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The impact of the budget deficit on inflation in Algeria
An application of the ARDL approach during the period (1980-2018)
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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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DLV lent dad LS EVIEWS. 10 gaby wlr2 IV ey il obLS abod) sl 2t s gleddy
e Sty Daose misedl 055 P (Ho) piad) (24 dod o b «(5%) (2l 25all (s g2e o0 ST ((Prob.=0.2038)
(04) o3 Jsd i) bl abad) drall 2adle g

. (ECM: Error correction model) - moeas fotas =5.4. 111
meead) biles il (S6EVIiEWS. 10 meby ol s e
o pat ol LS AL BLaY) dols Jalaall 2l by ol diss 1 2 L (Coefficient= -0.837384)
spry i byl sk ((BU0) pal dsall s oo 6T (PFOD.=0.0000) sasins bt 2o o sl sinay <[0,-1]
IV 9%083.74 dy ol ey 2yl |2 2300t OB JWbg coatld 2hish B0 35mmy 3l s Sty gm B 2350l @ )
(07) 3, Jodt oS 29 501y 850

LYY Jeley m3gedl dygime et =511

Slelayl o Jad) adl ad s e (ARDL) 2iby ¢ i) clla) 576 sl 1 @bl o jlasVly i Bles |3
stasVly o pLill #358 Ladl W i sl il smg cbgs L aladl ity glly eVl o ila e C pn LSLALS 2
=M (3 (05) o3 Joudl 3 imoge oa LS el o Jail bt & Lyl & 2354 1458 cn o5 (AIC) Jlns e

ol 2l e ST ((F-statistic=9.374857) 2 astla| iy EViews. 10 msb, olrz s oo
Jedl sy (Ho) paadl 28 i Wby ((5%) il sall s5ie oo 3T Prob(F-statistic)=0.000002
cgaladVl Ll alee 3 ade slae¥) S (Wb aslan] Bsme 93 23sadl OF U5 U (Hy)

Jaall il foles Jamis ((LNINF) zdl ol el e bafby alinnd) ohad) ks o LYy
Jixe 5 (T1.9090) iy s alizdl Slpacd) O gmy 1iny (0.719021) =ik e R? ((Adjusted R-squared)
s e (3 o5 4 T Slpane Lt (08.1090) i) andly S & s

- 425 -




(432-417 =) sl s a8 adaill o Al Sae

D 3LadYl 3,y 390l s s —6. 11

& (%05) msall ssion die ol Lo (EVIEWS.10 gy 0l IMs ag (zdped) Olidas Biginn jLasY il
Dl o isklly ) il Y

Db L sl 1 el LS alsles Jrs : fuglalt Jr 1 3
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Series: Residuals
Sample 1982 2018
Observations 37

(432-417 =) cdansld Ay a8 adaill o Aol Sae

Mean 2.669758
4+ — Median 2.768718
Maximum 4.236085
34 Minimum 0.599872
Std. Dev. 0.795535
24 Skewness -0.502276
. Kurtosis 3.370614
0 ‘ Jarque-B-era 1.767491
05 1.0 15 2.0 25 30 35 40 Probability 0413232
EViews.10 ~t, oz Je slaeVU el slie) 0 gl
Iyt (ADF) sl @i © (01) ¢y Jgut
At Level
LnINF LnBD LnIR LnOP LnOil LnM2 LnER
t-Statistic | -2.6746 | -2.9698 | -3.2658 | -1.6776 | -0.9887 | -1.1908 | -1.6979
With Constant Prob. 0.0878 0.0469 00249 | 04342 | 07476 | 0.6685 0.4242
* ** ** No No No No
t-Statistic | -3.0086 | -3.1388 | -1.6447 | -2.3129 | -22308 | -1.2876 | -0.6027
Wifg $fe”rf(§am Prob. 0.1432 0.1122 07547 | 04172 | 0.4598 0.876 0.9731
No No No No No No No
Without t-Statistic | -1.1045 | -2.9091 0273 | -02785 | 02075 | 03734 0.4013
Constant & Prob. 0.2395 0.0047 0.7596 0579 | 07411 | 0.7872 0.794
Trend No Fhk No No No No No
At First Difference
d(LnINF) | d(LnBD) | d(LnIR) | d(LnOP) | d(LnOil) | d(LnM2) | d(LnER)
t-Statistic | -8.641 -7.0682 | -3.6465 | -46113 | -57775 | -4.8654 | -3.9903
With Constant Prob. 0.0000 0.0000 00095 | 0.0007 | 0.0000 | 0.0003 0.0038
- - - - - - -
t-Statistic | -8.527 69621 | -3889 | -4573 | -58008 | -4.8214 | -4.1381
Wit(g %fe”rféam Prob. 0.0000 0.0000 00229 | 00041 | 00001 | 0.0022 0.0124
- - . - - - .
Without t-Statistic | -8.7458 | -7.1072 | -3.5905 | -4.6718 | -5.8334 | -49106 | -1.3554
Constant & Prob. 0.0000 0.0000 0.0007 | 0.0000 | 0.0000 | 0.0000 0.1594
Trend *hk *hk *hk *hk *hk *hk NO

