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The Impact of the Public Budget Deficit on Economic Growth in Algeria
Standard study using the ECM model, During the Period 1965 — 2016
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Abstract : This study aims to examine the impact of the budget deficit on economic
growth in Algeria and analysing the relationship between the these two variables in the
short and long run, the study has applied a dynamic approach which is the Error
Correction Model (ECM), we used an annual data of budget deficit And GDP during the
period 1965-2016, the data of budget deficit was taken from Algeria Bank reports, while
the GDP data were taken from World Bank dataset (WDI).

The empirical results shows that there is a long-term relationship between the budget
deficit and economic growth in Algeria, in the short run the budget deficit has a positive
effect on economic growth for 4 lags, the results also demonstrate the keynesian
hypothesis that assume positive relationship between budget deficit and economic
growth, that means empirical results reject the hypotheses of classic and neoclassical
analysis and monetary school of thought hypothesis.

Keywords: Budget deficit, economic growth, fiscal policy, error correction model.
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With Constant t-Statistic 3.2792 -2.0311
Prob 1.0000 0.2730
With Constant & Trend  t-Statistic 0.0546 -2.3209
Prob 0.9960 0.4154
Without Constant & t-Statistic 5.3129 -1.9027
Trend
Prob 1.0000 0.0551
RPN R
D(GDP) D(BS)
With Constant t-Statistic - -8.4710
4.8409
Prob 0.0000**
0.0002**
With Constant & Trend  t-Statistic - -9.2731
6.1865
Prob 0.0000**
0.0000**
Without Constant & t-Statistic -3.9487 -7.7478
Trend
Prob 0.0000**
0.0002**
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Sample (adjusted): 1970 2016
Included observations: 47 after adjustments
Trend assumption: Linear deterministic trend

Series: GDP BS

Lags interval (in first differences): 1 to 4

Unrestricted Cointegration Rank Test (Trace)

Hypothesized Trace 0.05

No. of CE(s)  Eigenvalue Statistic Critical Value Prob.**
None * 0.640590 66.50339 15.49471 0.0000
Atmost 1 * 0.324076 18.40869 3.841466 0.0000

Trace test indicates 2 cointegrating eqn(s) 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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ECM ik c?b.aﬁ ijﬂ ﬁ.\js 3.6
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Coefficient  Std. Error  t-Statistic  Prob
CE -0.107299 0.035718 -3.004067 0.0036
D(GDP(-1)) 0.270020 0.205129 1.316340 0.1921
D(GDP(-2)) 1.207092 0.263650 4.578384 0.0000
D(GDP(-3)) 0.483230 0.164758 2.932969 0.0045
D(GDP(-4)) -0.565721 0.242788 -2.330106 0.0225
D(BS(-1)) 2031864 567036.7 3.583302 0.0006
D(BS(-2)) 1634999 4515535 3.620830 0.0005
D(BS(-3)) 2263806  491167.0 4.609035 0.0000
D(BS(-4)) 3287049  572820.6 5.738358 0.0000
C 4.87E+10 9.67E+10 0.503289 0.6163
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