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Abstract

The current research aimed to investigate the long-term dynamic impact of
fiscal policy on the inflationary stagnation in Egypt during the period (1991-
2020) and by using the co-integration method based on the autoregressive
distributed slowing periods (ARDL) method. The research concluded that
there is a significant negative impact of fiscal policy on stagnation. Inflation
in Egypt in the long and short terms, the state's tendency to support the use
of fiscal policy tools such as public spending, public revenue and taxes will
lead to a decrease in inflationary stagnation - represented by both the
unemployment rate and the inflation rate of 3.5%, and the impact of fiscal
policy on unemployment is relatively greater in the long term 3.2 % in the
short term of inflation, and finally the research showed the effect of a
number of variables on stagflation other than fiscal policy, which must be
taken into account, such as foreign direct investment, credit directed to the
private sector, trade openness and the exchange rate, which have the same
negative impact on stagflation.

Key words: fiscal policy, inflationary stagnation, unemployment,
inflation, ARDI model
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Table (1): Descriptive statistics for variables, 1991~ 2020:

Unit Obs. Mean Median Std. Dev. Min Max

Dependent Variable:

(annual %

Stagnant inflation rate (S_INF) 30 19.98 19.8v 6.498 11.030 41.25
growth)
(% of labor
Unemployment (UNEMP) 30 10.19 9.915 1.647 7.84 13.15
force)
Inflation (INF) (annual %) 30 9.793 9.394 5.938 2.270 29.51
Independent Variables:
Budget deficit (BD) (% of GDP) 30 6.673 6.75 2.995 0.9 12
Tax revenue (TR) (% of GDP) 30 14.40 14.45 1.888 10.6 17.9
Public debt (PD) (% of GDP) 30 112.9 107.45 19.80 87.6 170.6
public expenditure (EXP) (% of GDP) 30 29.97 29.2 4.244 24.5 45.7
public revenue (PR) (% of GDP) 30 23.29 23.05 4.968 15.7 353
fiscal policy nja 30 6.1e-2 -0.306 1.721 -2.822 3.886
Control Variables:
FDI, net inflows (FDI) (% of GDP) 30 2.363 1.5 2.319 -0.2 9.3
Trade openness (T0) (% of GDP) 30 47.93 45.75 10.451 30.2 71.7
Domestic credit (DC) (% of GDP) 30 36.9 336 11.616 22.1 54.9
Money supply (M;) (% of GDP) 30 84 82.8 8.233 69.7 98.1
Real exchange rate (ER) (EGP/$) 30 6.427 5.5 4.284 3.3 17.7
interest rate (IR) (%) 30 3.887 3.45 4.604 -6.3 11.9

clyial Ayl Glandl Caay (1) Sl J8) sy (1) Jsaall Cangy Lag
O bossdll DA 2l sean etz 35 Jaee of 2238 Ul el Zualls L)l
S it 35) Jane 55 <19.87% dy dle st Laugiay (41.25% 5 11.03%)
3N O JSA e ety Lomblsall dIsaY L gagiall (gl e Lae el
Lo oS G Aalai®Y) Gl o i e IS8 ks e jeaa el
358y A Ji 585 1999 ale 11% N 1991 ale 29.1% (o (cadozmill 2580 Jars
sela dle olail jiae b et 30 2a) Gld any (K15 ¢ pean Lol Gy e
Auhall 558 DA jeas Ll cliay 4 Jef a5 2017 ale 41.3% Y daas
W Cipeall aa il dais Ly galai®) Z3aY) galipd sema gl ) ansi Sl
bl el isall Ll ale oladl 3sag (bl JSAN (e Jaadld Jfisall usiall Ay
A Alle Glabis g L) o pan sldie] 32k (S Lae AW
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Figure (1): Variables trend during the perioa, 1991 — 2020
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Table (2): Correlation matrix between variables, 1991 — 2020:
1) 2) 3) 4) 5 (6) ™ ®)
Stagnant inflation (1) 1
fiscal policy 2) -0.051 1
FDI, net inflows 3) 0.209 -0.076 1
Trade openness 4) 0.271 0.723° 0.300 1
Domestic credit (5) -0.620" 0.121 -0.038 0.000 1
Money supply (6) 0.184 0.457° 0.366° 0.505° 0.269 1
Real exchange (7) 0.264 -0.642° 0.510° -0.293 -0.189 0.067 1
interest rate 8) -0.612° 0.r.3 -0.ry1° -0.2¢) 0.434° 0.087 -0.5062" 1

