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-2.95%** -2.41 -2.92%** -2.40 INFLATION

-2.57 -1.84 -2.53 -2.06 BUDGET
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GROWTH
-11.90%** -6.75%** -6.53*** -6.49*** HOUSEHOLD

7

saagll Hia sl i (ol jeiul A (e Gald) BaaY N
g ddla (A ellds G culd g pusall Dl 5 (S e S
Ja D) BB pae 95\ Ban gl Hia dea g coladl g i JJasd i
ot a5 (5 sisall) plia¥) Lgilla 6 ¢l yosital) JS1 4 i 3
A ) AL Jae Lasd @llh g elgd A6V (55580 38T aay La ) yaiul
s e Maa ) Jaall il (e 2 il Cnai b saill Jinas dualal
Ome Unals allia (o Lallda 5 eclibll Lol (5 giusall 85 e yiiad
A5 AV Al e JalSia Lgiany 23 sl 6l piall
Ja¥) b Lagin A8all yad 5 Say 438 jiaa da jall (e JualSia
5 (Gujarati,2004) egin & yidiall JalSall alay) JOa s J hall
S il Jal&ill HLadl o) ya) e Gaaldl Sy Laa () .(Enders,2008)
JPJ(:.EJ_ALAL o =il A Hall <l yeie dald A 3l Sl
1ALd oy shall Jal) 8 4l 5 judall &l il 5 adiaill Jaza oy 48e
Sy 4ild =3 palll il ke (o & jidie LSS AEDe 35 5 peaal
Z3sail) ) yuria G ABNall USG5 A8 peal Undll msia 4aia aladiil
Sashall g ppatll cpla¥)

If Xt ~ 1(0) and Yt ~ I(1), then Zt = (Xt + Yt) = I(1); that is, a linear combination or sum of (Y)
.stationary and no stationary time series is no stationary
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Probability F-Statistic el 0l£)
0.01475 6.69637 CAPITAL & INFLATION
0.03995 4.61184 M2 HOUSEHOLD
0.00402 9.70877 M2 GDP PERCAPITA GROWTH
0.00894 13.0271 HOUSEHOLD=- BUDGET
0.00036 16.2096 GOVER & GDP PERCAPITA GROWTH
0.00974 7.62301 GOVER & CAPITAL
syl (3R dmand) i) il (0) @By Jger)
Probability F-Statistic Tt 0L
0.04094 3.60566 CAPITAL & INFLATION
0.00257 7.81526 BUDGET = CAPITAL
0.02298 4.35316 M2 GDP PERCAPITA GROWTH
0.04070 3.61309 HOUSEHOLD= CAPITA
0.04429 3.50632 CAPITAL & GDP PERCAPITA GROWTH
0.00028 11.2180 GOVER 2 GDP PERCAPITA GROWTH
0.01197 5.23652 HOUSEHOLD = GDP PERCAPITA GROWTH
0.04425 3.50747 GOVER & HOUSEHOLD
sl b S Ad! ! il (1) @By Jgd!
Probability F-Statistic L 0lE
0.02171 4.06776 BUDGET = INFLATION
0.03297 3.43266 M2 GOVER
0.00740 5.39679 BUDGET 2 CAPITAL
0.03815 3.42428 GOVER> BUDGET
0.01213 450233 GOVER 2 CAPITAL
sl O fd @ﬂ el ) gl (V) o3y Jotdr)
Probability F-Statistic dndt ol
0.03695 3.37506 BUDGET = INFLATION
0.04830 2.87102 INFLATION = CAPITAL
0.03565 3.14628 M2 GOVER
0.04568 3.14992 BUDGET = CAPITAL
0.01856 3.75857 GOVER >  GDP PERCAPITA GROWTH
0.01213 450233 GOVER 2 CAPITAL
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s\l ) Cond dgped Il ca\-“d (“) ('5) Jgud!
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0.00583 4.89811 M2=>» GOVER
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D D(INFLATION)= - 0.71*( INFLATION(-1) - 0.19*M2(-1) - 2.11*GOVER(-1) + .41*GDP
PERCAPITA GROWTH (-1) - 168*CAPITAL(-1) + 1.180958099*BUDGET(-1)
2.14*HOUSEHOLD(-1) + 22395 ) - O041*D(INFLATION(-1)) + O0.15*D(M2(-1)) -
3.33*D(GOVER(-1)) + 0.058*D(GDP PERCAPITA GROWTH (-1)) - 0.87*D(CAPITAL (-1)) +
0.087*D(BUDGET(-1)) - 1.36*D(HOUSEHOLD(-1))

