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Abstract:

The Basel Accord came with new standards in the area of banking risk
management, as it identified new capital requirements to deal with risk and published
principles of good practice in risk management. This study aimed to determine to what
extent the Algerian banking system supervises the supervision of Algerian banks to
apply the Basel methods to know the development of banks' capital adequacy.

Keywords:. Basel Ill, Capital adequacy, The Algerian banking system
JEL Classification Codes: E58, F53, G21, G31.
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Abstract:

This study tries to analyze the impact of corruption on the sustainable
development in Algeria during the period 1984-2017 using the ARDL bounds
testing approach, The empirical results show that there is a positive long run
significant effect on sustainable development (expressed by adjusted net
saving) for both abundance of natural resources, the age structure of the
population, and Democratic Accountability, The negative significant effect of:
investment rate, terms of trade, and corruption, and The empirical results show
that there is a negative short term significant effect of GDP per capita, the age
structure of the population, investment rate, Bureaucracy Quality, and Level of
Democracy, however the effect of terms of trade, Economic Freedom,
Democratic Accountability, and corruption, was positive significant.
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Abstract:

The aim of this study is to try to know the most important economic
variables affecting the exchange rate of the Algerian dinar during the period
1993-2015 using the analytical method .
from the results reached that the exchange rate is an economic variable that
affects and is influenced by a group of macroeconomic variables, Which was
generally known to improve during the study perio , but the disadvantage of the
Algerian economy is that its fate is tied to oil prices, which makes it hostage to
changes in the global oil market .
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Abstract:

Credit risk is considered as the most of the financial risks that banks expose,
therefore the internal authorities of banks and as well as the organizations of
the supervision and the external supervision such as: scoring agencies,
committee of Basel..., profound importance for analysis explained and
measuring of this risk, and adopting new technologies and techniques for
measuring it.

This paper aims at introducing the most important internal quantitative models
to assess the bank credit risk, as well as the most important internal models
imposed by the financial industry.

Keywords: risks, modeling the credit risk, internal quantitative models, the
financial industry.
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Abstract:

The study aims to define cross-sectional time-series data or Panel data
and to show the importance of using them in studies and economic research,
unlike macroeconomic time series, Panel models make it possible to analyze
behavior at the level of individual units while controlling the lack of
homogeneity between them, as the study showed the basic models for
analyzing series data In the end, the study deals with methods of estimating the
parameters of Panel models Keywords: Panel model, Sectional time series,
Fixed Effects, Random effects.
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Abstract:
The technological development has been reflected in the development of
economic activities in general and the banking industry in particular, and the
services that have emerged from it that require marketing using communication
and information technology. The development of banking services marketing
has become one of the important and modern trends that have witnessed a great
expansion in recent years in various societies due to their increasing role in life.
Contemporary, as the great technological development facilitates the
completion of banking transactions and rapid communication for customers
and reduces effort; Time and trouble relying on modern electronic methods in
providing banking services, and many channels of banking service distribution,
such as automatic exchange services, electronic money transfer system, and
home banking operations, in addition to the changes that occurred in the
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Abstract:

The study aims to highlight the concept of corporate governance in Islamic
financial institutions and clarifies the most important differences between
traditional and Islamic banks in terms of the principles and the foundations that
rule their activity. Islamic banks must follow to the standards provided by
monetary bodies and international financial institutions to enhance
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transparency and disclosure within the banking system. The study also shed the
light on the various forms of Islamic financing and the risks that Islamic banks
are exposed to when providing their services in an environment that calls for
adherence to Islamic laws, which is what the Malaysian government has sought
to provide over the past years. Negara Central Bank supervises the activity of
these banks by ensuring the implementation of legislations that promote the
adoption of the principles of governance in light of the changing economic
environment.

Through a case study of the first Islamic bank in Malaysia "Islam Bank", we
observed that the bank’s board of directors works to promote and sustain a
strong corporate governance culture in order to increase the number of
shareholders and protect the interests of all. The board of directors is fully
committed to implement standards of integrity in business and ethics with
executive leadership and the right strategy to ensure discipline and control of
internal and external risks in line with ethical values, rules and principles of
Islamic law.

Keywords: Corporate Governance, Islamic Banks, Islamic Financing,
Financial Risks

JEL Classification Codes: G34, G21, G3.
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M.Umer and Habib Ahmad 2002, Corporate Governance in Islamic : .2l

Financial Institutions, Occasional Paper n 6, Islamic Development Bank, pp15-
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Abstract:

Adopting Islamic finance is one of the most prominent development by the
traditional banks witnessed by the banking work in recent years at the global
level. In this regard, Algeria has sought to rely on the system of Islamic finance
by opening the Islamic banks and adopting opening Islamic windows
organization at the level of traditional banks.