Nofte: — a, b, c indicate significance at 1%, 5% and 10% respectively.
LaY) b)) Jame (@ldd) o Sl pas o) i dlaball il JUEsYL
Ao Cun lan Lmitie L) Laiilly cgyladl) 2 Y (gsise o gy WS il 3580l
Oo 2l e B as il e sl mlll Jles) (e 36.9% 47.93% lasssid) b
enl 0n 100% s Allal) Agaiilly (g)laill BN (g5inna L S5las il Hpalil sl

tov



Zad o et ol gl aeodhedee .2 s P oainail) asm i (v ol B AL Awslud) 392

dagidl A% ) Jaas s g @D gkl (g jeall dndy Jilad) L Jdad) gl
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eSe Al dubll JleaaY) el a3l Bl of Lad (2) Jea s
aa Alalall il dually W Tkas) db e gy (75.1%) doly G Camas
Gasradls (@)laill L) giies QiLal aY) BN e AS Gu sk L))
G (e JS (g (ouSe L‘-*v‘ 2 el (L adazil) 3 g Capall ras ol
LS A el hLaY) e Sl G L say . edaatl) 360 g 308 s Adlall Ayl
((~62%) Ll Jelray Al Lpasill IS sl 3l Uals)) chyiall T o Jaadls
(26.4%) Cipall aus ((27.1%) el FEEN) S o(-61.2%) sl e 4l
(18.4%) il g ymall 155 ¢(20.9%) Lilaal) La¥) Ll

chsadl of ol L (First difference) Js¥1 @il o ((Level) ssiwal dic ¢lp LSLs
slayl el Al Ags aadiu) ST aeny les (1) 5 1(0) e g
.(ARDL) ic)sall

:ARDL g¢ia alaiuly (Co-integration) ¢ idall Jalsil) jLad) (4.2)

aag el 1)) L sl Yol st ARDL il s calpurial) (pn @il JalSl c)ay
conaai zhga ) b ellyy psdl JalSil ol duall Ghsie o JaY) sk dDle
Sub e @ldy ((UECM) Unrestricted Error Correction Model asall e sl
F— stat i culS 136 Aapall 250al) e Dlaal) il Lypusdl A STaf ded Llie
Jsds el Gyl (b Qi Allad) o 8 Aol oY) aall Gad (e ST Ay sl
S 1) ey e il ey L clriall o e JalS ADle dla ol Gl ¢l ol
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F— stat iad cady 13y W il o diide Jal& agas pie ) el 3 el
pie ines Tapena it Anil) 055 sl o (i e i1y o) 320 e (o Ty
sy cAeie e i) G iide JalSE Alia IS 1)) e aaaal hE dasl e )
ARDL zgia alasinly dljisiall JalSill sl i (4) Jsaall
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Table (3): Unit root test results using (ADF), (PP):
Augmented Dickey—-Fuller (ADF) Phillips-Perron (PP)
Variables Intercept Intercept & None Intercept Intercept None
trend & trend
Stagnant inflation =Y.40AY —Y.4.vy
(0.+0v)* (0.-v)
fiscal policy -2.3794 -7.4679 -2.3794 -1.9993 -2.3593
(0.156) (0-000)*** (0.156) (0.577) (0.020)**
FDI, net inflows -3.0685 -2.1553 -2.0827 -1.4224
(0.041)** (0.226) (0.533) (0.141)
DI(FDI, net inflows) -3.0026
(0.047)*+
Trade openness -2.0624 -2.2148 -1.2098 -1.8335 -1.9596 -1.1503
(0-260) (0-464) (0.202) (0.358) (0.598) (0.222)
DI(Trade openness) -3.6670 -3.6213
(0.011)** (0.012)**
Domestic credit -1.1139 -1.8028 -0.0830 -1.5103 -1.7726 -0.2952
(0.697) (0.677) (0-647) (0.514) (0.692) (0.571)
D1 (Domestic credit) -3.0023 -2.9620
(0.047)°* (0.051)*
Money supply -2.5974 -1.9699 -0.2950 -2.2065 -2.1723 -0.3025
(0.105) (0.593) (0.571) (0.208) (0.486) (0.568)
DI (Money supply) -4.1215 -4.0492
(0.004)*** (0.004)**+
Real exchange -0.9567 -2.4247 1.7158 0.5705 -1.1440 2.2291
(0.754) (0.360) (0.976) (0.986) (0.903) (0.992)
DI (Real exchange) -3.2187 -2.7186
(0.029)°* (0.084)
interest rate -2.8420 -2.8524
(0.065) (0.064)*
Critical Values ADF PP
%1 -3.7696 -4.4407 -2.6743 -3.7529 -4.4163 -2.6694
%5 -3.0049 -3.6329 -1.9572 -2.9981 -3.6220 -1.9564
%10 -2.6422 -3.2547 -1.6082 -2.6388 -3.2486 -1.6085