-4.45 + 4 81*EXCHANGE RATE
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Sample(adjusted): 1977 2007

Included observations: 27

Excluded observations: 4 after adjusting endpoints

Trend assumption: Linear deterministic trend
Series: INFLATION M2 BUDGET GDPPERCAPITAGROWTH CAPITAL GOVER HOUSEHOLD
Exogenous series: EXCHANGERATE

Warning: Critical values assume no exogenous series

Lags interval (in first differences): 1to 1

Unrestricted Cointegration Rank Test

1 Percent 5 Percent Trace Hypothesized
Critical Value Critical Value Statistic Eigenvalue No. of CE(s)
133.57 124.24 226.4948 0.906385 None **
103.18 94.15 162.5436 0.855920 At most 1 **
76.07 68.52 110.2341 0.813186 At most 2 **
54.46 47.21 64.93780 0.724160 At most 3 **
35.65 29.68 30.16358 0.479803 At most 4 *
20.04 1541 12.51779 0.259794 At most 5
6.65 3.76 4.395465 0.150235 At most 6 *

*(**) denotes rejection of the hypothesis at the 5%(1%) level

Trace test indicates 5 cointegrating equation(s) at the 5% level

Trace test indicates 4 cointegrating equation(s) at the 1% level

1 Percent 5 Percent Max-Eigen Hypothesized

Critical Value Critical Value Statistic Eigenvalue No. of CE(s)
51.57 45.28 63.95122 0.906385 None **

45.10 39.37 52.30950 0.855920 At most 1 **

38.77 33.46 45.29626 0.813186 At most 2 **

32.24 27.07 34.77421 0.724160 At most 3 **
25.52 20.97 17.64580 0.479803 At most 4
18.63 14.07 8.122321 0.259794 At most 5

6.65 3.76 4.395465 0.150235 At most 6 *

*(**) denotes rejection of the hypothesis at the 5%(1%) level

Max-eigenvalue test indicates 4 cointegrating equation(s) at both 5% and 1% levels
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Vector Error Correction Estimates

Standard errors in () & t-statistics in [ ]

Cointegrating Eq:

