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Empirical study of the demand for money function in Algeria 

during the period 1990-2017  
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Abstract :  
The objective of this study is to determine the relationship between the demand 

function and its determinants, and the stability tests of this relationship, based on 

the technique of joint integration and the CUSUM and CUSUMSQ tests. A 

standard model was applied to the case of Algeria during the period 1990-2017, On 

the existence of a positive relationship between GDP, inflation and demand for 

money, and an inverse relationship between the exchange rate and demand for 

money. The results of the stability tests also confirmed that the demand function 

for money is stable at a significant level of 5%  
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 1990 1991 1992 1993 1994 1995 1996 1997 1998 

% 16.6 25.9  20.5 29.0 29.8 18.5 5.7 5.0 

 1999 2000 2001 2002 2003 2004 2005 2006 2007 

% 2.64 0.34 4.2 1.4 2.6 3.6 1.63 2.53 3.67 

 2008 2009 2010 2011 2012 2013 2014 2015  

% 4.85 5.74 3.91 4.52 8.89 3.25   
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Test : PP Test : ADF  

Variable 
1   dif Level 1   dif Level 

-4.023120* 

(0.0048) 

(0) 

-2.247505 

(0.1953) 

(0) 

-4.023120* 

(0.0048) 

(0) 

-2.247505 

(0.1953) 

(0) 

M2 

-4.508622* 

(0.0015) 

(3) 

-5.710602 

(0.0001) 

(9) 

-4.463044* 

(0.0017) 

(0) 

-4.029225 

(0.0046) 

(0) 

GDP 

-7.743473* 

(0.0000) 

-2.197909 

(0.2115) 

-7.649767* 

(0.0000) 

-2.358053 

(0.1624) 

INF 
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(1) (0) (0) (0) 

-5.656024* 

(0.0001) 

(1) 

-6.578197 

(0.0000) 

(4) 

-3.638922* 

(0.0118) 

(0) 

-6.356405 

(0.0000) 

(0) 

TC 

 

ADFPP

%

I(1) 
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Johanson 2 MGDPTCINF

Hₒ.H₁ 

Hₒ 

H₁ 

 

 

Unrestricted Cointegration Rank Test (Trace) 

Prob Critical value 

0.05 

Trace statistic Eigenvalue hypothesized 

0.0038 47.85613 58.33994 0.569603 None* 

0.0075 29.79707 36.42070 0.498817 At most1* 

0.0174 15.49471 18.46031 0.378669 At most2* 

0.0136 3.841466 6.087142 0.208734 At most3* 

Trace test indicates 4 cointegrating eqn(s) at the 0.05 level 

Unrestricted Cointegration Rank Test (Maximum Eigenvalue) 

Prob Critical value 

0.05 

Trace statistic Eigenvalue hypothesized 

0.2245 27.58434 21.91924 0.569603 None 

0.1313 21.13162 17.96039 0.498817 At most1 

0.0974 14.26460 12.37317 0.378669 At most2* 

0.0136 3.841466 6.087142 0.208734 At most3* 

Max-eigenvalue test indicates no cointegration at the 0.05 level 
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   t  

C -10.23437 1.347772 -7.593548 0.0000 

Inf 0.005374 0.036137 0.148714 0.8830 

Gdp 1.393350 0.057678 24.15735 0.0000 

Tc -0.456994 0.113244 -4.035472 0.0005 
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%% 

DW Prob(f-statistic) F-statistic R² 

0.841365 0.00000 579.189 % 
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Date: 07/29/19   Time: 14:36   

Sample (adjusted): 1992 2017   

Included observations: 26 after adjustments  

Trend assumption: Linear deterministic trend  

Series: LM2 LGDP LTC LINF    

Lags interval (in first differences): 1 to 1  

     

Unrestricted Cointegration Rank Test (Trace)  

     
     Hypothesized  Trace 0.05  

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

     
     None *  0.569603  58.33994  47.85613  0.0038 

At most 1 *  0.498817  36.42070  29.79707  0.0075 

At most 2 *  0.378669  18.46031  15.49471  0.0174 

At most 3 *  0.208734  6.087142  3.841466  0.0136 

     
      Trace test indicates 4 cointegrating eqn(s) at the 0.05 level 

 * denotes rejection of the hypothesis at the 0.05 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  0.569603  21.91924  27.58434  0.2245 

At most 1  0.498817  17.96039  21.13162  0.1313 

At most 2  0.378669  12.37317  14.26460  0.0974 

At most 3 *  0.208734  6.087142  3.841466  0.0136 

     
      Max-eigenvalue test indicates no cointegration at the 0.05 level 

 * denotes rejection of the hypothesis at the 0.05 level 

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

     

 

 

 


