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Abstract

This research aims to test the Marshall-Lerner condition in the
Egyptian economy, which states that devaluation improves the
trade balance only if the sum of the elasticities of domestic
demand for imports and external demand for exports is greater
than one. By using annual data for the Egyptian economy during
the period (1960-2020), and using the ARDL technique, the
elasticity of imports was estimated 0.56 and the elasticity of
exports was -1.5, then the validity of the Marshall-Lerner
condition was proven for the Egyptian economy in the short term
only. In the long term, the results were not significant, therefore,
the devaluation of the Egyptian pound improves the position of
the trade balance in the short term only, and does not have a
significant effect in the long term. The study recommends the
necessity of supporting local industries so that they can produce
an alternative to imports, supporting export industries through
supporting research centers and technical education, supporting
tourism, and not using the policy of devaluing the pound as a
treatment for the balance of payments, because its effects are
temporary and its harms outweigh its benefits.

keywords

Devaluation of the exchange rate, the Egyptian trade balance, the
balance of trade in goods and services, the Marshall-Lerner
condition, the Egyptian balance of payments, the floating of the
Egyptian pound, the elasticity of exports, the elasticity of imports,
the elasticity approach, the absorption approach
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UNIT ROOT TEST RESULTS TABLE (ADF)

At Level
Y1 Y2 X1 X2 X3

t- - -
\With Constant Statistic [2.3542(2.8074 2.2259] 5.3969|-3.5045
Prob. ]0.1590| 0.0633| 0.9999| 1.0000| 0.0118

t_ - - -
\With Constant & Trend Statistic [2.2530(2.7149]1.4971| 3.5913|-2.6722
Prob. ]0.4523|0.2347(0.8198| 1.0000| 0.2521

t_ - -
\Without Constant & Trend | Statistic|0.5809|0.8175( 5.2090| 5.9818|-4.1395
Prob. ]0.4616|0.3577(1.0000] 1.0000| 0.0001
At First Difference
d(Y1) [ d(Y?2) [ d(X1) [ d(X2) | d(X3)

t- - - - - -
\With Constant Statistic |6.6527]6.0023(5.1894(1.9506|14.4547
Prob. |0.0000] 0.0000f0.0001) 0.3073| 0.0000

t- - - - -
\With Constant & Trend Statistic |6.6532]5.9775(5.8959(4.7035]-6.8859
Prob. |0.0000{ 0.0000f 0.0000f 0.0020f 0.0000

t- - - - - -
\Without Constant & Trend | Statistic |6.7114(6.0518(2.0480{1.2973{14.5310
Prob. |0.0000{ 0.0000f0.0398{0.1773[ 0.0000
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UNIT ROOT TEST RESULTS TABLE (PP)
At Level
Y1 Y2 X1 X2 X33

t- - -
\With Constant Statistic|{2.3542|2.5903| 1.9722| 2.2089|-8.9985
Prob. [0.1590] 0.1006| 0.9998] 0.9999| 0.0000

t_ - - - - -
\With Constant & Trend Statistic|2.2530|2.5502]1.4971{0.3086/11.8549
Prob. |0.4523|0.3040| 0.8198] 0.9887| 0.0000

t_ - -
\Without Constant & Trend [Statistic|0.5793|0.8869( 4.7070| 3.2792|-8.1598
Prob. |[0.4623]0.3278| 1.0000[ 0.9996] 0.0000
At First Difference
d(Y1) | d(Y2) ] d(X1) | d(X2) |d(X33)

t- - - - - -
\With Constant Statistic|6.5791{5.9786]5.2519(4.4526]20.5764
Prob. {0.0000] 0.0000{ 0.0000] 0.0007| 0.0001

t- - - - - -
\With Constant & Trend Statistic|6.5740{5.9772]5.3967(4.6805]20.5634
Prob. {0.0000] 0.0000{ 0.0002] 0.0020f 0.0001

t- - - - - -
\Without Constant & Trend |Statistic|6.6442]6.0283|4.0021{4.3444)20.6022
Prob. {0.0000] 0.0000f 0.0001] 0.0000f 0.0000

Ll 5 ol Aledadl i o A3ladl PP lials ¢(ADF las) il (pe peay
o il AY) Ganlly i) B il (andld sid) a8 B
zisad aladil sa Alall sda (8 auliall HLEAY) (6 b crag sV a1 3al
Qlef aientin) Lo s (ARDL slasdl Laa)ll clsadl) (63 (AN laay)

lad) cladal)

<)ol zisall ARDL L) gadad il .2

4l ghal) (DA (e oz dgaill il miagi Ky
:dughall Ja¥) B djida Jalks ABle agag JLadS LY /s
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F-Bounds Test
Test Statistic Value Signif. 1(0) 1(1)
F-statistic 4.437028 5% 2.79 3.67

il JaN| 1:5 5.334.'\33 r'u‘l:u .Y./A

@l3 ABle aag 4 Joand) o ety WS ¢ peadl) Ja¥) 8 z3sall il s
de ean b ol (e Lai€ lalglly adal) Cipall jew oy Ailaas) AN
Ay +. 0% CulS Copall e duills Il Aig pe da oy 710 isine (ggiune
O (e (LB Lgall (Kly LAY Cun (e Al Ankill aa 3 L
o (B lylgll (B as ) gk ) daay Adall Cipall pew B il

Jovom Dy olany)