1.000000 INFLATION(-1)
-0.186360 M2(-1)
(0.05674)
[-3.28443]
-2.105089 GOVER(-1)
(0.54338)
[-3.87409]
2409030 | GDP PERCAPITA
GROWTH(-1)
(0.25423)
[ 9.47583]
-1.683671 CAPITAL(-1)
(0.25117)
[-6.70335]
1.180958 BUDGET(-1)
(0.23709)
[ 4.98115]
-2.141346 | HOUSEHOLD (-1)
(0.31226)
[-6.85760]
223.9494 C
D(BUDGET) | D(CAPITAL) | D(GDPPERC | D(GOVER) D(M2) D(INFLATI | Error Correction:
APITAGRO ON)
WTH)
0.274713 0.121903 -0.087954 -0.080097 0.068109 | -0.713081 CointEql
(0.17308) (0.16376) (0.11167) (0.07085) (0.25956) (0.19957)
[ 1.58720] [0.74439] [-0.78764] [-1.13058] [0.26241] | [-3.57306]
-0.041228 0.077773 0.107240 0.128681 -0.076239 | -0.414341 | D(INFLATION (-
1))
(0.17514) (0.16571) (0.11300) (0.07169) (0.26265) (0.20195)
[-0.23540] [ 0.46933] [ 0.94905] [ 1.79497] [0.29027] | [-2.05171]
0.127824 -0.214624 -0.169568 0.080598 0.298348 0.145920 D(M2(-1))
(0.17070) (0.16151) (0.11013) (0.06987) (0.25599) (0.19683)
[0.74882] [-1.32885] [-1.53966] [ 1.15350] [1.16547) | [0.74135]
0.395017 -0.151523 1.214137 -0.307550 -0.774431 | -3.332808 D(GOVER(-1))
(0.92376) (0.87402) (0.59599) (0.37812) (1.38530) (1.06515)
[0.42762] [-0.17336] [2.03717] [-0.81337] [0.55903] | [-3.12895]
0.274323 -0.359470 0.120099 0.241566 0.263916 0.058444 | D(GDP PERCAPITA
GROWTH(-1))
(0.42978) (0.40664) (0.27729) (0.17592) (0.64451) (0.49556)
[ 0.63829] [-0.88400] [0.43313] [ 1.37316] [0.40948] | [0.11793]
-0.078669 0.215896 -0.022641 0.110816 -0.039702 | -0.867265 | D(CAPITAL(-1)
(0.20661) (0.19549) (0.13330) (0.08457) (0.30985) (0.23824)
[-0.38075] [ 1.10438] [-0.16985] [ 1.31031] [0.12813] | [-3.64030]
-0.526321 -0.045538 0.222902 0.232655 -0.023182 0.086892 | D(BUDGET(-1))
(0.29369) (0.27788) (0.18949) (0.12022) (0.44043) (0.33865)
[-1.79207] [-0.16388] [ 1.17636] [ 1.93531] [0.05263] | [0.25659]
0.146746 -0.151163 0.287695 0.206350 -0.407375 | -1.355204 | D(HOUSEHOLD(-
1)
(0.44729) (0.42321) (0.28858) (0.18309) (0.67077) (051575)
[ 0.32808] [-0.35719] [ 0.99693] [ 1.12706] [0.60733] | [2.62763]
3.233525 0.736909 -0.325476 -2.256044 0.049737 | -4.454344 C
(1.44053) (1.36297) (0.92940) (0.58964) (2.16026) (1.66102)
[ 2.24468] [ 0.54066] [-0.35020] [-3.82612] [0.02302] | [-2.68170]
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-4.520498 -0.546331 1.087066 2.630174 -0.032535 4.809503 | EXCHANGE RATE
(1.97152) (1.86537) (1.27199) (0.80699) (2.95656) (2.27329)
[-2.29290] [-0.29288] [ 0.85462] [ 3.25923] [-0.01100] [ 2.11566]
0.613898 0.358754 0.541135 0.605532 0.200763 0.713122 | R-squared
0.409492 0.019271 0.298206 0.396696 -0.222363 0.561246 | Adj. R-squared
119.0748 106.5977 49.56572 19.95058 267.7875 158.3161 | Sum sg. resids
2.646583 2.504087 1.707522 1.083311 3.968905 3.051674 | S.E.equation
3.003318 1.056765 2.227544 2.899561 0.474476 4.695407 | F-statistic
-58.34419 -56.84987 -46.51208 -34.22653 -69.28516 -62.18956 | Log likelihood
5.062533 4.951843 4.186080 3.276039 5.872975 5.347375 | Akaike AIC
5.431782 4.666020 3.755979 6.352914 5.827314 Schwarz SC
0.145865 -0.270741 -0.539177 0.619361 0.078479 Mean dependent
2.528569 2.038268 1.394715 3.589803 4.607097 S.D. dependent
1225.351 Determinant Residual Covariance
-320.4597 Log Likelihood
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Variance
Decomposition of INFLATION:

HOUSEH GDPPERCA INFLATI .

M2 oLD BUDGET | CAPITAL PITA GOVER ON SE. Period
GROWTH
0.00 0.000000 0.000000 0.000000 0.000000 0.00 100.00 3.05 1
211 0.148988 23.35660 0.873133 27.92782 0.3101 45.266 4.63 2
1.44 0.090471 29.67070 5.625778 29.59048 2.6726 30.906 6.04 3
124 0.059296 25.87808 10.58428 30.93398 4.6740 26.625 7.46 4
0.98 0.391272 29.32714 10.09395 31.68262 3.8325 23.688 8.40 5
0.80 0.316412 29.01564 10.42503 32.78001 3.9336 22.720 9.40 6
0.68 0.426846 30.07207 10.64634 33.55488 3.3625 21.252 10.22 7
0.60 0.364180 29.46005 10.97852 33.58703 3.9123 21.092 11.09 8
0.53 0.449896 30.38721 10.82054 34.11282 3.5179 20.174 11.77 9
0.48 0.397985 30.02797 11.03092 34.21562 3.7097 20.128 12.52 10
Variance
Decomposition of GOVER:

M2 H%LIJ_SDEH BUDGET | CAPITAL F?I?';_?BEFQRgx GOVER IN%‘,\?TI S.E. Period
0.00 0.000000 0.000000 0.000000 0.000000 88.331 11.668 1.08 1
2.81 3.213502 0.303511 10.58576 0.453097 73.875 8.7557 137 2
2.64 2.089862 0.197039 11.22134 0.309674 72574 10.966 1.71 3
3.56 2.827258 0.229994 14.27722 0.339498 68.525 10.236 1.86 4
3.04 2.126214 0.216196 12.91109 0.316999 69.982 11.406 2.14 5
3.55 2.585723 0.252291 15.50276 0.378671 67.084 10.636 2.28 6
3.27 2.167069 0.228798 14.78012 0.350330 67.837 11.356 2.49 7
3.59 2.465952 0.233928 16.18448 0.387215 66.245 10.887 261 8
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3.36 2.147202 0.215377 15.55850 0.372897 67.000 11.339 2.80 9
3.61 2.349439 0.221908 16.69780 0.399327 65.757 10.963 2.90 10
Variance
Decomposition
of GDP PERCAPITA GROWTH:

o | HOUSEH | guncer | caprrar | piacrow | Gover | NFLATH se | periog

OoLD TH ON
0.00 0.000000 0.000000 0.000000 80.29788 7.7481 11.954 1.70 1
2.19 0.874931 2.806620 0.377588 75.51375 8.3870 9.8407 2.50 2
1.84 2.035464 4.324100 1.539882 74.90536 7.0397 8.3095 3.01 3
1.72 1.734840 5.115670 1.845669 76.03925 5.6801 7.8548 3.46 4
1.68 1.881220 5.416264 1.697789 77.30558 4.6791 7.3343 3.84 5
1.74 1.822529 5.431999 1.587625 77.10730 4.8039 7.498 421 6
1.68 1.967057 5.765648 1.774797 77.44701 4.2660 7.0912 453 7
1.70 1.866532 5.804618 1.719009 77.67428 4.0868 7.1392 4.83 8
1.68 1.962714 5.947148 1.733858 77.98071 3.7632 6.9226 511 9
1.70 1.906720 5.960690 1.705903 77.99201 3.7462 6.9793 5.39 10

Decomposition of CAPITAL:

M2 HOUSEH | 5,pGET | CAPITAL S?’F;PGEF?C?\Q Gover | INFLATH e | period

OoLD TH ON
0.00 0.000000 0.000000 81.49228 7.930601 7.4584 3.1186 2.50 1
2.01 0.576607 3.088077 67.02035 10.23263 14.640 24273 4.04 2
3.06 0.656698 2.669044 60.57273 9.874290 20.968 2.1892 5.03 3
435 0.797657 2.403077 60.15749 9.739758 20.547 1.9986 571 4
4.60 0.738257 2.373357 59.02624 8.968914 22.038 2.2447 6.51 5
5.07 0.919457 2.254449 58.04378 8.865027 22.657 2.185 7.14 6
5.30 0.885948 2.196055 57.06149 8.625634 23.627 2.2988 7.75 7
5.62 0.963685 2.134949 56.88807 8.548224 23.594 2.2504 8.27 8
5.68 0.934783 2.117867 56.33057 8.361780 24.224 2.3459 8.82 9
5.88 0.999542 2.074798 56.11114 8.340719 24.279 2.3057 9.286 10

Variance
Decomposition of BUDGET:

