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Abstract

The purpose of this research is 1) to investigate the impact of
revenue and expenditure policies’ implementation of the
government on inflation in Lao PDR Dby wusing Vector
Autoregression (VAR) model, and 2) to analyze the adjustment of
the inflation rate using impulse response function (IRF) and variance
decomposition analysis (VDA). The researcher used the quarterly
data from the database of the Bank of Lao PDR and Ministry of
Finance in the period of 2010-2020, and analyzed the data with the
EViews 9 program which data was adjusted to be stationary with
Optimal Lag length Selection, then estimate the equation on basis of
VAR model with the Ordinary least squares method of least squares.

The results revealed that: 1) impact of revenue and
expenditure policies’ implementation of the government on inflation
in Lao PDR by using VAR model indicated that all the variables are
lag 1 yielded, which changing the government expenditure in the
last quarter has same direction impact the change in the inflation rate
of the Lao PDR, and the change in the government income in the
last quarter has opposite direction the change in the inflation rate of
the Lao PDR. 2 )The adjustment of the inflation rate was analyzed
using impulse response function (IRF) found that the change in
shock of inflation rate, current expenditure, and the government’s
revenue have effected from 2" quarterly to the 12™" quarterly, which
Inflation rate and government revenue have the most impact and
government’s current expenditure has the least impact. As for the
results of variance decomposition analysis (VDA) found that
inflation rate can explain variance at a high level from the 1% quarter
and gradually decreases until the 12" quarter, which government’s
revenue and current expenditure can explain variance increasing
continuously from 2" quarterly to the 12t quarterly. The research
concluded that last quarter’s government revenue had a negative
effect on the current quarter’s inflation rate, and last quarter’s
government current expenses had a positive effect on the inflation
rate.
Keyword: Inflation rate, government revenue, government current
expenses, VAR Model.
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o L ADF Unit rqqttestat Level auaLiin
Oodju  JUWU  Lag t-statistic Critical Value P-Value ¥
1% 5% 10% aelaLy
INF  Intercept 0 -1.656918™ -3.592462 -2.931404 -2.603944 0.4455 Non-Stationary
LnGCE Intercept 3 -2.400098™ -3.605593 -2.936942 -2.606857 0.1481 Non-Stationary
LnGR Intercept 3 -2.170063" -3.605593 -2.936942 -2.606857 0.2199 Non-Stationary
0102198 2. Bunaudingsu Unit root (o3 ADF e€tuasdiu 1% difference
o L ADF Unit rootte§t_at First Difference quaLTn
0odju WU Lag t-statistic Critical Value P-Value g
1% 5% 10% aoiaLy
INF Intercept 0  -5.815374™" -3.596616 -2.933158 -2.604867 0.0000 Stationary
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LnGCE
LnGR

Intercept 2 -10.78870"" -3.605593
Intercept 2 -9.256527"" -3.605593

-2.936942 -2.606857 0.0000 Stationary
-2.936942 -2.606857 0.0000 Stationary

(0271980 3. Bunaudscdu VAR Lag Order Selection Criteria

Lag LogL LR FPE AlIC SC HQ
0 104.6793 NA 1.41e-06 -4.959968 -4.834584 -4.914310
1 124.8931  36.48345* 8.16e-07* -5.506983*  -5.005449*  -5.324352*
2 131.5531 11.04578 9.22e-07 -5.392834 -4.515151 -5.073230
(190121987 4. SunudscuniudscducuuaiRs) VAR
Included observations: 42 after adjustments
t-statistics in [ ]
INF LNGCE LNGR
D(INF(-1)) 0.095571™ -1.268623"™ -1.428588"
[ 0.60020] [-0.27518] [-0.37446]
D(LNGE(-1)) 0.015734™ -0.496177 -0.213896"
[ 2.13590] [-2.32648]" [-1.21193]
D(LNGR(-1)) -0.013561" -0.104885" -0.550970""
[-1.84741] [-0.49351] [-3.13275]
C -0.000688 0.049810 0.037770
[-0.37162] [ 0.92913] [ 0.85138]

0190121987 5: BuN:NUNSNNAUEHEeNNIUI8F1829930TIUIU JUYU 210 €12 A18SU299
N1V WY 2.

Variance Decomposition of D(INF):

Period S.E. D(INF) D(LNGE) D(LNGR)
1 0.011956 100.0000 0.000000 0.000000
2 0.012589 90.77230 4522964 4.704738
3 0.012625 90.26350 4537758 5.198744
4 0.012634 90.13214 4547829 5.320033
5 0.012639 90.06537 4583833 5.350796
6 0.012641 90.02783 4.612031 5.360135
7 0.012643 90.00809 4628526 5.363383
8 0.012643 89.99823 4.637121 5.364647
9 0.012644 89.99345 4.641370 5.365180
10 0.012644 89.99117 4.643418 5.365415
11 0.012644 89.99009 4.644393 5.365522
12 0.012644 89.98958 4.644854 5.365571
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