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AN ECONOMIC ANALYSIS OF THE RELATIONSHIPS BETWEEN
MONETARY AND AGRI-ECONOMIC VARIABLES AND THEIR
IMPACT ON INFLATION IN THE EGYPTIAN ECONOMY

Mahmoud, Kh. S. T.; Abou Mosalam, Asmaa A. A. and Melegy, M. A. F.

Dept. of Agricultural Economics and Agri-business, Faculty of Agriculture-Menoufia University

ABSTRACT: The repercussions of economic inflation extend across all sectors of the national economy
in general, and the agricultural sector in particular. Inflation tends to reduce the rate of agricultural growth,
increase unemployment and poverty levels in rural areas, lower agricultural investment, and raise
production costs. These effects collectively undermine the efficiency of the agricultural sector and, in turn,
weaken the overall performance of the national economy.

The primary objective of this study is to investigate the causal and equilibrium relationships, both in the
short and long run, among key macroeconomic and agricultural economic variables associated with
inflation in the Egyptian economy. The study seeks to propose effective policy recommendations that could
mitigate the adverse effects of inflation on both the national economy and the agricultural sector. To achieve
this objective, a series of econometric and statistical tests were employed. The results of the stationarity
tests revealed that all variables are stationary at the first difference, indicating that they are integrated of
order one 1(1). The Granger causality test demonstrated the presence of unidirectional causal relationships
running from the money supply, lending interest rate, agricultural output, and agricultural investment to the
consumer price index (inflation). Moreover, Johansen’s cointegration test confirmed the existence of
statistically significant long-term equilibrium relationships among the variables under investigation. The
error correction term was found to be negative and statistically significant (approximately —1.48), satisfying
the conditions for model validity. The findings further revealed that both agricultural investment and
agricultural GDP have significant long-term effects, implying that an increase in agricultural production
and investment contributes to reducing the general price level. In the short run, the lending interest rate was
found to exert a statistically significant effect, suggesting that a reduction in this rate temporarily curbs
inflationary pressures. This result aligns with the findings of the variance decomposition analysis, which
indicated that short-term inflation fluctuations are primarily endogenous—driven by price expectations
whose influence diminishes over the medium term—uwhile the relative importance of agricultural
investment, agricultural output, and the lending interest rate increases as key sources of variability. In the
long run, agricultural output and the lending interest rate emerge as the most influential determinants of
inflation, jointly explaining more than 70% of its variance, while the significance of monetary factors
gradually declines.

Based on these findings, the study recommends adopting the Agricultural Producer Price Index (APPI) as
an early indicator of price changes throughout different production stages; directing and supporting
agricultural investments toward high—value-added productive sectors; enhancing coordination among
monetary, fiscal, and agricultural policies to ensure macroeconomic stability and minimize price volatility;
improving agricultural productivity through the dissemination of modern technologies and the provision of
affordable production inputs to reduce dependence on imports; and strengthening the state’s role in
monitoring agricultural markets, regulating prices, and combating monopolistic practices.

Key words: Time Series Stationarity, Johansen Cointegration Test, Consumer Price Index (CPI),
Agricultural Output, Agricultural Investment, Lending Interest Rate.
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