M2 HOUSEH BUDGET | CAPITAL F?I?';TBERROCV?/ GOVER INFLATI S.E. Period

OLD TH ON
0.00 0.000000 76.15511 5.399813 3.559722 13.996 0.8887 2.64 1
0.29 0.469167 73.07864 4.085636 5.667876 15.176 1.2307 3.437 2
0.45 0.364261 75.82138 5.129650 4.456036 12.912 0.8621 414 3
0.74 0.316478 78.10385 5.099844 4.616541 10.334 0.7820 4.63 4
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125 0.341265 79.88232 4.211658 4.302969 9.3830 0.6251 5.207 5
1.44 0.290568 80.59331 4.335895 4591281 8.1146 0.633 5.64 6
1.66 0.348922 81.39187 4.123084 4504774 7.4141 0.5481 6.08 7
178 0.311410 82.13076 4.038141 4.564423 6.6031 0.5657 6.47 8
1.95 0.333933 82.52311 3.816776 4537765 6.3282 0.5023 6.86 9
201 0.304326 82.92180 3.844909 4595221 5.7912 0.5258 7.20 10
Variance
Decomposition of HOUSEHOLD:
M2 HOUSEH | 5,pGET | CAPITAL S?’i%?gv@ Gover | INFLATH e | Period
OLD TH ON
0.00 23.50237 3.565690 39.55679 5.726209 1.3361 26.312 1.20 1
0.46 11.44793 5.549810 57.94818 2.931582 1.8322 19.820 1.72 2
0.47 7.600640 5.201799 57.71272 2.775748 7.7094 18.522 2.55 3
0.30 4.917595 3.742645 67.60392 2597323 9.1206 11.712 3.23 4
0.65 6.358376 4.800241 66.25141 2.565902 7.1795 12.186 3.65 5
0.60 5.275543 4.643103 69.09688 2.886220 7.4074 10.081 4.05 6
0.81 5.844742 5.049465 68.83476 2.993602 6.3157 10.146 4.42 7
0.74 5.152123 4.773643 70.43604 3.081570 7.0447 8.7669 4.77 8
0.91 5.625672 5.168310 69.88223 3.124790 6.2707 9.0176 5.07 9
0.85 5.124542 4.993406 71.13456 3.228222 6.5327 8.1276 5.37 10
Variance
Decomposition of M2:
M2 HOUSEH BUDGET | CAPITAL F?IEI)'T()BERROCV?/ GOVER INFLATI SE. Period
OoLD ™ ON
37.2 0.509801 17.18451 6.141927 18.45014 8.4639 12.040 3.96 1
41.8 0.220901 16.57218 7.647689 14.00212 4.1889 15.516 6.09 2
425 0.165766 17.32511 6.490222 11.95997 3.7690 17.720 7.657 3
42.0 0.203100 17.16598 6.294341 11.26959 4.3092 18.661 9.06 4
42.2 0.201557 16.86593 6.691199 10.80608 4.3022 18.887 10.26 5
424 0.190598 16.79669 6.788299 10.48563 41117 19.137 11.32 6
424 0.187381 16.82725 6.735222 10.26738 41371 19.393 12.29 7
424 0.190133 16.77534 6.796517 10.13769 4.1440 19.500 13.20 8
424 0.186388 16.74345 6.847517 10.01948 4.1185 19.595 14.04 9
425 0.185407 16.73539 6.862710 9.929367 4.0886 19.674 14.84 10
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Abstract. The purpose of this study is to identify the relationship between de facto exchange rate regimes
which have been followed in the Egyptian economy and the rate of inflation in the period 1974-2007. It
addressed the theoretical and empirical studies that dealt with the relationship between exchange rate
regimes and inflation and reviewed the de facto exchange rate regimes in Egypt. Since 1960, Egypt had
already been applying two exchange rate regimes, the first exchange rate regime was a de facto crawling
band with multiple exchange rates and the presence of a parallel market exchange rate in the period 1974-
1990. The second one was a moving band which began in 1991, according to the classification of
Reinhart and Rogoff 2004. This paper tried to measure the relationship between the two exchange rate
regimes, and the rate of inflation. The study found a significant relationship between exchange rate
regimes and inflation in the period under study. The rate of inflation under the pegged moving band
regime of exchange rate increased by 4.81percent annually compared to the crawling band regime of
exchange rate with multiple exchange rates.

The main cause of inflation in Egypt in the long term is the budget deficit, while the factors that limit
inflation in the long term are spending on fixed capital formation, private consumption expenditure and
government consumption expenditure.

Keywords: De facto Exchange Rate Regimes -Inflation - Cointegration Vector Error Correction -Variance
Decompositions -Impulse Response Functions.