Islamic banking work is known with his characterises linked to the lows
and legislation characterises associated with the organization of the
relationship of the Islamic banks with other banks and especially Islamic bank,
in addition on the kind of the products and it working mechanisms. Therefor
the orientation was heading toward the adoption of legeslative reforms that
allow to practice this kind of activity.
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Abstract: The study examines the significance oil prices in exchange rate
pass-through using the case oil-exporting and oil importing groups. To
capture the probable asymmetry feature of exchange rate in the pass-
through, the study adopted the panel version of the Shin et al. (2014)
nonlinear ARDL estimation technique. The paper ostensibly finds evidence
of a significant role of oil prices in the pass-through of exchange rates. It
further reveals that asymmetries matter in the direction and magnitude of the
pass-through. Thus, any policy direction toward mitigating the adverse
effect of the pass-through must take cognisance of which direction of the
pass-through (positive or negative changes in exchange rate) is more
vulnerable to changes in oil prices.
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1. INTRODUCTION

The relationship between exchange rates and inflation has continued
to generate debate in the academic, business and policy circles
(Mirdala, 2014); (Ghosh, 2013); (Peon, 2014). There are indeed
several reasons attributable to the keen interest in the exchange rate—
inflation nexus. As the price of one currency in terms of another
currency, the exchange rate is arguably the most important price in an
open economy and thus has both direct and indirect effects on other
macroeconomic fundamentals such as imports, exports, external
reserves, interest rates and inflation. More importantly, changes in
exchange rates play an important role in the inflation dynamics and
monetary policy conduct in an economy. For instance, fluctuations in
exchange rate movements can be transmitted into domestic inflation,
through increases in import prices of final goods (the direct channel),
and through the price of imported intermediate inputs (the indirect
channel). The transmission mechanism through which a change in
domestic prices (import and consumer prices) is due to changes in
exchange rate movements, is known as “exchange rate pass-through”
(ERPT).

The early 1970s, dominated by currency alignment,were as
documented by Kreinin (1977) characterised by relatively higher
percentages of ERPT such 50%, 60%, 70% and 100% in the case of
USA, Germany, Japan and ltaly import prices, respectively. The
recently widespread evidence of decline in exchange rate pass-
through, which started in the early 1980s, particularly in the
industrialised countries, has been mainly attributed to the adoption of
credible monetary policy regime (Rogoff, 2003). McCarthy (1999),
for example, presents time series evidence on nine Organisation of
Economic Cooperation and Development (OECD) countries showing
a decline in exchange rate pass-through over the period 1983-1998
compared to 1976-1982. Prominent examples in this regard include
the United Kingdom and Sweden after the 1992 European exchange
rate mechanism (ERM) crisis and Brazil in 1999 after the currency
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crisis. In the UK particularly, neither the 20% depreciation in 1992
nor the 20% appreciation in 1996 caused retail price inflation to
deviate significantly from the 2.5% trend. In a similar development,
event studies by Cunningham and Haldane (1999) of the 1992
depreciation in Sweden, and the 1999 depreciation in Brazil show a
significant small pass-through of exchange rate changes to retail
prices.

While a number of the early theoretical and empirical literature
including Krugman (1987), Dornbusch (1987) and Klien (1990) link
the widespread evidence of incomplete or low exchange rate pass-
through to imperfect competition and pricing-to-market fundamentals,
a series of recent empirical literature, particularly at the
macroeconomic level, attribute the apparent resilience of inflation to
fluctuations in the exchange rate to the choice and mix of monetary
policy and exchange rate system adopted (Karagoz & Demirel, 2016);
(Mirdala, 2014); (Ghosh, 2013); (Jiang J. a., 2013) , among others. In
a more recent time, however, the focus of interest in the literature of
exchange rate pass-through appears to have shifted from the question
of whether the pass-through is complete or incomplete to whether it is
sufficient to yet assume that the pass-through is exogenous despite the
vulnerability of exchange rates to shocks due to other external prices.
For instance, it is likely that the extent to which fluctuations in
exchange rates accelerate or decelerate domestic inflation will depend
on why the exchange rate is changing. Significantlyinstructive is the
fact that a number of the extant studies have continued to reflect the
exchange rate as strictly exogenous in their pass-through frameworks.
This portends non-consideration for the shock dependent
characteristic of exchange rates such as their responsiveness to other
external price shocks is not only capable of introducing biases in the
estimation or measure of exchange rate pass-through. It can also
undermine the efficiency of the central bank and monetary policy in
the prediction of future inflation. Building on this premise; therefore,
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the crucial issue the present study sets to address is whether the pass-
through is itself influenced by other external prices.

Several factors have advanced the potential viability for explaining the
source of exchange rate fluctuations. However, the choice of changes
in oil prices as a potential underlying source of the shock behind
exchange rate fluctuations in the context of this study may not be far
from the fact that international prices of crude oil are quoted in US
dollar exchange rate. The US dollar exchange rate is a viable channel
through which changes in oil prices are transmitted to the real
economy and financial markets. More so, there has been increasing
evidence linking exchange rate fluctuations to changes in oil prices
(Park J. a., 2008); (Aloui & Aissa, 2013); (Ahmad A. a., 2013);
(Fowowe, 2014); (Bouoiyour, Selmi, & Tiwari, 2015); (Atems &
Kapper, 2015); (Bal, 2015); (Chou, 2015); (Jiang J. a., 2016); (Chen,
Liu, & Wang, 2016); (Yang & Cai, 2017). This, in particular, is the
motivation for our hypothesis that changes in oil prices matter for the
extent to which fluctuations in exchange rate is passed-through to
domestic inflation.

