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Abstract  
Wage policies are at the heart of the problem of economic development. While they undoubtedly led 
contribute to the development of productivity (a prerequisite for economic growth) to ensure fairness 
(prerequisite for stable and strengthen social cohesion). In Algeria, during the period of central planning 
of the economy the situation that prevailed was that of a low level of wages, of course, but with a high 
thanks to the support prices for commodities purchasing power. situation has totally changed against the 
reforms that were initiated from the early 1990s and who, remember again, gradually liberalized prices 
without wages kept pace as it has already been demonstrated, these reforms have led to wage "moderation" 
has disconnected the evolution of price .  

The Algeria experienced practically throughout the 1990s, the collapse of real wages, which fell to 
an annual rate of 10% during the years 1990/1993. While prices increased, workers' incomes stagnated in 
nominal terms and declined in real terms. The disposable income of households, meanwhile, declined in 
real terms by -20%. Final consumption of households’ course also decreased from 59.4% of national 
income in 1995 to 41.3% in Algeria 2004. the purchasing power of  Algerian dinar in 1980 was higher 
than the same dinar today, it is difficult to say a priori whether an individual of that era had a higher 
standard of living to that of another who earns more today. The public sector is a non-profit sector, by 
excellence, the services are provided free to the community, so there is more. Algeria is one of the countries 
trying to improve the standard of living of the family, and the economic situation which is based once 
again the use of public input treasure end to improve the power purchase of employers .The movement of 
strikes and unions  provides a significant increase in wages, increase the reach of the public where the 
largest increase, knowing that doctors, police officers, municipal guard who the largest increases, this 
increase in wages cause a significant increase in inflation, especially if the gross domestic product is also 
increasing. In our work we want to know what is the effect of changes in wages on the purchasing power 
of households, which we sum interested in salaries 

 
 

Introduction 
In our study we want to know what is the effect of wage increases on the purchasing 

power of households: which we sum interested in salaries. This can lead us to ask the following 
question: What is the impact of wage increases on the public's purchasing power in Algeria? 

Which leads us to meet us on the issues under saving: the evolution of purchasing and wages 
Algerian officials’ power, the relationship between wage increases and changes in the 
purchasing power of households, to address this issue, we begin by explaining the concept of 
purchasing power, wages for example we are interested in the comparison between changes in 
income and independent of changes in compensation of employees.  
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Modeling that will help us explain the relationship between the two variable                 
purchasing power (PA), and the salary mass (MS)( as an estimator of salary) is the method of 
use (VAR) ( Vector Auto - Regressive ), based on the hypothesis says that the evolution of the 
economy is well approximated by the description of the dynamic behavior of a vector of 
variables N, linearly dependent on the past, without other restrictions specified a priori as the 
choice of variables and order delays to remember in the autoregressive formulation. 
 

Identify, Research And Collect Idea 

Presentation of variables: 
The first variable is the purchasing power (PV) that can be defined as the ability to 

purchase goods and services for a fixed income. But it is also a given amount of money taken 
from an income, giving the ability to buy has a given amount of goods and services, which is 
often reduced to a basket of goods in order to ' verify ' purchasing power [9]. The evolution of 
purchasing power is linked to prices and wages. If prices are rising and wages are constant 
purchasing power decreases.  

Conversely, purchasing power increases when wage growth is higher than the price. 
Computing its evolution over a given period is based on the relationship between changes in 
income and changes in value of the price index in economic aggregates, its evolution over a 
given period (eg one year) calculated using the formula [2]: 
 

                            VPA = V (RV / IP) - V (IPV) 
                            VPA: Variation of Power Purchasing 
                            V (RV / IP): Change (In Income Value / Price Index) 
                            V (IPV): Change in Price Index in value.  

 
On the second variable payroll staff (MS) is based on total wages. The employee may be 

a permanant or a non-permanent employee, the employee is a permanant person employed on a 
permanent basis who works for a public or private employer and receives remuneration in 
return in the form of wages, salaries, fees, gratuities, piecework or payment in kind, members of 
the armed forces do not perform compulsory military service are also included [9]. But for a 
non- permanent employee provided with a temporary job; A job may be considered temporary 
if it is agreed between the employer and employee that the termination of employment is 
determined by a specific date objective conditions such as the completion of a task or the return 
of another employee who has been temporarily replaced [3] [9]. 

In the case of a work contract of limited duration, the terms of termination are generally 
mentioned therein. Belong to these categories : people with seasonal employment, the persons 
engaged by an agency or employment exchange and hired to a third party for the performance 
of a "mission work» ( unless there is a contract written work for an indefinite period with the 
agency or employment agency ) , people with specific training contracts . If there is no objective 
criteria terminating employment or contract work it should be considered permanent [4].  

