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Abstract

This study empirically estimates the critical
parameters of trade deficit in Egypt for the period
1970-2014 by using dynamic ordinary least squares
(DOLS) approach of Stock and Watson (1993). Time
series properties of the processes that generate the
data be assessed to specify the order of integration
for each series to satisfy the conditions of applying
the DOLS procedure. Our estimation results show
that all variables have its theoretical expected sign,
which confirm that there exists a positive and
significant relationship among the trade deficit in
Egypt and real income, relative domestic prices to
foreign prices, International reserves. On the other
hand, there is a negative and significant relationship
between trade deficit and real effective exchange
rate.

Keywords: Trade Deficit, Trade Account Balance, Exports,

Imports, International Trade, Balance of Payment, Unit Root test,
Cointegration Analysis, DOLS Analysis, Egyptian Economy.
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Maximum Eigenvalue saall alaall 2l jlaals Stochastic Matrix
.Stochastic Matrix

Trace of the Stochastic Matrix &) jLas) -i

JalSall ilgatia (e G SV e dlin o dacasd laal g LEAY) 1 Gl
LilCaY) Lo Ailian) iy 7 =0 2iall pe alall Z3gall Jlke o il
(AN A (e HladY) 13g)
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p —_
Agace () = =T D Q= 4)

i=r+1
i) JelSill Gilgatie 20 Y cAial) aaa T of Gua
paell L p iy Py A0 Glgaid) ad sl Ao 4, ol
s 2 o (g7 SV e (gl il JalSall cilgaia (e 230 353 o
T gl sl e JB clgaal
Maximum Eigenvalue Stochastic &aall saliad asdll ;L) -

Matrix
sl Alabeall (335 LAY 138 Adlian] Cawnis

Do (77 +) =T (=7 1)
dilte Aidall JalSill Glgatia (1] dgas (il A paall a8 Lad) S
Lol Dgundl) el caly 1M 741 agng Jo pan @A) bl (il
G panll (b (b yi Lild e Ligina (gginas dapal) daill o LR Liliadl
by padian ¥ Lls JA calS 13y o nial) JalSill dsia (g 3 pae M el
gl Jolall JSY) e aals daie dsmg adall g
Rl iyl ¥/ [V
z3sas bl dnall Jedlad) G Jans e JalSs Ake 35a9 (g ST 2ay
pailad I Syt e Janl] zdgaill alasinl 4 4060 s5kall s dufal)
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Zosalll L aly Caged ¢l Lag s Lkl Alla g Ad) Al s
Gaal e 2a35 (DOLS A€uliall dlall (gl clanall dayh alasiul
il o3a 23358 3] cpaal) e Gl A 1@ G 38 SV Gkl
Clharie e dam Gl zilall cdishl)l Ja¥) 8 sl A i b
i Ml dlalSie )y Lo LSt dabide iy e gl Al it (e AlalSia
sl JB (e lapsglin 3 5 (Phillips, 1988) Leuls lea sl dyha 4
s (Stock and Watson, 1993) ¢jsuilys <lsiws «(Saikkonen, 1992)
alew 3255 ccilpaiall Lags slawll ciialls Leads daly) ciyd o aaa

: (Montalvo, 1995) Jull J<all jlassy)

k
Y, = 0Z+ > TAX,  + &
j:_

z,1x;)
0By, )
t A i) e Al dualad) (graaall Cilayall Ayl jake Casyed Sasg
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1o il oS ARl Abladl e 1y pedaiize e v of L
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[iDk
dage Lpala g d halall clds Al @l US ae vy Lalo)) axe aag
) & cnas DOLS aSalinall Gslall (grall Slasyal) il of iy
.OLS Zulall (syaall cilasyall dasylal Ll dapal) (e sl

rdiphall o3¢l (N anlesll Al e s
_ 1 ’ 14
D(gdols_e)_) JOWZ(r)WZ(r)dr IOWZ(r)Wl.Z(r)

W5 =Wy QppWa;
bl #3sar Caragy Jall eiall 8 a0t Cagug
Auall zagai Y[V
LSy ailylgs Al @palia dad G @b Bale (G el 2m) ulid
Uil 8 padiead Cogead ¢ b o Vg - cans¥) anY) laall i) (o Digie

