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Abstract:

Inflation is considered one of the most serious problems that any country, whether developed
or developing, may face, as it results in a decline in the value of the currency and then a decline
in real wages for individuals and thus a decline in the standard of living. Changes that occur in
the currency exchange rate may lead to the emergence of the problem of inflation, especially
in developing countries. The study aims to test the non-linear relationship between the real
exchange rate of the Egyptian pound with some other variables (interest rate "lending interest"-
broad money “M2”- final government consumer spending, trade balance) on the inflation rate
in Egypt during the period (1976-2022) using the deductive approach based on the descriptive
analytical method and quantitative analysis based on the use of econometric models
represented by the (NARDL) model. The study concluded with several results, the most
important of which is proving the cointegration relationship between the real exchange rate and
the rest of the explanatory variables and the inflation rate as a dependent variable and proving
the asymmetric effect of real exchange rate changes on the inflation rate. The relationship in
the long and short term is (directly significant between positive changes in the real exchange
rate and the inflation rate, and inversely significant between negative changes in the real
exchange rate and the inflation rate), directly significant between the mass of money and the
inflation rate in both the long and short run, and directly significant between the trade balance
and the inflation rate in the long and short term, the relationship between the interest rate and
the inflation rate in the short term is inversely significant and insignificant in the long term.
The study recommended that production must be increased through large government
investments in the industrial and agricultural sectors, to reduce imports, which reduces pressure
on the value of the pound and thus lowers the inflation rate.

Keywords: exchange rate - inflation rate - Egypt - NARDL model.
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Year Inf REX Gov R M2 Tr

1976 10.32 4.23 23.44 8.00 45.66 15.85
1977 12.73 3.99 20.67 8.83 49.97 14.34
1978 11.08 3.87 18.84 10.17 53.35 18.93
1979 9.90 7.00 16.20 12.00 54.26 19.86
1980 20.82 6.58 15.67 13.33 66.42 13.66
1981 10.32 6.58 17.34 15.00 82.82 17.70
1982 14.82 6.09 15.96 15.00 79.23 13.43
1983 16.08 5.41 15.79 15.00 82.02 14.72
1984 17.04 4.82 15.51 15.00 82.05 18.30
1985 12.11 4.45 15.28 15.00 82.24 13.35
1986 23.86 3.66 14.74 15.00 84.13 11.00
1987 19.69 3.17 14.37 16.33 87.14 12.31
1988 17.66 2.81 13.96 17.00 88.55 18.89
1989 21.26 3.00 12.60 18.33 83.24 14.39
1990 16.76 4.85 11.38 19.00 86.13 14.84
1991 19.75 8.55 11.11 19.85 87.52 15.16
1992 13.64 8.20 10.42 20.33 84.54 12.50
1993 12.09 7.60 10.31 18.30 85.81 13.69
1994 8.15 7.28 10.29 16.51 84.63 11.47
1995 15.74 6.48 10.54 16.47 79.79 12.63
1996 7.19 6.23 10.37 15.58 78.64 12.41
1997 4.63 6.08 11.32 13.79 75.15 11.00
1998 3.87 5.95 11.31 13.02 77.03 12.04
1999 3.08 5.91 11.61 12.97 76.04 10.95
2000 2.68 6.08 11.20 13.22 76.74 8.33
2001 2.27 7.00 11.32 13.29 82.38 717
2002 2.74 7.84 12.59 13.79 87.84 6.77
2003 4.51 9.97 12.67 13.53 96.68 5.23
2004 11.27 9.75 12.75 13.38 96.68 8.35
2005 4.87 8.96 12.74 13.14 97.14 8.64
2006 7.64 8.53 12.29 12.60 97.39 7.85
2007 9.32 7.88 11.33 12.51 96.21 11.42
2008 18.32 6.67 10.89 12.33 88.40 12.14
2009 11.76 6.07 11.35 11.98 83.16 8.89
2010 11.27 5.62 11.16 11.01 80.75 9.19
2011 10.06 5.56 11.45 11.03 75.79 8.22
2012 7.11 5.41 11.18 12.00 69.72 9.14
2013 9.47 5.69 11.35 12.29 74.61 7.76
2014 10.07 5.41 11.85 11.71 75.44 10.20
2015 10.37 5.33 11.76 11.63 77.99 9.53
2016 13.81 6.18 11.43 13.60 98.14 9.34
2017 29.51 8.65 9.58 18.18 87.60 12.33
2018 14.40 7.74 7.94 18.32 77.77 11.85
2019 9.15 6.81 7.29 16.12 73.45 9.66
2020 5.04 6.17 7.54 11.37 79.97 8.00
2021 5.21 6.10 7.56 9.43 87.39 8.53
2022 13.90 7.08 7.27 10.58 94.39 5.67

