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The Relationship Between Inflation, Unemployment
and Economic Growth in the Egyptian Economy during
the period (1990-2014)
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Abstract:

This study aims at analyzing the
guantitative and causal relationships be-
tween inflation, unemployment and ec-
onomic growth in the Egyptian econ-
omy during the period (1990- 2014).
This is done through the study of the
relationships between inflation, unem-
ployment and economic growth in the
economic literature, and its evolution
during the study period, and then th-
rough a standard model based on com-
mon integration method by Johansson,
model error correction (VECM) to me-
asure the relationships between vari-
ables in the long and short-term, as well
as the use of Granger causality analysis
to determine the direction of the rel-
ationships between the variables of the
model. This study will help us to sug-
gest the suitable policies to keep stable
inflation rate, low unemployment and
high economic growth rates in the Eg-
yptian economy.

It is evident from the study of the
evolution of inflation, unemployment
and economic growth rates that the Eg-
yptian economy is suffering from a si-
gnificant rise in the rates of inflation,
unemployment, which is reflected in
the high rate of economic misery during
the study period, and has contributed to
the decline in economic growth rates.

The estimation results prove that a
long-run co-integration relationship ex-

ists between inflation, unemployment
and economic growth, and there is a di-
rect correlation between unemploym-
ent and inflation, and an inverse rela-
tionship between economic growth and
inflation. Measurement results in the
short-run also describes an inverse rel-
ationship between economic growth
and unemployment. and that both have
cumulative nature, and that inflation is
not affected by both unemployment and
economic growth.

The results of the causal relation-
ships in the short-run show that there
are Bi-directional relationship between
economic growth and unemployment,
and then the relationship between the
two complementary and cause each oth-
er, in aggregate cases, inflation and un-
employment together cause economic
growth, and there is no causal relation-
nship between inflation and unemplo-
yment, and between inflation and eco-
nomic growth. The results of the causal
relationships in the long-run show the-
re is Bi-directional relationship betwe-
en economic growth and unemploym-
ent, and that there is Uni-directional
relationship from unemployment to inf-
lation, where inflation has caused une-
mployment, and there is Uni-directional
relationship from economic growth to
cause inflation as economic growth and
inflation.
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LR: sequential modified LR test statistic (each test at 5% level)

FPE: Final prediction error

AIC: Akaike information criterion
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2.7 896 22.6 9.0 19.7 13.6 1992
1.3 907 23.0 10.9 8.4 12.1 1993
2.4 929 19.2 11.0 8.4 8.2 1994
3.0 957 27.0 11.3 114 15.7 1995
3.4 989 16.2 9.0 7.1 7.2 1996
3.9 1027 13.0 8.4 9.9 4.6 1997
2.4 1052 12.1 8.2 3.9 3.9 1998
4.5 1099 11.2 8.1 0.9 3.1 1999
3.7 1140 11.7 9.0 4.9 2.7 2000
1.9 1162 11.7 9.4 1.9 2.3 2001
0.7 1170 12.9 10.2 3.2 2.7 2002
15 1188 14.9 10.4 6.8 4.5 2003
2.4 1216 22.0 10.7 11.7 11.3 2004
2.7 1249 16.1 11.2 6.2 49 2005
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