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Effectiveness of Interest Rate in Inflation Targeting in Egypt

during the Period 1990-2022

Abstract

This research aims to analyze the relationship between the interest rate
and inflation in Egypt, using the data for the period 1990-2022, and using the
non-linear autoregressive distributed lag (NARDL) methodology, which
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allows testing the impact of negative and positive shocks of the interest rate
on inflation as well as on savings.

The study concluded that there is no significant effect of the interest rate
on inflation in the long term, whether it is the nominal or real interest rate, and it
found that there is no significant effect of the real interest rate on the savings rate
in the long-term. While the results of the analysis in the short term indicated that
there is a direct and significant relationship between the inflation rate and the
first lag of the positive shocks of the nominal interest rate, and the existence of
an inverse and significant relationship in the short term between the inflation rate
and the first lag of the negative shocks of the real interest rate, and the existence
of an inverse and significant relationship between the lags of the negative shocks
of the real interest rate and the savings rate.

The study concludes that the interest rate is ineffective as a tool for
targeting inflation in Egypt during the research period. Raising the interest
rate does not affect inflation, but at the same time it can deepen recession and
increase financial burdens and instability, and then the need for alternative
solutions emerges, the most important of which is the use of fiscal policy to
reduce the deficit through fiscal control, it leads to reduce aggregate demand
and inflation. Therefore, the mix of monetary and fiscal policies used to treat
inflation is of great importance compared to the alternative approach that
leaves monetary policy to work alone.

Keywords: Nominal interest rate, real interest rate, inflation rate, Fisher
hypothesis, asymmetric effect.
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(1) a8y Aolaall pasiios pdcatll o o) 38U jew 5 il
INF =ao + a1INT + ¢ (1)
H(2) &) Aaleal) paios adcail) o adall 53l e sl
INF = o + prRINT + v 2
1(3) by Asbaal) padios QAN Jaee o aaal) 53w 5 il
SAV =ypo+y1RINT +pu 3)
@bl Bl Bl el e Hle sy adall Jae ) el INF Cas
Jaee SAV ¢ asiall 55 s RINT Ll ¢ oact) 55001 jous 50 INT 5 ¢ uSlgiondl la
LAyl
Lol i g adailly ¢ Adall 5l an¥) B3 ey dia fdall A8l Aol g
Lol e Yy dplaill dalill (0 Y cAagune dpcalll Gl Wy e LS ld ¢ Jlall e By .0y
ool LS Jalae o Lulal of Tadee sl e 508l jeae 1 060 2 ¢mdail] il )
asld huals atmll o 2aa) 535 e F oo (e 52 e T caling of Qaiadl)
Sy JAY) o 58l el gl S asng ASuISyally LSS kil & (i
i) sda Ayl Al e Y e 0 < p1 0sS5 O Gk adlh
abbyl) jilas 2-1-5
Ligaally daany) 58U lawds adail) Jane e Lgiad) bl e Joasl)
sl o Aalid) JJoll il il 5ae e Aupal) 558 DA peae (8 AN oy
.https://data.albankaldawli.org/
g asaill ol abiyl) JSAl) yaas -3-1-5
Sl Lagie pdail) o duil) Aubedl clyatie S aasil Giald) axdiey

non-linear autoregressive distributed lag model  eall e dejsall sUady) <l jié 13

JB G Be dsY Aejed) ella) il 13 I JasiV] Liagie s 2 385 (NARDL)
Dol zigar 4 e by Say o(Pesaran & Shin, 1999; Pesaran et al., 2001)
138 ¢ ST of 55 lasally dlall Alfied) il ady o) yuxiall didalaal) sl e (s
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: WIS o5 ARDL

p kK a
ye=a+ Z Ai Ve—i t+ Z Z BijXjt—i + Uy
i=1

j=1i=1

e K i)l puaiall sUatyl il ase (f caoldd) jusiall elaty) cild axe P s
gl (UadY) dsia Uy il <l paiall