Short run

Variable Coefficient | Std. Error t-Statistic Prob.
C 4.325841 1.891069 2.287511 0.0263
Y1(-1)* -0.177483 0.069611 -2.549663 0.0138
DX1(-1) 1.48E-12 | 4.42E-13 3.355978 0.0015
DX2** -1.15E-10 3.34E-11 -3.452496 0.0011
LNX3** 0.566380 0.259745 2.180519 0.0339
D(DX1) 3.74E-13 2.31E-13 1.615967 0.1123
D(DX1(-1)) -4 57E-13 3.21E-13 -1.423664 0.1606
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Long run
Variable Coefficient|  Std. Error]  t-Statistic Prob.
DX1 8.35E-12 3.47E-12 2.403297 0.0199
DX2 -6.49E-10 2.99E-10] -2.167920 0.0349
LNX3 3.191168 1.821009 1.752418 0.0857
C 24.37321 3.536566 6.891772 0.0000

(Jaai) A pn) (AR praneall) Jala padi . €[

CointEq(~1) «lniall Jolall dalea sf A sl Jalea
Gaant Al elad¥1 e Lgiall Lol of SR monaail 5 i) de g )
JaY) (8 lsll (A 8e Bagall Lgmsaia ol Lol wiy lly el oY)
gl 2l e Jily Allag dagine (58 Of Aalaall 028 & Lajidig - Jashall
L Cus Aaleall o383 dBlud) Jagyall s oty M Joaall @508 has
Jals ADe sag Ao clld Ju 8 ey 0.177 golesiy Ay dugine cuilS
skl Ja¥) 8

Error correction coefficient
Coefficient]  Std. Error
-0.177483 0.036285

Prob.
0.0000

t-Statistic
-4.891334

Variable
CointEq(-1)*

£ saill Lol cLasY) . o
elad¥) o S Bl V) AlChe aag Y 4 W) Joaall il (e ey
Al LS. %5 e ST (0.462) culS JlasY) dad of cua (Autocorrelation
LS JuiaY) Aad of Zus Heteroskedasticity culall cild pe A1She 225
%5 e »S1(0.5853) Laad s
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Breusch-Godfrey Serial Correlation LM Test:

F-statistic 0.670263| Prob. F (2,49) 0.5162
Obs*R-squared 1.544492( Prob. Chi-Square (2) 0.4620
Heteroskedasticity Test: Breusch-Pagan-Godfrey

F-statistic 0.785592| Prob. F(6,51) 0.5853
Obs*R-squared 4.906996| Prob. Chi-Square (6) 0.5558
Scaled explained SS 7.420876[ Prob. Chi-Square (6) 0.2837

Cusum test ,Lid) NS (e zdgail) jdia) jLG3) .

7.0 4y gina (5 siwa (a8 3 saa) G ady 23 gl (g U L) JSE e ey
VR a3 gaill (8 a5 (e
30

20 |

0] I

-10 | T

-20 | IR

-30
EEBARRESAREEBAREESSEESAN USSR
1970 1975 1980 1985 1990 1995 2000 2005 2010 2015 202C

—_ CUSUM ____. 5% Significance |

clbal) 73t ARDL il .
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F-Bounds Test

Test Stati

stic

Value

Signif.

1(0)

I(1)

F-statistic

12.36549

10%

2.37

3.2

omall) Ja¥) b milil) LY /5

AN b Augins A aag adl il JaY) bz el g (e ey
LoabaidY Aoylaill e L)L) 3y o /) .0~ lyaliall A pe A g /0 Ligina

Clplal) 88l A gk £) Doy dal) Cayall jaw mnids of S L
N0 dy il e dpei€

Short run

Variable Coefficient|  Std. Error t-Statistic Prob.
C -19.19681 20.50366( -0.936263 0.3536
Y2(-1)* -0.218372 0.063653| -3.430658 0.0012
LNX1(-1) 5.552250 1.858581 2.987359 0.0043
LNX2** -6.082812 1.712849| -3.551283 0.0008
LNX3(-1) -1.507605 0.609571| -2.473221 0.0168
D(LNX1) 14.52182 6.530430 2.223715 0.0306
D(LNX1(-1)) 17.66135 6.925963 2.550021 0.0138
D(LNX3) -6.505471 1.939149| -3.354808 0.0015
b a8 i) ¥

-

-

die Alas) Ao 3 Ligies Al a8 Y adl Jishal) Jal) 8 bl s

363

Bylailly alatBhil dualel) dlaal)




AER AV ARV A ¥+ I PYCy I P ae aldy ae il — QUi duap L)

Long run
Variable Coefficient|  Std. Error|  t-Statistic|  Prob.
LNX1 25.42561 6.201822 4.099700 0.0001
LNX2 -27.85523 6.776988 -4.110267 0.0001
LNX3 -6.903826 3.603848| -1.915682 0.0610
C -87.90862 79.84472( -1.100995 0.2761

(SR st Jalaa .8/

lgad il A pomatl) dalen o clpsliall z3gat 230 (pa puay

2535 i Las (=0.21) peoncall aalgll (he il dullisy digina Ll a5 dag

rw) i) Shuialy (@haball) Ll el G dpde Ll Al
(el daally sl llall Jaag adsll Cayuall
Error correction coefficient

Variable Coefficient]  Std. Error| t-Statistic Prob.
CointEq(-1)* -0.218372 0.026743| -8.165577 0.0000

Zagaill duadinl) @AY Lo

Ol i aae A o A Bla V) A aa g Y 4 L) #3 mua s

Breusch-Godfrey Serial Correlation LM Test:

F-statistic 0.158058| Prob. F(2,49) 0.8542
Obs*R-squared 0.378189] Prob. Chi-Square(2) 0.8277
Heteroskedasticity Test: Breusch-Pagan-Godfrey

F-statistic 1.989476| Prob. F(7,51) 0.0747
Obs*R-squared 12.65517| Prob. Chi-Square(7) 0.0810
Scaled explained SS 6.767415 Prob. Chi-Square(7) 0.4535

Gsian B (3 290l G a2 3sall O AphEaY) Chlid) miag LS
DB aadly zdgall (8 3 (ag /0 Lgine
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