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Abstract:This paper empirically examines the twin deficits hypothesis in Algeria through the Feldstein-
Horiokaparadox over the period (1990-2023), using the Autoregressive Distributed Lag (4RDL) model to
investigate the relationship between investment, the government budget balance, and the trade balance.
The study results indicate the existence of a positive relationship between the trade balance and the
government budget balance, and a negative relationship between the trade balance and the investment-to-
GDP ratio in the long run. According to dynamic multiplier analysis, the trade balance responds strongly
and rapidly to government budget balance and investment in the short run, but the effect diminishes over
the long run. These findings partially validate the (F-H) paradox, reflecting the structural characteristics
of the Algerian economy and its dependence on the hydrocarbon sector. The study recommends
developing financial markets to channel domestic saving into productive investment, promoting and
channelling investment towards wealth-generating sectors that boost exports, and enhancing coordination
between fiscal and trade policies.
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