The objective of study is to determine the impact of wage increases of public (MS) on 
Purchasing Power (PA) in Algeria following the method of vector autoregressif (VAR). The 
choice of variables has been compared with the same purpose of the study; however, we took 
the payroll staff, so obviously the chosen variables (in terms of billions of dinars) are: payroll 
staff (MS) and purchasing power (PA). The study period is 1980-2010 and the data derived from 
the basis of statistical data of the Ministry of Finance of Algeria, extracted from the General 
Directorate of Forecasting and Some Policy (PPB) [10].  
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A. Definition of VAR models 
A group of temporal random variables is generated by a (VAR) model where each variable is 

a linear function of its own past values and past other variables in the group, to which is added 
random shock white noise typical values. A stochastic process X multi varied with n 

components is generated by a VAR (P) if there exists a vector, matrix 
i
  type (nXn)  and a 

stochastic process multi varied , where each component is a 
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white noise [10]: 
B.  General representation 

VAR process variables N and p lags noted VAR (p) can be written in matrix form [8]: 
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Where t  is a white noise with   variance-covariance matrix, Can also be written [1]: 
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C. Co intégration test 
  Co integration is a concept of long-term relationship between several non-stationary 
variables, it allows you to define one or more common stochastic trends i.e. it is to find a static 
long-term relationship between the variables studied. It is possible that two different series are 
short-term, but evolve in an identical manner proportional or long-term [12].Conditions for the 
existence of cointegration relationship variables that are non-stationary and the same order of 
integration (d).  Stationarity is an important step in the whole of a dynamic model 
analysis.(VAR) models used to analyze the effects of economic policy, that through the analysis 
of random shocks (innovations) and the variance decomposition of the error. However, this 
analysis is performed, assuming the immutability of the economic environment [11]. 

From estimate Model (VAR) According to the analysis results of the two series (DDMS) 
and  ( TDPA ) developed by statistical software ( Eviews.7 ) ( Tab.1 ) was extracted with the 
following model (VAR ) [2]:  

   



International Journal of Business and Economic Development       Vol. 2  Number 1 March 2014 

 

www.ijbed.org                A Journal of the Academy of Business and Retail Management (ABRM) 67 

 

First, we must test the significance of each coefficient (n> 30), which is based on the 
normal distribution. In our model t -stat is displayed between brackets.  If | t -stat | < 1.96 we 
accept H0: the coefficient is not significantly different from 0. If | t -stat | > 1.96 we accept H1: the 

coefficient is significantly different from 0. 
 For the stationary errors, it means that the peaks (Fig. 1) are within the confidence 

interval, so it confirms the stationary errors.  
Test for normality of residuals:  

H0: the residuals follow a normal distribution,  
H1: residues do not follow the normal distribution  

After (Tab.2) we found the probability corresponds to Jarque -Bera equal to 0.0805, it is greater 
than 0.05 so it accepts (H0: residues are normally distributed) 

The variance of the prediction error to a horizon (1 to 15) as a function of the variance of 
the error attributed to variable is written. The variance decomposition of the series ( TDPA ) 
indicates that the error variance of the forecast purchasing power is due to its own 83.60 % and 
16.93 % innovations to the payroll , it is concluded so that the purchasing power has been 
largely determining the variance of the forecast error itself   ( Tab.3 ), decomposition of the 
variance of the series ( DDMS ) indicates that the variance forecast errors of the payroll is due to 
its own 67.91 % and 32.09 % innovations that purchasing power , so it is concluded that the 
payroll had a good part of the determination of the variance error itself ( Tab.4 ) .The objective of 

the analysis pulse is to appear the impact of a shock on the global variable model since it ' there 
is a dynamic structure in the composition of (VAR) model , is represent the effect of an impact of 
an innovation on other variables such as the shock of a variable is transmitted to other variables 
[5 ] [6] . 

  We note from the second year (Fig. 3) the appearance of a shock on the wage mass 
purchasing power a decrease in the volume of payroll generates a decrease in the level of power 
purchase. 

 for Algeria , when we talk about increasing nominal wage leads to an increase in the 
purchasing power it makes sense but if we talk about the real wage that is linked to price indices 
consumption (IPC) is not logical that the increase in wages is the presence of increased CPI 
results in a decrease of nival purchasing power ) [7].  
 

Conclusions  
The purpose of our study is how to determine the effect of the wage increase the public 

on the nival purchasing power of Algerian households. The results obtained from statistical 
analysis of the VAR model (2) to develop evidence that Algeria wage increases do not cause an 
increase in the nival purchasing power because wage variation month variation Indices of 
consumer Price (CPI) [3].  

If we take the example of the period (2008 - 2010), this time to record a significant increase in 
the salaries of civil servants but parallel Index The consumer price record an increase (4.85%), 
which implies a decrease (-1.30%) on purchasing power. 
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 APPENDICES 

(Fig.1): inverse roots of AR      (Fig.2): residual correlogramme    (Fig.3): Impulse response (TDPA/DDMS) 

                     

(Tab.1) :  VAR  estimation                                               (Tab.2) : residual Normality test 

                

(Tab.3) : variance decomposition of TDPA                (Tab.4) :  variance decomposition of DDMS 

            

 
 

 

 

 


