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Abstract

This study aims to examine the relationship between economic growth and
unemployment in Algeria over the period 1980-2014, The Johansen cointegration
test showed a lack of integration between the joint variables of the study. The paper
also examined the Granger causality between the variables within the Vector
Autoregression Model (VAR) showing a one way causality from growth to
unemployment. This causality is reflected in the analysis of variance
decomposition and response function for the reaction.

Keywords:  Unemployment, Economic  Growth, Cointegration, Vector

Autoregression.
JEL Classification: C10, E24, F43, J64
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Unrestricted Cointegration Rank Test (Trace)

Hypothesized . Trace 0.05 o
No. of CE(s) Eigenvalue Statistic Critical Value Prob.

None 0.345629 15.23036 15.49471 0.0548

At most 1 0.036753 1.235689 3.841466 0.2663

Trace test indicates no cointegration at the 0.05 level
* denotes rejection of the hypothesis at the 0.05 level
**MacKinnon-Haug-Michelis (1999) p-values

Unrestricted Cointegration Rank Test (Maximum Eigenvalue)

Hypothesized . Max-Eigen 0.05 o
No. of CE(s) Eigenvalue Statistic Critical Value Prob.

None 0.345629 13.99467 14.26460 0.0551

At most 1 0.036753 1.235689 3.841466 0.2663

Max-eigenvalue test indicates no cointegration at the 0.05 level
* denotes rejection of the hypothesis at the 0.05 level
**MacKinnon-Haug-Michelis (1999) p-values
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VAR Lag Order Selection Criteria
Endogenous variables: Y U

Exogenous variables: C
Sample: 1980 2014

L

a

g LogL LR FPE AlC sC HQ

0 -177.5336 NA 255.9899 11.22085 11.31246 11.25122
1 -131.0515 84.24891* 18.01252* 8.565717* 8.840542*  8.656814*
2 -129.6201 2.415394 21.23532 8.726258 9.184300 8.878086
3 -127.8536 2.760115 24.64245 8.865853 9.507113 9.078412

* indicates lag order selected by the criterion

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-Quinn information criterion
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Pairwise Granger Causality Tests

Sample: 1980 2014

Lags: 1

Null Hypothesis: Obs F-Statistic ~ Prob.
U does not Granger Cause Y 34 0.18146  0.6731
Y does not Granger Cause U 5.80642  0.0221
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Variance Decomposition of Y:

Period S.E. Y U
1 2.167792 100.0000 0.000000
2 2.360612 99.96422 0.035783
3 2.391432 99.89603 0.103969
4 2.395867 99.81297 0.187031
5 2.396961 99.72718 0.272819
6 2.398153 99.64458 0.355418
7 2.399625 99.56746 0.432544
8 2.401196 99.49641 0.503594
9 2.402741 99.43134 0.568660
10 2.404202 99.37191 0.628092
Variance Decomposition of U:
Period S.E. Y U
1 1.836888 6.868555 93.13144
2 2.778680 20.87682 79.12318
3 3.544590 29.46956 70.53044
4 4.175151 34.63492 65.36508
5 4.699382 37.89076 62.10924
6 5.140622 40.05470 59.94530
7 5.516594 41.56337 58.43663
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8 5.840459 42.65915 57.34085
9 6.122007 43.48287 56.51713
10 6.368622 44.12006 55.87994
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