Rose and ) il ghual) jae e uill cilpaliall ) clylsll das o2a
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Gzl e 1330 208 (il Ll (e dage 23 Loy AalaBY) dylaill Taig
Bl O Ao A5 A dAddinall Jalgally (ladl) (laal) (AL dalaial)

r A adl e jean b (el ) Cladae z3sa el ps Uil
TD=f (Y, DF, REER, R) (1)

Dl 58 DF ¢ agall Jadll o Y ¢ olail ofpd) auay TD Jiar Camn
Dy cJladll adall Capall Jaee o REER ¢ duia¥) [l dualls ddadl)
Jideall clblaaY! R

e el Jalsal) Jidas b 58 cpslall Cadags ) aadl e Cangs
e A Babai®¥) Clpstiall e 230y jan (B (@I Ol dua) G ADAL)
Gl il i e ) Aalad gae ) il ad s o dasd
AL Gasal 3 o) B A8 e el AualaiBY) Lnatillg Jalal
Alaaials Yo 63490 5l juae A (olaall Jaall Ciladas Ay S g
Dynamic Ordinary Least dSwluall duldl giuall Clagadl dah
suay -(Stock and Watson, 1993) (sailsy dsiad Squares (DOLS)
a3 Jal (e Al dae Eolaidy) clystal ue)l) Judla) pailad aud
L) rall @lapyall Ayl Gadas Jagpd elain dlude S dalsil) 43,
LASaaliall

P Spaill 8y g

log(MX) = g, + A, 1og(RGDP) + £, log( DF) + £, log(REER) + £, log(RG) + &

(2)
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¢ (MIX) Slalsll ) cpsbal) Ly aie Dues @)ladl) Saadl s MX Can
Wl ¢ aiaall Jaa¥) adll bl die il sy gl Jaall sa RGDP
Dl @l aBIL e Do AV jlendl dpadll ddadl) ) 2 DF
S 3 Sl Slen @l a8 ) Y Ye ble pean 8 Slgied
Ciyall Jaes 98 REER ¢l alladl e Dune Y1+ alad 205491 52l
Aol ldalia¥L aie Dyues &dsll Llalaa¥) Jiass 8 RG 5 Jladll sl
elesl K4 4 chaiadl aoang ¢ Jlaal) (Jaall w5l (e i€ yeaa

Ladll an 0" €5 ol
Yore JUave sl DA bl dae cbiall gial) Ul aladiu) 5
i5e 00 Aupall il piies Laldll UL gues e Jsand & 85 . pean b
(World Bank, sl I il

ad A clbdl eas 5 a8y <http://data.worldbank.org/indicator/)
Ol Sl il Bl aladnals (Vo) s olad &l SleuL) ddiis
caaldl 3 (17 o) dsanl) b algall 038 maan seliiy (Ve = Yo )
Al it A

Gl paiall dia3l) Jodloal sansl) jaa ol (peSl) chlas) s &5 duball sda
e2321 Phillips and Perron (PP)  (ygyms (euld Jlodl aday duhall dae
ol Jidig date (e 43550 ity ALalSia g AL il puiiall il 1) Lo Joa Al
el eliy (ASle ) Baagll D3 e Sl3 Ll LY 13g) (gheal
(V) ) dsaadl (4 juine JSU LasY)
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sasgll Hds Hlaal Cj\l} (V) ?EJ Jsan

PP

Log(MX) Level -2.537421

g First Diff. -6.070553¢

L ovel -0.595140

Log(RGDP) First Diff. -7.0264107

— L ovel 0.300910
(0]

9(DF) First Diff, -2.676384°

ovel ~0.520675

Log(REER) First Diff. -4.1835982

o L ovel 2.018119
(0]

