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Causality between Money Supply & Economic Growth in Algeria: An Econometric
Analysis Study of the period 1990-2022
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Abstract:

The aim of this study is to examine the causal relationship between the money supply (M2) and the real
economic growth rate (RGDP) of Algeria from 1990 to 2022. Additionally, it aims to validate the assumptions of
Keynesian theory and Friedman's monetary theory. The Augmented Dickey-Fuller test showed that M2 was
stationary at the level, while RGDP was non-stationary, and stationary in their first difference. It turns out that
there is a positive relationship when you apply cointegration analysis using the two-step Angel-Granger model,
ensure that the residuals are stationary to avoid spurious estimation, and use the error correction model ECM. A
causality test was done on the two variables in both the short and long term. The results showed that there was a
significant bidirectional effect between the change in real GDP and the money supply of less than 10%. This
validates the Keynesian concept that augmenting the money supply can directly impact the economy and the
production.
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VAR Granger Causality/Block Exogeneity Wald Tests
Date: 04/29/24 Time: 23:50

Sample: 1990 2022

Included observations: 31

Dependent variable: RGDP

Excluded Chi-sq df Prob.
M2 5.75768 2 0.05619
All 5.75768 2 0.05619

Dependent variable: M2

Excluded Chi-sq df Prob.
RGDP 19.8898 2 0.0000
All 19.8898 2 0.0000
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Pairwise Granger Causality Tests duud! jlas | mbs (3) Jsia

Pairwise Granger Causality Tests
Date: 04/29/24 Time: 01:49
Sample: 1990 2022/ Lags: 2

Null Hypothesis: Obs F-Statistic Prob.
M2 does not Granger Cause RGDP 31 2.87884 0.0742
RGDP does not Granger Cause M2 9.94493 0.0006
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Inverse Roots of AR Characteristic Polynomial
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VAR Residual Serial Correlation LM Tests
Date: 04/30/24 Time: 00:01 Sample: 1990 2022

Included observations: 31

Null hypothesis: No serial correlation at lag h

Lag LRE* stat df Prob. RaoF-stat df Prob.

1 1.124208 4 0.8904 0.278388 (4,46.0)  0.8905

Null hypothesis: No serial correlation at lags 1 to h

Lag LRE* stat df Prob. RaoF-stat df Prob.

1 1.124208 4 0.8904 0.278388 (4,46.0)  0.8905

*Edgeworth expansion corrected likelihood ratio statistic.
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YEAR M2 GDP |GDP_deflator| YEAR| M2 GDP | GDP_deflator
1989 | 308.146 | 423.300 4.907 2006 | 4933.7 | 8501.636 62.193
1990 | 343.005 | 555.800 6.391 2007 | 5994.6 | 9352.886 66.170
1991 | 415.27 | 844.500 9.829 2008 | 6955.9 |11043.704 76.301
1992 | 515.902 |1048.200 11.984 2009 | 7173.1 | 9968.025 67.785
1993 | 627.427 |1166.000 13.617 2010 | 8280.7 |11991.564 78.712
1994 | 723.514 |1491.500 17.577 2011 | 9929.2 | 14588.532 93.059
1995 | 799.562 |1990.600 22.600 2012 |11015.1|16209.598| 100.000
1996 | 915.058 |2570.000 28.028 2013 |11941.5]|16647.919 99.907
1997 |1081.518|2780.200 29.991 2014 |13686.7|17228.598 99.606
1998 |[1592.461 |2830.500 29.052 2015 |13704.5|16712.686 93.176
1999 | 1789.35 | 3238.198 32.206 2016 |13816.3|17514.635 94.619
2000 | 20225 |4123.514 39.510 2017 |14974.5|18876.176| 100.666
2001 | 24735 |4227.113 39.323 2018 |16636.7|20393.500| 107.468
2002 | 29015 |4522.773 39.842 2019 |16506.6|20500.200| 106.961
2003 | 3299.5 |5252.321 43.161 2020 |17659.6|18476.900| 101.585
2004 | 3644.3 |6149.117 48.447 2021 |20053.5(22079.300| 117.399
2005 | 4070.4 |7561.984 56.259 2022 |22955.3|27688.800| 142.661
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