The degree and speed at which exchange rates transmit external
shocks (i.e., changes in oil price) to inflation may vary from country
to country and region to region; they depend on the oil export or
import peculiarity of the concerned economy. For instance, rising oil
prices, on the one hand,have the tendency of constituting exchange
rate appreciation in a net oil-exporting economy, and depreciation of
the exchange rate in a net oil-importing economy. In this light, the
study contributes to the strand of literature that links the variation in
the degree of exchange rate pass-through across different countries to
the responsiveness of exchange rate to other external price shocks in
two-folds. This is the first study we are aware of that captures the
probable shock dependent feature of exchange rate in the pass-through
framework to determine the extent to which external shocks such as
changes in oil prices accelerate the degree of exchange rate pass-
through to domestic inflation. Secondly, the study builds on the strong
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assertion in literature that prices are sticky downwards and flexible
upwards to account for asymmetries and the nonlinearity feature of
exchange rate in the pass-through framework.
The aim of this study is to examine the role of oil prices in the
dynamics of exchange rate pass-through to domestic inflation in net
oil-exporting and oil-importing countries. To achieve this broad
objective, the study specifically hopes to investigate whether the role
of oil prices as an accelerator of exchange rate pass-through is
sensitive to the oil-exporting and oil-importing peculiarities of an
economy.
Thus, unlike the case in a number of the extant studies where the pass-
through has been captured exogenously, the present study is reflecting
it endogenously to capture the probability of changes in oil prices to
accelerate the degree of the pass-through.The essence is to avoid any
possible policy error that might arise from ignoring the likelihood of
oil price movements compounding the severity of exchange rate pass-
through.The novelty of this study valorisesthe oil-exporting and oil-
importing dichotomy to determine whether the probable role of oil
prices as an accelerator of exchange rate pass-through matters more in
net oil-exporting countries as against net oil-importing countries.

2. Review of Empirical Literature
Following the collapse of the Bretton Woods system, the exchange
rate has become an important macroeconomic policy tool for open
economies, where the nominal exchange rate is often employed to
bring down inflation. A key channel for the international transmission
of inflation and economic cycles has been from exchange rate
movements to inflation, known as exchange rate pass-through
(ERPT). It is in the light of this apparent resilience of domestic prices,
particularly import prices, to fluctuations in the exchange rate that led
to the emergence of the debate on the conditions that lead to low and
declining ERPT. Nonetheless, other studies have directly challenged
the main conclusion of (Campa J. a., Exchange rate pass-through into
import prices, 2005) by documenting that the ERPT is a macro
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phenomenon. (Jiménez-Rodrigueza, 2016) findings, which attribute
the lower rate of ERPT to an increased emphasis in monetary policy
based on price stability, reaffirms Taylors’ hypothesis of a lower rate
of ERPT.

On whether the degree of the pass-through depends on the measure of
the exchange rate under consideration, (Si Mohammed & Bendob,
2015) use the case of the Algerian economy to show that the pass-
through of the Euro against the Algerian Dinar exchange rate is
‘complete’ and increasing in the time horizon compared to the pass-
through of the US dollar against the Algerian Dinar exchange rate. On
the one hand, (Ogun, 2000)uses a Nigerian dataset to examine the
reaction of export prices to changes in exchanges rate, on the other
hand, (Zubair & Okorie, 2013)is conventional by also exploring a
Nigerian dataset, but focusing on the degree of exchange rate pass-
through to consumer prices. The findings from the two studies are
similar, with both studies suggesting that the exchange rate is
incomplete and low despite the two focusing on different prices,
periods and methods. (Fetai, 2013)studied the relative costs and
benefits associated with introducing different exchange rate regimes in
the Republic of Macedonia and finds evidence of a high degree of
ERPT to consumer prices. He, therefore, concludes that a different
exchange rate regime is likely to incur more costs than benefits.
(Ahmad N. a., 2013) investigates the extent to which fluctuations in
the exchange rates are passed-through to import and consumer prices
focusing on Sukuk issuing countries. Their findings indicate that the
ERPT to import and consumer prices increase in the long horizon,
particularly in the case of Bahrain and Saudi Arabia, but it is low for
other countries. This contrasts with (An, 2011)whose analysis of
exchange rate pass-through for nine OECD countries shows that the
ERPT is less than one for all the selected OECD countries.(Sadeghi,
Feshari, & Marvasti, 2015) investigates the effect of exchange rate
pass-through on domestic inflation of selected Middle-Eastern and
North African countries with emphasis on the dollarisation regime.
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They find that the pass-through is greater in the highly dollarised
economies. This, however, is somewhat in support of some of the
findings on ERPT that have also reported high and fast exchange rate
pass-through for developing economies (see, among others, (Arabi,
2015) for the case of Sudan; (Al-Samara & Moons, 2013), for the case
of Syrian economy; and (Gueorguive, 2003), for the case of Romania.
(Karagoz & Demirel, 2016)aim at comparatively measuring the pass-
through impacts ofexchange rate to prices in the Asia Pacific, Latin
(South) America and Turkey economies, all of which implement
inflation targeting. Findings from the study show that the ERPT is
relatively lower in the Asian Pacific economies compared to Latin
America and Turkey. (Winkelried, 2012), however, presents evidence
of a declining pass-through in Peru, a small open economy, linking it
to the establishment of a credible low inflation policy adopted by the
country to counter the wide-spread assertion limiting the evidence of
low or declining ERPT to the industrialised world. This finding is
similar to (Odria & Castillo, 2012) who also use the case of Peru to
show that the Peruvian Central Bank’s decision to adopt inflation
targeting in 2002 significantly decreased the degree of ERPT into
import, producer and consumer prices. (Parsley, 2012) estimates pass-
through into consumer goods and services for South Africa using
panels of final goods and services prices. He also finds low ERPT to
final consumer goods prices, but somewhat and surprisingly higher
ERPT to services prices. Premising on the importance of
understanding the exchange rate pass-through for nations with a
history of high inflation, particularly economies that are open to trade
and financial relationships, (Ghosh, 2013) uses the case of selected
nine (9) Latin American nations to examine the impact of macro
fundamentals on ERPT. The study finds monetary policy stability,
inflation rate, and trade openness to have a positive impact on ERPT.

