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Stability of money demand in Algeria 2003-2014
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Abstract

This paper presents an empirical investigation into the level and stability of money
demand (M2) in Algeria between 2003 Q1 and 2014 Q4. In addition to estimate some
specification, alternative specifications are presented that include additional variables to
proxy for the cost of holding money. The paper search for the role of monetary authority in
its control of real cash balances through money supply. If money demand in Algeria is stable,
the Central Bank of Algeria can predict the level of money supply and there will be no
inflationary pressure in the economy. The empirical analysis of the study involves
application of tests for co-integration and test of stability was conducted. The variables of the
study are real money (M2), real interest rate (TI), consumer price index (CPI) and gross
domestic product (GDP), and co- integration test revealed long run equilibrium relationship.
The test of stability shows that real money demand function in Algeria is stable as neither the
CUSUM nor the CUSUMSQ nplots cross the 5 percent critical boundaries. The study
recommended that there should be a clear-cut distinction between short run and long run
objectives as the monetary authority, for example, can use inflation to reduce the level of
money demand in the long run and increase it in the short run.
Keywords: Money demand, Cointegration, Monetary policy, CUSUM and CUSUMSQ
tests.
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Dependent Variable: M2

Method: Least Squares

Sample: 2003Q1 2014Q4

Included observations: 48
Variable Coefficient Std. Error t-Statistic Prob.
Tl 0.098435 0.022163 4.441397 0.0001
CPI 1.859353 0.088609 20.98377 0.0000
GDP 0.106274 0.049935 2.128253 0.0390
C -0.762271 0.329349 -2.314476 0.0254
R-squared 0.961947 Mean dependent var 8.802755
Adjusted R-squared 0.959352 S.D. dependent var 0.493156
S.E. of regression 0.099427 Akaike info criterion -1.699138
Sum squared resid 0.434969 Schwarz criterion -1.543204
Log likelihood 44.77930 Hannan-Quinn criter. -1.640210
F-statistic 370.7579 Durbin-Watson stat 0.572886

Prob(F-statistic) 0.000000 |
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Jlaall aiall Holad Gl dpuSall Alall 8 L) clgaad) (S Y zasall 4phiin) Jobd o o
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CUSUM / CUSUM Of Squares Test zigaill 4y lfiu) jLad) :(5) a8, Jsid)
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Multiple breakpoint tests |

Bai-Perron tests of L+1 vs. L sequentially determined breaks

Sample : 2003Q1 2014Q4

Included observations : 48

Breakpoint variables : C Tl CP1 GDP

Break test options: Trimming 0.15, Max. breaks 5, Sig. level 0.05

Sequential F-statistic determined breaks: 4

Scaled Critical

Break Test F-statistic F-statistic Value**
Ovs.1* 46.33353 185.3341 16.19
lvs. 2* 77.58627 310.3451 18.11
2vs. 3% 54.19645 216.7858 18.93
3vs. 4% 22.87314 91.49257 19.64
4vs.5 0.000000 0.000000 20.19

* Significant at the 0.05 level.

** Bai-Perron (Econometric Journal, 2003) critical values.

Break dates :

Sequential Repartition
1 201004 2005Q2
2 2005Q4 2008Q2
3 2012Q3 2010Q1
4 2008Q2 2012Q3

P YIS el dapdadll culyid Gl eday Jsandl DA (e

allaill 8 ladlay) cdala S sl 2012Q3.2010Q1.2008Q2:2005Q2
da gl dinlias pe o giSall Gl Cipla (e Aagiiall (il sl () gilal Alaea il ) (sl
Ylsall o Ao gana Fra o Cipeda Al BN o) Al desend) ApAll Leingd Al AL
Slo st lal DA e esend)l Calagll g el Jlae done Lyj Case dglay) 4L
DA (e bl laidyl e 2008 Luallall Zay¥) L 135 cileUaill Jaaal Lalal) il sall
Aulauad Dyl dadadll agie canp oAl Gl Ll cclylgl) )56 ana 30l Jealaall (alads)
il (el Sl aai) oA Alaall (mds

) Glhally et Cagas SBHLEAY) e Alajall o2a b AR Cileagal) 4852
Gsudl & Al Aol AR g5S5al el Adhe e dipad gl ala@Y) Cus
A9 Lliy) chlid) ade Gisw o (Boughrara,2002°' ;Ouldraghani,2009)
Aal) Ayl Uns laag 5100 s A 20l ileasal) (s Lo Al

Al Clyrie Jadls AphEiay @ladl HLaa¥ PlA e Gad il Galiial) Jal<il) Laa)

sAll sl e JS

2 (CPHASEN) el jb5e o Tl i)l 586 Jaa ((M2)agaid) ALY v/
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2014-2003 31 jxl1 2 39801 ke wdlall 4013 1 el

Hypothesized | &1l 4l A daall adl) Juaiay)
No. of CE(s) Eigenvalue Trace Statistic | Critical Value A | Prob.**
0.05
None * 0.689679 75.98957 47.85613 0.0000
At most 1 0.303458 22.16278 29.79707 0.2896
At most 2 0.079978 5.527950 15.49471 0.7505
At most 3 0.036145 1.693472 3.841466 0.1931
Hypothesized | 414 adl S Aaall adl Juaiay)
No. of CE(s) Eigenvalue Trace Statistic | Critical Value A | Prob.**
0.05
None * 0.689679 53.82679 27.58434 0.0000
At most 1 0.303458 16.63483 21.13162 0.1899
At most 2 0.079978 3.834479 14.26460 0.8764
At most 3 0.036145 1.693472 3.841466 0.1931

