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Determining the behavior of twin deficit in Egypt in
the long run and to study which the hypothesis of
Ricardian equivalence and double divergence was
achieved (1995-2019)
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Abstract:

This research aims to determine the behavior of twin deficit in Egypt in
the long run and to study which the hypothesis of Ricardian equivalence and
double divergence was achieved during the period from 1995-2019 using the
cointegration of Johansson based on the trace test and eigenvalue test ,the
granger causality test , the pearson correlation coefficient and unit root test.
using a set of conrol variables that represent the most important variables
affecting the twin deficit, trade openness, the exchange rate, the interest rate,
and economic growth. The study found that there is a long-run, direct
relationship between the budget deficit and trade Balance deficitin Egypt and a
long run relationship between the control variables and the twin deficits in Egypt
Also, the study found the rejection of the Ricardian equivalence hypothesis,
which indicates that there is no relationship between the budget deficit and the
trade Balance Deficit and the rejection of the double divergence hypothesis,
which indicates an inverse relationship between the budget deficit and the
current account deficit in Egypt during the study period and the study also
reached through a Granger causality test that the balance of trade deficit is
causes the budget deficit in Egypt This result is contrary to the expectations of

the Mandel-Fleming model and the Kensyan model, which indicates that the
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budget deficit is the cause of the trade balance deficit and this study agrees with
them that there is a direct relationship between the budget deficit and the trade
balance deficit and agree with them also in the case of using the Pearson
correlation coefficient and multiple regression analysis where there A strong
direct relationship in both directions between the budget deficit and the trade
balance deficit in Egypt during the study period amounted to 91%.
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gy ddalaal)
findeficit, = B, + B;trdeficit, + B,exrate, + B;gdp; + B,interest; + Bstrade; + E;

1ol G
&b e Yoy HLldl JW jaall:  fin deficit
Oy A aal DEG dgag a8l ey ¥ Ll (sl ludl) Jae : Deficit
Aolai@Y ) 4 plaill ld g dalal) Ljlgall jac
Ljlgall Jae Ao e il dga aBgiall g sl Cipall pw s Exrate
dalal)
Sae o Al e b Ssa aisiall (g (Ja¥) aall il gas Jaee: Gdp
Aalall 43)) g4l
Ljlgall Jae ol el dgag adgiall (g ARl B2 jaw:  Interest
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Lalal) lgall Jae o Al aSe,dili dgag algiall (g (g)laill ZLay):  Trade
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b LS Nl olaill Ghaddl e+ Deficit
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@l el Sae e al uSe,ib dsag adsiall Gag gylaill - lasy) :
Gl :

gdalilasl) :
@ QYA Ll ) Glisaall Caaiie (o 831eal) daiadl) 35001 digi Dliky aladia) & Cagus

Logiaall ylilly dalide dlacl (53K 5all lill (ggiad) o aillg dalida alac] Jgall Glidl e lgale Jgeaal)
LI 5yl
i) Lilasy) cullad) - ¥
UsSes 2 liay(Dickey and Fuller, 1991)3 ausall gt Sajladlelal -
His A< daadl Gajdll Qe (BHo: A = Omenall sl lis) DA e il
tob WS LYl il caels a8 (1444 (5WI)0
(V) A& Jsas

Eviews.9ala35uLADF jLis) milis

ADF Lz

Js¥ @A

dailas)
plaiy)
okaay)
-3.617
(0.013)
-5.267

(0.0003)

findeficit

trdeficit

- 3.56
(0.015)
- 4.06




Y.V q.\.‘u — e 1‘4‘.)&\ Al Alaidy g Al IS s s

(0.264) (0.005)
interest A | -2.19 2L -5.07
(0.213) (0.000)

- yen | — 2.477
2.207 (0.015)
(0.209)

ADF jlss) dilasy P-Value ded o Galsd¥) (2l 1433 gala

Uiaby 5 und) (V) & ) Al (e AlelSia Al chaiia o Alud) il e s

G & el il amdy @ Sy c(ggind) 3 JE 5T 70 disina (ggine die arall g

NO) BN e cplelSia gl o iy Laa /0 (e BT Digins (g5hnn 2ie V)