(Herger, 2014) uses the case of Switzerland to develop an empirical
framework that gave rise to nonlinear behaviour of ERPT such that,
rather than shifts between low and high inflation, the nonlinearity
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arises when large swings in the exchange rate trigger market entries
and exits of foreign firms. Using a threshold vector autoregression
model, (Aleem, 2014) examine responses of domestic prices to
positive one-unit exchange rate shocks and find significant ERPT to
domestic prices in Mexico. (Brun-Aguerre & Fuertes, 2017) also
analyses exchange rate pass-through into import prices for a large
group of 33 emerging and developed economies focusing on the
impact of appreciation and depreciation of the exchange rate over
three horizons of interest including the immediate term, the short run
and in the long run. The study finds that depreciations are typically
passed-through more strongly than appreciations in the long run.

Thus far, deducible from the aforementioned review of previous
findings on exchange rate pass-through is the fact that even though the
degree of the pass-through is found to be higher for a number of the
developing economies, the evidence of low or declining ERPT also
appears not exclusively limited to the industrialised or developed
nations as often argued in literature.In addition to variations in the
evidence of the pass-through coefficients reported by different studies
for different countries over different periods, one reason why the
extent to which exchange rate fluctuations impact domestic inflation is
still a subject of debate is the fact that, most of the existing literature
does not account for the fact that the exchange rate fluctuations are not
entirely exogenous given their susceptibility to shocks due to other
external prices. (Forbes & Hjortsoe, 2016), (Nakibullah, 2016),
(Kirby, 2014), (Mirdala, 2014), (Shambaugh, 2008) and (Corsetti &
Dedola, 2008)are among the few notable studies to have shown that
estimates of exchange rate pass-through are shock dependent.
Secondly, we explore the oil-exporting —oil-importing dichotomy to
determine whether the role of changes in oil prices as an accelerator of
the exchange rate pass-through matters more in net oil-exporting
countries as against net oil-importing countries. Thirdly, we
methodologically account for the nonlinearity feature of exchange rate
movements using (Salisu, 2017) recently proposed nonlinear Panel
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ARDL model to determine whether asymmetries matter for the extent
to which changes in oil prices accelerate exchange rate pass-through.
3. Model

The basic approach to estimating exchange rate pass-through,
particularly at macroeconomic level has been to regress changes in
some measure of domestic inflation on the past and present changes of
the exchange rate and additional control variables. To this end, we
present the argument of the import price model through a log linear
specification similar to that tested throughout the ERPT literature
(Burstein, 2014); (Cheikh, 2015)).

m *
Pi =B+ B + LW + LYy + BiCPy + 0P, + &4 (3.2)
where p; is import prices and a proxy for domestic inflation, €, is the
changesin the exchange rate, Wi: denotes a variable representing export

costs, while Y;,Cp;; and 0p;, are the control variables representing
demand conditions, competitor prices and global oil prices,
respectively. The &, in equation (3.1) is white noise, subscript i
represents the number of countries under consideration and t is for the
number of periods.

More importantly, a number of the extant studies have assumed that
exchange rate is exogenous in their pass-through specifications. To
bridge this gap, we further propose an extension to the baseline pass-
through model specification in equation (3.2) to include an interaction
term denoting the responsiveness of exchange rates to changes in oil
prices:

pirtn = ﬂO +ﬂleit +ﬂ2vvi: +ﬂ3yit +ﬂ4cpit +ﬂ50pit +ﬂ6 (eit *Opit) +git (32)
Consequently, our primary concern in this study is the pass-through
elasticity corresponding to coefficients on the exchange rate, namely,

Band B in the baseline and extended models, respectively. If

B, < B then, the responsiveness of exchange rates to changes in oil
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prices is likely to accelerate the degree of exchange rate pass-through
to inflation and the reverse is likely the case if B, > f3;.

