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Abstract: This study examines the deficit–inflation relationship in Algeria, using an annual dataset
that covers the period of 1980 to 2018. Autoregressive Distributed Lag (ARDL) approach has been
applied to try to discover the long-run and short-run relationships between the inflation rate and the
budget deficits. Different methods of financing fiscal imbalances have been followed, including
borrowings and printing of money. The empirical results show that the fiscal deficit has a weak
impact on inflation.
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)01( :(ADF)
At Level

LnINF LnBD LnIR LnOP LnOil LnM2 LnER

With Constant

t-Statistic -2.6746 -2.9698 -3.2658 -1.6776 -0.9887 -1.1908 -1.6979

Prob. 0.0878 0.0469 0.0249 0.4342 0.7476 0.6685 0.4242

* ** ** No No No No

With Constant
& Trend

t-Statistic -3.0086 -3.1388 -1.6447 -2.3129 -2.2308 -1.2876 -0.6027

Prob. 0.1432 0.1122 0.7547 0.4172 0.4598 0.876 0.9731

No No No No No No No

Without
Constant &

Trend

t-Statistic -1.1045 -2.9091 0.273 -0.2785 0.2075 0.3734 0.4013

Prob. 0.2395 0.0047 0.7596 0.579 0.7411 0.7872 0.794

No *** No No No No No

At First Difference

d(LnINF) d(LnBD) d(LnIR) d(LnOP) d(LnOil) d(LnM2) d(LnER)

With Constant

t-Statistic -8.641 -7.0682 -3.6465 -4.6113 -5.7775 -4.8654 -3.9903

Prob. 0.0000 0.0000 0.0095 0.0007 0.0000 0.0003 0.0038

*** *** *** *** *** *** ***

With Constant
& Trend

t-Statistic -8.527 -6.9621 -3.889 -4.573 -5.8008 -4.8214 -4.1381

Prob. 0.0000 0.0000 0.0229 0.0041 0.0001 0.0022 0.0124

*** *** ** *** *** *** **

Without
Constant &

Trend

t-Statistic -8.7458 -7.1072 -3.5905 -4.6718 -5.8334 -4.9106 -1.3554

Prob. 0.0000 0.0000 0.0007 0.0000 0.0000 0.0000 0.1594

*** *** *** *** *** *** No
Notes: (*)Significant at the 10%; (**)Significant at the 5%; (***) Significant at the 1%. and (no) Not Significant.
MacKinnon (1996) one-sided p-values.
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Series: Residuals
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Observations 37

Mean  2.669758
Median  2.768718
Maximum  4.236085
Minimum  0.599872
Std. Dev.  0.795535
Skewness  -0.502276
Kurtosis  3.370614

Jarque-Bera 1.767491
Probability  0.413232
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)05(:(AIC)
Dependent Variable: LNINF
Method: ARDL
Date: 10/17/19   Time: 15:35
Sample (adjusted): 1982 2018
Included observations: 37 after adjustments
Maximum dependent lags: 2 (Automatic selection)
Model selection method: Akaike info criterion (AIC)
Dynamic regressors (2 lags, automatic): LNBD LNIR LNOP LNOIL LNM2 LNER
Fixed regressors: C
Number of models evalulated: 1458

LnINFLnBDLnIRLnOPLnOilLnM2LnER

Lag1002020
:EViews.10
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)02( :: LM Test
Breusch-Godfrey Serial Correlation LM Test:

F-statistic 1.736967 Prob. F(2,23) 0.4970
Obs*R-squared 4.78054    Prob. Chi-Square(2) 0.0820

 :EViews.10

)03( :(Heteroskedasticity Test: ARCH)
Heteroskedasticity Test: ARCH

F-statistic 0.812430    Prob. F(1,34) 0.1597
Obs*R-squared 0.410172 Prob. Chi-Square(1) 0.1665

 :EViews.10

)04( :(Ramsey RESET: Regression Error Specification Test)
Ramsey RESET Test

Value df Probability
t-statistic 1.688022 17 0.2038
F-statistic  2.849419 (1, 17)  0.2038