e AlalSie (5% ¢ oy Auelsall il Aiide Fiadl) Jedladl pe g 35adl) alaisg
ool 3 Aiall) Jedld) e iy ogd 1305 ¢I(1) A¥) dayal) e sl €1(0) Lina daal
shals (5aagl) Haa) dxiedll dedbal) bl <y Ll z3gall adalyg . Giilaleal) (8 7 3gall
oo radll Jal) 8 AL jaais cJushal) Jal) 8 A sy e idal dalsal) ladl
Basn (e B 235l Gl @laa¥) ehals (ECM) Wadll s z3gai Goha
Gilereall HEl Gn B sl (e dladll e dasally Al COSEA) G ogldg z3gall
2 el e Joied) punall bl cilerally Zulady)
(Baash J3a) Aiaill Judad) hdia) Lid) —4-1-5

augumented Dickey- ausall "lgd — S lis) 5t (1) 28 Jeaad) (e
dnaill dedlad) hsl cayl Phillips-Perron "ogm — «uld ladls Fuller (ADF)
(gl (A i) Gfwdls bl sSaall Jeaa) e raaily Lz asail) (8 5)lsl) i anall
S Gy iy %5 Lisien (grise die iy ¢ Adall 58 e admil) Jaes :leay
@Al 32T s JAN) Janey oan) B3 jaud Gliiel Gliludal) cojiinl Wiy . cplasY)
Gsinn dicy ¢ V) 3 jaus Aluded %55 W1 digine (Grine die iy clagia JSI JoY)
cCpsSaa) cpylaadU Ty HAsY) Joee dludd %1 Ligine
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Aiajl) Jedbad) Jhfiud iy paadl Saagl) jda LA @il (1) Jgee
Augumented Dickey-Fuller (ADF)

Level 1st Deference
t-statistic Prob. t-statistic Prob.
INF -3.159013 0.0321 - -
INT -2.630709 0.0978 -5.231187 0.0002
RINT -3.244704 0.0267
SAV -1.585476 0.4778 -4.370467 0.0017
Phillips-Perron (PP)
INF -3.022601 0.0434 - -
INT -1.680747 0.4311 -3.561682 0.0127
RINT -3.348068 0.0211
SAV -1.641089 0.4503 -4.372019 0.0017

(E-Views) Slas¥) malipll cilajia 1 juadll

AL S5 VAl aren 8 Adgaall b Aad e B o Digendll t dad o cod
e 0 WS LAl bl sag daad) Gaapdll Jsdy saasll jda dsas (Giall (il (i)
Llie Lglud 22y (NARDL) (é geitail) eliil Tadgg A0l Al (e dlalSie Judlas 2539
DN a3 slaay z3galll il
G.}JA.}S\ aalig Al -2-5
adall) o dray) Bl jlad i paks -1-2-5

(8-300) dgenall F dast of N (2) &) Jsan 3 53))s aganl) jlad) il s
2Vl & A digiee cuf o 4l V) %] Lgine gsine die AV 2l e el el
Aulady) e B e ciloreal (sina A aag pte i L gag cGutall (o Jughal
cashall Ja¥1 8 adel) e dulldl
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daghall Ja¥) B ABlal) sy agaal) Lad) @il (2) Jg>

F-Bounds Test Null Hypothesis: No levels relationship
Test Statistic Value Signif. 1(0) 1(1)
F-statistic 8.300434 10% 2.63 3.35
k 2 5% 3.1 3.87
2.5% 3.55 4.38

1% 4.13 5

Case 2: Restricted Constant and No Trend
INT_POS -0.425007 0.828580 -0.512934 0.6123
INT_NEG -0.489959 0.674927 -0.725944  0.4744
C 5.612599 2.837466 1.978032  0.0586
EC = INF - (-0.4250*INT_POS -0.4900*INT_NEG + 5.6126)
(E-Views) Jlas¥! zalinl) cilajia 1 jradll

pdeil) Jana cp peaill JaY) (b Lisinag unla Ae 3509 (3) o) Jsds (e cuig
Jalaa el 5. %1 dsine (ggine vie oand¥) 53 e AulasY) Cilarall Jo¥) claiyls
(%1) ddle dilas] digiears 2algl) (o S8 Aoy (0.61-) Eales 5Ll Uadll mpaias
Uadl) anaas Jalaay gl Ja¥) B ABlall ok (3) ady g
ECM Regression
Variable Coefficient Std. Error t-Statistic ~ Prob.
D(INT_POS) 4.767089 0.795122 5.995418 0.0000

