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Abstract

The stydy deals with the causal relationship between the exchange rate
and inflation and the analysis of the causal relationship between them
and determining their direction during the period (2000 — 2016). The

importance of the study falls in the exchange rate and the inflation rate.

One of the most importan economic topics the Ahnmam many economic
men, and the problem of the study was that the continuous rise in the
exchange rate and the rate of inflation leads to a continuous decline in
the standard of living so the study tried to analayze the exchange
relationship between the exchange rate and inflation rate and determine
the direction The study conclude that there is a tow way causality
between the exchange rate and the inflation rate. The study followed the
analytical descriptive method to explaing the phenomenon and
econometric methodology to estimate the model of the study using the
Granger causality. The study concluded that there is no causal
relationship between the inflation rate and the exchange rate, For the
causality in only one direction of the rate of inflation on the exchange
rate, which means that changes in the rate of inflation help explain the
changes in the exchange rate and not vice versa. The study included
several recommenditions, the most important the adoption of the dual
exchange rate and encourage banks to Attract Amotrbeyen remittances
and facilitate foreign investment flows to stabilize the exchange rate, and
an attempt to reduce inflation through interest in the productive sectors to
provide the necessary funding to increase production, leading to lower

inflation and thus stabilize the exchange rate.
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Kwiatkowski— ,Lid) gh (e ahldl) aa docpal) Cifpdia )yEia :(1-4) a8 Jgaa

(%5) Z\fj:ﬂ-d\ $siua e Phillips—Schmidt-Shin (KPSS)

LRGN dauts dgasl) dpuaall Al ) piia
sl 2ic 0.463000 0.447112 (EX) cipal) jou
(Gsiusall 2ic 0.463000 0.450634 (INF) aicail) Jara
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Lag Length Criteria L) milii :(2-4) a8, Jgas

SIC jilsd Jlma | HQ g€ olia b | AIC duls] jlas 3hlal o)
11.14567 11.04593 11.05438 0
5.412343 * 5.113109 * 5.138461 * 1
5.837368 5.338644 5.380899 2
6.311821 5.613607 5.672763 3

-(Eviews.vO) zalin aladinl (3 & 2) a8, (@adlal) il e bl slae] (e 1 juadl)
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n

n
INFt == Z al EXt—i + z HiINFt—j + Ml

=1 j=1
n n

EXt == z )/l INFt—i + z SJEXt_] + ‘U,Z
i=1 j=1

(s e gty ppty (b)) catall julie of Gl G Gus
AU Adaleal) JYA (e cipall g adaaill o jadba Ao LAY gul,.ﬂ\ J&

INFt = ao * EXt—l + 61 * INFt_]_ + Ml

EXt - yO * INFt—l + 61 * EXt—l + HZ

:aged) (b Cipall jrug adaill Gu sadls du JL) @il Lt

Pairwise Granger Causality Test ;alail 2 jadhs dww JLG3) :(3-4) a8, Jeaa

adnl) dpiajh il Laa) Aad | Aullaial) dadl)
(Null Hypothesis) (F—Statistic) (Prob.)
INF does not Granger Cause EX 24.8771 0.0002
EX does not Granger Cause INF 1.67062 0.2187

-(Eviews) zalin aladinl Zuhall = 3gad Julas adly e Gaalll dlae) (e 1 jradll

Lginall (gine die aaall dunjd (b Ao (374) o) deaad) (B dad) laal mi J
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Jue o Cipall e G sat¥ aaell duzmd L) ((%5) oo i 25 (0.0002)
X355 ((%5) oo ST 525 (0-2187) Ll Lllain) dall Cialy Cus Lelsd 5 33 )
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dayal) il 5k
Copall oy adaill @il 1(1) oy Gale
sl Jua Cipal) Agiaad) Abaadas
INF EX OBS
8.02 2.57 2000
4.92 2.58 2001
8.3 2.62 2002
7.7 2.57 2003
8.46 2.59 2004
8.5 2.43 2005
7.2 2.17 2006
8.2 2.0107 2007
14.3 2.0861 2008
11.2 2.2804 2009
13 2.317 2010
18.1 2.66 2011
35.1 3.5637 2012
37.1 4.7422 2013
36.9 5.7115 2014
16.9 6.0107 2015
17.8 6.1815 2016

LSl lagad) el jaaal)
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KPSS Lid) aladiuls duhal) cfpaia jhdial (3ada

Mull Hypothesis: EX is stationary
Exogenous: Constant
Bandwidth: 2 (Mewey-West automatic) using Bartlett kernel

