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ABSTRACT

This paper investigates the relationship between inflation rate and
economic growth in Egypt over the period from 1961 - 2017 using smooth
transition regression models (STR) to determine the inflation threshold. In
other words, the paper tests the nonlinear relationship between inflation and
economic growth. Our findings confirm the nonlinear relationship between
inflation and economic growth, where the inflation threshold is 11.37% with
standard deviation of 1.7%. That is, inflation rates higher than this threshold
is detrimental to economic growth in Egypt. Therefore, in order to improve
economic growth we suggest that the Egyptian central bank has to
reconsider the inflation target of 13% he announced.
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- sailly
phaanll Jane Jlla 3 (olai®)) gall e adiaill saliale ol Adide 5 dmg - Landly
Agiall lasil m3gad (Yoo v) Hansen &5 cqaipll e adijall adizmill Janag ¢ aidiall
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s e Lo gag oL CargS dman of Auoiil) Ualull Lilia (96$ () pdoaill Jaae
(Ibarra & Trupkin , ¥ af dgell (e ae Goi daledl] adaill cVare cilS 1Y) Lo o
.2016)
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(el oyl Byl Aanlsy Wil o ls) Adgypee il Age) Bad )Y pds Cam
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m

LSTR2: G(s;;v,¢) =| 1+exp| —y H(s,-t —¢j)? y>0
j=1

Card, Lee, Pei and Weber (2012) & dgall ddjna ade ae ubadll je d8al) (bl
Aalall wiysea 058 Ay (Saiall) gilall Jaai¥) zigas sk Hansen (2016)
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transition model
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CpsSis ((GOV) asSall GlNly ¢ (INF) paaill Janoy cauls S (GDP) Jleal)
ylglly (IMP) chabally ((CPRV) jalall ¢ ladll ol ((GFCF) culill Jll ()
Al e JleaY) sl qlil) ) 2usS (EXP)
Aandionall dadll QD b (e (BEaT Chgw zlgall ik 8 Al 353y
Saikkonen and 1 ADF 4 ADF (glaal aladnuly ellyy iyl jlas¥) cuianl ellyg
e 0sS Ladie Al Judladl 8 Sl byl asa s s3Iy Lutkepohl (2002)
3539 gn GAsY) B i) 23T 2 Bjise ol clpusiall O (Y) o) Jpaall e edasg Baana

diajl) Judal) il JLER) (Y) ad) Joas
Saikkonen and Liitkepohl Unit Root Test
s At level At 1st difference
t- statistic Time break t- statistic Time break
GDP -0.5223 1979 -2.9967* 1980
CPRV -2.0871 1981 -3.8819** 1994
GFCF -0.9813 1980 -3.3634** 1991
INF -1.3284 1986 -4.6414%** 2009
IMP -2.3091 1988 -3.5172** 1988
GOV -1.5519 1980 -2.5283* 1986
EXP -0.5178 2008 -3.2243** 2003

il e %6) ¢ 5 <000 (%) Aysina (5 sia ) Jalii ¥ okk chkx
N oAl bt zigall € 1Y Lowaaty Bl Ua) g5 lad) s Al Al
Akike information SIS cilaslee ylaal aladiul Glld gy eUaN) s LaaY
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ol gl elsiy .(SBC) Schwarz-Bayes Criterion ji)lsi jleay (AIC) criterion
Ho = oeanll Gyl i Wil dgatll s Laa¥s LAR(1) 58 o)lid) 5 s3I & Sgall
Oe Oflla (8 amdy 538 dladll ladl Gl ol (V) o5 sl Lebs (Bi= Br=B3=0
25 (&N P value deg 5f) oY) F dad cld Ulall jlas Allad) oda dy Alla VY

