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The formulation of macroeconomic policies in Algeria: Is it necessary to be
guided by Macroeconometric models?
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Abstract: This paper reviewed some of the debate among researchers about usefulness of
econometric models and doubts surrounding their use. Economists and policy makers
frequently uses econometric model to forecasts the effects of choosing one policy or
another. Despite the severe criticism made against the standard econometric models, this
branch of science has continued to grow. The goal of this paper is to illustrate the potential
usefulness of macro—econometric models as a tool to assist public policy makers. We
provide a case study and analysis of the fundamentals of the general level of prices (GLP)
by introducing and estimating an econometric model in accordance with the methodology of
co-integration. The contribution of each variable was quantified and the responsibility of the
actors other than the bank of Algeria was established. Using out of sample dynamic
simulations, the paper concludes with policy implications of several possible scenarios.

Key words: econometric models, co-integration, fundamentals of general level of prices,

simulation, scenarios and policy implication.
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Jo¥) pigall) o gz (1) Jyaad

Dependent Variable: LOG(CPI) Sample (adjusted): 1971 2010
Method: Least Squares Included obse: 40 after adjustments
Date: 09/08/12 Time: 21:31 Convergence achieved after 9 iterations
Variable Coefficient t-Statistic Prob.

LOG(M2) 0.266431  5.711204 0.0000
LOG(GDP/CPI) -0.886957 -23.72818 0.0000

LOG(ER) 0.189868  5.532874 0.0000

LOG(SALAIRE) 0.494840  9.610013 0.0000

LOG(IMP) 0.154837  3.165417 0.0033

AR(1) 0.440596  2.753097 0.0095

AR(2) -0.447423 -2.538753 0.0160

R-squared 0.998101 Mean dependent var 3.184854
Adjusted R-squared 0.997756 S.D. dependent var 1.265244
S.E. of regression 0.059934 Akaike info criterion -2.633509
Sum squared resid 0.118540 Schwarz criterion -2.337955
Log likelihood 59.67018 Hannan-Quinn criter. -2.526646
Durbin-Watson stat 2.135820

oo 5 Alie o Uadl) papiiil) clylas) Giay of ¢ Uil 4 Laib J) 7 dsaill il La paiiad
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Aagill sda af 8 4 lg BlaaY) oy Al sysie Ji 5y e il ) AES pana Ul
Al Byt e Y1 z3salll dala by o2 Davidson-MacKinnon J Test laal

LS zasall o el ) a8

(M2, GDP/CPI, ER,SALAIRE,IMP ) cpuiliia (adsal 35m alal 5 cdadall (pa anll 13a ic
sl ehal st 5 @hlEaY! e el s ) el (M2, GDP/CPI, ER, GC, IMP )
Wl e dlla Al @lpaiall maasl Engle — Granger (1987) dusgie (85 & fidall Jal<il)
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DS alall (gginnall JaY) ALk ARl 1(3) a8y Jsaal

LOG(CPI) = 0.26*LOG(M2) - 0.88*LOG(GDP/CPI) + 0.18*LOG(ER) + 0.49*LOG(SALAIRE)

+0.15*LOG(IMP) + [AR(1)=0.440596095402,AR(2)=-0.447422991956].
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