Note: — ***_ ** * indicate

Table (4): Bounds testing results:

significance at 1%, 5% and 10% respectively.

Regressors: (k = )

F-statistic

(S_INF), = (FP,,FDI,, TO,,DC,, M3, ER,,IR,), ARDL (2, 1, 0. 1. 1, 0. 1. 0. 0)

31.1315%=**

Significant Critical values bound
level Lower Critical Bounds (LCB) Upper Critical Bounds (UCB)

10% 1.85 2.85

5% 2.11 3.15

1% 2.62 3.77

Note: — *** indicate significance at 1%.

— Kindicate to No. of independent variables.

Aad (58 zigall Lygunal) (F) slaan) dad o (4) Jsaally damsall w0 o iy
L ol (il sy paall G by s o sy bplaliall (UCB) ddsaall oY) sl
Chaial) by L) dubudly cedill 30 Gp JaY) Ak 4sls ABDle a3
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sl JLS) iy SN Aagis c% ] ssiue die ide Lol Dl ol gl LAl
e gyuaiy Al cldaall fjtie e Jpanll

:ARDL 7 3sal aladialy juallly Jashl) Ja¥) zisel s (4.3)

DDl i a3t GlD Gl Al adaa Chysie G Slide JelSE ADle gl T
Aatinl P e @l ayy adll i z3sa s ) dilaYl Z3lall JaY) Al
Cun oY) Ak ABY (e lgle Jpanl) s S £ g sy sl 55 5sall Sl
S Wiy padll JaY) cOlalee a4 JSY) ¢ptiaal 41 (ECM) Uadll ot 350
ey iy sy Abludl Aaladdl 3y delee 8 Jidy @3 (ECT) ladl) mmasi a0 58
O i Lo say dashall o) (3 (315l elaily aeadl) Ja¥) e (315l 3 JDEAY) Joams
o Bl o l) dashall Ja) b A bl e Sl ax Jia Wl Lgies oS
Oo S sy e lebead) a8 8 ARDL 7 35a3 aladind J8 oS5 (£ 3sailly 335350 Uadl)
S oliald ellyy i) Gulall JSLie e aslay Jilaill b deadiod) z 3Ll saga
1(5) Jsaadl Aaia gal) dpapiiil) GHLEAY) (e iy LS L Alasial) gl

Table (5): Diagnostic Tests results:

Diagnostic Tests Tests used F-statistic (Prob.)
Heteroskedasticity Breusch —Pagan -Godfrey F(15, 12) 1.3221 (0.317)
Serial Correlation Breusch-Godfrey LM test. F(2, 10) 2.3144 (0.149)
Normality Jarque-Bera 0.3625 (0.834)
Function Form Ramsey RESET Test F(1, 11) 0.1853 (0.675)
Autocorrelation a. Correlogram —-Q- statistics No

b. Correlogram Squared Residuals No
Stability test a. CUSUM stability

b. CUSUM of Squares stability
R-squared 0.9844
Adjusted R-squared 0.9649
Durbin-Watson stat. 3.0458
F-statistic (Prob.) 50.493 (0.000)***

