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Abstract: This research examined the validity of Romer’s hypothesis,
which states that there is an inverse relationship between trade
openness and inflation, in the Egyptian economy. An Autoregressive
Distributed Lags (ARDL) model was applied using annual data for the
period( 1977 to 2018). The growth rate in real per capita GDP, fiscal
deficit and the broad money supply as a percentage of GDP and the
official exchange rate was used as control variables. The trade
openness was also expressed by using more than one indicator to
validate the results. The study found that the relationship between the
rate of inflation and the degree of trade openness is positive in the two
models that include the traditional index and the import index, But the
third model that contains the globalization index as a proxy for trade
openness in a broad sense. It means that the Romer hypothesis (1993)
is not valid in the Egyptian economy. Based on this result, caution has
been recommended in taking openness Procedures so as not to get into

problems of imported inflation.

Keywords: trade openness and inflation, Romer's hypothesis (1993),

Autoregressive Distributed Slowdown (ARDL)
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plasial a3 a8 5. ADIe (o Leai ¥ laat¥) b Al i) of cpa it
2s2al"The  Augmented Dickey—Fuller (ADF) ausall Hllgs S jlasl
el Judldl sa il jLaaY (Dickey and Fuller 1979) sassl
Lehsall gLla¥) clysdl 3 Jlaady) Coglad alasiuls z3saill cilalea pad —Y
Jwlall 3gaal) jLoal) g Autoregressive Distributed Lags (ARDL)
Jia aladiul 2528 5. Bound Testing for Cointegration o il
Gy il c Jolall () CDS) Alls 3 anlasia) Ko A igld)
Ul 4 adhasind (Ko WS L1(0) LAY pandl 5 (1) Leaan 06S o) oS
I Jal) Alishg 8yuimd Cilabaall a8 48 Sy 5 jpieall il ans jia
. (Pesaran etal., 2001) ¢l
Z ) ks il g ¢
Basgl) Jda cufldl sV —¢—¢
& Bagasall il gand sansgl) s chlas) &5 g (V) ady S Jsaal
I chalall Ly Inf adaill Jaee @it of Jgaall (e iy 5 AUz 3Ll
el bl 4w aulsll Sl agiill aje 5 X/GDP Jla¥) sl mslil)
Sl adl @l I Syl 5 chaball goene dus 5 M2/GDP - JleaY)
Bl Jae Wl ¢ 1(0) &l (e dllSia Wl (6] ((ggind) B Buse  (X+M)/GDP
iJ;A\ zaul ‘zg\ Syl s 3 KOF dolaidy) ddedl i3 3 BU D dsladl
Tl PRI @w\ gs Buaa pe il EXC Gyl 2w 3 M/GDP ‘éﬂAA\J\
aladial 8)gpm acn Lo sa g ¢ I(1) Aoy (e AlalSia il gl gV @A) 28T any Bjins
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Augmented Dickey — 158 — Sl gugall S2agll i JLOA) @il (V) a8y Jgaa
Fuller (ADF)

Inf t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -4.657879 0.0005
Test critical values: 1% level -3.600987

5% level -2.935001
10% level -2.605836
BU_D t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -0.996694 0.2809
Test critical values: 1% level -2.622585
5% level -1.949097
10% level -1.611824
D(BU_D) t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -7.570466 0.0000
Test critical values: 1% level -2.624057
5% level -1.949319
10% level -1.611711
X/GDP t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -5.159649 0.0001
Test critical values: 1% level -3.621023
5% level -2.943427
10% level -2.610263
KOF t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -0.542380 0.4759
Test critical values: 1% level -2.622585
5% level -1.949097
10% level -1.611824
D(KOF) t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -7.123755 0.0000
Test critical values: 1% level -2.624057
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5% level -1.949319
10% level -1.611711
M2/GDP t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -4.030128 0.0034
Test critical values: 1% level -3.615588
5% level -2.941145
10% level -2.609066
m/GDP t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -2.120265 0.2381
Test critical values: 1% level -3.600987
5% level -2.935001
10% level -2.605836
D(m/GDP) t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -5.543761 0.0000
Test critical values: 1% level -2.624057
5% level -1.949319
10% level -1.611711
(x+m)/GDP t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -4.253457 0.0018
Test critical values: 1% level -3.615588
5% level -2.941145
10% level -2.609066
EXC t-Statistic Prob.*
Augmented Dickey-Fuller test statistic 3.067301 0.9992
Test critical values: 1% level -2.622585
5% level -1.949097
10% level -1.611824
D(EXC) t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -4.517864 0.0000
Test critical values: 1% level -2.624057
5% level -1.949319
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10% level -1.611711
R_GDP_P_G t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -2.575606 0.1066
Test critical values: 1% level -3.610453
5% level -2.938987
10% level -2.607932
D(R_GDP_P_G) t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -2.421143 0.0167
Test critical values: 1% level -2.622585
5% level -1.949097
10% level -1.611824

"yl Ao pEEY) Figal (Y- -4
kel Jalsil JLES) 1\ —Y—¢—4

) plasial Al Jae il oy ol JalSall LY Laadle gimyas (Y) o3 ) Joaal

: b WS Bound Testing for Cointegration & il JalSill 3gaal)

