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The Role of Monetary Policy in Reducing External Debt in
Egypt During the Period (1990-2022)
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Abstract:

The research aimed to show the relationship between
monetary policy tools and external debt in Egypt. The research
relied on the inductive and standard approaches, as the inductive
approach is used to build the theoretical framework of the study.
The study used a standard model to determine the relationship
between monetary policy tools and the size of external debt. The
following model was used to estimate the relationship between
the research variables. The validity of the research hypothesis
was shown, that there is a statistically significant relationship
between monetary policy tools and external debt in Egypt, as the
regression coefficients (a4, a5, a2, a3) were negative to express
the existence of an inverse relationship between the independent
variables and the dependent variable (external debt), which is
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consistent with the assumptions of economic theory, as
increasing the interest rate on deposits (X2) leads to an increase
Iin savings, which are local sources of financing development
programs, which leads to reducing external loans. Increasing cash
reserves (X3) leads to a decline in external borrowing. Increasing
the money supply (X4) also provides temporary liquidity (short
term) to finance development programs, which leads to reducing
external borrowing, but in the long term. In the long run, this will
lead to higher prices, which will lead to increased imports and
reduced exports, which will increase the deficit in the general
budget, which will increase borrowing again. The increase in the
exchange rate (X5) will also lead to a decrease in the external
debt in the long run, because the increase in the exchange rate
will lead to an increase in the burden of external debt on the
Egyptian economy, denominated in local currency. The general
budget will be responsible for arranging financial resources in
pounds to transfer them to pay the same debt installments and
interest, which means increasing the financing pressures on the
general budget, which will prompt the government to reduce its
reliance on financing with external debt as much as possible to
reduce these financing pressures. Thus, the reciprocal
relationship continues to reach a balanced position between the
two variables. Accordingly, the research recommends the
necessity of setting a ceiling for the ratio of external debt to
GDP, according to the recommendations of the National
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Dialogue Committee, reducing the import content in the
production of goods using local resources as much as possible.
Keywords: Monetary policy, interest rate, exchange rate, money
supply, external debt.
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Hypothesized Trace 0.05
No. of CE(s) Eigenvalue Statistic Critical Value Prob.**
None 0.3524165 35.251466 33.251458 0.0000
At most 1 0.2415842 16.254182 27.325486 0.0021
At most 2 0.1652418 8.5623142 12.5214587 0.0073
At most 3 0.1214587 2.5214214 2.35214572 0.0014
Trace test indicates 2 cointegratingeqn(s) at the 0.05 level
* denotes rejection of the hypothesis at the 0.05 level
**MacKinnon-Haug-Michelis (1999) p-values
|lUnrestricted Cointegration Rank Test (Maximum Eigenvalue)
Hypothesized Max-Eigen 0.05
No. of CE(s) Eigenvalue Statistic Critical Value Prob.**
None 0.3524165 14.251478 21.2352541 0.0001
At most 1 0.2415842 9.2514852 19.235486 0.0031
At most 2 0.1652418 4.2356411 13.251487 0.0024
At most 3 0.1214587 3.5215486 3.2587411 0.0015

Max-eigenvalue test indicates 2 cointegrationeqn(s) at the 0.05 level
* denotes rejection of the hypothesis at the 0.05 level
**MacKinnon-Haug-Michelis (1999) p-values
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