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THE IMPACT OF MONEY SUPPLY AND INFLATION ON THE EXCHANGE
RATE IN ALGERIA
AN EMPIRICAL STUDY OVER THE PERIOD : (1990-2023)
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ABSTRACT:

This study aims to develop an econometric model to assess the impact of money supply and inflation
on the exchange rate in Algeria. Theoretically, the variables under study are interrelated. Using the
Autoregressive Distributed Lag (ARDL) model, the long-run estimation results reveal a positive and
statistically significant relationship between the broad money supply and the exchange rate, as well as
between the inflation rate and the exchange rate. These findings suggest that a large monetary aggregate
is a key factor in explaining the depreciation of the Algerian dinar against the US dollar. Furthermore,
the inflation rate exerts a direct, albeit moderate, influence on the exchange rate. In the short run, the
broad money supply appears to have no significant effect on the exchange rate, in contrast to the narrow
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money supply, which negatively affects the exchange rate. This may be attributed to the limited
effectiveness of monetary policy instruments in the short term. Additionally, the results indicate a
negative short-run relationship between the inflation rate and the exchange rate.

Keywords : Money Supply; Inflation; Exchange Rate; ARDL Model (Autoregressive Distributed
Lag).
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