For robustness purposes, this study further extends equation (3.1) to
capture the probable asymmetric effect of the pass-through, as shown
below:

Pt =B+ B (6 +6;)+ LW + By + BiCPy + S0P, + &,

(3.3)

Equation (3.3) is the nonlinear (asymmetry) version of the study
baseline model with the exchange rate decomposed into negative
(depreciation) and positive (appreciation) components.

pirtn = :Bo _l_ﬂl(ethr +ei;) +182Wi: +ﬁ3yit +ﬂ4cpit +ﬂ5 (ethr *Opit +ei;0pit) +8it
(3.31)

Thus, the extended interaction terms (e, *op, +€,0p,)in equation

(3.32) not only capture the asymmetric pass-through of exchange rates
in the modified nonlinear pass-through model, but also reflect the
endogeneity of the exchange rate to explain whether capturing
underlying shocks that affect exchange rates such as changes in oil
price matters for the asymmetries of the pass-through.

3.1 Data Source

The selected countries were informed by the availability of data, the
choice of the selected major oil-importing (Belgium, Germany, Italy,
Japan, Netherlands, Spain, UK, US) and oil-exporting (Algeria,
Canada, Nigeria, Norway and Russia),

which are sourced from International Financial Statistics (IFS) of
International Monetary Fund (IMF) and (OECD) online database. The
choice of the selected major oil-importing (Belgium, Germany, Italy,
Japan, Netherlands, Spain, UK, US) and oil-exporting (Algeria,
Canada, Nigeria, Norway and Russia) countries is informed by the
availability of data
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3.2 Estimation Technique and Procedures

Panel unit root tests

As a pre-test condition for dealing with panel data with large time
series (T) dimension, the first stage of our estimation procedures will
involve performing panel non-stationarity of the variables. Essentially,
we performed a number of alternative panel unit root tests to include
Levin, Lin & Chu (2002) test [LLC], Harris & Tzavalis (1999) test
[HT], Breitung (2000) test [Breitung], (Pesaran &Shin, 1997) test
[IPS], Maddala & Wu (1999) fisher-type test [Fisher- ADF] and
(Hadri, 2000)Lagrange Multiplier test [Hadri]. These tests have been
categorised in literature into non-stationary and stationary tests
following their hypothesis speciation.

3.2.1 Linear (Symmetric) ERPT estimations

Some previous empirical studies have tried to estimate pass-through
elasticities as specified in equations (3.3& 3.4) in first differences
(Campa & Gonzalez, 2006); (Campa J. a., 2004); (Bailliu & Eiji,
2004). As a consequence, and to better illustrate our point, this study
will explore the mean-group (MG) and pooled mean-group (PMG)
estimators for its non-stationary dynamic panels. These techniques are
particularly suitable and most appropriate when dealing with panel
data with large time series (T) dimensions, for instance, when T is
equal to or greater than thirty.

We begin our analysis by assuming a linear (symmetric) exchange
pass-through to be estimated via the following panel autoregressive
distributive lag (ARDL) framework:

N N, N
Ap = ay + B pir?t—l + Byt BXo t Zﬂ’uApin,qt—j + z7ijAet—j + Zé‘i;AXt_j + 4
=t j=0

j=0
i=12.,N; t=12.,T
(3.3)
where py', the term for domestic inflation is measure as a log of
import price index for each country or unit i over a period of time t
and e, is the log of nominal effective exchange rate for each country
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over a period. The term x, is a vector representing other explanatory
variables in the model, namely, foreign export costs (w; ), demand
condition (y, ) in the importing countries, competitor prices (cp, ) and
the interaction term (e, *op, ) reflecting the endogeneity of exchange
rate effects. The g represents the group-specific effect, and i is the
sampled unit, while t is the number of periods.

For each cross-section, the long run slope (elasticity) coefficient,
Bu.
1i

However, since in the long run, it is assumed that Api_; =0 and

particularly for exchange rate pass-through will be computed as —

Ae_; =0, the elasticity for the short run pass-through can then, be
expressed as y;. More so, equation (3.3) can be re-specified to
include an error correction term as follows:

N, N, N,
Apy =V +Zﬂ’|jApir2—j +ZyijAet—j +Z§i;AXt—j + 4+ & (3.4)
=t =0 =0

where v, , =P, — @ — @i — % 1S the linear error correction
term for each unit; and the parameter y, is the error-correcting speed
of adjustment term for each unit, which is also equivalent to f,. The

parameters¢g,, ¢, and ¢, are calculated as —&,—& and—ﬁ

IBIi ﬁli ﬂZi

respectively.

