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The effectiveness of monetary and fiscal policy in Algeria
(Econometric Study of the Period (1990-2017)
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Abstract

This research aims to study the relative effectiveness of monetary and fiscal policy in
Algeria using the joint integration technique and the error correction model during the period
(1990-2017). To achieve the goal, we used fiscal policy variables (government spending and
net taxes on goods), monetary policy variables (monetary mass, official exchange rate and
inflation rate) and GDP as a proxy for economic growth. The results concluded that there is a
positive impact of government spending, taxes and the rate of inflation on economic growth.
In addition, we found that there is an effect of monetary growth on the domestic product, but
the exchange rate variable has no effect on growth in Algeria, which means that fiscal policy
is more effective and has an impact on economic growth in the long term than monetary
policy in Algeria. However, the effect of monetary policy appears in the short term, due to the
ease of adjusting monetary policy to economic conditions. As for the effect of the fiscal
policy, it requires a period of time in order to show its effect, because taking measures
regarding the fiscal policy needs a long period

Key words: monetary and financial policy, common integration, exchange rate ,economic
growth.
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Variable Teste : ADF Teste : PP

level 1°dif Level 1r diff
GDP 1,493 -3,711* -7,141 -7,238*
[0,999] [0,008] [1,000] [0,000]

(1) 0)
G -0,037 -6,544* -0,660 -6,664*
[0,956] [0,000] [0,989] [0,006]

(0) (0)
T -0,291 -3,885%* -0,153 -3,778*
[0,917] [0,004] [0,936] [0,006]

(1) (0)
M, -0,291 -3,885* -0,153 -3,778*
[0,917] [0,004] [0,936] [0,006]

1) (0)
EXR -1,2285 -5,528%* -2,188 -6,370*
[0,226] [0,000] [0,213] [0,000]

) (1)
INF 1,291 -3,885%* -0,153 -3,778*
[0,977] [0,004] [0,936] [0,006]

@ 0
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Syl Ll Teste : ADF Teste : PP
Variable &, jLast bl s Sgbl il Ggd e Byl e Bopdlylasl Syl e g
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GDP  -4.12455 -437561  -2.01546  0.25681 -3.21451 -3.2569  -1.9256  0.00025
M, -4.23568  -5.26456  0.815234 0.458624 -4.25640 -1.2569  -0.3547 0.03568

G -3.25462  -5.89653  -0.99654 0.258761  -3.56821  -2.2563 -0.6514 1.02569
T -3.79851  -4.26598  -0.85326  0.98563  -4.25632  -3.1254 -1.2563  0.02365
EXR  -4.08956 -5.25631 1.23563  0.025796  -3.3541 -2.4633  -0.0215 0.00231

INF -3.15374  -5.32788  -1.78698 0.25639  -3.95645 -1.2563  -1.6235 1.00255
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Hypothesized Trace 0.05
No. of CE(s) Eigenvalue Statistic Critical Value Prob.**
None * 0.760772 138.6772 95.75366 0.0000
At most 1 * 0.554348 78.60296 69.81889 0.0084
At most 2 0.427065 44.65781 47.85613 0.0968
At most 3 0.232672 21.26456 29.79707 0.3413
At most 4 0.214393 10.14124 15.49471 0.2700
At most 5 0.000160 0.006706 3.841466 0.9342

Trace test indicates 2 cointegrating eqn(s) at the 0.05 level
* denotes rejection of the hypothesis at the 0.05 level
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Error Correction: D(GDP) D(G) D(M2) D(T) DEXR) D(INF)
CointEq1 -141.2333  -1.374402  0.007108 0.251548  -0.015076  0.025938
(0.02401)  (0.34033)  (0.11486)  (0.14097)  (0.01655)  (0.01581)
[-1.85457] [-4.03840]  [0.06188]  [1.78443]  [-0.91105]  [1.64054]
c 2556369 34.52949 2055266  -0.082256 0.350068  -0.406205

(0.47898) (6.78967)  (2.29140)  (2.81232)  (0.33012)  (0.31542)
[3.86917] [5.08560]  [0.89695]  [-0.02925]  [1.06041]  [-1.28781]

R-squared 0.729805 0.812004 0.949079 0.514413 0.549518 0.526371
Adj. R-squared 0.609712 0.721487 0.924562 0.280612 0.332619 0.298328
Sum sq. resids 16.53563 2.04E+19 3.50E+18 271.7996 0.086512 10.96258
S.E. equation 0.782580 8.69E+08 3.60E+08 3.172799 0.056605 0.637198
F-statistic 5.609843 8.970755 38.71029 2.200217 2.533520 2.308205
Log likelihood -39.56136  -893.5168 -857.4020 -96.95209 68.12484 -31.13524
Akaike AIC 2.612749 44.26911 42.50741 5412297 -2.640236 2.201719
Schwarz SC 3.197871 44.85423 43.09253 5.997419 -2.055114 2.786841
Meandependent 2.553659 1.84E+09 1.23E+09 0.792439 0.028049 -0.016585
S.D. dependent 1.236921 1.65E+09 1.31E+09 3.740770 0.069290 0.760689
Determinant resid covariance (dof

adj.) 2.05E+32

Determinantresid covariance 1.67E+31

Log likelihood -1822.850

Akaike information criterion 93.30977

Schwarz criterion 97.07127
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Variance Decomposition of CPI:
Period SE. GDP G M2 T EXR INF
1 1519632  100.0000  0.000000  0.000000  0.000000  0.000000  0.000000
2 3.166674  91.02936  1.774562  20.23381  0.442420  3.610075  1.010039
3 5064256  84.34098  0.861241  7.144163  1.101294 5214310  1.338007
4 7.130688  79.63321  0.488339  10.19796  1.593856  6.533082  1.553548
5 9.273973  74.31910  1.281780  12.64911  1.824478  8.139511  1.786021
6 11.39439  69.07905  3.022375  14.35600  1.910671  9.667045  1.964852
7 1343789  64.20876 5478446 1531985  1.906538  10.99287  2.093543
8 15.36243  59.80146  8.314602 1571593  1.844722  12.13460 2.188685
9 1713812 5593565  11.24133 1571375  1.754248  13.09798  2.257036
10 18.75434 5261192  41.08571  32.44753  1.653153  13.89668  2.305009
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