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Monetary Determinants of inflation in Algeria: An Empirical Study

Abstract:

The aim of this paper is to Describe the phenomenon of inflation in Algeria and determine its
properties and structure over time, through a review of some economic theories on inflation, and
knowledge of the most important macroeconomic variables (Including monetary variables) that
cause inflation, and translate it into quantitative model reflects the interactions between the
components, and can be used in the process of future Prospective and evaluation of alternatives
available to decision-makers.

In this regard, the analysis was based in the applied side on quarterly time series of the Algerian
economy (1980-2010), using Cointegration Approach and Error Correction Model . The results
presented in this paper indicate that national income, output gap, interest rate, exchange rate and
prices of imported foreign goods, public debt, wages, and unemployment are the main determinants
of inflation in Algeria in the long run. In contrast, It is evident that The level of prices in the
previous period, budget deficit, and money supply have no statistically significant effect on
inflation. In the short term, we find that inflation is affected by both: the growth of national income,
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the growth of the money supply, exchange rate fluctuations, fluctuations in interest rates, wage
growth, price index of the previous period.
Keywords: inflation, Algeria, Cointegration test, Error Correction Model.
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Hypothesized Trace 0.05
No. of CE(s) Eigenvalue Statistic Critical Value Prob.**
None * 0.957144 1750.086 334.9837 1.0000
At most 1 * 0.914152 1397.295 285.1425 0.0000
At most 2 * 0.865931 1122.315 239.2354 0.0001
At most 3 * 0.829571 897.2621 197.3709 0.0001
At most 4 * 0.779615 699.0853 159.5297 0.0000
At most 5 * 0.725642 529.6988 125.6154 0.0001
At most 6 * 0.586927 384.8470 95.75366 0.0001
At most 7 * 0.571239 285.8245 69.81889 0.0001
At most 8 * 0.512547 190.9767 47.85613 0.0000
At most 9 * 0.407078 110.4979 29.79707 0.0000
At most 10 * 0.371051 51.95626 15.49471 0.0000
At most 11 0.000190 0.021229 3.841466 0.8841

Trace test indicates 11 cointegrating eqn(s) at the 0.05 level
* denotes rejection of the hypothesis at the 0.05 level
**MacKinnon-Haug-Michelis (1999) p-values

Ho dndal) 2oz ) L5 JUbg 905 Rygins (Sstms dis Br bl o) o ol Ayaee O iz oMol Joudl o
Sinmn i 1211 9a bl eSSl e O iz« agr oo L plidll S 383e 34 (o
By Sgry (5T Bpunill Sladll 2k mn Lialize VLSS JolSan e an JKa OF gm0 10 5 905 &y5ne
BT T colpmd) cn oV alsh a5ls e 592y Jo J W cailoas a8y g jlan) (ot G STl dlas
lise ko 5 ot Josbl) Sl 3 ) Lm0 1S oz Y
sl alzall LV BYe i Sk 4l ((1987) Granger s Engle o U el LS Jlasy aldld
QW gt 8 aadls el g ((5)

Granger  Engle J ool ) JolSH1 jlus! :(3) Jgud

Variable Coefficient Std. Error t-Statistic Prob.
C 2.727922 0.946270 2.882814 *0.0048
Pt1 0.008280 0.007914 1.046250 0.2978
Y 0.816179 0.133982 6.091727 *0.0000
M 0.047180 0.060862 0.775192 0.4400
GAP 0.179255 0.052505 3.414077 *0.0009
E 0.135648 0.021600 6.279851 *0.0000
ex
P 0.262985 0.031828 8.262587 *0.0000
DEF 0.000809 0.000684 1.182441 0.2397
i 0.090903 0.026247 3.463304 *0.0008
DEBT 0.076403 0.011021 6.932504 *0.0000
w 0.477391 0.020761 22.99458 *0.0000
u -0.418322 0.048575 -8.611897 *0.0000
R-squared 0.999151 Mean dependent var 3.638868
Adjusted R-squared 0.999062 S.D. dependent var 0.958497
S.E. of regression 0.029362 Akaike info criterion -4.121327