 :EViews.10
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)06(:ARDL
ARDL Long Run Form and Bounds Test
Dependent Variable: D(LNINF)
Selected Model: ARDL(1, 0, 0, 2, 0, 2, 0)
Case 2: Restricted Constant and No Trend
Date: 10/18/19   Time: 13:43
Sample: 1980 2018
Included observations: 37

Conditional Error Correction Regression
Variable Coefficient Std. Error t-Statistic Prob.
C -28.47785 7.484690 -3.804813 0.0008
LNINF(-1)* -0.837384 0.175151 -4.780918 0.0001
LNBD** -0.022195 0.010550 -2.103774 0.0456
LNIR** 2.372061 0.690702 3.434276 0.0021
LNOP(-1) 4.911785 1.465015 3.352720 0.0025
LNOIL** -1.324928 0.398107 -3.328068 0.0027
LNM2(-1) 3.228831 0.832024 3.880696 0.0007
LNER** -0.884736 0.266102 -3.324797 0.0027
D(LNOP) 1.256949 1.520121 0.826874 0.4161
D(LNOP(-1)) -2.531485 1.510385 -1.676053 0.1062
D(LNM2) 1.863102 1.289718 1.444582 0.1610
D(LNM2(-1)) -3.777920 1.087550 -3.473788 0.0019
* p-value incompatible with t-Bounds distribution.
** Variable interpreted as Z = Z(-1) + D(Z).

Levels Equation
Case 2: Restricted Constant and No Trend

Variable Coefficient Std. Error t-Statistic Prob.
LNBD -0.026505 0.011703 -2.264699 0.0325
LNIR 2.832704 0.825038 3.433422 0.0021
LNOP 5.865628 1.860506 3.152706 0.0042
LNOIL -1.582222 0.537044 -2.946170 0.0069
LNM2 3.855853 1.299288 2.967666 0.0065
LNER -1.056547 0.279036 -3.786411 0.0009
C -34.00810 10.73583 -3.167720 0.0040
EC = LNINF - (-0.0265*LNBD + 2.8327*LNIR + 5.8656*LNOP  -
1.5822*LNOIL + 3.8559*LNM2 -1.0565*LNER -34.0081 )
F-Bounds Test                        Null Hypothesis: No levels relationship
Test Statistic Value Signif. I(0) I(1)

Asymptotic: n=1000
F-statistic 5.445802 10% 1.99 2.94
K 6 5% 2.27 3.28

2.50% 2.55 3.61
1% 2.88 3.99

Actual Sample Size                      37                   Finite Sample: n=40
10% 2.218 3.314
5% 2.618 3.863
1% 3.505 5.121

:EViews.10
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)07(:ARDL
ARDL Error Correction Regression
Dependent Variable: D(LNINF)
Selected Model: ARDL(1, 0, 0, 2, 0, 2, 0)
Case 2: Restricted Constant and No Trend
Date: 10/18/19   Time: 14:02
Sample: 1980 2018
Included observations: 37

ECM Regression
Case 2: Restricted Constant and No Trend

Variable Coefficient Std. Error t-Statistic Prob.
D(LNOP) 1.256949 0.909017 1.382756 0.179
D(LNOP(-1)) -2.531485 1.070623 -2.364498 0.0261
D(LNM2) 1.863102 0.723447 2.575314 0.0163
D(LNM2(-1)) -3.77792 0.841731 -4.488274 0.0001
CointEq(-1)* -0.837384 0.112136 -7.467598 0

R-squared 0.70925     Mean dependent var -0.033329
Adjusted R-squared 0.672906     S.D. dependent var 0.763513
S.E. of regression 0.436669     Akaike info criterion 1.305807
Sum squared resid 6.101764     Schwarz criterion 1.523499
Log likelihood -19.15743     Hannan-Quinn criter. 1.382554
Durbin-Watson stat 1.915002
* p-value incompatible with t-Bounds distribution.
F-Bounds Test                                 Null Hypothesis: No levels relationship
Test Statistic Value Signif. I(0) I(1)
F-statistic 5.445802 10% 1.99 2.94
K 6 5% 2.27 3.28

2.50% 2.55 3.61
1% 2.88 3.99

:EViews.10
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