DINF(t-1) asll yunal el dasl)

adzilly gaill G ABMal) dulad LA () A8y Jgin

Variables in AR part: CONST, DGDP(t-1), DCRPRW(t),(t-1), DGFCF

(t) (t-1), DGFCF (t), (t-1), DIMP (t) (t-1), DINF (t) (t-1), DEXP
(H(t-1),

param. not under test

sample range: [1967, 2017], T = 51

transition F F4 F3 55 suggested
variable model
DGDP(t-1) 2.6849e-01 | 1.5332e-01 | 7.2069e-01 | 2.4083e-01 Linear
DCRPRV(t) 2.8018e-01 | 4.1054e-01 | 5.0027e-01 | 1.1860e-01 Linear
DGFCF(¥) 2.8800e-01 | 5.4817e-01 | 3.4700e-01 | 1.2851e-01 Linear
DINF(t) 6.9410e-01 | 8.9853e-01 | 6.1051e-01 | 1.9595e-01 Linear
DIMP(t) 2.4052e-01 | 6.7748e-01 | 3.3936e-01 | 5.8830e-02 Linear
bGovy) 1.1531e-01 | 7.2178e-01 | 1.4135e-01 | 3.6477e-02 Linear
DEXP(t) 4.0157e-01 | 3.8577e-01 | 7.6312e-01 | 1.2491e-01 Linear
DCRPRV(t-1) | 4.1496e-01 | 6.2053e-01 | 5.4022e-02 | 3.3875e-01 Linear
DGFCF(t-1) | 3.5551e-01 | 2.7243e-01 | 9.6415e-01 | 1.9201e-01 Linear
DINF(t-1)* 1.8324e-02 | 2.5031e-02 | 9.0295e-01 | 7.2013e-03 LSTR1
DIMP(t-1) 4.7227e-01 | 6.5495e-01 | 1.3961e-01 | 1.5055e-01 Linear
bGovt-1) 4.0157e-01 | 3.8577e-01 | 7.6312e-01 | 1.2491e-01 Linear
DEXP(t-1) 1.5106e-02 | 7.2683e-02 2-1111e-02 5.0340e-01 LSTR2
TREND 1.0048e-01 | 8.8275e-02 | 5.1112e-01 4.9882-01 Linear
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) il JLES) ey © 5y Oeleall Abne Al Lasl o mdeal) il
Aaninls b ma Jans ela¥) 13 g L elad) Clasye (e 58 JB Jaes A el e
ciill Je € 5y ofiadeall A (0.5 - 10) 5(10.5 — 14.63) (s2all (0 adf dad Yo
Ofaleall VAT 5V ENY e Adall ) o (£) W) Jsaal) 8 digaall il adng
Al e € sy
(£) a2 Jox>
STR GRID SEARCH (Suil) rasall aliinds <€ & y J diagal) dagll) s

variables in AR part: ~ CONST DGDP(t-1) DCRPRV(t-1) DGFCF(t-1)
DGOV/(t-1) DIMP(t-1) DINF(t-1) EXP(t-1)

restriction theta=0: INF(t-2)
transition variable: DINF(t-3)
sample range: [1969, 20171, T = 49
transition function: LSTR1
grid ¢ {10.50, 14.63, 30}
grid gamma {0.50, 10.00, 30}
SSR gamma cl

9.0186 10.4117 190.4960

Auhall Jo¥1 (il Jad STR Gabuad) JU) #3sai aladinly Jabatll milis el
dabd e ADle A jas G elai®Y) gaill Jaeay pdoaill Jaes (p ADL O e
Jare lajslas Q\ u_-m (DY) ddais ) Adal) adaail) Jaee dad aaa3 e Yl
ife dad of oy ¢(0) &) dsall ey - eolaBY) sal) o bu 5806 Al 6 il
s e s ‘/o\.v )8 (5Hlaa alail %V V.YV (gl Inflation Threshold aacaill
Coal) N aa o alaal S8l @b 585 (%)Y ) daill sda e JBY) sl e
Uaby gk ¥ il el e b 5l @il 0585 Lgie oY) bl e e Lay
Al ) il
Gl e g 4 zsewdl aall baT g adadl) oV gl bl
das o) ceVaed) @l s Jal e Jaall e doasl) ddalud) cady lgaea daiddll
L s el Culs 0o (86 jeae (B szl o oss Ll e ey Gl il