World Bank, World Development) «lly e bliel ofalll dac) :juaal
.(Indicator, 2023
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(P.P) JLid) zilis 13 a8, Jgia

TR M, R GOV REX INF Ol zisalll g 68 ESEN]
-2.1812 -3.0889 -2.5056 -3.4711 -2.3211 -3.5339 t-Statistic
- eyl
0.2156 0.0344 0.1208 0.0133 0.1699 0.0113 Jlaiay) T
Intercept
no bl no el no % AN
-4.3432 -2.9556 -2.5767 -3.7332 -2.3670 -3.6684 t-Statistic el sLad¥l 5 et
> ALl )
0.0063 0.1556 0.2923 0.0299 0.3912 0.0348 Juday) Intercept and :t level
ke no no *k no o A Trend
-1.2291 0.6525 -0.2806 -3.1066 -0.3214 -1.0468 t-Statistic slavilg el sk
0.1979 0.8536 0.5795 0.0026 0.5642 0.2620 Jada) ale
no no no kil no no JIAN None
d(TR) d(M>) d(R) d(GOV) d(REX) d(INF)
-11.0751 -5.2906 -3.0361 -5.0527 -4.8644 -11.6193 t-Statistic
- eyl
0.0000 0.0001 0.0391 0.0001 0.0002 0.0000 Jlaiay) s
Intercept
*dek F*kk *% ke ke *dek J‘_)'—u‘
-10.4738 -5.2206 -3.0645 -4.9295 -4.8066 -11.4342 t-Statistic andstas ety | 0 i
0.0000 0.0005 0.1271 0.0012 0.0018 0.0000 Juday) Intercept and 1
hk Shk no Shk Shk hk AN Trend Difference
-10.2395 -5.2283 -3.1311 -4.8050 -4.9061 -11.7830 t-Statistic slavilg el sk
0.0000 0.0000 0.0024 0.0000 0.0000 0.0000 Jada) ale
ke sk ke sk sk ke SIAN None

Eviews 13 el aladialy g <l piall ciliby jilaa o dlaic YU olald) dacl g 2o 1 juadl)

A giaa Mo e F*F (05 4y glna de e 1 ¥ ¢ %10 Aysine Mo s 1* s € :no
%1

B e Ada 3 Aladid) sanel) (b

(A.D.F) Juid) =il 1(4) ad) Jgoa

TR M, R GOV REX INF Gl zisalll £ 48 Alal)
e
-2.4664 -3.3251 -2.4395 -3.5339 -1.2680 -3.5808 t-Statistic e
(=]
0.1302 0.0195 0.1372 0.0113 0.1225 0.0100 Jlaiay) I o
ntercept
no il no il no il 1A
——— I I

-4.2791 -3.2969 -2.9004 -3.6684 -3.4461 -3.7050 t-Statistic plad) slamy g culitly )
0.0075 0.0798 0.1723 0.0348 0.0580 0.0320 Jeaiay) Intercept and :t level

wekk * no ek s sk JIAY Trend

I
-1.2291 0.7685 -0.1532 -2.9226 -0.3758 -1.4258 t-Statistic .
. ple oladlg bl (g

0.1979 0.8762 0.6251 0.0329 0.5434 0.1415 Jlaiay) None

no no no hkad no no ) Al

— _ L L L
d: TRI d: M“ d:Rt d: GOV d‘REXl d‘INF)
-9.3720 -5.2798 -5.3138 -5.0759 -4.9897 -9.4911 t-Statistic e
(=]
0.0000 0.0001 0.0001 0.0001 0.0002 0.0000 Jlaiay) I o
ntercept

*kk fdek *kk *kk *kk *kk J‘J"ﬂ‘
-9.2676 | -5.2535 -5.4016 | -4.9907 | -4.9380 | -9.3659 | t-Statistic | sl olaiyiy cutily M‘lfﬁ“
0.0000 0.0005 0.0003 0.0010 0.0012 0.0000 Juiay) Intercept and .

