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The goal of this study is to analyze the
relationship between budget deficit, money
growth and inflation in Algeria through an
empirical analysis using granger causality
upon annually data for the period 1970-2016.
On the one hand, this study supports Sargent
and Wallace hypothesis (SW-H), which
emphasizes that causality goes from deficit
to money growth and, thereafter, from money
growth to inflation. On the other hand,
empirical findings show that the budget deficit
is inflationary (monetarist hypothesis, MH),
which confirms the concept of fiscal
dominance and it is impact to increase
inflation rate and the decline in the
effectiveness of monetary policy.

Keywords: budget deficit, money growth,
inflation, cointegration.
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Unrestricted Cointegration Rank Test (Trace)

Hypothesized Trace 0.05
No. of CE(s) Eigenvalue Statistic ~ Critical Value Prob.**

None 0.273540 25.70852 29.79707  0.1376
At most 1 0.156512 11.32780 15.49471  0.1921
At most 2 0.078285 3.668365 3.941466  0.0654

Trace test indicates no cointegration at the (.05 level
* denotes rejection of the hypothesis at the (.05 level

**MacKinnon-Haug-Michelis (1999) p-values

Unrestricted Cointegration Rank Test (Maximum Eigenvalue)

Hypothesized Max—-Eigen 0.05
No. of CE(s) Eigenvalue Statistic ~ Critical Value Prob.**

None 0.273540 14.38071 21.13162  0.3346
At most 1 0.156512 7.659439 14.26460  0.4144
At most 2 0.078285 3.668365 3.941466  0.0654

Max-eigenvalue test indicates no cointegration at the (.05 level
* denotes rejection of the hypothesis at the (.05 level

**MacKinnon—-Haug-Michelis (1999) p-values
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Apial) Jalssll Hladl : (5) o) Jsaal

Unrestricted Cointegration Rank Test (Trace)

Hypothesized Trace 0.05
No. of CE(s) Eigenvalue Statistic Critical Value Prob.**

None 0.348656 28.88938 29.79707  0.0633
At most 1 0.260404 14.74169 15.49471  0.0647
Atmost 2 *  0.135035 4.787199 3.841466  0.0287

Unrestricted Cointegration Rank Test (Maximum Eigenvalue)

Hypothesized Max—Eigen 0.05
No. of CE(s) Eigenvalue Statistic ~ Critical Value Prob.**

None 0.348656 14.14769 21.13162  0.3530
At most 1 0.260404 9.954489 14.26460  0.2149
Atmost 2 *  0.135035 4.787199 3.841466  0.0287

**MacKinnon-Haug-Michelis (1999) p-values

Lassad) L300}

Cibaia (6 o) Joan Dl ) duwad) 3gag e Lan) Cipglily ¢ ilall A JW) Saall jias dijee
25ms 58 lalaiV) b Jsf ol oy JaY) dlish dDley pmge (e ST b (%5 aie dsine ) Aull
Sl Jaad) G it Al dpaid) Akl A 3 S5 Lo sy M) Saall sl e L Ak
Aa b Aealdll lslgal) (53 Laa Ll (e gy pdimil G (6 o MH) Laadcas 5l 58 d3))sall b
S P QIS Al (ggine G dday ecnlileYly sa¥) (e LnagSall cilail] adl) g 35k ddg)ls
ol Az 5l 4500 Nz Hble 350 e claall caly Qe (8 %10 (s5iue die Chiaig e (10
Sargent and iy 3ia3 GAY) & X5 Cels (GAY) Land) G L Caiaia 12.8 lsia 5 853l
Dk oyen Al ) o ) Saall e A ABDle 2535l Capan AllWallace hypothesis (SW-H)
daayp a3 i 06 o3y Jsaad) b Lyl @lBle L2016 ) 1970 e saiaall sl Pla sl
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Al dilian)y dugine pie DA e el Sae ok Ge aai pdamill G g Al sl Akl
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. 1990 .. Dornbusch, Sturzenegger and Wolf duaa filKs (50 adii 3lay

F_
Null Hypothesis: Obs  Statistic Prob.

GC does not Granger Cause CPl 33  1.194880.3177
CPI does not Granger Cause GC 3.54388 0.0425

M2Y does not Granger Cause CPI 33  3.57501 0.0414
CPI does not Granger Cause M2Y 1.745250.1931

M2Y does not Granger Cause GC 33  1.55708 0.2285
GC does not Granger Cause M2Y 4.29687 0.0236

4l

A 47 Dl el 8 gl sailly adilly Ljlsall Sae o ADW HLad) Al sde cilsla
Aagll o3 maj g agul) IS & palin 4l ks a Daal) O duimjd 3ad ) Aubal) cleagi
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JiYBEY) )b e V) OsSY 13y Lol Calaa¥ ol AL Auled) 8 il sole) cansiny L
b Jalas Giny s Y BLEY) e 5 WY Gligine G g5 s 2016 JWS dulys diaiagl LS
Pl clubuall o JSI O3l

bl
ity Alaa ihall 8 asSal)l BN Y] aaally goill ) dadell cdane o JWS .1

59-48 (<2016 ¢ 15 22all bl cdoyi) daiilly
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