(Y) A% Jdo>

Bound Testing for Cointegration & idal) Jalsil) jLid) il

Null Hypothesis: No levels

F-Bounds Test relationship
Test Statistic Value Signif. 1(0) (1)
F-statistic 13.68527 10% 1.75 2.87
k 6 5% 2.04 3.24
2.5% 2.32 3.59

1% 2.66 4.05

aall ¢ dapal) Aganl) el e el a5 13.68527 \giad cialy 58 F— Statistic of Jsaall (e gy

Clyie G da¥) Alsh ADle 3m5 p2e e ety 63 cpaed) g by K8 g %0 Aigine (s5ise die (oY)

Al dae @yl gn Ja¥1 dlsk Cointegration ol JalSs &dle asg 4 gl .z 3sall

0l ARDL dejsall sldady) culyial 313N Hlas V) bl aladiad (8 zisaill cilalea padi :Y-Y—¢—¢

Akaike Information
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Cju.q (T‘) (55‘) @m\ Jeaall L)Aﬂfj .CJ}A.\S\ @ Calyariial) iy (\' AEANARANA GT‘) il ¢ Criteria (A'C)

(%) & doxa

el Ja¥ls Jushall Ja¥) Cilaleag djidal) Jalsill Adle il

ECM Regression
Case 1: No Constant and No Trend

Variable Coefficient Std. Error t-Statistic Prob.
D(Inf(-1)) 0.199605 0.086624 2.304253 0.0333
D(Inf(-2)) -0.166858 0.057129  -2.920713 0.0091
D(m/GDP) 0.202794 0.113881 1.780759 0.0918
D(m/GDP(-1)) -0.367365 0.134548  -2.730366 0.0137
D(BU_D) 30.41259 9.637922 3.155513 0.0055
D(BU_D(-1)) -55.13534 9.799368 -5.626418 0.0000
D(M2/GDP) -0.554910 0.052042  -10.66265 0.0000
D(EXC) 1.324488 0.228947 5.785130 0.0000
D(EXC(-1)) 1.579341 0.331279 4.767402 0.0002
D(EXC(-2)) -6.089914 0.833257  -7.308562 0.0000
D(R_GDP_P_G) 0.008615 0.177836 0.048444 0.9619
D(R_GDP_P_G (-1)) 0.614866 0.207469 2.963651 0.0083
D(x/GDP) -0.298579 0.135836  -2.198086 0.0413
D(x/GDP(-1)) 0.599020 0.158666 3.775348 0.0014
CointEq(-1)* -1.222574 0.108176  -11.30173 0.0000
R-squared 0.974478 Mean dependent var -0.053170
Adjusted R-squared 0.959591 S.D. dependent var 7.378247
S.E. of regression 1.483176 Akaike info criterion 3.909971
Sum squared resid 52.79546 Schwarz criterion 4.549803
Log likelihood -61.24444  Hannan-Quinn criter. 4.139537

Durbin-Watson stat 2.296268
Levels Equation
Case 1: No Constant and No Trend

Variable Coefficient ~ Std. Error t-Statistic Prob.
m/GDP 0.405933 0.149485 2.715546 0.0142
BU_D 44.86051 7.836607 5.724481 0.0000
M2/GDP -0.001725 0.024442  -0.070574 0.9445
EXC 0.210903 0.202444 1.041784 0.3113
R_GDP_P_G -1.573522 0.228858  -6.875549 0.0000

x/GDP -0.079441 0.138071  -0.575365  0.5722

EC = Inf - (0.4059*m/GDP + 44.8605*BU_D
-0.0017*M2/GDP + 0.2109*EXC -1.5735* R_GDP_P_G - 0.0794*x/GDP )
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(¢) & Js>
Bound Testing for Cointegration & idall Jalsill jLid) gl

F-Bounds Test Null Hypothesis: No levels relationship
Test Statistic Value Signif. 1(0) I(1)
F-statistic 23.36288 10% 2.26 3.35
k 5 5% 2.62 3.79
2.5% 2.96 4.18

1% 3.41 4.68

O el ag YYPIYAA Lgiad cazly a8 F— Statistic of Jsaall e maais
U pad) oSa (g %) Aisine (g5 die ¢ AY) aall ¢ daal) dlgaal) dadl)
aag adl gl .z dsatl) citie o dal) Algh ABle gag ade o aiy (53 caasll
Al dae cilyaidl g JaY) dlgl Cointegration ol ik JalSs a8l

zisall cilalea padi :Y-¥-¢—¢

eid ARDL dejgall el eyl Il jlasiV) quglud aladia) (8 cLiad Uay

Db alatials pne JST AL DU eUa) il JaaY) aaal) apad a5 7 dgail) cilales
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ECM Regression
Case 3: Unrestricted Constant and No Trend

