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Impact of the government intervention in the economy on the informal economy,
in Algeria during 2000-2020 - An econometric study using the Autoregressive
Distributed Lag (ARDL) model-
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Abstract:

This research aims to shed light on the principle of government intervention in the economy
and the effect of government size on the informal economy. We use the Autoregressive Distributed
Lag (ARDL) model, based on World Bank annual data for the period 2000-2020, to examine the effect
of government size and the rule of law on the size of the informal economy in Algeria.

The study finds a positive effect of government size in the short and long run, as a unit increase in
government size leads to a 3.77% increase in the size of the informal economy in the long run, while
the effect of the rule of law is negative and stronger. The study concludes that the impact of the quality
of institutions and the effectiveness of systems and legislation have a stronger influence on the
implementation of economic policies than government spending and the financial impact of
government. The study recommends rethinking the strategy for implementing economic policies by
improving the quality of government institutions and rethinking the role of the state in the Algerian
economy.

Keywords: Informal economy; Size of government; ARDL Model; Rule of law; State.
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UNIT ROOT TEST RESULTS TABLE (PP)

Null Hypothesis: the variable has a unit root

At Level
EIDZ G GDPC RL
t-Statistic -1.9115 -1.9718 -1.7063 —4.3042%**
With Constant
Prob. 0.3206 0.2957 0.4131 0.0035
t-Statistic -1.5537 -2.0856 -0.2103 -5.6215***
With Constant & Trend
Prob. 0.7748 0.5222 0.9876 0.0011
Without Constant & t-Statistic -0.6011 -0.2271 0.0667 0.4625
Trend Prob. 0.4442 0.5918 0.6926 0.8054

At First Difference

d(EIDZ) d(G) d(GDPC) d(RL)
t-Statistic -3.9303*** —5.5824** -3.6239** —4.6702%**
With Constant
Prob. 0.0081 0.0003 0.0153 0.0017
t-Statistic -4.6959*** -11.2054%* -5.1281*** -4.2469**
With Constant & Trend
Prob. 0.0073 0.0000 0.0032 0.0173
Without Constant & t-Statistic —4.0027*** —5.7514%* -3.6705*** -4.9663***
Trend Prob. 0.0004 0.0000 0.0010 0.0000

(*)Significant at the 10%; (*)Significant at the 5%; (***) Significant at the 1%
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AU Ayl e 3Ll Bt S
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— Bounds Test

il hypathasls: Mo leavels rela‘tlonshlp
Mumber of cointegrating variables:. 3
Trand type: Rast. constant (Casa 2)
Sample siza: 19

Tast Statistic Valua

F-statistic 5.597876

Bounds Critical Valuas

10% 5%, 194

Sample S, 1{0) 1E1) | 1{0}) (1) | 1{0} 11y
ao 2.676 2,586 ‘ 3.272 4,306 4.614 5,966
Asymptotic 2.370 3.200 2.790 3670 3.650 4.660

* I{0) and I{1) are respectively the stationary and non-stationary bounds.
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.20
.16
.12
.08
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.00
.96

(Akaike) ,Lal
AIC jlas o Jus) ARDL 348 5Lt 1(03) o3y I3

Akaike Information Criteria (top 20 models)
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> Series: Residuals
Sample 2002 2020

4 Observations 19

3 Mean -1.53e-15
Median -0.307659
Maximum 2.411717

2 Minimum -1.973255

=

Std. Dev. 1.261121
Skewness 0.407322
Kurtosis 2.246539
.. Jarque-Bera  0.974819

5 -1.0 -05 0.0 0.5 1.0 1.5 2.0 2.5 | Probability  0.614216

0 I
20 -1

Eviews 13 br e slaaeVU Ol slas) o bl
Breusch- i LLa¥i el plasanl (So( ks 315 DLyl 379 pis) ladt dgu idMirwl—
LM=1,3531 of (Il Joadl 3 el LS a4 e~ (Godfrey Serial Correlation LM Test
T QU Z3gadl lsd 313 D) s pde Jo a5 @iy il Rl Jsk e U 0D e ST Jleasb
L Lod Aits 350l a0
LM Test juz| mis :(03) o3y Jd!

Breusch-Godfrey Serial Correlation LM Test:
MNull hypothesis: Mo serial correlation at up to 2 lags

F-statistic 1.353147 Prob. F(2,10) 0.3019
Obs*R-squared 4.046780 Prob. Chi-Square(2) 0.1322

Eviews 13 gl (Jo slaas VL Ol Ul slas) o FRWIN
Pl (b BISCa OLi sgmy e Auhll) ods 3 Retsildl SUL gls e aSTT) ipdged) el Ll
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Heteroskedasticity Test: Breusch-Pagan-Godfrey
Mull hypothesis: Homoskedasticity

F-statistic 0.356899 Prob. F(6,12) 0.8924
Obs*"R-squared 2.877117 Prob. Chi-Square(6) 0.8241
Scaled explained SS 0.715301 Prob. Chi-Square(s) 0.9842

Eviews 13 by, Je slazs¥U Ol slae] o 2 ybald
ARDL 35 Jlomab Joghally el =81 G Y puis :6-2-2
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Jr Y alby gpad
Lotk s Lolas 23 el ((05) o3 Joudt © el Jr) OVudas s @
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Error Correction

Depwncieant Variable DEIDZE)