Cointeq(-1)*  -0.612809 0.100701 -6.085450  0.0000
R-squared 0.678918 Durbin-Watson 1.793573

(E-Views) Jlas¥) gl cilajia 1 il

A LY gpad Al JSLaal) (g oslig adiicua) z3salll Baga (e Bl
- SHlsall S s DU Lagrange Multiplier LM las) —

.oakill @l axed Breusch-Pagan-Godfrey las)

LSl Alulad aulal) aysill Jarque-Bera s

-o))iuly z sl Chuagi daal Ramsey RESEST jlaal

zisall Chaagi daia ) e A5l cihlas¥) @il of (4) o) Jss (e g

Shis) iy (CUSUM  ladl aladialy zdsall cilaled gl Ll las) oSag

vie daall agaall Jala HLod¥) ddlas) g8y maaing (4 28, JK3) CUSUM of squares test
Ll 2 il Ay 7 3gaill lalaa i e Ju le a5 %5 (g5t
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£ asaill duadial) cflasy) il (4) ab) Jea

Test F-statistic Prob.
Serial Correlation: LM Test 0.054706 0.9469
Heteroskedasticity 0.267306 0.8963
Normality: Jarque-Bera test 3.930407 0.140127
Stability: Ramsey RESET 1.219483 0.2800

gisalll Ll LIS @il (4) o J<a

4

T h2
no
D8

0.6 -

ad
2|

D.0

0.2 ”,,/""’

0.4

—— CUSUM - 5% Significance ‘ (E-Views) ‘: CuUsuMm of&quar(ﬁf'—f”— S%VS‘i'gniﬁcanci‘m\
adall) o dddal) sald laad S sk ~2-2-5
(4-897) dugundll F dasd of N (5) &) Jsn 3 5)ls) aganll lad) il i
JaY) 8 A digies i o) 4l V) (%2.5 digine (s5ise vie oY) aall e e il
Alady) a5 e clercal (ggina 1 asng pe e Lo st ccppriall o Jashal)
cashall Ja¥1 8 aaadl) e dulldl
dughll Ja¥) B ABal) kg dgant) Ll @il (5) o) Jgas

F-Bounds Test Null Hypothesis: No levels relationship
Test Statistic Value Signif. 1(0) I(1)
F-statistic 4.897230 10% 2.63 3.35
k 2 5% 3.1 3.87
2.5% 3.55 4.38

1% 4.13 5

Case 2: Restricted Constant and No Trend
RINT _POS -0.081757 0.498407  -0.164037 0.8710
RINT_NEG -0.216555 0.428421  -0.505473 0.6175
C 3.838546 5.487072 0.699562 0.4904
EC = INF - (-0.0818*RINT_POS -0.2166*RINT_NEG + 3.8385)

(E-Views) Jlasy! zalinl) cilajia 1 jradl
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pioail) Jaee Gm peadll JaY) 3 Liginag daue Wle 35a (6) Ay dsdn (e Cuil
D a1 Gy %1 Ligien (i vie aball 53 jead dlad) lescall G elaiyls
ek 285 (%0.9 Mon lsiar ahs adaill Jaea Gl %1 vk ueadl) Ja¥1 b Addal) 5304l

(%1) Llle dilan) Liginars aalsll (e Sl dasiig (0.60-) Ealles 5Lak Uadll i Jales

Uadl) o Jalaay yaeall Jal) B ABlall a0 (6) aby Jg2>
ECM Regression
Variable Coefficient  Std. Error t-Statistic Prob.
D(RINT_NEG) -0.961340 0.247478 -3.884549 0.0006

Cointeq(-1)* -0.600897 0.128553  -4.674311 0.0001
R-squared 0.514737 Durbin-Watson 1.819551

(E-Views) ilas¥) il Cilajie t jrad)

