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Abstract:

This study aims to identify the most important factors affecting the demand for cash balances in
Algeria during the period 1972-2009, by using both Dickey—Fuller and Phillips Peron tests to test
the degree of stationary of the study’s variables, and Johansen co-integration methodology to test the
existence of long run stable relationship .The results of the statistical tests showed that all the
variables of the study are stationary in the first differences and that the demand for money, the real
output, inflation, exchange rate and discount rate are cointegrated. In addition, The results of the
estimation of the long run relationship of demand for money indicate that the real output affects
Positively the demand for money, unlike the rest of the variables that negatively affect it.

Keywords: Money demand function , Cash balances, Co-integration methodology, Demand for
money in Long term, stability of variables.
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- Chris Brooks, Introductory Econometrics for Finance, second edition, Cambridge University Press,
New York, 2008.

- Régis Bourbonnais, Econométrie, 5° édition, Dunod, Paris, 2004..

- Johansen S, Juseius K, MAXIMUM LIKELIHOOD ESTIMATION AND INFERENCE ON
COINTEGRATION - WITH APPLICATIONS TO THE DEMAND FOR MONEY, Vol 52, OXFORD
BULLETIN OF ECONOMICS AND STATISTICS, United Kingdom, 2009.

Bl ad el ey (1) o3 Jgtr

|

1979 1978 1977 1976 1975 1974 1973 1972 1971 1970 Syl
79.688 | 67.458 | 51.95 43.605 | 33.75 25.772 | 22.93 18.139 | 13.925 13.076 ) 4l

M2
722.07 | 622.1 | 485.48 | 410.76 | 319.76 | 242.48 | 214.93 | 167.46 | 129.51 116.25 M1
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Hipathesized Trace F Percent I Percent
Mo aFf CIETE) Fioemvaliue Statetic Chtcal Walke Clhtieal Walhe
Mame = O TIA2FF HFEPIEST a5 37 Fa av
At imast T O FGFIIG 48 Faslz G2 F S ga
A mrast 2 O FFaTES 2 GFday 8 a8 i 2
A mragt 7 233725 Fo dagys i ar ZE O
At mrost < O A5 O FoFTTT g & asy
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Trace test indicates £ coutesratins eguatromn(s) at the 326 Jevel
Trace test indicates T comteorating eguatroms) at the 726 jsvel
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Hypathesized Max-Firen F FPercemt I Dercent
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At mast 7 8 483739 23X B2 58 27 Fr2 2
At maost 2 O IFa735 N F0 87 P
At mast 3 8253125 1007958 1407 IE a3
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HFOER) denaters rejectian of the hypothess at the 3267725) leved
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(Y Ayl Y™
d Cointograting SEgreafiorizls Log Hicelibhood SR FE00F
Plormralized coinfegrating coafificienis (sfd.err. in pareriboses) E-siafisticsin & 7
LRALZ IR = vy fER = [
E s slalrlele —OLRIE2ESR 275583 [N s Jl=ky CLOF T2 —F. 008 535G
(oL 22 a0 ) LSS 5D (LSS E ) (oL OZDEE
L TLEOT AT S 4.p0s027F S OSEE5ST fa.e80487
sUasdt @M c}}y*
Variable Coefficient Std. Error t-Statistic Prob
C 0.089144 0.028625 3.114173 0.0049
D(LRM2,,) -0.086892 0.176452 -0.492442 0.6271
D(LRM2,.,) -0.191887 0.154934 -1.238511 0.2280
D(LRGDP,,) -0.319090 0.182829 -1.745295 0.0943
D(LRGDP,.,) -0.034892 0.179184 -0.194727 0.8473
D(LINF,) 0.007614 0.026804 0.284061 0.7789
D(LINF..,) -0.007569 0.017267 -0.438378 0.6652
D(LER.,) 0.044958 0.113897 0.394727 0.6967
D(LER,,) 0.188088 0.111982 1.679621 0.1066
D(DRy.) 0.009976 0.007797 1.279511 0.2135
D(DR;.,) -0.001992 0.005863 -0.339805 0.7371
ECT1, -0.332911 0.090948 -3.660441 0.0013
R?=0.82 Akaike = -2.637
F=9.76 Schwarz =-2.104
Prob(F)=0.000003
Wlar] myedl aads ) il (78, Jpidd
Tests Estimated Value Probability
Normality (Jarque-Bera) Test 4.8317 0.0892
[1]: 0.0280 0.8670
Breusch-Godfrey Serial Correlation LM Test [2]: 2.4438 0.2946
[3]: 2.9808 0.3947
[1]: 0.1269 0.7216
ARCH Test [2]: 0.5842 0.7466
[3]: 1.2276 0.7463
[1]: 0.8097 0.3711
Ramsey RESET Test [2]: 3.9819 0.1365
[3]: 4.3093 0.2309
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