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Abstract

This paper describes the recent evolution of macroeconomic
policies in Egypt and derives a simple model (within an IS-LM
framework) showing that until the mid 1990s, the presence of liability
dollarization and high passthrough from exchange rate to prices may have
limited Egypt’s ability to conduct an independent monetary policy.
However, the paper shows that conditions have changed and that there is
now room for a more flexible exchange rate and that, in the light of
Egypt’s limited ability to conduct counter cyclical fiscal policies, an
independent monetary policy is necessary. The paper concludes by
describing monetary and fiscal policy reforms that would improve
Egypt’s macroeconomic management. On the monetary policy side, the
paper suggests that Egypt should slowly move towards an inflation-
targeting framework. On the fiscal policy side, the paper recommends
that Egypt should adopt budget institutions that would allow eliminating
its structural deficits and building a reputation for fiscal prudence.
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this paper do not necessarily coincide with the views of the Inter-American Development Bank. The usual
caveats apply. Address: Research Department, Inter-American Development Bank, 1300 New York Ave. NW,
Washington DC, 20577. Phone (202) 623-1427, Fax (202) 623-2481. Email: ugop@iadb.org



Intra-Middle East Trade: An Empirical Assessment

Rock-Antoine Mehanna *

Abstract

This paper examines the intra-trade effects of the Middle East by
employing a gravity model. It also attempts to investigate whether the
Gulf Cooperation Council (GCC) is well integrated with the rest of the
world. Unlike previous regional studies that estimate Arab and Islamic
trade, this study focused on the Middle East, thereby overcoming two
traditional pitfalls. Firstly, Middle Eastern countries based on their
geographic location would differ from Arab countries in that the latter
group would omit significant trading partners such as Iran and Turkey.
Secondly, a strict Islamic grouping falls short of capturing geographic
proximity—an essential ingredient of the gravity model—where several
Islamic countries are located in far apart regions such as Jordan and
Indonesia. Empirical results show that intra-Middle East trade is
significantly low compared to its trade with the rest of the world.
Additional findings reveal that the GCC trading bloc, though not
significant, had some tendency to trade above than what the model
predicts.
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The Theory of Tax Harmonization and Possibilities
of Implementation for Arab Tax Systems

Ramadan Sadeek

Abstract

Many countries engage in regional integration to benefit from the
economic advantages associated with it such as the liberalization of
goods, free factor movements, harmonization of that technological
standards, and cooperation in economic policies enhance efficiency and
foster economic development and global welfare. Tax harmonization
contributes to the efficiency and the ability of the member countries of a
regional bloc to attract the capital and investment without the harmful
effect of tax competition to grant more generous exemption and
incentives. One of the questions that has been raised in this context is the
extent to which the individual countries fiscal systems, comprising tax
structures, tax rates , treatment of foreign investment, etc, need to be
harmonized to enjoy the full benefits of regional integration. This paper
discusses this issue through the theory of tax harmonization and its
economic impacts on regional integration, and its practice by the
European Union. In a second phase, the paper analyzes the possibilities
and potential difficulties facing the Arab tax systems if they are to be
harmonized for the sake of increasing the chances of success of economic
integration.
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Long Memory Process of the Egyptian Stock Market
Returns

Maged Shawky Sourial”
Abstract

The paper attempts empirically to investigate market returns volatility
persistence in a distinct approach from previous researches on the Egyptian
Stock Market (ESM). This by testing for the presence of fractional dynamics,
i.e. long memory in ESM’s returns. The empirical investigation has been
conducted using two methodologies, namely: Fractional Integrated
Autoregressive  Moving Average (ARFIMA) and Fractional Integrated
GARCH (FIGARCH) models. Data used are Egypt’s International Finance
Corporation global (IFCG) index weekly returns during the period January
1996 till end of June 2001. Empirical results provided evidence that weekly
market returns exhibited long memory process. This might be due to slow
market’s adjustment to new information and the presence of non-synchronous
trading due to the large number of inactive stocks listed in the stock exchange.
Furthermore, maintaining the +/- 5% circuit breaker imposed in February 1997
might have failed to dampen the volatility in the market, resulting in extending
the impact of shocks on market volatility for longer period causing the slow
decay. The results imply that technically, in some cases, adopting a contrarian
trading rule might not be a profitable strategy, and fundamentally, using
ARMA process and/or asset pricing models in modeling ESM’s returns need to
be reconsidered due to the existence of fractional dynamics with long memory
features.
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