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Abstract:

This study aims to analyze the dynamics of the real effective exchange rate in Algeria and its
relationship with macroeconomic and financial variables during the period 1990-2023, using
advanced econometric methodologies including the Bayer-Hanck (2013) combined cointegration
test and the Augmented ARDL (AARDL) approach. Seven key variables were employed: the
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real effective exchange rate as the dependent variable, alongside financial depth indicators
(money supply and private credit to GDP ratios), trade openness, foreign direct investment,
inflation, and economic growth as independent variables.

The results confirmed a long-run equilibrium relationship among the studied variables, with both
the Bayer-Hanck test and AARDL methodology providing statistically significant evidence of
cointegration. Estimations using FMOLS, DOLS, and AARDL revealed significant long-run
effects of financial liquidity and foreign direct investment on the real exchange rate, while the
Error Correction Model (ECM) indicated a significant adjustment speed of 66.66% toward
equilibrium in the short run. These findings contribute to understanding exchange rate
determinants in a resource-dependent economy with an emerging financial market, offering
practical implications for monetary and fiscal policymakers in Algeria

Keywords: Real Effective Exchange Rate, Cointegration, AARDL, Bayer-Hanck, Algeria.
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