Sum squared resid 0.090522 Schwarz criterion -3.838028



Log likelihood 253.0977 Hannan-Quinn criter. -4.006311
F-statistic 11228.22 Durbin-Watson stat 0.297768
Prob(F-statistic) 0.000000

* significant at 1%, ** significant at 5%, *** significant at 10%
el slimal s b 1M ane Loy el (gored 8 il ol il = ol ) codel Jod) o 53as)
O Vlrs dygins Jod J) (635t 3,08l ladall Lsine Hlas) Ll L 3eSe M eV (Sstons o b @
3 ol il (33 )gall ) et jlanl 5 LY Bgamd (sl JEl ccaldl ce IS
Bad) lprll G2 b Ll &5l e L) 8280 e (Sstns o S Bigine ab) ¢ et AN
slia 3g80 o gme gaBy ¢ et Lokl Gl e Bpall jlasl g 8N OYdas e SIS T (58
J L ((4) Jsdd) ol Lo o Somandl i 5 atens 5,0kl UL 3 Syl o) u> alade gl
) Sl ) B g e St b Lshall bl (3 @BYe sy s

SN Blg Doyl dwlys 1(4) Jgd)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -4.058750 0.0001
Test critical values: 1% level -2.586350
5% level -1.943796
10% level -1.614784

*MacKinnon (1996) one-sided p-values.

PR cM“J CJ}C & 3-5
RERR TN S UCE P PSRN S [ OS  W B[OV W-R-EE o N IRV TN ol Fd s
W) 2l 23gadl s Jsles ode Wl (3 L slas Y e phsen Lkt IO

AR =a+fe +) 5:MK+ Y $AX, +7 AP, +E (6)

s e ails el bl rell ol M ag b pldsinl Aslall oda & 5t Sl X g Ea

(W) st 32 DPy Ul omas 358 ks @il o(5) Jgob

Variable Coefficient Std. Error t-Statistic Prob.
C 0.001105 0.002419 0.456975 0.6488
ECT -0. 64816 0.018680 -3.469823 *0.0008

DPt1 0.001086 0.001315 0.825587 0.4112



DY 0.377685 0.175691 2.149711 **0.0342
DM 0.138789 0.057332 2.420788 **0.0175
DGAP 0.099504 0.624603 0.159307 0.8738
DE 0.058318 0.020930 2.786298 *0.0065
ex
DP 0.020654 0.032620 0.633172 0.5282
DDEF 0.000150 0.000209 0.715073 0.4764
Di 0.058746 0.017623 3.333515 *0.0012
DDEBT 0.017386 0.012104 1.436362 0.1543
DW 0.056930 0.029209 1.949091 ***0.0544
DU 0.027399 0.040290 0.680038 0.4982
DPt1 1 0.937811 0.027919 33.59015 *0.0000
DY_1 0.227903 0.176602 1.290489 0.2002
DM_1 0.133557 0.057719 2.313926  **0.0229
DGAP_1 0.108936 0.620797 0.175477 0.8611
DE_1 0.026280 0.023133 1.136054 0.2589
ex

pP®* 1 0.030022 0.029471 1.018715 0.3110
DDEF_1 8.03E-05 8.27E-05 0.971951 0.3337
Di_1 -0.050669 0.018168 -2.788878 *0.0064
DDEBT_1 0.015056 0.012662 1.189077 0.2375
DW_1 0.059409 0.027062 2.195310 **0.0307
DU_1 -0.011540 0.037825 -0.305094 0.7610
R-squared 0.987366 Mean dependent var 0.023616
Adjusted R-squared 0.984173 S.D. dependent var 0.020089
S.E. of regression 0.002527 Akaike info criterion -8.939978
Sum squared resid 0.000581 Schwarz criterion -8.367122
Log likelihood 538.0487 Hannan-Quinn criter. -8.707458
F-statistic 309.2076 Durbin-Watson stat 1.474880

Prob(F-statistic) 0.000000

* significant at 1%, ** significant at 5%, *** significant at 10%
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