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Abstract

This study aimed at determining the direction of the causal relationship between the
budget deficit and inflation using annual data for the period 1990 - 2017. In order to
achieve the objectives of the study, the self-regression model was used instead of the
joint integration model because of the unavoidable condition of stability of data at the
same level. The Granger causality test was also applied for the results showed a one-
way causal relationship between the budget deficit and inflation. Inflation rates can be
reduced through economic policies focused on reducing the budget deficit, including
developing and diversifying the production base and reducing government

expenditure.
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VAR Lag Order Selection Criteria
Endogenous variables: BD INF
Exogenous variables: C

Date: 12/14/17 Time: 10:35
Sample: 1990 2017

Included observations: 24

Lag LogL LR FPE AIC SC HQ
0 -347.2765 NA 1.50e+10 29.10637 29.20454 29.13242
1 -328.4843 32.88624* 4.38e+09 27.87369 28.16821* 27.95183
2 -323.1252 8.485346 3.95e+09* 27.76043* 28.25128 27.89065*

(EViews-9) gl alaiial Galldl dlae) @ jaadl)
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Pairwise Granger Causality Tests
Date: 12/14/17 Time: 10:47
Sample: 1990 2017

Lags: 2

Null Hypothesis: Obs F-Statistic Prob.

Pairwise Granger Causality Iests

BD does not Granger Cause INF 24 2.14335 0.1448
Date: 12/14/17 Time: 10:47
INF does not Granger Cause BD 4.58882 0.0237

Sample: 1990 2015

Lags: 2

Null Hypothesis: Obs F-Statistic Prob.
BD does not Granger Cause INF 24 2.14335 0.1448
INF does not Granger Cause BD 4.58882 0.0237
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67.38 2814.1 1990
122.52 19975 1991
119.24 33.749 1992
101.18 30 1993
115.93 13.707 1994
68.97 30.6 1995
130.44 210.19 1996
47.19 218 1997
17.01 138 1998
16.16 218 1999
8.02 182 2000
4.92 250 2001
8.3 456 2002
7.7 326 2003
8.46 799 2004
8.5 1663 2005
7.2 3178 2006
8.1 2508.8 2007
14.3 1277.7 2008
11.2 4895.5 2009
13.08 7586.1 2010
18.1 9426.1 2011
35.1 7653.4 2012
37.1 6456 2013
36.9 4425.1 2014
16.9 6976.4 2015
17.8 11234.9 2016
194 11452.4 2017
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(2) po @ala

Ajlsad) jas i) LI3)

Null Hypothesis: BD has a unit root
Exogenous: Constant
Lag Length: O (Automatic - based on SIC, maxlag=5)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -3.545041 0.0150
Test critical values: 1% level -3.724070
5% level -2.986225
10% level -2.632604

*MacKinnon (1996) one-sided p-values.

(3) o gala
adatl) i) s

Null Hypothesis: D(INF) has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=5)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -7.700513 0.0000
Test critical values: 1% level -3.737853
5% level -2.991878
10% level -2.635542

*MacKinnon (1996) one-sided p-values.
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(4) pby @ala

Aadall Jalal) Lad)

Date: 12/02/17 Time: 15:21

Sample (adjusted): 1992 2017

Included observations: 24 after adjustments
Trend assumption: Linear deterministic trend
Series: BD INF

Lags interval (in first differences): 1 to 1

Unrestricted Cointegration Rank Test (Trace)

Hypothesized Trace 0.05
No. of CE(s) Eigenvalue Statistic Critical Value Prob.**
None * 0.557070 25.74538 15.49471 0.0010
At most 1 * 0.227698 6.201111 3.841466 0.0128
Trace test indicates 2 cointegratingeqn(s) at the 0.05 level
* denotes rejection of the hypothesis at the 0.05 level
**MacKinnon-Haug-Michelis (1999) p-values
Unrestricted Cointegration Rank Test (Maximum Eigenvalue)
Hypothesized Max-Eigen 0.05
No. of CE(s) Eigenvalue Statistic Critical Value Prob.**
None * 0.557070 19.54427 14.26460 0.0067
At most 1 * 0.227698 6.201111 3.841466 0.0128

Max-eigenvalue test indicates 2 cointegratingeqn(s) at the 0.05 level
* denotes rejection of the hypothesis at the 0.05 level
**MacKinnon-Haug-Michelis (1999) p-values

www.hniournal.net (5) 330) (2) daal) Aol g i) aglal) Adaa

2021 sl 090 Fla gy 185 | Andea



HNSJ Volume 2. Issue 5 (p2017-1990) 5581 A ¢l geal) (B aduiatl] ¥ ana g 43 gall Sas G Asaad) A8Dlal)

(5) oo Gl
gy cfyid s

VAR Lag Order Selection Criteria
Endogenous variables: BD INF
Exogenous variables: C

Date: 12/02/17 Time: 15:26
Sample: 1990 2017

Included observations: 24

Lag LogL LR FPE AIC SC HQ

0 -347.2765 NA 1.50e+10 29.10637 29.20454 29.13242
1 -328.4843 32.88624* 4.38e+09 27.87369 28.16821* 27.95183
2 -323.1252 8.485346 3.95e+09* 27.76043* 28.25128 27.89065*

* indicates lag order selected by the criterion

LR: sequential modified LR test statistic (each test at 5% level)
FPE: Final prediction error

AIC: Akaike information criterion

SC: Schwarz information criterion

HQ: Hannan-Quinn information criterion

(6) o oo
aduailly diflgall JAc (A ABaY)

Pairwise Granger Causality Tests
Date: 12/02/17 Time: 15:27
Sample: 1990 2017

Lags: 2

Null Hypothesis: Obs  F-Statistic Prob.
INF does not Granger Cause BD 24 4.58882 0.0237
BD does not Granger Cause INF 2.14335 0.1448
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