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Abstract:

This study examined empirically the ability of the pure and hybrid the new
Keynesian Phillips curve NKPC to explain inflation dynamics in Egypt for the
period over 200293 - 202094.The estimated of the pure and hybrid NKPC by
the GMM for 4 alternative specifications of the NKPC. The study finds both
the lagged inflation and expected future inflation, broad money supply,
exchange rate all have a positive and significant impact on current inflation
in Egypt. The estimated coefficients values of lagged inflation term and the
expected future inflation are equal. This implies that the Egypt inflation
pressures are backward-looking and forward-looking. The study also
concluded : the monetary policy-induced disinflation of one percentage point
from its trend or long-run average is associated with a reduction of between
0.85-1.5 %, backward-looking and forward-looking expectations contribute
equally to determining the current inflation rate in Egypt, and the NKPC will
be vertical in the long run, thus the absence of any opportunity to trade-off
between inflation and output The study recommends giving equal importance
to both forward-looking and backward-looking of inflation, maintaining the
output gap at its minimum, good management of the money supply and the
exchange rate.

Keywords: The New Keynesian Phillips Curve NKPC, Inflation, GMM,
Egypt
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Adaal) A gacad) g Aaal) Cpal) dpead g alill Aalal) 4550 gall B Saad) dacdy (Alaal) ol
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: 238l & NKPC (siaial (4 Models) Al day Y1 ciliva gill aladind aly g
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T, =a+VE (1) +AY° + & oee e ... Model ... (1
pure backward—looking 4iayl) 4ualal) 3 il 93 NKPC Aada -Y
T, =a+ypMe_q+Ay°+ & oo .. Model(2)
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EViews 10 e sl alaaiuly 0 @ JLEaY Ty S kil gaan 5 il 134 51 ja) &
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B pwidl | T, Model(1) Model(2) Model(3) Model(4)
il s, | forward-looking | backward-looking hybird hybird
Cla 0.03(1.82) 0.04(5.25) 0.00(0.20) -0.00(-1.67)
T q Yr 0.73(6.58) 0.50 (9.66) 0.49(12.91)
Ty q Yp 0.51(7.14) 0.48 (14.50) 0.56(19.79)
AY®uia| A| 1.08(4.09) 0.37(1.78) 0.61(3.00) 0.30(2.17)
Amay-3) | oy 0.16(5.06)
Aey-2) | aq 0.04(5.62)
Dummy 0.06(2.82) 0.12(10.67) 0.03 (2.34)
AdjD, R? 68% 77% 89% 93%
D-W tats 1.08 1.29 2.16 2.03
S.E. of regression 0.031 0.059 0.059 0.056
J-statis (Prob) | 10.16(0.52) 7.83(0.73) 9.20(0.39) 8.49(0.51)
Instrument rank 15 15 15 15

Instrument Orthogonality Test: Ho: Variables are valid instrument+++
Difference J-statistic ( Probability)

cestProb) |  1.60(0.81) | 3.81(0.43) | 6.10(0.20) | 3.33(0.33) |

Durbin-Wu-Hausman Test,, HO: regressors are exogenous
Difference J-statistic ( Probability)

| 125074 | 1500220 | 1.17(0.75) | 1.10(0.89) |
HO: residual autocorrelation up to 4 lags
Q-statistic(Prob) | 13.75(0.01) | 16.95(0.00) | 6.15(0.19) | )A5.40(0.3 |
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ae (e ) ¢« %0 (s yS) Al aran g i Al o day W) z3laill %0 (YT YV
® Overidentification Juaill 324 U< 352 3 JiA 5 huall (2 Al (b)) Js
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Model(1) | Model(2) | Model(3) | Model(4)
forward- | backward-
looking looking hybird hybird
Jelinal) (A adgiall pdailigr, o [ 0.73%% 0.50 *** | (.49%**
bl pA T, 4 0.51*** 0.48 *** | 0.56***
W 3 928AYC iy | 1087 | gg7xx | g1 | 0.30%%x
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