:
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ABSTRACT

This paper aimed to study the mechanisms of the impact of oil price changes on indicators of monetary
stability and the mechanism of monetary policy in response to oil shocks, starting the historical development
of oil prices from 1970 to 2018. The paper also reviewed the monetary policy measures in Algeria, and used
the Autoregression Distributed Lags (ARDL) approach to estimate the econometric model.

The study found that the main cause of the oil shocks is due to the geopolitical criseswhere the Bank of
Algeria has taken three basic measures in response to the drop in oil prices, namely, the devaluation of the
exchange rate, the purchase of sovereign debt, and unconventional financing. As for the econometric study, a
cointegrating relationship was found between the variables of the study. The analysis of the impulse function
response test showed that two variables were more affected by the oil price shocks: inflation and the monetary
mass.
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Variable ADF test statistic (with trend P-P test statistic
Rank . . .
integration and mtercepp : (with trend and |nt.ercep.t)

Level First Diff. Level First Diff.
LRER 1(2) -3.159861 -3.769316** -3.121004 -5.320668*
LRGDP 1(0) -4.828837* - -2.184529 -9.063024*
LM2 1(0) -5.136574* - -5.141788* -
LROPG 1() -2.113462 -6.053478* -2.113462 -6.006302*
Linf 1(2) -2.582467 -9.694969* -3.224629 -9.763108*
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Dependent Variable F-Statistics Combination Cointegration
D(LRGDP) 4.493949** ARDL(2,4,1,1,2) Yes
D(LInf) 2.350316 ARDL(1,0,1,0,1) No
D(LM2) 6.422976* ARDL(3,2,2,4,4) Yes
D(LRER) 3.004094 ARDL(1,0,0,0, 3) No
Asymptotic Critical Values?
k %1 %2.5 %5

1(0) I(1) 1(0) 1(1) 1(0) 1(1)
4 3.74 5.06 3.25 4.49 2.86 4.01
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Dependent Variable: D(LRGDP),

Independent variables Coefficient t-Statistic Prob.
D(LRGDP(-1)) 0.292145%* 2.324397 0.0271
D(LRER) 0.005504 0.236193 0.8149
D(LM2) -0.005025 -1.208339 0.2364
D(LM2(-1)) 0.003360 0.816063 0.4209
D(LM2(-2)) -0.001554 -0.347890 0.7304
D(LM2(-3)) -0.008377** -2.304205 0.0283
D(LINF) -0.001023 -0.239360 0.8125
D(LROPG) 0.015157 1.081838 0.2879
D(LROPG(-1)) -0.043067* -3.265344 0.0027
CointEq(-1) -0.103951* -5.608711 0.0000
R-squared 0.618228 DW 1.8223
Adjusted R-squared 0.520059 Akaike info -5.0720
Combination ARDL (2,1,4,1,2)
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Dependent Variable: D(LM2);

Independent variables Coefficient t-Statistic Prob.
D(LM2(-1)) 0.224696 1.668003 0.1078
D(LM2(-2)) -0.267369** -2.462676 0.0210
D(LRGDP) 4.494529 1.261502 0.2188
D(LRGDP(-1)) -16.76967* -4.672398 0.0001
D(LRER) -1.386459 -2.002855 0.0561
D(LRER(-1)) 0.047204 0.073451 0.9420
D(LRER(-2)) 1.882302* 2.881551 0.0080
D(LRER(-3)) 2.556948* 3.955411 0.0006
D(LINF) -0.065173 -0.521099 0.6069
D(LINF(-1)) -0.353755* -2.911868 0.0075
D(LROPG) 2.414169 7.786871 0.0000
D(LROPG(-1)) 0.350061 0.963990 0.3443
D(LROPG(-2)) 1.046542 3.022743 0.0057
D(LROPG(-3)) 0.486616 1.545158 0.1349
CointEq(-1)* -1.166435 -6.800399 0.0000
R-squared 0.855313 DW 2.104604
Adjusted R-squared 0.787793 Akaike info 1.599990
Combination ARDL (3,2,4,2,4)

965 4 sina

(5 slusa die jEie **

=-217-

EViewsll &l jis : jtaall
0061 4 sira (5 slue die ilue * 4k sala



2021 .2 suall 8 ulzll (alaid ¥l aglall s ¥ alzl

Blaia ey Uajls snasi g Dstie oliely Ll
(2) JSally (5) sl gy eyl 38 dil) ) puxial
QRN

1Ay 9dl) lasia) Jlga 23,5
i paa djee ) Al Alanad Jlpy Qs sty
[PV I DRVUNSY. g ROCHLI QAT IR PR LR

Gaadal) Lai) g (5) Jead

Period D(LINF) LM2 D(LRER) LRGDP
1 0.000000 0.000000 0.000000 0.000000
2 0.083864 0.122771 0.012884 -0.001982
3 0.133509 0.161576 0.003385 0.001309
4 -0.050561 -0.013057 -0.015797 0.003894
5 -0.021346 -0.036846 -0.009311 0.004218
6 0.007574 -0.013420 0.002752 0.004319
7 0.011639 0.002512 0.001346 0.004745
8 0.002698 0.000595 -0.000957 0.004808
9 -0.001728 -0.003504 -0.000712 0.004820
10 -0.001386 -0.006185 -0.000244 0.004845
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