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Analyzing the Impact of External Shocks on Egypt’s Economic Performance
and Stability Indicators in Light of the Mundell-Fleming Model

Abstract:

Over the past four decades, the Egyptian economy has witnessed increasing
openness to the global economy, rendering it more exposed to the effects of external
shocks of various kinds. This study aims to analyze the impact of these shocks on Egypt’s
economic performance and stability indicators over the period (1980-2023), based on the
Mundell-Fleming model, which illustrates the transmission of effects through three main
channels: the goods and services market, the money market, and the balance of payments,
within an open economy framework. The study focuses on four key indicators: economic
growth, inflation rate, exchange rate, and trade balance. The findings reveal that negative
shocks—such as financial crises, geopolitical conflicts, and pandemics—have adversely
affected these indicators by slowing economic growth, accelerating inflation, devaluing
the Egyptian pound, and widening the trade deficit. Conversely, some positive shocks—
such as technological booms and global trade expansions—temporarily improved
performance but failed to generate lasting structural transformation. The results also
indicate that Egypt exhibits relative openness and greater exchange rate flexibility
following the 2016 flotation of the pound. However, the effectiveness of economic
policies remains constrained by central bank interventions and structural limitations,
particularly on fiscal policy due to a narrow fiscal space and high public debt. Meanwhile,
monetary policy has emerged as a more effective tool in a flexible exchange rate
environment; this situation is largely in line with the Mundell-Fleming model’s
assumptions. The study concludes that enhancing economic policy effectiveness requires
improving institutional environment quality, diversifying growth sources, reducing
external dependence, and developing effective early warning mechanisms to support
macroeconomic stability and sustainable long-term growth.

Keywords: External shocks, Economic performance and stability, Mundell-Fleming
model, Egypt.
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