Differenc
wekk sk e s e e JIAY Trend
e
-9.4069 -5.2201 -5.3701 -4.8275 -5.0282 -9.6022 t-Statistic .
. ple oladlg bl (g

0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 Jlaiay) None

Kk deded Kk ek ek ek ) AN
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F-statistic=12.709637%**

K=5
A gizall (6 glua

1(1) 1(0)

3.230 2.120 10%

3.610 2.450 | 5%

4.430 3.150 | 1%

Eviews 13. gy aladialy g &l piall clily jibaas o slaie Yl ofialdl da) 3 20 : jaaal)
.%10439153:“-‘*‘ 0/05-‘-.‘95\9-."-‘** ‘0/01-‘-.‘9@\9-."-‘***

Jashall a1 3 adaill Jaxe Cilades ) i 26 ad ) J g

Variable Coefficient Std. t-Statistic Prob.
Error

INF (-1) -1.2362 0.1600 -7.7263 0.0000

GOV 0.8427 0.6109 1.3793 0.1791

R 0.5712 0.4258 1.3416 0.1909

M2 0.2160 0.0912 2.3680 0.0253

TR 1.2614 0.4622 2.7294 0.0110

@CUMDP (REX) 1.9107 0.4670 4.0910 0.0003

@CUMDN (REX) -3.0824 0.5705 -5.4028 0.0000

Eviews 13. gl aladialy g &l piall cliby jibas o slaie Yl oialdl daul g3 30 : jaaal)

Jpadll a1 (8 adail) Jare Cilalee <l 008517 a8 J g

Variable Coefficient Std. t-Statistic Prob.
Error

D(R) -2.2761 0.3911 -5.8192 0.0000
D(M2) 0.2511 0.0823 3.0529 0.0045
D(TR) 0.6889 0.1836 3.7515 0.0007
@DCUMDP(EX) 2.4469 0.6422 3.8103 0. 0006
@DCUMDN(EX) | -11.5594 1.7260 -6.6972 0.0000
C -46.6126 4.4327 -10.5157 0.0000
COINTEQ -0.2362 0.1186 -10.4278 0.0000

Eviews 13. gy aladialy g &l piall clily jibas e slaie Yl oialdl daul g3 30 : jaaal)

Byl o laill Apemiill CLEAY) il o8 By Jgaa

P-Value | F-statistic Zasalll Civa gi g Bl ol and ) jLad)
0.8287 0.1893 Breusch-Godfrey Serial correlation LM Test*
0.2956 1.2502 Heteroskedasiticity Test: Breush-Pagan-
0.7276 0.6360 Normality test of residuals Jarque-Bera***
0.2032 1.6996 Ramsey Reset test****

Eviews 13. gl aladialy g &l piall clily jibas o slaie Yl oialdl daul g3 30 : jaaal)
Uadly Ol C'_il.;l\gh JL.C\&M?M\ g Al #¥% géb..\ﬂgm:\kl.ﬂj 1529 as 4R Jl..\ﬁim?.‘aﬂ &l *

o) giad)
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Variable I Statistic Value Probability

Long-run

EX | Fstatistic 6.4945 0.0168

| Chi-square |  6.4945 0.0108
Short run

EX | F-statistic 22.4619 0.0001

| Chisquare | 22.4619 0.0000

Joint (Long-Run and Short-Run)
EX | F-statistic 15.2974 0.0000
| Chi-square | 30.5947 0.0000

Eviews 13. gl aladialy g &l piall clily jibas o slaie Yl oialdl daul g3 30 : jaaal)
L el e i) patal) 80 8 Jila agag s gh JLEAN Al (i 8
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