To determine the most appropriate and efficient among these
competing estimators, thus, the Hausman test is usually employed in
the literature. According to the null hypothesis of this experiment, the
PMG estimator is the efficient estimator under the null hypothesis for
PMG against MG. Meanwhile, the test is a Pairwise Test and only
two estimators can be compared at a time. Hence, a non-rejection of
the null hypothesis implies the adoption of the PMG estimator while
the rejection indicates the adoption of the MG estimator.
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Nonlinear (Asymmetric) ERPT estimations

The positive changes (appreciation) and negative changes
(depreciation) of exchange rates of equal magnitude are not expected
to have an identical degree of pass-through to domestic prices. Thus,
adopting a nonlinear panel data representation of the (Shin & Yu,
2014), the asymmetric version of equation (3.4) is expressed:

Ny
AP = g + B Pl + By + Buly + BiX o+ ZﬂijApir,Tl—j +
-1

N, N;
Z(VJAe:—j + 7/iJTAet+—j )+ Zé}jA)(t-j T U+ &
=0

j=0
(3.5)
where ¢’ (exchange (e) with positive sign subscript) and e (exchange

(e) with negative sign subscript) captured positive changes
(appreciation) and negative changes (depreciation) of exchange rates,
respectively. The long run (elasticity) coefficients for the pass-through
due to positive and negative exchange rate fluctuations (i.e. e"and e;)

P and P

~. The nonlinear pass-through of
i i

exchange rate will be computed as positive and negative partial sum

decomposition of exchange rate fluctuations as defined below:

are calculated as:

+

= Zt: max(Ae, , 0) (3.36a)

e =3 e
k=1 k=1
e = Ae, =Y min(Ae,, 0) (3.36b)
k=1 k=1
N2
Api =1, i,t-1+zﬂﬁjApir,Tl-j "‘Z 7|1Aet i Hrihe "’Z AXI—j U+ &
i1 0

(3.7)
The error correction term (&, ) in equation (3.8) capture the long run

equilibrium in the asymmetric panel ARDL specification, while its
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associated parameter (z;) is the speed of adjustment term that

measures how long it takes the system to revert to its long-run
equilibrium in the presence of a shock.
3.2.2 Data Analysis and Result Discussions
Preliminary Analysis
The pre-estimation stage of empirical analysis is portioned into two,
namely; informal preliminary analysis and formal pre-estimation
analysis. The former involves summary statistics and/or descriptive
analysis of the data under consideration. Consequently, the second
stage of the preliminary analysis involves testing for stationarity of the
series under consideration.
Descriptive Statistics

Table 1.Descriptive Statistics for Domestic Prices (Import Price Index)

Mean Maximum Minimum Standard No.
Deviation Obs.
Panel/Group Sample
Net Oil-Importing  117.8019 335.7762 41.24 58.09246 1110
Group
Net Oil-Exporting  182.1122  699.437 54.8923 155.2595 555
Group

Source: Author’s computation, 2019

There also seems to be evidence of significant differences between the
minimum and maximum values of the import prices recorded across
the two economies (i.e., net oil-exporting and net oil-importing
economies) over the period under consideration. The standard
deviation statistics for the pooling observations show that import
prices in oil-importing economies are the most stable and less volatile
as against the import prices in oil-exporting economies. As regards the
individual countries, the import price index seems highly volatile in
Nigeria and Algeria, while France and Germany have the least
standard deviation values indicating that they have experienced the
more stable domestic prices for the period under consideration.

As expected in economies with relatively higher import prices, we
observed as shown in Table 1,that the average nominal effective
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exchange rate (NEER) is low (182.2) in the net oil-exporting
economies when compared to 117.8 which is the average value of
NEER in the net oil-importing economies for the same period. Hence,
there seems an indication of a close correspondence between the
volatility of exchange rates and the volatility of the import prices as
measured by their respective standard deviation statistics and across
the two economies, namely, net oil-exporting and oil-importing
economies. For instance, relative to the net oil-exporting economies,
the net oil-importing group with lower average import prices also
experienced the least volatility of exchange rate thus pre-exhibiting
the potential of being the economies with least exchange rate pass-

through.
Table 2. Descriptive Statistics for Exchange Rate (NEER)
Mean Maximum Minimum Standard No.
Deviation Obs.

Panel/Group Sample

Net Oil- 97.21693 130.573  42.6889 13.95644 1110
Importing Group

Net Oil- 163.9841 1279.954  57.6667 179.9208 555

Exporting Group

Source: Author’s computation, 2019
While domestic prices (import price) and exchange rates (NEER)
usually constitute the only variables of interest in the literature, the
present study extends its descriptive analysis to include other
macroeconomic fundamentals captured in our ERPT specifications.
Thus, the summary statistics for these other variables, namely, foreign
export costs, domestic conditions, and competitor price, are reported
in Table 1, Table 2 and Table 3, respectively. Similar to our findings
thus far, the statistical reports in Table 3 shows that, for the period
under consideration (1990-2017), the average costs of exporting goods
and service are relatively higher for net oil-exporting economies when
compared to the costs of export in the net oil-importing economies.
Consequently, Table 3 further reveals that the foreign export costs as
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relatively less volatile in the net oil-importing economies than in the
net oil-exporting economies.
Table 3.Descriptive Statistics for Foreign Export Costs

