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Abstract

This dissertation comprises three empirical essays on adopting the inflation targeting
regime in Egypt. It sets out to answer the following questions: (i) Can the central bank
of Egypt (CBE) achieve the goa of price stability under the currently applied
monetary targeting regime? (ii) Is the legal independence granted to the CBE under
the latest legislation promulgated in 2005 factual? (iii) Does the CBE maintain an
implicit target for the FX rate? Does the CBE follow an independent monetary
policy? Which variables have priority in the reaction function of the CBE? How far
can foreign economic shocks explain the behavior of real GDP and price level in the

Egyptian economy compared with domestic economic shocks? And which monetary
transmission mechanism channels play a dominant role in the Egyptian economy?
The main conclusions of the study came as follows:

(i) Neither the demand for money function nor the velocity of circulation of money is
found stable in Egypt. Thus, the study concludes that the CBE cannot achieve price
stability under the currently applied monetary targeting regime.

(i) The legal independence granted to the CBE under the latest legislation is not
factual.

(iii) By estimating the monetary transmission mechanisms (MTMs) using a structural
VAR model the conclusions of the study were as follows: (1) The CBE is (implicitly)
maintaining a target for the FX rate. (2) The CBE does not apply an independent
monetary policy. (3) The federal funds rate and the FX rate, respectively, play the
most important role among the foreign and domestic variables that influence the
reaction of the CBE. (4) Foreign economic shocks play a dominant role in explaining
the behavior of real domestic growth, whereas domestic economic shocks play a
dominant role in explaining the behavior of domestic inflation, especially in the short
run. (5) The interest rate channel explains the MTMs in the Egyptian economy, where
changes in domestic interest rate have significant impact on both the rate of growth of
real GDP and inflation.



Abstrakt

Disertace se sklada ze tfi eseji o cilovani inflace v Egypté. Zaméfuje se na otazky: (i)
MizZe centralni banka v Egypté dosahnout cenové stability stavajicim rezimem? (ii) Je
centrani banka nezédvidé de facto? (iii) Udrzuje centralni banka implicitni cil pro
kurz? Vykonava centralni banka nezavislou ménovou politiku a které proménné maji
prioritu v reakéni funkci centralni banky? Do jaké miry mlze zahrani¢ni $ok vysvétlit
chovéni redlného HDP a cenové hladiny ve srovnani sdoméacim Sokem? A které
kanaly ménové transmise hraji dominantni roli v egyptské ekonomice?

Hlavni zavéry jsou nasledujici:

(i) Poptavka po penézich ani velocita nejsou v Egypté stabilni. Proto neni mozné
dosahnout cenové stability ve stavajicim ménovém rezimu.

(ii) Nezavislost centralni banky udélena stavajicim zakonem neni nezavislost de facto.
(iii) Odhadnutim strukturalniho modelu VAR lze ucinit nasledujici zavéry ohledné
ménové transmise: (1) Centralni banka udrzuje implicitni cil pro kurz. (2) Centrani
banka nevykonava nezavislou ménovou politiku. (3) Federalni urokova mira a kurz
hraji dominantni roli mezi proménnymi dllezitymi pro ménovou transmisi. (4)
Zahrani¢ni Soky jsou dllezité pro vysvétleni chovani HDP, zatimco doméci Soky
vysvétluji 1épe chovani inflace. (5) Urokovy kanal patfi k nejdilezitgjsim kanaltim
meénove transmise.
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