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An econometric analytical study to test the hypothesis of twin deficit in Algeria

for the period 1980-2021
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Abstract:
This research explores the nexus between the public budget balance and the trade balance within the
Algerian economy, characterized primarily as an oil-based economy. The study utilizes annual data
from 1980 to 2021, delving into the theoretical underpinnings of the relationship between the two
deficits. Two central hypotheses dominate this discourse: the Ricardian Equivalence, which negates
any linkage between the deficits, and the Keynesian Proposition, which suggests a direct
relationship between them, alongside the presumption that the public budget deficit influences the
current account deficit.
Our findings underscore the Keynesian framework, suggesting that the public budget deficit has
implications for the trade balance deficit. This refutes the twin deficit hypothesis. The empirical
investigation substantiates this through the Granger causality direction. The research further
identifies a short and long-term equilibrium relationship, evidenced by the Johansen co-integration
test and the Error Correction Model (ECM). The error correction coefficient is determined to be
73%.
Keywords: Twin deficit, Public Budget, Trade Balance, Granger Causality, Co-integration, Error
Correction Model.
Jel Classification Codes: : F32¢<H62:B23<C32¢E12.
Résumé:
Cette étude vise a analyser la relation entre le solde budgétaire général et la balance commerciale,
ou ce que I'on appelle le double déficit de I'économie algérienne, qui est une économie pétroliere, en
s'appuyant sur des données annuelles couvrant la période 1980-2021. L'étude a également aborde le
fondement théorique de la relation entre les deux déficits, qui s'explique par deux hypotheéses :
I'équivalence Ricardienne, qui nie l'existence de toute relation entre les deux déficits, et la
proposition keynésienne, qui indique l'existence d'une relation directe. entre les deux déficits, en
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plus de I'nypothése selon laquelle le déficit du compte courant est affecté par le déficit budgétaire
général.

Notre étude a révelé que la relation entre le déficit interne et le déficit externe conforte la
proposition keynésienne selon laquelle le déficit budgétaire général affecte le déficit de la balance
commerciale, alors qu'elle ne supporte pas I'nypothese du double déficit, qui est confirmée par
I'étude standard sous la direction de Causalité de Granger. L'étude a également confirmé I'existence
d'une relation d'équilibre a court terme et a long terme gréce au test de co-intégration de Johansen et
a I'équation de correction d'erreur ECM, qui a déterminé le facteur de correction d'erreur & 73 % .
Mots clés : déficits double , budget général, balance commerciale, causalité de Granger, co-
intégration, modele a correction d'erreurs .
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Sample (adjusted): 1982 =021
Included observations: 40 afier adjuustments

Trend assumption: Linear deterministic trend (restricted)
Series- LBC LSE
Lags interval (in first differences): 1 to 1

Unrestricted Gointegration Rank Test ( Tracs)

Hypothesized Trace o.0s
o, of CE(s) Eigenwalue Statistic Critical Walue Prob =~
Fore = 0. S86405 A0 . Taves s av=11 OO OOt
Ar most 1 o1 1 E8oE A4 aTzaas 12 s17as OLE003
Trace test indicates 1 cointegrating egnis) at the 005 lewvel
= denotes rejection of the hypothesis at the 005 lewel
= plackKinnon-Haug-MMichelis (1999) p-walues
Unrestricted Gointegration Rank Test (Maximunm Eigenwalus)
Hypothesized hlam-Eigen o.0s
Mo, of CE(s) Eigenwalue Statistic Critical Walue Prob_ =~
Pore = O SS6405 ZIE B1ATE 19 38701 o.oo0o1
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Pairwise Granger Causality Tests

Date: 09/24/23 Time: 22:19
Sample: 1980 2021

Lags: 2

MNull Hypothesis: Obs F-Statistic Prob.
LSB does not Granger Cause LBC 40 3.46037 0.0425
LBC does not Granger Cause LSB 0.01229 0.9878
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Method: Least Sauares
Date: 08/17/53  Time: 12:13

Sample: 1980 2021
Included observations: 42

Wariabls Coefficient Std. Error t-Statistic Prob.

c -0 122286 D.024791 -4 93IZTI0 00000

LSB 0. 507930 0.060328 8419412 00000

R-sguared D.E3I92T1 Mean dependent var =0.00137T0

Adjusted R-squared O.G30253 S.D. dependent wvar 0215366

S.E. of regression 0130957 Akaike info criterion =1.181445

Sum squared resid o.Es5991 Schwarz criterion =1.098599

Log likelihood 26 81034 Hannan-Cuinm criter. =1.151115

F-statistic TO. 88649 Durbin-VWatson stat 1.305816
Frob{F-statistic) O OO0
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Drependent Wariable: D{(LBC)
Method: Least Squares
Drate: 0917/23 Time: 23:30

Sample (adjusted): 1981 2021
Included observations: 41 after adjustmeaents

Wariabls Coefficient Std. Error t-Statistic Prob.
c -0 00S6TT D.o018871 -0_300839 0.7&652
D(LSB) O.S511979 D.081419 &6 288232 (s N ulolala]
E(-1) -0_T3Z2050 0. 150871 -4 852174 [N elolals]
R-squared O.G222659 Mean dependaent war =0_D0EEL1
Adjusted R-squared O.G02389 S D. dependent wvar 191312
S_E. of regression 120635 Akaike info criterion -1._321744
Sum squared resid 0553004 Schwarz criterion -1.1965351
Log likelihood 30.09575 Hannan-COuinn criter. -1. 278086
F-statistic 31. 30037 Durbin-WWatson stat 1. 830846
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