Mean  Maximum Minimum Standard No.
Deviation Obs.
Panel/Group Sample
Net Qil- 87.78885 158.3549  31.6013 17.59357 1110
Importing Group
Net Oil- 141.2118 1209.479  41.2919 150.1456 555

Exporting Group

Source: Author’s computation, 2019
Table 4 depicts the statistical feature of Industrial Production Index

(IPI) of the sample countries as a proxy for their respective domestic
economic conditions or economic activities. Except Canada, the
average IPI seems higher for the net oil-exporting countries when
compared to the mean value of IPI for the net oil-importing countries.
This may be connected to the fact that the oil-exporting countries
under consideration are mostly developing economies and therefore,
still playing “catch-up growth” by applying technologies previously
invented in the oil-importing countries whose majorities are developed
economies. Put differently, the relative higher mean value of IPI for
net oil-exporting countries as against net oil-importing countries can
be attributed to the potential of the former to grow faster as against the
latter that is predominated by countries operating at, or close to, the
technological frontier.

Table 4. Descriptive Statistics for Domestic Condition (IPI)

Mean Maximum Minimum Standard No.
Deviation Obs.

Panel/Group Sample

Net Oil- 94.60702 127.4395  21.4419 18.86209 1110
Importing Group
Net Oil- 99.22165 126.2301  65.9227 12.90159 555

Exporting Group

Source: Author’s computation, 2019
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Table 5 presents the summary statistics of the producer price index,
which is a proxy for export competitor prices. The table shows that
there is barely any significant difference in the average competitor
prices of the two economy groups over the period under consideration.
For instance, between the first quarters of 1990 to the third quarters of
2017, the mean value for competitor price was 88.48 for net oil-
importing economies and 76.76 for net oil-exporting economies,
respectively. For the maximum and minimum statistics, the largest
and smallest competitor prices were in relative term recorded in the
net oil-exporting economies over the period under consideration.
However, the relatively higher volatility of competitor prices in the
net oil-exporting compared to oil-importing economies may be
attributed to the relative evidence of significant differences between
the minimum and maximum values of competitor prices in the context
of the former.
Table 5. Descriptive Statistics for Competitor Prices (PPI)

Mean  Maximum Minimum Standard No.
Deviation Obs.
Panel/Group Sample
Net Oil- 88.4895 115.4808  57.3167 14.92916 1110
Importing Group
Net Oil- 76.76062 144.7287 6.515 32.01625 555

Exporting Group

Source: Author’s computation, 2019

a. Empirical Results and Discussion

Consequently, Table 6 presents theshort and long-run empirical
estimates obtained from the estimation of the specified ERPT models
in equations 3.1, 3.2, 3.3 and 3.4, respectively using both the MG and
PMG estimators. However, while estimated results from both
estimators (i.e., MG & PMG) are depicted in these tables, discussion
of findings is focused on results obtained from the preferred estimator.
For instance, a non-rejection of the null hypothesis based on the
Hausman test implies the adoption of results from the PMG estimator
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as preferred results, while the rejection of the null hypothesis, on the
other hand, indicates the adoption of the MG as the preferred
estimator. Put it differently, the PMG estimator is assumed the
efficient estimator under the null hypothesis, while the MG estimator
is efficient under the alternative hypothesis.

Thus, the Hausman test results support the PMG estimation as the
efficient estimator for modeling ERPT except when we account for
nonlinearity in the pass-through framework albeit mainly in the case
of net oil-importing economies. For instance, the probability values
for each of the chi-square statistics associated with the Hausman test
are predominantly greater than all the conventional statistical chosen
levels of significance for instance 0.01, 0.05 and 0.10 for 1%, 5% and
10%. The only exception to this result is where the chi-square for
Hausman test in the case of net oil-importing economies was 20.500,
and the p-value was 0.002 suggests the non-rejection of the null
hypothesis at 1% level of significance.

The empirical results are portioned into four sub-sections. First, we
evaluate the degree and dynamics of exchange rate pass-through to
domestic prices in the context of net oil-importing and oil-exporting
economies following the traditional approach to estimate ERPT where
the pass-through is assumed exclusively exogenous. Secondly, we
relax the assertion that exchange rates are exogenous in the traditional
ERPT framework. Thus, we allow exchange rates to be endogenously
determined by interacting them with changes in oil price, thus
allowing for the role of oil prices in ERPT. Third, we account for
asymmetries in the pass-through by reflecting the changes in the
exchange rate in a nonlinear form. Fourth and finally, we extend the
asymmetric approach to ERPT to include the role of oil price and the
essence is to determine whether the potential of changes in the olil
price to accelerate or slow down ERPT matter more when the pass-
through is expressed as nonlinear.

