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Abstract:

This paper attempts to provide empirical evidences regarding the nature of long-
run dynamic relationships, and the direction of causal relationships between budget
deficit, monetary expansion and inflation in Algeria, using cointegration analysis
and Granger causality tests, within "VECM" models approach framework, and
based on annual data base covering the period (1970-2019).

Key words:  Budget Deficit, Money mrowth, Inflation, VECM models,
GRANGER causality, Algerian economy.
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Résumé:

Ce papier tente a fournir des preuves empiriques concernant la nature des relation
dynamiques a long terme, et la direction des relations causales entre le déficit
budgétaire, I’expansion monétaire, et I’inflation en Algérie. en utilisant ’analyse
de cointégration, et les tests de causalit¢ de Granger, dans le cadre de I’approche
des modeles "VECM", et basé sur une base de données annuelle couvrant la
période (1970-2019).

Mots clés: Déficit budgétaire, Croissance de la monnaie, Inflation, Mod¢les
VECM, Causalité de GRANGER, Economie algérienne.
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* fiscal-driven monetary phenomenon.
*% Seigniorage.
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* Endogenous.

** Endogeneity.

*%% Exogeneity.

**k%xx Weakly Exogenous.
*kkx%k Cointegration Analysis.
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* [nnovations.
*% Granger Causality Tests.
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* Consumer Price Index.
*% Non-stationarity.
*x%% Cointegration.
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* Informations Criteria.
*% Maximum Lag.
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pUY ¢l el "VAR" grigalll pAlidn 3 LSS pulae milhi— 02 Jsal)

VAR Lag Order Selection Criteria
Endogenous varnables: BDG M2G INF
Exogenous variables: C

Date: 01/08/21 Time: 13:53

Sample: 1970 2019

Included observations: 47

Lag LogL LR FPE AlC SC HQ

0 -490.1893 NA 261233.0 2098678 21.10487 21.03122
1 -444 4100 83.76648* 54682.99 19.35033* 19.89408* 19.59946*
2 -433.7328 18.17389 51195.04* 19.42170 20.17699 19.66141
3 -431.3870 3693418 68848.39 19.63349 2081443 20.07789

* indicates lag order selected by the cnterion

LR: sequential modified LR test statistic (each test at 5% level)
FPE: Final prediction error

AIC: Akaike information criterion

SC: Schwarz information criterion

HQ: Hannan-Cluinn information criterion

H“EViews 8.0” Gl jas bzl
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nailall g 5 _jladl) g slatiy ‘“,A Gl 3" dlaa ’;—\\
2021 4iw— (01 23adl) 10 Al 3ol dsala - daldll) aleliall jda

(Johansen =) (paliadl 4502 daddlly Y o LSS zilii - 03 Jgaadl
Cral iall Jalsill

Date: 01/08/21 Time: 16:44

Sample (adjusted): 1972 2019

Included obsernvations: 48 after adjustments

Trend assumption: No determministic trend (restricted constant)
Series: INF M2G BDG

Lags interval (in first differences): 1 to 1

Hypothesized Trace 5 Percent 1 Percent
MNo. of CE(s) Eigenwvalus Statistic Critical Walue Critical Walue
None ** 0563256 A7 66009 34 91 A1.07F
At most 1 0.094172 7.896457 19.96 24 60
At most 2 0053498 3.148976 924 12 .97

Trace test indicates 1 cointegrating eqguation(s) at both 5% and 1% levels
=**) denotes rejection of the hypothesis at the 5%(1%:) level

Hypothesized Max-Eigen 5 Percent 1 Percent
Mo of CE(S) Eigenvalue Statistic Critical Walue Crtical Value
MNone ** 0.563256 3976363 22 00 26.81
At most 1 0094172 4747481 15.67F 20.20
At most 2 0.053498 3.148976 9. 24 12.97

Max-eigenvalue test indicates 1 cointegrating equation(s) at both 5% and 1% levels
***) denotes rejection of the hypothesis at the 5%({1%:) level

SEViews 8.07 cla yda HERVEN|

Slaaly F Y Jlea) 8 ahai (JOHANSEN 1 (aliiall Jalal) collaa) il Ll
d&.ﬁj cal;.t‘)!\ unn.i &_b.a.\ﬁ ca).c:\ (03) djiaj\ LA)@.L:.\ ‘_,’_db ¢ GAL:J\ M\ﬂ\ M.d\
e.\.d\ JJIA:\E(JJ“ At)ﬁy‘&sohbwﬂ&&ﬂ)r— JP,AM_)SJ_}\BLAC
O dashll (saal 8 305 ADle s e du Al gkl ey e dﬂ&

U"‘)-"“M LHSJ\M)\.G 1.@.1.:: _)mcm_)ﬂ\d;.qeu\ c.u.uu.o

* Trace Test.

** Max-eigenvalue Test.
*%% mostl.

*x** None.
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CANF? gyund) e caliall JolSall g lad Zysut ) Uidee —Lgilaa iy Aull Caoa
(Normalizing the cointegrating vector on “INF” and “M2G” _l f"
%) cullall (e Alla S 8 Galiial) JolSall Alslas 3 il .then on “M2G”)

) IS PREN(RVENG YO (PN

el ) Jaa AU ) piial (el el JalSl) Julas — 04 Jsiad)

Date: 01/08/21 Time: 1F:23
Sample (adjusted): 1972 2019
Included observations: 48 after adjustments

1 Cointegrating Equation(s): Log likelihood -448 TG4
[Mormalized cointegrating coefficients (Standard errors in { ) & t-statistics in [ ])
INF M2G BDG C
1.000000 -2 105754 -1.823795 23.53907
(0.29437) (0.49210) (5.00038)
[-¥.15345] [-0.02132] [4.70745]
1 Cointegrating Equation(s): Log likelihood -448 7864

[Normalized cointegrating coefficients (Standard errors in { ) & t-statistics in [ ])
M2G INF BDG C

1.000000 _0.474889 _0.866101 ~11.17845
(0.12208) (0.12933) (1.41482)
[-3.88999] [ -6.69682] [-7.90096]

SEViews 8.0” Gla jaa i hadll

(02) 5 (01) guislaall Dls e leimpe GSar (04) Jsaall 8 Aa o all il

: ol

INF = 23,539 + 2,105 M2G ....... (01)
M2G = 11,178 + 0,474 INF + 0.866 BDG ....... (02)

saill e —daii adiad Ll Ll Jsany . dal Ak adiail) At (01) daleddl Jia
Byakie el Latn o(5)8h) Aml 8y0ia€ “INF aiianll Jama 5pitie sl 3 ¢ gl
ol Jaall LiSay « JUaY) 13a Ganag - (83ke) Alkiune 5y:aieS “M2G” (i) sl
Gap Cua (gl sailly adizill (p cLilian) 4 siee L)k Ale 2a 5 (Jushll sl
«_1_)1_53 2_1_»;.1.1 tl_ﬂ‘)\ ;r‘l G“MZG” an.;"ul\ j_A.\j\ ‘ﬁ (%1) b_)dj (Hjﬂ j‘) &Lﬂ‘)\
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* Dynamic Interactions.
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