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Abstract:

This study aims to analyse the extent to which the Marshall-Lerner condition applies to the Algerian
economy during the period 1990-2024, by examining the impact of changes in the real exchange rate on
the trade balance in the context of the economic transformations and monetary reforms witnessed by
Algeria. The research is based on the theoretical framework concerning the relationship between currency
devaluation and the improvement of the trade balance, with a focus on the elasticities of demand for
exports and imports as the key determinant for fulfilling the Marshall-Lerner condition. The study also
employs an econometric approach using modern econometric models to analyse the relationship between
the exchange rate and the trade balance in the short and long term. The results demonstrate the
effectiveness of exchange rate policy in improving Algeria’s trade performance, whilst highlighting the
role of the production structure and dependence on hydrocarbons in determining the response of foreign
trade to exchange rate fluctuations. The study contributes to providing a scientific perspective for
decision-makers on the feasibility of using exchange rate policy as a tool to achieve external balance and
promote economic diversification.

Keywords: Marshall-Lerner condition, real exchange rate, trade balance, Algerian economy, trade
elasticities, standard models, foreign trade, external balance.
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Variable Coefficient Std. Error t-Statistic Prob.
RER 0.059325 0.001541 2.088937 0.0284
LNGDP_DZ 1.518473 0.124937 12.15390 0.0000

C -15.00465 3.337319 -4.496020 0.0001
R? 0.891596 Durbin-Watson stat 2.244850
F-statistic 140.8201 Prob(F-statistic) 0.000000
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Series: Residuals
Sample 1990 2024
Observations 35

Mean -2.90e-15

Median 0.016554

Maximum 0.266099

Minimum -0.317780

Std. Dev. 0.148873

Skewness -0.189498

Kurtosis 2279912
EEEREN HEEE
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Jarque-Bera
Probability  0.617035
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Variable Coefficient Std. Error t-Statistic Prob.
RER -0.002765 0.001385 -1.995543 0.0405
LNGDP_UE -0.026125 0.013184 -1.981189 0.0043
C 25.47477 6.622420 3.846746 0.0001
R? 0.215553 Durbin-Watson stat 2.321504
F-statistic 4.396540 Prob(F-statistic) 0.020560
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Series: Residuals
Sample 1930 2024
Observations 35
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Std. Dev. 0.126534
Skewness 0.113085
Kurtosis 2.203348
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Probability  0.606498
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Dependent Variable: LNIM
Method: Least Squares
Date: 05/24/26 Time: 22:49
Sample: 1990 2024
Included observations: 35

Variable Coefficient ~ Std. Error  t-Statistic Prob.
RER 0.059325 0.001541 2.088937  0.0284
LNGDP_DZz 1.518473 0.124937 12.15390  0.0000
C -15.00465 3.337319 -4.496020 0.0001
R-squared 0.897972 Mean dependentvar  24.16581
Adjusted R-squared  0.891596 S.D. dependent var 0.466076
S.E. of regression 0.153455 Akaike info criterion -0.829007
Sum squared resid 0.753547 Schwarz criterion -0.695691
Log likelihood 17.50762 Hannan-Quinn criter. -0.782986
F-statistic 140.8201 Durbin-Watson stat 1.244850
Prob(F-statistic) 0.000000
Dependent Variable: LNEX
Method: Least Squares
Date: 05/25/26 Time: 02:10
Sample: 1990 2024
Included observations: 35
Variable Coefficient ~ Std. Error  t-Statistic Prob.
RER -0.002765 0.001385 -1.995543  0.0405
LNGDP_UE -0.026125 0.013184 -1.981189  0.0043
C 2547477 6.622420 3.846746  0.0005
R-squared 0.215553 Mean dependent var 24.37539
Adjusted R-squared 0.166525 S.D. dependent var 0.142865
S.E. of regression 0.130428 Akaike info criterion -1.154174
Sum squared resid 0.544367 Schwarz criterion -1.020859
Log likelihood 23.19805 Hannan-Quinn criter. -1.108154
F-statistic 4.396540 Durbin-Watson stat 2.321504

Prob(F-statistic) 0.020560
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B) Distinction between Revaluation and Appreciation of a Currency:

Revaluation: A revaluation is an increase in the official exchange rate of a
currency set by the government or central bank. It is a deliberate policy move to
strengthen the currency's value.

Appreciation: Appreciation refers to a natural increase in the value of a currency
due to market forces, such as increased demand for the currency in the foreign
exchange market.

C) Distinction between Devaluation and Depreciation of a Currency:

Devaluation: Devaluation is a deliberate policy action by a government or central
bank to reduce the official exchange rate of its currency. This makes exports
cheaper and imports more expensive.

Depreciation: Depreciation occurs when a currency's value decreases in the
foreign exchange market due to market forces, such as decreased demand for the
currency.
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   ln ⁡  I   M  t =  β 0 +  β 1  ln ⁡  G D   P  D Z , t +  β 2   R E R  t +   e  t


  𝐥   𝐧 ⁡  𝑰   𝑴  𝒕
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   ln ⁡  E   X  t =  α 0 +  α 1  ln ⁡  G D   P  E U , t +  α 2   R E R  t +   e  t


  𝐥   𝐧 ⁡  𝑬   𝑿  𝒕
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    𝜷  𝟏


   ln ⁡  G D   P  E U


    𝛼 1


  𝐥   𝐧 ⁡  𝑹 𝑬 𝑹


   β 2 < 0


   α 2 > 0


   |     𝛽 2 + α 2 | ≥ 1


      R - 2


   ln ⁡  I   M  t = − 15 . 00465 + 1 . 518473  ln ⁡  G D   P  D Z , t + 0 . 059325 R E   R  t


  ( 𝒄 )


  ( 𝐥   𝐧 ⁡  𝑮 𝑫   𝑷  𝑫 𝒁 )


  ( 𝑹 𝑬 𝑹 )


  (     𝑹 -  𝟐 )


  ( 𝑭 -statistic )


  ( 𝑫 𝒖 𝒓 𝒃 𝒊 𝒏 − 𝑾 𝒂 𝒕 𝒔 𝒐 𝒏 )


    H 0


      R - 2


   ln ⁡  E   X  t = 25 . 47477 − 0 . 026125  ln ⁡  G D   P  U E , t − 0 . 002765 R E   R  t


  ( 𝒄 )


  ( 𝐥   𝐧 ⁡  𝑮 𝑫   𝑷  𝑼 𝑬 )
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