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Abstract:

This paper examines the validity of the twin deficit hypothesis for the Egyptian
economy using the Auto—-Regression Distribution Lags (ARDL) and the bound
testing for co-integration. The time series data for the period (1977-2017) were
used. The real interest rate, the real exchange rate and the logarithm of real GDP
were added as control variables. The empirical results supported the current
account targeting hypothesis for the Egyptian economy, which means that the deficit
in the current account may be responsible for the increasing budget deficit, and not
vice versa. This implies a very important recommendation for economic policy.
Instead of focusing on the use of deflationary policies to reduce the deficit, which is
recommended in the case of the double deficit hypothesis, it is to focus on the
treatment of external deficit first. The significant relationship detected between the
real exchange rate and the current account has drawn attention to the study of the

real value of the exchange rate and its use as a guiding tool.

KEYWORD: Twin Deficits, Ricardian Hypothesis, (ARDL) and the bound testing for co-integration.
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.(Dickey and Fuller 1979)
Autoregressive ic sl dsiell Cleladd S lasi¥) Cslad aladiuls z3saill Cilades ks —Y
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(1) R e JalSia 4t (gl (¥ @Al 32T aas Difine iy 43S0 5 (gginal) B iiae
el 8 el driail) cleladll A a1 Cagld aladid 55y ac i Lo 52

Augmented Dickey —Fuller (ADF) _isé — Sl guugall Saagl) jda LS il (1) ad) Joa>

t-Statistic Prob.*

BU D -0.943831 0.3020
Test critical values: 1% level -2.624057
5% level -1.949319
10% level -1.611711

D(BU_D) -7.506731 0.0000
Test critical values: 1% level -2.625606
5% level -1.949609
10% level -1.611593

CA -2.444090 0.0158
Test critical values: 1% level -2.625606
5% level -1.949609
10% level -1.611593

LOGRGDP -4.633583 0.0034
Test critical values: 1% level -4.219126
5% level -3.533083
10% level -3.198312

R EXC -3.506175 0.0009
Test critical values: 1% level -2.625606
5% level -1.949609
10% level -1.611593

R IR -5.869175 0.0000
Test critical values: 1% level -3.605593
5% level -2.936942
10% level -2.606857

S idial) Jal€al) LEs) sY—£—¢
JalSal 3paall SLid) aladials Al Joae cilpsiiall G el sl JwlSl Lad) elyal wi

() A sl & DY) e #5ln (edling « Bound Testing for Cointegration &l iil)

(Y) A2 Jdox>
Bound Testing for Cointegration & idall Jalsill jLid) il

€49



F-Bounds Test Null Hypothesis: No levels relationship

Test Statistic Value Signif. 1(0) I(1)
F-statistic  4.913623 10% 3.03 4.06

k 4 5% 3.47 4.57

2.5% 3.89 5.07

1% 4.4 5.72

Al e Ael 25 4.913623 Lgsad cuzly 28 F~ Statistic o Jsandl (e iy
G paall myd by oSa Ul %0 dagine (s5iase die (oY) aall ¢ dajall Aanl)
s JalSs A ang 4l 6l Lz dsalll clitie G JaY) Ak ADle a5 pae o paly

) Jae chuandl Gu «JaY) bl (Cointegration

Glyﬂ\ Glalea padi i¥—¢—¢

asti z3salll Cilalea il ARDL dejsall diell colghalall 1Al jlasV1 Coslad aladial Jdg
Akaike Information jlue alasialy @b 23 . paie JSE AU glalall colyial JiaY) aaall apay
LSl il (V) a3y Sl Jganll il (2,2,4,0,2) @byl da cuilSy « Criteria (AIC)
ol

(*) A2 Jo>

ECM Regression
Case 5: Unrestricted Constant and Unrestricted Trend

Variable Coefficient Std. Error t-Statistic Prob.

Cc 805.1036 148.7041 5.414131 0.0000

AR



@TREND 2.380275 0.446043 5.336421 0.0000

D(CA(-1)) 0.241704  0.139701  1.730154  0.0983
D(BU_D) -0.112621  0.124770  -0.902629  0.3770
D(BU_D(-1)) -0.434367  0.120720 -3.598144  0.0017
D(R_EXC) 0.715402  0.346004  2.067612  0.0512
D(R_EXC(-1)) 4596301  1.754600 2.619572  0.0160
D(R_EXC(-2)) 2.395538  1.632372  1.467520  0.1571
D(R_EXC(-3)) 4108799  1.635454 2512329  0.0202
LOGRGDP** -71.00574  44.81253 -1.584507  0.1280
D(R_IR) -0.123202  0.057250 -2.151987  0.0432
D(R_IR(-1)) -0.136471  0.046194 -2.954302  0.0076
CointEq(-1)* -0.794721  0.146950 -5.408119  0.0000

oeall) Jay Jushal) Ja) cilalaa dliiall Jalsal) dBde gl

Levels Equation
Case 5: Unrestricted Constant and Unrestricted Trend

Variable Coefficient Std. Error t-Statistic Prob.
BU_D 0.270714 0.179473 1.508381 0.1464
R_EXC -6.020840 1.253308 -4.803958 0.0001
LOGRGDP -89.34676 58.14013 -1.536748 0.1393
R_IR -0.046505 0.219235 -0.212122 0.8341

O dreay Al gyina Jaliy) Jadiyy gl Capeal) e o Bl Gildl Joaall (e
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EBlalan i€ Lty - iaal) o Ayl A o s L g8 g ¢ Lo paadll JaY) 8 dugiadl)
S padl)l JaY) B el Digine e JleaV) e mll) agles) 5 dal) 55 e
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Jsaall & «The Error Correction Term ¢ ¢Uaa¥) moaea Joles dad ) kil
IDle 35ay Ao 35 Lo 585 %) e JB Augina (g5 2o cdginag Al Ledl 2ai (ld)
o Ay i e gas ¢4, VA = (et Leiad o dpaill Cilyuitie (e da¥) dligha Al
Ll LeBle e bl aba (& s (Ally ¢ reaill Ja¥) 8 Gass Al alihasy)
@ ¢ aia A o Gt zasaill (B pradll Jal) b sy Cibat) o (6 (Ja¥l dlsh
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Banly dans ABe J5ag Byg pua (a0 gl Cpitie (g Hiide JlS5 ABe 29a ()
Pairwise Granger —aadiul a3 Lgalad) apaas o A0 s e Cayanlly (UYL
sae A @l Gluall (iae dra) e aaly slad) 8 dw BDle cixagy Causality Tests
Algall Lalal) 433)sal)

(%) A2 Jdo>
Pairwise Granger Causality Tests duuull Lid)

Null Hypothesis: Obs F-Statistic Prob.

BU_D does not Granger Cause CA 39 1.05884 0.3580
CA does not Granger Cause BU_D 8.16547 0.0013

Helmy & 5 Marinheiro (2008) ¢ JS el Jeags (Al gilill e il sda i g
Laidy) e glall Gluall Gilagind i kil olas Helmy (2018) 5 Zaki (2015)
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