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Abstract:

This paper studies the exchange rate channel in Algeria economy. Using
the vector autoregression method (VAR), we find that the tightening of the
monetary policy of the Central Bank of Algeria leads, as theoretically
expected, to a depreciation of the exchange rate, which in turn inversely
affects, contrary to what is expected, production and prices. Moreover, the
importance of the exchange rate channel as a part of the monetary policy
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transmission mechanism in Algeria remains weak. To strengthen and improve
the performance of monetary policy through this channel, Algeria should
further liberalize the exchange rate of the dinar, as there is a close relationship
between monetary policy and the exchange rate system. The flexibility of the
latter will greatly support the establishment of an effective framework for
targeting inflation.
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