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The relationship between public spending and economic growth in Algeria

An econometric study by using Error Correction Model
For the period (1970-2016).
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ABSTRACT:

This study mainly aims to examine the relationship between public spending and economic growth in Algeria
in the period 1970-2016. To achieve this goal, the study is divided into two parts: the first oneis theoretical;
whereas, the second part is dedicated for the econometric study of the relationship between public spending and
economic growth by using the quantitative techniques and econometric tools through the application of (ECM)
methodology. In this context, we have used the test of Dickey-Fuller for Stationarity, and Granger causality and
the theory of co-integration. The results reveal the existence of evidence of an equilibrium relationship in the long
term between public spending and economic growth in Algeria during the period of the study. Moreover, the
findings show that there is trace of causality running from economic growth to public spending. This, in other
words, clearly supports Wagner's law and its validity to assess the relationship between public spending and GDP

in the Algerian economy.
Key words : public spending, economic growth, Error Correction ModeL, Cointegration, Granger causality.
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Correlogram of LDEP

LDEF

Date: 08/30/17 Time: 22:33
Sample: 1870 2016
Included cbservations: 47
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Comelogram of DLDEFP

Date: 03730/M7  Time: 22:42
Sample: 1870 2018
ncluded observations: 48
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Mull Hypothesis: Obs F-Statistic Prob.
DLGDP does not Granger Cause DLDEP 45 15.4597 0.0003
DLDEP does not Granger Cause DLGODP 1.2314486 0.2581
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Dependent Variable: DLDEP Dependent Variable: LDEP
E"E!tmﬂgigbiﬁt?sqrﬂafesm o Method: Least Squares
ate: Ime: 232 . e T
Sample (adjusted): 1972 2016 oate 0?’10”17 Time: 2316
| . ) Sample: 1970 2016
ncluded observations: 45 after adjustments N
Included observations: 47
“Wanable Coefiicient  Std. Error  t-Statistic Prob. - .
Variable Coefiicient  Std.Error  t-Sfatistic  Prob.
c 0.058450  0.018400  3.175087 0.0023
DLDEP{-1) 0.084664 0.126104 0.671388 0.5057 LGDP 1131441 0025156 44 97638 0.0000
DLGDP(-1) 0.074030  0.210431 0.351802 0.7263 c 2186430 0203087 1076605 0.0000
E(-1) -0.611411 0148441  -4.1183383 0.0002
R-squared 0575239  Mean dependent var 6.004181
i;“”“a'e” 0.491344  Mean dependentvar 0070340 ||| ooyt R squared 0DO77755 S.D.dependentvar 0009711
justed R-squared 0.454340 5.D. dependent var 0.127201 SE of R 0435681  Akaike info criteri 1115303
3.E. of regression 0.093982  Akaikeinfo criterion  -1.807163 ||| 5-E- OTTegression : Aralke Inio crierion— -1
Sum squarad resid 0.351934  Schwarz criterion -1.646571 | || Sum squared resid 0826428  Schwarz criterion -1.036663
Log likelihood 4486117  Hannan-Quinn criter.  -1.747296 ||| Log likelihood 28.21172  Hannan-Quinn criter.  -1.085766
F-statistic 13.21207  Durbin-Watson stat 1.976355 ||| F-statistic 2022 875 Durbin-Watson stat 1.005302
Probi{F-statistic) 0.000004 Prob(F-stafistic) 0.000000
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Breusch-Godfrey Serial Correlation LM Test: 2
Series: Residuals
F_statistic 2584801 Prob. F(2,30) o.0s83 |, . e
Obs*R-squared 5286791 Prob. Chi-Square(2) 0.0718 Sample 1572 2016
7 Cbservations 45
Test Equation: ] _ .
Dependent Variable: RESID Mzan -4.80=-18
Method: Least Squares = d Median 0.004771
Date: 09/08/17 Time: 11:23 : axi 023EE
Sample: 1972 2016 o amum . Lt
Included observations: 45 Minimum ~ 0.183182
Presample missing value lagged residuals setto zero. 2 Std. Dey. 0.080702
Variable Coefficient  Std Error  t-Statistic  Prob. | |, | Skewness  0.035020
Kurtosis 2882475
DLDEP{-1} 1.547527 0.760464 2.034978 0.0487 4
DLGDP{-1) 4.052388 1.932207 2.097284 0.0425 .
E(-1) 3580875  1.692811 2115343 0.0408 JarqueBera  0.0380%98
c -0.356990 0171410 -2.082664 0.0438| ¢ 1 T [ 1 T  r 1 rr Probability 0.382805
RESID(-1) -5.129895 2451216 -2.092796 0.0429 42 a1 oo ol 0z
RESID(-2) -0.947520 0416757 2273552 0.0286
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Heteroskedasticity Test White

Heteroskedasticity Test: ARCH

Dependent Variable: RESIDA2
Method: Least Squares

Date: 09/0917 Time: 15:21
Sample; 1972 2016

Included observations: 45

Fstatslc 065307 Prob. F(8,35) 0.7424| | F-statstc 1849851 Prob. F(1,42) 01811
Obs*R-squared 6489336 Prob. Chi-Square(d) 0.6804 Obs*R-squared 1856185 Prab, Chi Square(t) 01731
Scaled explained 55 5070399  Prob. Chi-Square(d) 0.6281

Test Equation: Test Equation:

Dependent Variable: RESID"2

Method: Least Squares

Date: 09/0917 Time: 03:03

Sample (adjusted): 1973 2016

Included obsemvations: 44 after adjustments
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