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Abstract:

The aim of this paper is to test the validity of Wagner’s Law versus keynesian hypothesis in Algeria
from 1962-2016 by taking into account the effect of the structural changes. To this end, we use
ARDL bounds testing approach to cointegration and VECM Granger causality test. The results
indicate the existence of cointegration between the variables in presence of structural changes and
a lack of cointegration relationship in the presence of structural changes.The findings further
demonstrate income —elasticity is greater than unity whereas the VECM Granger causality test
indicates the existence of unidirectional causality from GDP to government consumption spending
in both long and short term. Thus, these results support the validity of Wagner’s Law in long term.
The validity of Wagner’s Law against keynesian hypothesis implies that the fiscal policy in Algeria
is subject to rising income and is not a mere tool to achieving growth.

Key words: Wagner’s Law , Keynesian hypothesis , structural changes , ARDL bounds test to
cointegration , Granger causality test.
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With Without
structural structural
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Optimal lags length|(1,2) (1,0)
F — statistic 6.5 4.54
Critical values: 1% 5% 10%
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Upper bounds 7.537 5.547 4.73
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Variable Coefficient t-statistic
Long run:

trend -0.015 -2.1(0.041)
InGDP, 1.584 8.2 (<0.01)
Short run:

Yo -5.68 -4.47(<0.01)
DUM; -0.09 -3.47(<0.01)
AlnGDP;,  0.196 1.15(0.256)
AlnGDP;_; -0.377 -2.68(0.0101)
ECT;_4 -0.355 -4.51(<0.01)
DW 1.81

Adj.R? 0.35
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Diagnostic test Null hypothesis Statistic Decision

Normality Hy: Normality J-B=9.86 (0.007) |Reject Hy

B-G serial correlation LM test Hy: No autocorrelation x%(2) =0.64 (0,725) | Accept H,

ARCH test H,: Homoskedasticity x%(1) =0.36 (0,54) | Accept H,
Hy: The medel is correctly F=1.82

Ramsey RESET test specified (0,18) Accept Hy
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Dependent Source

varible of causation
Short run : Long run:
Based on y? Based on t-
statistic statistic
AlnGC AlnGDP DUM ECT_4

AlnGC 11.55(<0.01) 13.78(<0.01) | -0.38[-4.26]*
AlnGDP 0.36(0.55) 2.58(0.108) -0.16[-1.44]
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