Ahe (e dall aldl) Zsaill A ) dpadinll chlaaY) cblal saall s i

ai Al ol e Ja LS ool @ld aae ASGe SN ¢ sl o bl Lol Yl
Y ALY L (zsall ol JSaN dais) aDle JS8 Ciage zdgall Gl ¢ adall ajsil
b Malie clyss B sy axc) led A0S @l Gl asay e deatiual bl G
sastaall sl SIl gsend) LAY Ll JSEN gdg Dl o(Gasl) s ge il
(CUSUM of Squares) saglaall 8ol Slagyal aSIAN & ganall lisly ((CUSUM)
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O padisall zhgaill 8 Lalaasily Bl ollia Ml %5 (s5ine die dajall 3gall Jals
wal)l JaY) gy Jyshal) JaY) il
Vs (R?) danad) apmill Jalee da g i) gy Ally dalall lelany) ) diLayl
Sy Al bl o Gl Lz dsall Ayl sl gy i e 98.44% Jol
et Aatl) 3L L atil) oS0 siall (e 98.44% Gadine i ddailiall il yiial)
Xz 35wl Leal) s ol )al ity bl s Uadl ) s 53 ¢ sl Uadl) )
2 a5 Adgaall (DW) da (e ST Apgunall (DW-stat) (pgubals— s SLid) e cels
Sl L) s WS L W) Aaall e (Al Gn ules Bl aga aae 35 L say
pasiad) = 3saill glan) AN dgmss daad) (mpill Jody atall (il by ) (Fisher)
1% (gsime xie JSS
DR 8 = sall 13 aladil Asdlay JhE MAS) Se LAY o il e Ligis
LS (6) saall LS (JaY) 5pumdy JaY) Ak 2
Table (6): Stagnant inflation and fiscal policy in Egypt:
Dependent variable: Stagnant inflation & Unemployment & Inflation

Method: ARDL with HAC standard errors

Model selection method: Schwarz criterion (S/C)

Regression (1) Model (2) Model (3)

Stagnant inflation Unemployment Inflation
Long-run coefficients:
Fiscal policy (FP) -3.549 [-4.809]*** -2.875 [-5.407]*** -2.360 [-2.554]**
FDI, net inflows (FDI) -0.785 [-3.174]*** -0.450 [-2.338]** -0.312 [-1.145]
Trade openness (TO) —1.595 [-2.648]** -0.005 [-0.020] -1.311 [-2.816]**
Trade openness Square (TO"2) 0.017 [ 2.870]** -0.002 [-0.822] 0.018 [ 3.871]***
Domestic credit (DC) -0.685 [-10.36]*** -0.440 [-6.532]*** -0.404 [-4.397]***
Money supply (Ms) 0.883 [ 5.612]*** 0.695 [ 5.114]*** 0.118[2.528]**
Real exchange rate (ER) -0.976 [-4.139]*** -0.733 [-8.492]*** -0.150 [-1.062]
Interest rate (IR) 0.386 [ 2.580]** 0.368 [ 3.356]*** 0.802 [ 2.237]**
Constant 14.69 [ 0.857] -20.70 [-2.409]** 29.77 [ 2.478]**
Error correction coefficient:
ECM(-1) -0.912 [-23.34]*** -0.921 [-10.88]*** -0.888(-28.652)***
Short-run coefficients
Stagnant inflation (-1) -0.912 [-7.374]***
Unemployment (1) -0.921(-5.670)***
Inflation (-1) -0.888 [-7.010)***
Fiscal policy (-1) -3.236 [-5.303]*** —2.648 [-6.249]*** -2.095 [-2.880)**
FDI, net inflows (FDI) -0.716 [-3.629]*** -0.414 [-2.865]** -0.277 [-1.118]
Trade openness (TO) —1.455 [-3.252]*** =0.++2 [-0.021] —1.163 [-3.547]***
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Regression (1) Model (2) Model (3)

Stagnant inflation Unemployment Inflation
Trade openness (TO"2) 0.015 [ 3.626]*** -0.002 [-0.794] 0.016 [ 5.433]***
Domestic credit (DC) -0.624 [-8.314]*** -0.405 [-6.517]*** -0.358 [-5.123]***
Money supply (Ms) 0.805 [ 6.263]*** 0.640 [ 5.779]*** 0.105 [ 2.8611**
Real exchange rate (ER) -0.890 [-6.002]*** -0.675 [-6.126]*** -0.133 [-1.197]
Interest rate (IR) 0.352 [ 2.439]** 0.339 [ 3.885]*** 0.712 [ 2.542)**
Constant 13.39 [ 0.884] -19.07 [-2.537]** Y1.42[2.830]**

Nofte: — *** ** indicate significance at 1% and 5% respectively.
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