.Eviews 8 clada Jo alaie¥l ofialdl slae) (e 1 jaaall

oaby Julls (%5 Lsize s die dapll adll e S A trace ded o) my
r=1 Caliiall JalSill chlgaiall sae of Cua coaliiall JalSall 2Dle 35ms ] HO dpadall dpca)dll
ligahial g Ja¥l gk aliie Jel€ Al asay o Ju Lee %5 dysine (s5ie die
dsh e dalSi ABle ) r=1g) iy plaadl Bl ol e galsaadl & Y LaaY)
(Y
ALY bl Ciie o Apdl G olad) Hlad) As ) sda & Jolaie i) LIS
ol ) ((CPHASaWY) ) si3e oTl) idad) 586l Jaee o(M2)aal
B Cibpriall ()68 of L) HLEa) Jagyd ey« AY) o i Lagie gl dyaal L(GDP)alA)
UsandlFisher' dglaas) e Sl F-statistique culS 13licsiae byl sas dajall i e
gmaall (F7) <ol 1Y W cdan clle agag gl Al daca il Jiiy deanl) daca il by
A GBe 25 gl Al Gl Jis A gaal) "Fisher' dglaal e il

AR e Gt A1 g dgail L) JLER) :(6) ady Jgaad

Pairwise Granger Causality Tests

Date: 05/01/15 Time: 03:31

Sample: 2003Q1 20140Q4

Lags: 4

Null Hypothesis: Obs F- Prob.
Statistic

T1 does not Granger Cause M2 44 1.29518 | 0.2908
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M2 does not Granger Cause Tl 1.60389 | 0.1951
CPI does not Granger Cause M2 | 44 0.29262 | 0.8808
M2 does not Granger Cause CPI 1.64655 | 0.1845
GDP does not Granger Cause M2 | 44 2.28086 | 0.0802
M2 does not Granger Cause GDP 0.98446 | 0.4287
CPI does not Granger Cause Tl | 44 0.41884 | 0.7939
T1 does not Granger Cause CPI 0.41588 | 0.7960
GDP does not Granger Cause TI | 44 0.62785 | 0.6458
T1 does not Granger Cause GDP 0.28219 | 0.8875
GDP does not Granger Cause CPI | 44 1.71457 | 0.1688
CPI does not Granger Cause GDP 0.50274 | 0.7339

.Eviews 8 clada Jo alaie¥l ofialdl slae) a1 jaaal)

0N <0.05 Aaill (e ) Al LY asea o) Loy oy oSlel Jsaall DA (e
Ble e A dadl bele ccbidl Gn A ADle dgag ke ol Leael) dum gl Ji
Agail) AN 3aly) (4 iy AN 13 () (of Al ALy Alal sl Ul G 53 g sal) Al
Apaadly dyadal) dyadal) dpylill Gy - phall 108 Jod Sy dplail) alil) e Jag

1Al Cileagal) Jga cilaglral) apdi-3

Jsaall 8 Aliasall Llsy¥) claledl g VAR Aaddd 1A jlaai¥) g dsad 4 )il
e «%692(TI) adal) 53806 Jara %9Y(M2)apaall ALY lpiial) 1l Cpity (i)
U Y gl Llsy) e dis %90 i af LIS %I98(CPIASLEN) )
Aaal) dpaiall Ag,kall 38lse 138 JS5 % 61 At sax &) 3 (PIB)alal)  adl)

g asall) B A LRI Jag il A JSG 1(6) A8y Ji

Inverse Roots of AR Characteristic Polynomial
1.5

T T T T T
-1.5 -1.0 -0.5 0.0 0.5 1.0 1.5

.Eviews 8 clajda Ao alaie¥l ofialdl dlas) G jaaal)

Sy (whsie 4) VAR zisail) 8 clalll o (Bl cUagY) 558 et rpla) il apans
ame ol e do ) aln colS sy Al clsid SCe AlC fypisall ded Ji s
DRl m3gal) G iy JSA) PA b B slad 358 6 o el 1 el
Jual clleall aea of 3 (VAR satisfies the stability condition) iyl ag b (siay
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Response to Cholesky One S.D. Innovations = 2 S.E.

Response of LN_M2_ to LN_CPI_

Response of LN_M2_ to TAUX D_INTERET
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Variance Decomposition of M2

Period S.E. M2 TI CPI GDP

2 0.037319 96.14986 0.381178 1.143073 2.325888
6 0.072932 91.97848 1.473979 2.096810 4.450733
10 0.096475 91.13071 1.883133 2.157252 4.828907
Variance Decomposition of T

Period S.E. M2 TI CPI GDP

2 0.358656 8.521518 90.09848 0.032646 1.347351
6 0.536138 15.95265 72.45710 9.590197 2.000055
10 0.578155 15.39466 64.51702 17.89035 2.197969
Variance Decomposition of CPI

Period S.E. M2 TI CPI GDP

2 0.037048 17.50525 8.032887 74.32867 0.133189
6 0.059001 24.23641 15.49576 59.87923 0.388603
10 0.071239 31.37043 14.94013 53.09757 0.591875
Variance Decomposition of GDP

Period S.E. M2 TI CPI GDP

2 0.297299 3.104896 0.432741 5.469428 90.99293
6 0.315864 3.882136 0.933941 8.360630 86.82329
10 0.317813 4.580198 0.938721 8.590270 85.89081
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