Meathoo: ARDL

Datea: 10/25/23 Time: 1D 185

Sample: 2002 2020

INncluded obasarvation=: 19

Deopencent lags: 2 (Autamatic)

Automatic-lag linear regresscora (2 max. lags): G GSGDRPC R
Deterministicn: Mestricted constant ancd Mo trend (Case 2)
Modal selaction mathod: Akaike Info critarion (AlC)
Number of modcdesis svmiliumtect: 540

Selectocd modal: ARDL(1,0,0,2)

Variable Coofficiont Sta. Error t-Statistic Proo.
COINTEOQ" 0. 826530 0. 136298 ~5. 108942 0.0000
DCreL) -2 028320 1. 896028 -1.08D7T7S O . 3006
DRL(-1)) “4.632189 1.986668 2.332929 0.0330
R-mcuiasresct Oo.7aa191 Moo cdoepoanclent var -0 246842
Adjusted R-asqgquaraed 0. 705465 =D depandant var T a4ca702
S5E of regression 1. AA7TE2 Akalke Info coriterion A.SOSIHIGOoR2
Sum agquared resia 28 682769 Schwarz criterion I.7TI2T7=4A
Log lHkelihood -0 NSaz2 FHanmnan-CQuinm criter J.Sonnao
F-.atatistic 22 .5666680 Durbin-VWWwatson stat Z2.363693

FProhb(Mm-mtmtistic) 0. .000022

- P-vmiues mre Incompmtiblies with t-Bounds distribution

Eviews 13 by e slexe VL Ol L slas] e 2 yuabl

260



T388 plusuiab deld duly3— 2020-2000 558 o it & &) pb sLaBY e ladY § e 5w S
ARDL adalt d it <gedl] 3101 ylas)
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o V082,65 0f g5 (0,8265 wudalt it (olpad) (o Y abgb 1Me ey MU gy (Lot e ad
esll) 1 (3 O3l £ k) A Lpemenad o gl Y1 el ]
OPWE 83ley Bn S o Slpadll e (70T LN ¢ Y1 8508 W) i gl (o) (06) o3) St e
Nt 3Las¥) e 0l B3lwy Hgll 505 wmd (558 3y am L8 D05 B Sy die Lilan] Bisine
o o 8dlg By 8343 (Il Lagil ) Ol b S Corpr il U e S e o el Y 8
(6=1) 5oy i sl O Aok o By By 8305 Lt (03,110 o)l 8 sLaBV) om0 03 30 gSH
BN o w8 )L pUH ) ) e 3 G ine W D08,290 o)l 8 slas¥l e jpis S fews
905 Lgiall Gstoms s ginn 58 BTV ¢ o)) 1 sl o e 25
Jo Y1 8mad Y1 i :(06) o8y g
' Conditional Error Correction
Dependent Variable: D(EIDZ)
Method: ARDL
Date: 10/25/23 Time: 19:18
Sample: 2002 2020
Included observations: 19
Dependent lags: 2 (Automatic)
Automatic-lag linear regressors (2 max. lags). G GDPC RL
Deterministics: Restricted constant and no trend (Case 2)
Model selection method: Akaike Iinfo criterion (AIC)

Number of models evaluated: 54
Selected model: ARDL(1,0,0,2)

Variable Coefficient Std. Error t-Statistic Prob.
EIDZ(-1)" -0.826530 0.211710 -3.904073 0.0021
G"" 3.116072 1.187984 2.622991 0.0223
GDPC™" -0.000652 0.000450 -1.449268 0.1729
RL(-1) -8.293432 2.903531 -2.856327 0.0145
C 41.35430 12.55253 3.294500 0.0064
D(RL) -2.028320 3.075931 -0.659417 0.5221
D(RL(-1)) 4.632189 2.336509 1.982526 0.0708
R-squared 0.738191 Mean dependent var -0.246842
Adjusted R-squared 0.607286 S.D. dependent var 2.464702
S.E. of regression 1.544552 Akaike info criterion 3.984655
Sum squared resid 28.62769 Schwarz criterion 4,332606
Log likelihood -30.85422 Hannan-Quinn criter. 4.043542
F-statistic 5.639150 Durbin-Watson stat 2.353693

Prob(F-statistic) 0.005434

"

p-values are incompatible with t-bounds distribution.
** Zero-lag variable.
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Cointegrating Specification

Deterministics: Rest. constant (Case 2)

CE = EIDZ(-1) - (3.770066"G - 0.000789"GDPC - 10.034037*RL(-1) +
50.033642)

— Cointegrating Coefficients

Variable * Coefficient Std. Error t-Statistic Prob.
G 3.770066 1.106080 2.408494 0.0038
GDPC -0.00078% 0.000498 -1.584114 0.1340
RL(-1) -10.03404 4.499597 -2.229986 0.0414
c 50.03364 17.47693 2.862839 0.0118

Mote: * Coefficients derived from the CEC regression.
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2010 2009 2008 2007 2006 2005 2004 2003 2002 2001 2000 Ll
25,89 25,90 24,07 24,21 24 44 24,93 27,76 32,64 33,67 36,04 35,30 EIDZ
4495921 | 3898,479 | 4946,564 | 3971,803 | 3500,135 | 3131,328 | 2624,795 | 2117,048 | 1794,811 | 1754,582 | 1780,376 GDPC
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