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The relationship between the public budget deficit and the current
account deficit in Algeria: Econometrics study for the period (1970-2017).
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Abstract :
The economic balance is considered one of the most essential ingredients for economic development,
given its great role in achieving economic and social goals, as well as ensuring economic, social and
even political stability for the country. According to the Keynesian theory, there is a close correlation
between the internal balance (Government budget balance) and the external balance (The trade
balance), while proponents of the Ricardian approach see that there is no relationship between the two
deficits. Within this framework, this study came to investigate the existence or the absence of the
phenomenon of twin deficit in Algeria during the period (1970-2017), by analyzing the relationship
between the Government budget balance deficit and the current account balance deficit using the
Granger causality.
The study found that there is a causal relationship between government budget balance deficit and
current account balance deficit, which confirms the hypothesis of the twin deficit in the Algerian
economy. This is due to several reasons, the most important of which is the structural deficiency in the
Algerian economy and the weakness of the national production system and its lack of flexibility,
which the Algerian government must undertake a number of structural reforms to boost the national
economy and diversify the its sources of public revenues and exports outside the hydrocarbons sector.
Key words: Twin deficits; government budget balance deficits; current account balance deficit;
granger causality; oil rents.
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Pairwise Granger Causality Tests
Date: 08/08/19 Time: 15:02
Sample: 1970 2017

Lags: 1

Null Hypothesis Obs  F-Statistic  Prob
BC does not Granger Cause BD 47 124537 0.0010
BD does not Granger Cause BC 171163 0.0002
POIL does not Granger Cause BD 47 156171 0.0003
BD does not Granger Cause POIL 3.82379 0.0569
POIL does not Granger Cause BC 47 10.2764 0.0025
BC does not Granger Cause POIL 311280 0.0846

EViews 10 pelp Sl s jaall

Fised) 26 ays 1(3) o3y all)

VAR Lag Order Selection Criteria
Endogenous variables: BD BC POIL
Exogenous variables: C

Date: 11/16/M19 Time: 18:37
Sample: 0197 0244

Included observations: 44

Lag LogL LR FPE AIC SC HQ

o -1513.147 NA 171e+26 6891577 69.03742 6896088
1 -1407.624 191.86068* 213e+24* §4.52834% 65.01494* G4.70880%
2 -1401.736  9.902115 2.4Te+24 64.66981 6552135 64.98560
3 -1394.604  11.02176 2.73e+24 6475473 6597122 65.20587
4 -1388.090 9.178508 3.15e+24 64.86774 6644918 £65.45422

EViews 10 zsbipy Slrpes : ol

) U s J.Js‘- ks :(6) o5 s>

Wariance Decomposition of BC:

Period SE BC BD POIL
1 4449681 100.0000 0.000000 0.000000
2 5879106 9543993 4516786 0.043287
3 674287.0 87.82842 1213221 0.039370
4 7309056 7951133 2042767 0.060993
5 770961.0 72.08983 27.65942 0.250746
6 803037.0 66.54523 3273513 0.719639
7 8325315 6322796 3528754 1.484495
8 8620525 61.90457 35.63361 2461822
9 892009.8 61.97510 34 51089 3.514010
10 921468.5 6276654 3272380 4509669

.EViews 10 oy Sl g jdall

JoSall il g st @il (5) o3y gl
CERIN]

Date: 02/08/19 Time: 15:03
Sample (adjusted): 1972 2017

Included observations: 46 after adjustments
Trend assumption: Linear deterministic trend
Series: BD BC POIL

Lags interval (in first differences): 1 to 1

Unrestricted Cointegration Rank Test (Trace)

Hypothesized Trace 0.085
Mo. of CE(s) Eigenvalue Statistic Critical Value Prob.==
rone 0.264666 28.81726 29.79707 0.0645
At most 1 0.196408 14.67545 15.49471 0.0662
At most2 ~ 0.095496 4.516949 3.841456 0.0317

Trace testindicates no cointegration at the 0.05 level
= denotes rejection of the hypothesis atthe 0.05 level
~=MackKinnon-Haug-Michelis (1999} pvalues

EViews 10 mobip Slrpus 1 j0all

Dependent Variable: BC

Method: Least Squares (Gauss-MNewton / Marquardt steps)
Date: 11/16/19 Time: 18:44

Sample (adjusted): 0198 0244

Included observations: 47 after adjustments

BC = C(1F*BGi-1) + C(2)*BD(-1} + G(3\"POIL(-1) + C(4)

Coefficient Std. Error t-Statistic Prob

Gi1) 0.785857 0.134398 5.847228 0.0000

ci2) 0.311832 0132014 2362107 00228

C(3) 1925934 5099.175 0.377695 0.7075

Ci4) 75836.44 135556.9 0.559444 05788
R-squared 0785037 Mean dependentvar 314927 2
Adjusted R-squared 0.770039 S.D. dependentvar 927901.4
S.E. ofregression 444968 1 Akaike info criterion 28.93066
Sum squared resid 8 51E+12 Schwarz criterion 20.08812
Log likelihood -675.8705 Hannan-Quinn criter. 28.98991
F-statistic 52.34485 Durbin-Watson stat 1.786936
Prob(F-statistic) 0.000000

EViews 10 msby olr s : jall

Bz V1 Jlgoy Sletall L2 =il 1(7) o3 all)

Fargres b Chescy Sroa 5.3 (21, s Iviorn A 15
Eapraa B nAC g raact B uil Fanpraacao RO

Fasgaraa s nEC Fagaraas LAY Fagaacule FL

EViews 10 moby ol s : jall
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