Vol 2, N° 2, December 2019 NARAFE Review 18



Exchange Rate Pass-through and Oil Prices: The Optimal Monetary Policy Choice

Table 6. Summary of Empirical Results

ERPT Coefficient

Panel Group Model Preferred  Short-Run Long-Run
Estimator
Oil- Baseline ERPT Model PMG -0.170 -0.303***
Importing Extended ERPT PMG -0.338 -0.345*
Group Model (with the role 0.049%° 0.011°°
of oil price)
Traditional MG -0.303*** 1,008
Asymmetric ERPT -0.494N¢ 5.614N¢
Model
Extended Asymmetric MG -0.049**™>  0.936*P5°P
ERPT Model oP 1.638N°P
(with the role of oil -0.176N¢°°
price)
Qil- Baseline ERPT Model PMG 0.125* 0.223**
Exporting Extended ERPT PMG -0.180 0.616
Group Model (with the role 0.069°° 0.032°°
of oil price)
Traditional PMG -0.2987°  1.230***"S
Asymmetric ERPT 0.091N¢  0.533**NC
Model
Extended Asymmetric PMG 0.059***PS" (0.24375°F
ERPT Model oP 0.140*N¢
(with the role of oil -0.030**N¢ oP
price) oP

Source: Author’s computation, 2019
Note: The subscript “OP” means the ERPT coefficient interacts with changes in oil
prices, “PS” denote positive exchange rate coefficient, “NG” is negative exchange rate
coefficient, “PS-OP” implies the positive exchange rate coefficient is interacting with
changes in oil price, and “PS-NG” is that the negative exchange rate coefficient interacts

with changes in oil price, while *** ** and * denotes significance of ERPT at 1%, 5%
and 10%.

Motivated by the increasing evidence of significant response of exchange
rates to changes in oil prices, we hypothesise that oil prices matter for the
degree and direction of exchange rate pass-to domestic prices in oil-
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importing and oil-importing countries. Using a panel dataset of net oil-
importing and oil-exporting economy groups ranging from the first quarter
of 1990 to the third quarter of 2017, we adopted a panel data representation
of (Shin & Yu, 2014) nonlinear ARDL model to capture asymmetries in
our assessment of the role of oil prices in exchange rates pass-through. This
model is analogous to the conventional non-stationary heterogenous panel
data model. This model is similar to the non-stationary heterogeneous panel
data model, but extended by (Salisu, 2017) to account for asymmetries.
Thus, in addition to reflecting the pass-through in a nonlinear form, this
study also accounts for heterogeneity as well as non-stationarity, which are
the prominent statistical features underlying a dynamic panel with a large
time series dimension. For a meaningful comparison, however, we also
evaluate the role of prices in the pass-through of exchange rates
symmetrically using the symmetric version of the Panel ARDL model.

We commence the analysis with panel unit root tests to determine the
stationarity of the series under consideration, which is essential for
establishing the appropriateness of our choice of a dynamic heterogeneous
panel model. The test results show that all series are either 1(0) and I(1).
This further affirms the appropriateness of our choice of a panel ARDL for
evaluating the dynamics of exchange rate pass-through. Essentially, our
empirical findings given the data under consideration give credence to the
school of thought challenging the widely held assertion that the declining
pass-through of exchange rates mainly holds for developed economies.
However, contrary to the hypothesis that the relationship between the
exchange rates and prices depends on the shocks that cause the exchange
rate to fluctuate (Forbes & Hjortsoe, 2016); (Nakibullah, 2016), this study
finds evidence of insignificant role of oil prices in the pass-through of the
exchange rate fluctuations to inflation.

4. CONCLUSION

Stemming from the review of the related literature, we find that
debates on the degree and speed of exchange rate pass-through are still
inconclusive, notwithstanding the wide-spread assertion that the pass-
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through is declining particularly in the developed economies. Based
on our empirical finding, we thus infer that taken exchange rate
movement as mainly exogenous in pass-through specification as often
demonstrated in a number empirical studies tend to constitute biasness
in the estimate of the pass-through. Again, understanding whether the
pass-through is symmetric or asymmetric for a particular economy is
essential in the evaluation of the responsiveness of exchange rate to
shocks due to other external prices.

The findings of this study offer some avenues that can be helpful on
the likely inflationary implication of exchange rate pass-through to
domestic prices in both oil-exporting and oil-importing economies.
First, there is no gainsaying that exchange rate stability has long been
identified as a policy choice for many oil exporting and oil importing
economies. However, our finding indicating pass-through as shock-
dependent when explicitly modeled in nonlinear form can help our
understanding of the dynamics of the pass-through in several
dimensions. Based on our finding of significant role of changes in oil
prices in the pass-through of exchange rate to domestic import prices,
particularly when the latter is expressed in nonlinear for to capture
asymmetries. This study therefore, recommends that a pre —evidence
based policy options should form the core of monetary policy design
to mitigate the pass-through of exchange rate to domestic inflation. In
the case of the investigated economies including net oil-importing and
oil-exporting groups, we recommend that such evidence based
monetary policy option takes cognizance of which direction of
currency movements (positive or negative changes in exchange rate)
seems more vulnerable to changes in oil prices in order to avoid being
erroneous in their policy choice.Once the pass-through is captured
asymmetrically, it becomes evident that changes in oil prices matter in
the pass-through.
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