9 First Diff. -4.274808°

Notes: PP- Phillips and Perron (1988) unit root test with the Ho: Variables are | (1); a, b and ¢
indicate significance at the 1%, 5% and 10% levels, respectively

el i by (e Y @ieall Gajill o ) Jganll sylll bl i
Sl ) cholall Ly aie e MX (@ladl Saall 2y cysndl 48
¢ aiall ¥l ladll ol aie el fis RGDP sl Jadl
Dl k@l L aie Tiaea DF Gaia¥) lendy ) dells ddadll leny)
S b Sl Slen @l a8l ) Y)e ble peas 8 Slgie
Gaial) Coyeall Jaes coaylall allell e e Yoo Hled A€5aY) 5ol
e o Adgal) Glhlaal aie Tuee RG &dsal) cilibalasVls REER Jladl
ihaiall gaead pheall (sl Gy a4l Y e Mlaa¥) aall bl (e o
e AlalSe chiall JS ol ol e Vg ol Judlall J5¥) g5l

ey A
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Bshadll )l Il ¢ ) A (e AlalSie piial) IS o ) Goe Lah Ll
Ja¥) dligh &l ADke cluaiall sda Cp dars il 1) Lee lidl a ddW)
il Jalsall @ ylad) ehals @llg

Likelihood 2ladi) caws cuylad) 35 (0) a8y Jsang (£) &) Jsan s
Trace of the Stochastic Y1 jlaa) e Judlly uailasal Ratio Tests
Maximum Eigenvalue Stochastic sped) adael adll jladly Matrix
aaly iide JelS daie JBY) e apmg ) oplasY) il yudss (Matrix
(Y Alighs Al ADle el s3a ( dasi Jllig ¢ hunall o

iy Trace of the Stochastic Matrix Y| jladl xiln (£) a8y Jsas

Suilasal
None * 0.585833 73.43064 69.81889 0.0250
At most 1 * 0.357120 33.76377 47.85613 0.5148
At most 2 * 0.176665 13.88290 29.79707 0.8472
At most 3 * 0.091053 5.135235 15.49471 0.7943
At most 4 * 0.018475 0.839153 3.841466 0.3596

Trace test indicates 1 cointegrating eqn(s) at the 0.05 level
* denotes rejection of the hypothesis at the 0.05 level
**MacKinnon-Haug-Michelis (1999) p-values
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Maximal Eigenvalue of sjeall calaall aill jlod) =St (o) 3 Jas
cila gl g the Stochastic Matrix

Hypothesized No. of Max-Eigen 0.05 Critical

CE(s) Eigenvalue Statistic Value Prob.
None * 0.585833 39.66688 33.87687 0.0091
Atmost 1 * 0.357120 19.88087 27.58434 0.3495
At most 2 * 0.176665 8.747664 21.13162 0.8522
At most 3 * 0.091053 4.296082 14.26460 0.8269
At most 4 * 0.018475 0.839153 3.841466 0.3596

Max-eigenvalue test indicates 1 cointegrating eqn(s) at the 0.05 level
* denotes rejection of the hypothesis at the 0.05 level
**MacKinnon-Haug-Michelis (1999) p-values

o Loy oS ia canal) o3 G Jan e JalS e dllia (o L
.(DOLS) 4Culuall dalall (grrall Clasyall daiylay 508 L 3501 §)5ea
) il udis cdishll Ja¥) & zasalll ok w3l (1) ) s gy
S JaatY) AlCa 35ag pae SISy ((R? =87) z3saill dpeatil) 368l ¢ L)l

. (Durbin-Watson = 2.00)

log(MX) = 1.59 + 0.228 log( RGDP) + 0.658 log( DF) —
0.818 log( REER) + 0.13B log(RG) + ¢ (3)

X Ay dadgiall Ll L)la) Led cbusial) mas o palal) il el
dadlly yae 4 oladll Jaall o danses disine Lilas] Ao G ADLe 39as
Oo -adeall Clbalia¥ly ¢ L) jledl Ll ddadll Jleullg ¢ adal
@il Gaall o Al Ligiee Lilas) ANy @il ADle dllia ¢ Ha] 4al

bl sl Capall jeug
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Lalal) rrall Glasyal) Zayh pladials mgail)l a8 (1) &) Jgas
(VY=Y 41 £) Al

Variable Coefficient
C 1.592
LOG(RGDP) 0.22b
LOG(DF) 0.652
LOG(REER) -0.812
LOG(RG) 0.132