«CUSUM sl iy (7) Jsan b 52l Apasdiiall cihlaa¥) 5l e pualsg
zasaill Aadluy zigaill cilalaa il (5 a8, J<5) CUSUM of squares test il
Ailany) EDIKE (e oslay Lulid

duapddal) clLady) mili (7) a8 Jets

Test F-statistic Prob.
Serial Correlation: LM Test 0.018560 0.9816
Heteroskedasticity:
Breusch-Pagan-Godfrey Test 0.898543 0.4791
Normality: Jarque-Bera test 4.113426 0.127874
Stability: Ramsey RESET 0.850385 0.3653

g agadl) L) Las) il (5) A Je&
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B Jara o Laadal) salal laud i pass -3-2-5

sie oY) ) e el cilS (7.055) Lgwnd) Fdad o (8) o) Jsan o
2V B Al adall 5 e Gn A dusiee cafii o 4 V) S0l Ligina (s
a8 el Aalud) o dulady) Glerall duilly elses ¢Jighall

dashal) Ja) B ABlal) sy agant) LIS il (8) ady Jgsa

F-Bounds Test Null Hypothesis: No levels relationship
Test Statistic Value Signif. 1(0) I(1)
F-statistic 7.055751 10% 2.63 3.35
Kk 2 5% 3.1 3.87
2.5% 3.55 4.38

1% 4.13 5

Case 2: Restricted Constant and No Trend
RINT_POS -0.335338 0.204460  -1.640116 0.1183
RINT_NEG -0.029852 0.171091  -0.174481 0.8634
C 25.18697 3.095156 8.137545 0.0000
EC = SAV - (-0.3353*RINT_POS -0.0299*RINT_NEG + 25.1870)

(E-Views) Jlasy) malinll clajia 1 jradll

dauSe ABle 2gag (i Ay il JaY) & S (9) &) Jsan @iy meagis
e 8131 A Jime Gy hiial) 535l e ) ileneal) el (o aginas
Al Akl o) L paSe sag AN Jare ahy adal) 500

Uadl) anacs Jalaay gl Ja¥) B ABlall ok (9) pdy g
ECM Regression

Variable Coefficient ~ Std. Error  t-Statistic Prob.
D(RINT_NEG) -0.238952 0.111104  -2.150703  0.0453
D(RINT_NEG(-1)) -0.442389 0.105859  -4.179023  0.0006
D(RINT_NEG(-2)) -0.256040 0.129580  -1.975927  0.0637
Cointeq(-1)* -0.708646 0.123496  -5.738191  0.0000

R-squared 0.668506 Durbin-Watson 1.771277
(E-Views) Jlas¥) il clajia 1 jradl)
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xSy (10) A dsas B syl duaadall chloa¥) m e gl
sl Slalaa bl (6 3, J<5) CUSUM of squares test jlasly <CUSUM laal
Alany) cOa) (e oglig Tk 2 3gaill Al
g asalll duapdidll) cylasy) @il (10) s

Test F-statistic Prob.
Serial Correlation: LM Test 0.145065 0.8661
Heteroskedasticity: Arch Test 2.120355 0.1281
Normality: Jarque-Bera test 0.826812 0.661394
Stability: Ramsey RESET 1.181004 0.3502

gisalll Ll L) @il (6) oy IS4

16

124
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044
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=TT VI Py —
Cusum 5% Significance ‘ —— CUSUM of Squares ----- 5% Significance ‘

(E-Views) Jlas¥ malinll clajia t jradll
zasall) millh il -3-5

Gial) ol an¥) 83l e (gpina A agag are bl dalatl 23 A (e 0
DA e agal) 53l e (grine ST agmg pae Gl (dishal) Ja¥1 8 aall e
opail) JaV1 8 duginag Dk ABle agag ) sl it colal e . dashall a1 8
BpeSe ADle dgag coan) B jrad Aplad) clerall JoV) clalls adadl) Jaes oo
csial) 83 e dudad) ilereall J5¥) Uaiyly adoaill Jane o sl JaY) L diginag
Gial) 5AU Haed dalud) Cileral) Clela Gn peaidl) Ja¥) b diginas e A 35095
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