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Abstract:

This research focuses on the study of the impact of the rise in World food and oil
prices on macroeconomic variables, including the rate of inflation, production, cash
balances, interest rate and actual exchange rate in Egypt using monthly data during
the period 2000 - 2018. An experimental analysis is carried out by using the Structural
Vector Autoregressive (SVAR), where generalized impulse response functions and
generalized forecast variance decompositions are used to track the impact of global
fluctuations in oil and food prices on the Egyptian economy.

The results indicate that high oil prices negatively affect industrial production, raise
the real effective exchange rate and positively affect the rate of inflation and interest
rates. While rising in world food prices has a positive impact on industrial production,
where industrial production is rising after rising food prices. Similarly, interest rates and
inflation rate are respond positively to the rise in food prices. However, the variance in
interest rates resulting from higher food prices was relatively higher than in the case of
higher oil prices. The Generalized impulse response functions reveal that the real
effective exchange rate has been the most important source of unrest following either
rising oil prices or rising food prices. And that the generalized forecast variance
decompositions also support results based on generalized impulse response
functions. The result clearly shows that the rise in oil and food prices has a significant
impact on production, short-term interest rate, inflation rate and actual exchange rate.
However, among all these variables, the real effective exchange rate was a major
source of volatility in Egypt. This means that the supply and demand side shocks,
whose main source of external volatility is the main source of stagnant inflation in

Egypt.
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