Variable Coefficient Std. Error t-Statistic Prob.
C 13.96793 1.091451 12.79757 0.0000
D((x+m)/GDP) 0.188317 0.056570 3.328953 0.0033
D(BU_D) 11.99414 9.395207 1.276623 0.2164
D(BU_D(-1)) -72.44260 10.29397 -7.037383 0.0000
D(M2/GDP) -0.552711 0.052222 -10.58377 0.0000
D(M2/GDP(-1)) -0.360212 0.101841 -3.537002 0.0021
D(M2/GDP(-2)) 0.489038 0.066810 7.319877 0.0000
D(EXC) 2.103839 0.297660 7.067938 0.0000
D(EXC(-1)) 1.578535 0.379501 4.159496 0.0005
D(EXC(-2)) -7.735725 0.990001 -7.813858 0.0000
D(R_GDP_P_G) -0.452784 0.186728 -2.424832 0.0249
D(R_GDP_P_G (-1)) 0.656496 0.187116 3.508495 0.0022
D(R_GDP_P_G (-2)) 0.198255 0.169206 1.171679 0.2551
CointEq(-1)* -1.302604 0.098405 -13.23713 0.0000
R-squared 0.967096 Mean dependent var -0.053170
Adjusted R-squared 0.949986 S.D. dependent var 7.378247
S.E. of regression 1.650050 Akaike info criterion 4.112751
Sum squared resid 68.06662 Schwarz criterion 4.709927
Log likelihood -66.19865 Hannan-Quinn criter. 4.327013
F-statistic 56.52260 Durbin-Watson stat 2.080667

Prob(F-statistic) 0.000000

Levels Equation
Case 3: Unrestricted Constant and No Trend

Variable Coefficient Std. Error t-Statistic Prob.
(x+m)/GDP 0.205537 0.030964 6.638011 0.0000
BU_D 47.97421 4.961282 9.669719 0.0000
M2/GDP -0.128561 0.042365 -3.034633 0.0065
EXC 0.148508 0.187761 0.790944 0.4383
R _GDP_P_G -1.779894 0.269478 -6.604972 0.0000

EC = Inf - (0.2055*((x+m)/GDP + 47.9742*BU_D -0.1286*M2/GDP + 0.1485
*EXC -1.7799* R_GDP_P_G)
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(V) A Jsas
Bound Testing for Cointegration & idal) Jalsil) jLud) il
Null Hypothesis: No levels

F-Bounds Test relationship
Test Statistic Value Signif. 1(0) I(1)
F-statistic 7.770869 10% 1.81 2.93
k 5 5% 2.14 3.34
2.5% 2.44 3.71

1% 2.82 4.21

Aadl) (ra Al 25 7.770869 Lgiad cuzly 28 F— Statistic o Jsaall e gy
cpanll mpd by S by %) Augine (giee ie (Ao aall ¢ Aasall 4500
ADle ang 4l ol .z asaill Clitie G dal) Algh ABle dgag are Ao paiy 1)

bl Jae i) G JaY) Al (Cointegration ol i JalSs
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ECM Regression
Case 1: No Constant and No Trend

Variable Coefficient Std. Error t-Statistic Prob.
D(Inf(-1)) -0.494779 0.079429  -6.229162 0.0000
D(Inf(-2)) -0.189712 0.059513  -3.187731 0.0051
D(KOF) 0.026026 0.050887 0.511443 0.6153
D(BU_D) 2.118682 10.72580 0.197531 0.8456
D(BU_D(-1)) -15.30000 10.61883  -1.440837 0.1668
D(BU_D(-2)) 55.51008 10.91875 5.083921 0.0001
D(BU_D(-3)) 18.91015 10.38433 1.821028 0.0853
D(M2/GDP) -0.500237 0.059828 -8.361326 0.0000
D(M2/GDP(-1)) -0.084795 0.114757  -0.738910 0.4695
D(M2/GDP(-2)) 0.688002 0.123967 5.549868 0.0000
D(EXC) 1.197412 0.339091 3.531245 0.0024
D(EXC(-1)) 0.865909 0.388182 2.230678 0.0387
D(EXC(-2)) -8.339790 1.029973  -8.097092 0.0000
D(R_GDP_P_G) -0.685045 0.248166  -2.760425 0.0129
CointEq(-1)* -0.349751 0.045313  -7.718592 0.0000
R-squared 0.965174 Mean dependent var 0.236720
Adjusted R-squared 0.943975 S.D. dependent var 7.248713
S.E. of regression 1.715738 Akaike info criterion 4.204946
Sum squared resid 67.70643 Schwarz criterion 4.851361
Log likelihood -64.89397 Hannan-Quinn criter. 4.434935

Durbin-Watson stat 2.158804

Levels Equation
Case 1: No Constant and No Trend

Variable Coefficient Std. Error t-Statistic Prob.
KOF -0.168413 0.233566 -0.721052 0.4801
BU_D 0.124773 61.65148 0.002024 0.9984
M2/GDP 0.442811 0.349331 1.267596 0.2211
EXC -0.241355 1.231875 -0.195925 0.8469
R_GDP_P_G -4.587337 2.718858 -1.687229 0.1088

EC = INF_DEF - (-0.1684*KOF + 0.1248*BU_D + 0.4428*M2/GDP
-0.2414*EXC -4.5873* R_GDP_P_G)
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