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Abstract:

The exchange rate is considered to be instrumental in the economy because of its
strong impact on the level of economic activity as a link between international
economies. This study aimed to compare the out of sample predictive power of a
model we estimated over different time horizons (short, medium and long term). The
model estimated seek to represent the daily behavior of the time series of Algerian
dinar exchange rate returns vis-a vis US dollar over the period from 02-04-1999 to
31-12-2018, so that various tests revealed the existence of long memory and volatility
clustering properties in the time series; with the naive forecast of the random walk
model within the theoretical framework that has prevailed since Meesse-Rogoff work
(1983), models cannot outweigh the naive random walk model in out of sample
forecasting. The study concluded that the ARFIMA (0.0.069,3) -GARCH (1.2) model
outweighed the random walk model on all time horizons by relying on the RMSE
standard, and we accepted this result as a proxy to reject the efficiency market
hypothesis of the Algerian dinar exchange market against the United States dollar.

Key words forecasting, exchange rate, volatility clustering, long memory,
random walk, RMSE
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