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

Eviews. 10z, olrz e slaxeVU EoUl slas] e 1 kel
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LM Test : gt blsy¥i jles1 1 (02) o3y Jgusr!
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 mln ol ool Ul slie] gRwy

(Heteroskedasticity Test: ARCH) <l Wl aus jlast 1 (03) o3y Jgudr!
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 eln ol e olasVL ol slie] o gRey

CUSUMSQ & CUSUM bt phiszaly g3s0d gyl st st 1 (03) oy JK2J1
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EViews.10 mln ol e ol ol slie] o gRwy

(Ramsey RESET: Regression Error Specification Test) ;w11 (04) o3y Jgus!
Ramsey RESET Test

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

EViews.10 meb, ol Je bVl ol slae] o T el

(AIC) sbas 385 z3g0d) Slpad Aot Sty opo Jze¥1 1 1 (05) o8y gl
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

LnER | LnM2 | LnOil | LnOP | LnIR | LnBD | LnINF Tl Slpise

0 2 0 2 0 0 1 Lag <y
EViews.10 zt, obrz e slaae¥l el slie] e D kb
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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) 4911785 | 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 | 1520121 | 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(2).

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. | 100 | 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 qobp ol 2 e slaxe¥l el slie] a1 el
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ARDL ionge 329 ladt TP 7358 (07) 0 Jgu)
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 | 2575314 | 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. 1(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 qobp ol e slaxe¥l el slie] a1 bl
: 8\)&\3 CJ‘}’\?:}“ -

1 (ARDL :Approach Cointegration the Auto Regressive Distributed Lag framework) ssad LU Loyl s ((The
Bounds Test).

Gaalr 1 ((2012)11 el 2l ((2009-1970 o 8700 Geld &ulys) S 3 @3ladY sedly gieiadl ke ((2012) o livy 2
.(2019/10/23 3,131 #.6) https://www.asjp.cerist.dz/en/article/493 : L1 e .73-67 0. o iy 7L p sa0s
«(2012-1970 SVAR &St suadt Gt syl Slgomse £3U6 Jlomiol &l dulys © g1 3 oeadl Oisug ((2014) 4 5,68 &1 e 3
&t) https://www.asjp.cerist.dz/en/article/231 : Li1 e .95-83 0. o iy Ly ol danl & 511 ((2014)14 el a2
.(2019/10/23 5,
poall ST (Bpptin s ol)SB g LT (2018-1970 gl bt Jgs Bl dslys T p5eiadl Sy Jo Dpall o il J6T ((2019) fLo 2L s 4
62-59 o, o A (LI el les Ganle el pskey )l 2LVl

5 M. Hashem Pesaran, Yongcheol Shin and Richard J. Smith, (2001), « Bounds Testing Approaches to the
Analysis of Level Relationships », Journal of Applied Econometrics, VVol.16, pp 290-292.

& Paresh Kumar Narayan, (2004), Reformulating critical values for the bounds F -statictics
approach to cointegration: an application to the tourism demand model for Fiji, Department of
Economics Discussion Papers No. 02/04, Monash University, Melbourne, Australia., p: 7.
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& Jeffery M. Wooldridge, Introductory Econometrics AModern Approach, 5" Edition,South-
Western,USA, 2013, p: 432.

6 Nelson, C., & Plosser, C. (1982). Trends and Random Walks in Macroeconomic Time Series: Some
Evidence and Implications, Journal of Money Economics, pp. 139-162.
& Peter, P. (1986, December), Understanding Spurious Regressions in Economics, Journal of
Econometrics, pp. 311-340.

7 Mackinnon J.G., (1996), "Numerical distribution functions for unit root and cointegration tests",
Journal of Applied Econometrics, 11(6), pp.601-618.

8 Software available at: http://www.eviews.com/Addins/urall.aipz
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