LM-5tat.
kwiatkowski-Phillips-Schmidt-Shin test statistic 0447112
Asymptotic critical values®: 1% level 0.739000
5% level 0463000
10% level 0.347000
*Kwiatkowski-Phillips-Schmidt-Shin (1992, Table 1)
Residual variance (no correction) 1.981833
HAC corrected variance (Bartlett kernel) 4 357689
kP33 Test Equation
Dependent Variable: EX
Method: Least Squares
Date: 0942018 Time: 23:01
Sample: 2000 2016
Included observations: 17
Yariable Coefficient Std. Error t-Statistic Prob.
C 3.240812 0.351948 9.208201 0.0000
R-squared 0.000000 Mean dependentwvar 3.240812
Adjusted R-squared 0.000000 S5.D. dependentvar 1.451121
S.E. of regression 1.451121  Akaike info criterion 3639572
Sum squared resid 33.69201 Schwarz criterion J.688584
Log likelihood -29.93636 Hannan-Qwinn criter. 3.644444

Curbin-Watson stat 0.105348
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Mull Hypothesis: INF is stationary
Exogenous: Constant
Bandwidth: 2 (Mewey-West automatic) using Bartlett kernel

LM-5tat.
kwiatkowski-Phillips-Schmidt-Shin test statistic 0450634
Asymptotic critical values®: 1% level 0.739000
5% level 0463000
10% level 0.347000
*Kwiatkowski-Phillips-Schmidt-Shin (1992, Table 1)
Residual variance (no correction) 108.8228
HAC corrected variance (Barlett kernel) 25653704
kP33 Test Equation
Dependent VYariable: INF
Method: Least Squares
Date: 0942018 Time: 23:04
Sample: 2000 2016
Included observations: 17
Wariable Coefficient Std. Error t-Statistic Prob.
C 1539412 2607954 5902756 0.0000
R-squared 0.000000 Mean dependentwvar 15.39412
Adjusted R-squared 0.000000 35.D. dependentvar 10.75287
S.E. of regression 1075287  Akaike info criterion 7. 645245
Sum squared resid 1849988 Schwarz criterion 7.694258
Log likelihood -63.98458 Hannan-Cluinn criter. 7650117

Durbin-Watson stat 0.428507
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WAR Lag Order Selection Criteria
Endogenous variables: EX INF
Exogenous variables: C

Date: 09/20/18 Time: 23:.08
Sample: 1990 2016

Included observations: 14

Lag LogL LR FPE AlC sC HQ

0 -75.38065 MA 216.8295 11.05438 11.14567 11.04583
1 -29.96923 ¥1.36080% 0.592266* 5.138461* 5.412343* 5.113109*
2 -27.66629 2960924 0.795330 5380899 5.837368 5338644
3 -25.70934 1.956947 1.214380 5672762 6.311821 5.613607

* indicates lag order selected by the criterion

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

AlC: Akaike information criterion

SC: Schwarz information criterion

HQ: Hannan-Cluinn information criterion

(B3) Grall sruy aduzill Gu il Los L) :(5) B8) Gale
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[E] Group: GRANGER_CAUSALITY Workfile: as\=ll .| = [ & ||wE3m]
[‘u‘iewIPmcIDbject] [PrintINameIFreeze] [SampIeISheetIStatSISpec]

Fairwise Granger Causality Tests
Date: 09/20M18 Time: 2311
Sample: 2000 2016

Lags: 1

Mull Hypothesis: Cbs F-Statistic Prob.
IMF does not Granger Cause EX 16 24 8771 0.0002
EX does not Granger Cause INF 1.67062 0.2187

(JalS iplesl) Capall rug adaill (p sadls A Hladl 1(6) o8) Gale
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(6] Group: GRANGER_CAUSALITY2 Workfile: _al aslsll. [ = || B ||t

[ViewlProcIDbject] [Pr’iﬂtINEmEIFrEEZE] [SampIEISheetIStatSISpec]

Pairwise Granger Causality Tests
Date: 0942018 Time: 23:16
Sample: 2000 2016

Lags: 1

Mull Hypothesis: Obs F-Statistic Prob.
LOG(EX) does not Granger Cause LOG{IMNF) 16 1.00768 0.3338
LOG(IMF) does not Granger Cause LOG(EX) 16.5886 0.0013

Gila & ailes) Chal) Capall yrus adozil) (g adba daas L) (7)) Gale

(e';..'a:d\ Jara

ol

B Group: G_C3 Workfile: il gy dypall &ls)l.. | = | B )

“Jiew Proc Dbject| ‘Print Mame Freeze‘ ‘Sample Sheet | Stats Spec|

Pairwise Granger Causality Tests
Date: 08/2018 Time: 23:20
Sample: 2000 2016

Lags: 1

Mull Hypothesis: Obs F-Statistic  Prob.
Ex does not Granger Cause LOG(INF) 16 1.08517 03144
LOG(INF) does not Granger Cause EX 255674  0.0002

Gils A dylegl Caal) Capall jrug aduzill Ga jaiha s lodl 1(8) &) Gale
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Pairwise Granger Causality Tests
Date: 0972018 Time: 23.22
Sample: 2000 2016

Lags: 1

Mull Hypothesis: Obs  F-Statistic Prob.
LOGIEX) does not Granger Cause INF 16 126617  0.2808
INF does not Granger Cause LOG(EX) 125064  0.0037
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