35ms HLEA) (b A Bslaal) (s Tl daagall Bangll i jlad) mil e sy o
) DA (e Al Lgihaane G Lagians alsil Sael) o Ja) Alisks )53 Al
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21&.&3
(Trace test) Atrace JiY) ,Lai) e
Ot G @l LEs) o 4ddg
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ol il H, F+ 1 = dasal JalSall cilgaie 2ae

tAllly doV) Aaleall L WS jlaal) il cul€y (Yo ) € ¢ g k)

(Y) A o
(Amax) B2aal) asdll JLEANg (Atrace LAY JLA)) didiall Jalsil) Lol

Unrestricted Cointegration Rank Test (Trace)

Hypothesize
0.05 d
Critical No. of

Prob.** Value Statistic  Eigenvalue  CE(s)

0.0000  95.75366 176.5935 0.981081 None *

0.0007  69.81889 89.30705 0.760805 At most | *
0.0044  47.85613 57.83654 0.704359 At most 2 *
0.0359  29.79707 31.02716 0.537834 At most 3 *
0.0817  15.49471 14.04687 0.471906 At most 4
0.9886  3.841466 0.000287 1.30E-05 At most 5

Trace test indicates 4 cointegratingeqn(s) at the 0.05 level

Unrestricted Cointegration Rank Test (Maximum Eigenvalue)

Hypothesize
0.05 Max-Eigen d

Prob.**

Critical

Value

Statistic

Eigenvalue

No. of
CE(S)




0.0000
0.0943
0.0626
0.1730
0.0541
0.9886

40.07757
33.87687
27.58434
21.13162
14.26460
3.841466

87.28646
31.47050
26.80938
16.98029
14.04658
0.000287

0.981081
0.760805
0.704359
0.537834
0.471906
1.30E-05
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None *
At most |
At most 2
At most 3
At most 4

At most 5

Max-eigenvalue test indicates 1 cointegratingeqn(s) at the
0.05 level
* denotes rejection of the hypothesis at the (.05 level

**MacKinnon—-Haug-Michelis (1999) p-values
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Pairwise Granger Causality Tests

Lags: 5

F-

Prob. Statistic Obs Null Hypothesis:

0.0169

5.5462 TRDEFICIT does not Granger Cause
1 19 FINDEFICIT
1.2899
7 FINDEFICIT does not Granger Cause TRDEFICIT

0.4334

1.0914 EXRATE does not Granger Cause
0 19 FINDEFICIT
3.0486
4 FINDEFICIT does not Granger Cause EXRATE

1.7054

1 19 GDP does not Granger Cause FINDEFICIT
1.5919

1 FINDEFICIT does not Granger Cause GDP

3.4205 INTEREST does not Granger Cause

2 19 FINDEFICIT

0.7447
6 FINDEFICIT does not Granger Cause INTEREST

3.8044 TRADE does not Granger Cause
6 19 FINDEFICIT
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0.5778
5 FINDEFICIT does not Granger Cause TRADE

0.3030 EXRATE does not Granger Cause
2 19 TRDEFICIT
1.0146
4 TRDEFICIT does not Granger Cause EXRATE

0.2176

3 19 GDP does not Granger Cause TRDEFICIT
2.2649

9 TRDEFICIT does not Granger Cause GDP

0.4524 INTEREST does not Granger Cause
0 19 TRDEFICIT
0.9477

1 TRDEFICIT does not Granger Cause INTEREST

0.9541 TRADE does not Granger Cause
7 19 TRDEFICIT
0.2621
4 TRDEFICIT does not Granger Cause TRADE

0.5125

8 19 GDP does not Granger Cause EXRATE
0.6127

6 EXRATE does not Granger Cause GDP
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3.0490 INTEREST does not Granger Cause
7 19 EXRATE
0.8822
3 EXRATE does not Granger Cause INTEREST

1.5359

7 19 TRADE does not Granger Cause EXRATE
2.8233

4 EXRATE does not Granger Cause TRADE

4.3944

0 19 INTEREST does not Granger Cause GDP
1.2476

9 GDP does not Granger Cause INTEREST

2.2499

7 19 TRADE does not Granger Cause GDP
0.3343

4 GDP does not Granger Cause TRADE

3.2076 TRADE does not Granger Cause
6 19 INTEREST

3.0927
4 INTEREST does not Granger Cause TRADE
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interest

gdp

exrate

Findeficit

trdeficit

0.7673

0.2671

-0.6719

0.9105

1

Trdeficit

0.6273

0.4744

—0.4965

1

0.9105

Findeficit
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