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Abstract:

The study aimed to proved that the positive and negative shocks of exchange rate
on inflation rate are asymmetric in both short and long run during the period 1990-
2021, by using Non_ linear Autoregressive Distributed Lag NARDL model, it
proved that the relationship between the exchange rate and inflation rate is
nonlinear, which means the positive and negative shocks of exchange rate are
asymmetric on inflation rate, and the positive shocks has a significant impact on
the inflation rate in the short and long run, while negative shocks do not have a
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significant impact, which means that the exchange rate decline do not reduce the
inflation rate, it recommended the necessity of developing monetary policies
based on accurate information about the impact of positive and negative shocks
of the exchange rate on the inflation rate and inflation targeting to achieve price
stability and reduce internal and external imbalances.

Key Words: Inflation, Exchange rate shocks, Nonlinear Autoregressive
Distributed Lag.
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