R? = 87, Durbin-Watson: 2.00
Galall (Y=p) o) s 2 readll

cassl e 7o o 1) die Agial ggiss ) kb e @
il gilly Ziliitly duadad) —v
Rl DA yeae A (olaall Daall clasad dajall cilabad) jais duhall o2 6
Dynamic  dSuliall dalal (grall Glaall dapl aladsal Ye)e-)4Vv.
Stock and Watson (silys il Ordinary Least Squares (DOLS)
=14V sl DA dolady) clysiall Ll dedladl ) sl atiag (1993)
45 3aail deadioa) Lala®V) clyusiall diedl Jedladl (ailiad auii 2y Y4 ) €
Al Lol (gyrall Cilayall Ayl ke Jagyd elafin Alade JSI Lol
3539 S5 lly ¢ Aadgiall plall Ll L) chsial) mues o paill il el
Aladl by ¢ Adall Jaally pae d @il Saal) Gn Lisieeg dase 3B
Al ADle @la ¢ (il Al e LAl clbalaaYls ¢ duiad) lewSd dually
i) ial) Capeall Janag (9ol aall G diginag
Gluagll delua (Ko @ e 4] deagill & L e 2l (B b g o
s4dil)
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b g Lk (raadl (G5al @il 3 Aiae Lawll cillalud) g of 25k )
(oY) pdatll Jaee (o Qi sl pdcatl) Jaee 005 ol Lils Jas a0
comliay) bl Ll oaY) I el adcatl) daws desy 31 aallg
Sl pdml das (aliad) (8 L) deagill 5 ball ey s
I 710 Ay (9l el Sae i of aild e 1) lake oY)
babe 35 Y (63 Joils gl ais 3 oSy pdail) i ana o Blasdl g
) Jaea e

Cayeall Jane pe 35 b g Ll (reaal) (Gall Sl gy of Liad 0 -
Ciyeal) Jaee 5015 08 Lgdl) demsil) @ ) il Ty s (Jladl aal
Aoy (@) Ol Jae s (M s35 of 4ls e 1) Loy Jladl) Rl
T A

Adleay) aladl clayls Glea e (laill Gluad) Jae Jils 06 Y qany -
sl @l e Dbl o)1 Al 05 of el e dlld Yz Y] DA
Cgall lecd) Jio dylat Glubis gl (Sa K1y ccalagll Gligiue Sl
Ay

Gl Cpall Jare g lily aduzill Jaee paliad) O (Gaw Lo o 2l
cadll Jifiad) B Bl ole 8 Saall dalis ) ags of Wels e Jladl
e Aalai®Y) abaad) gmilin dagiaall Cilaeagilly Ayl il ae b o useg
e Lo laall aall 8 siga) Lolady) bl sl dbad aies
esinall alAY Labady) Al sy (Algall dalall dolaY) CalaaYy)
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Source:  Calculated from: World Bank, World Bank Indicator,
http://data.worldbank.org/indicator/.
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Dependent Variable: LOG(MX)

Method: Dynamic Least Squares (DOLS)

Date: 05/13/16 Time: 09:20

Sample (adjusted): 1970 2013

Included observations: 44 after adjustments

Cointegrating equation deterministics: C

Fixed leads and lags specification (lead=1, lag=1)

Long-run variance estimate (Bartlett kernel, Newey-West fixed bandwidth =
40.000)

Variable Coefficient Std. t-Statistic | Prob.
Error

LOG(RGDP) 0.216034 0.078615 2.747990 | 0.0106
LOG(CPIEGY/CPIUSA) 0.648850 0.091314 7.105691 | 0.0000
LOG(REER) -0.811383 0.100942 | -8.038105 | 0.0000
LOG(RESGDP) 0.125936 0.033063 3.809014 | 0.0007
o 1.593399 0.220931 7.212214 | 0.0000
R-squared 0.868620 Mean dependent var 0.334488
Adjusted R-squared 0.790765 S.D. dependent var 0.170981
S.E. of regression 0.078211 Sum squared resid 0.165157
Durbin-Watson stat 2.002724 Long-run variance 0.003734
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