Ve o
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(STR) (pubaadt JLEaY

0o Asaall Cinas Alglaal 53l bl adys Bake Lk Al aladinly (Sl i) ady
Belll ae oSy« lendl (e Jallg Hlad) ) QU Callal) iaie elijas by )8Y)
el le (6 8y A8 Ua B agen O ehal¥) @y o aag Jaall Gl Al
il (e al Y LIS ¢ 1) o Baaall bl
STR ulad) JUEIY) 7 dgal aladialy g igaill yads il (0) a8y Jan

Linear part Non-linear part

variable Start |estimate] SD | t-test P. Start |estimate| SD | t-test P.
value value
Constant 3.570 | 5.995 |2.222|2.698|0.009] -3.211 |-3.7643 | 0.423 |-2.7126| 0.017
DGDP(t-1) | 1.575 | 0.061 |0.275]|0.224|0.823] -2.811 | -1.244 | 3.546 | -3.495 | 0.001
DCRPRV(t) | -2.248 | -0.638 |0.306|-3.167{0.013] 3.101 | 1.425 | 0.438 | 3.254 | 0.002
DGFCF(t) | 0.237 | 0.407 |0.128|2.651|0.016] -2.003 | -1.854 | 0.990 | 1.871 | 0.069
DINF (t) -0.637 | -0.640 | 0.188|3.403(0.001| 1.963 | 1.746 | 0.808 | 2.162 | 0.037
DIMP(t) -1.520 | -1.854 |0.990(-1.871|0.069| -0.161 | -0.310 | 0.639 | -0.486 | 0.486
DGOV(t) 1.756 | 1.760 |0.689(2.551/0.015| 0.453 | 0.470 | 0.171 | 2.750 | 0.009
DEXP(t) 0.623 | 0.3109 |0.114|2.775|0.018| -2.183 | -2.932 | 0.832 |-2.7514{0.018
DCRPRV(t-1)]| -0.213 | -0.192 | 0.185|-1.040{0.305| 1.217 | 1.6870 | 0.754 | 2.4978|0.023
DGFCF(t-1) | 0.359 | 0.6614 |0.201|2.133|0.020| -0.078 | -0.1648 | 0.799 |-1.6705| .0516
DINF(t-1)* [ -1.505 | -0.930 |0.439|-2.119/0.039] 1.897 | 1.374 | 0.492 | 2.790 | 0.007
DIMP(t-1) | 0.065 | 0.068 [0.177|0.387|0.700] -0.118 | -0.3003 | 0.904 {-2.4008| 0.011
DGOV(t-1) | 0.897 | 0.951 |0.268|3.550|0.004| -0.581 | -0.622 | 0.329 | -1.891 | 0.085
DEXP(t-1) | 0.187 | 0.197 |0.388|1.644|0.031| -1.823 | -3.734 | 0.879 |-3.0021| 0.000
Gamma 9.0186 | 9.4065 (2.0345|2.31210.0384
C 10.4117|11.3712|1.6132|15.72680.0000
As'g 2.5510e+00
HO: 3.8617e+00
R 3.0343e+00
adjusted R2: 9.3147e-01
variance of transition 0.9045
variable: 40.9152
SD of t_ransition va_riable: é;ig;

variance of residuals: '

1.0364

SD of residuals:

s Demand Pull Inflation callall (s adcaill CDAL il Glud e 0
s gl e @l adaill 4 aabig Cost Push Inflation (sl ¢ gdaall adal)

\
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S PN e b sk adcall die canas Al Al Joall e adall (2001)
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oV v oAl Jaae jlat Ledie (gal a8 g aillg
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Sl e Cang e ey caibagind e el Sl plel A Jandd) Gl e J81 Jandl)
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Gubill 2 Dynamic stochastic general equilibrium model  Suliall Jlsdall aladl
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