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The impact of public external debt on economic growth:
Anempirical study on the Egyptian economy
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Abstract

The study aims to determine the
effects of public external debt on the e-
conomic growth of Egypt both in the s-
hort run and the long run.

We specify a growth equation ba-
sed on the standard neoclassical growth
model that we extend by adding public
external debt and some control variab-
les based on the time series data cover-
ing the period 1990 — 2013.

The Engel and Granger (1987) ec-
onometric techniques are employed in
the empirical analysis in order to reg-
ress an error correction model (ECM)
which allows estimating the short and
longrun consequences of debt on the E-
gyptian economic growth.

Studyresults show that the levels
of public external debt in this country
are growth damaging. a one percentage
point increase in the ratio of public ex-
ternal debt reduced the annual growth
rate by 0.26 in the long run, and by 0.12
—0.20 in the short run.

On the other hand, the study was
aimed to examine the “crowding out ef-
fect” hypothesis associated with debt.

The results confirmed that incr-
easing in the burdens of external debt
can has adverse effects on the compos-
ition of public spending by crowding o-
ut the amount of resources available for
infrastructure and human capital, with
negative effects on growth.

In addition, by raising the budget
deficit, these payments reduce public
savings, which in turn, may either raise
interest rates or crowd out credit avail-
able for private investment.

In order to avoid the negative eff-
ects of external debt, Egypt will need a
range of measures and policies that re-
duce the fiscal deficit.

Far from distortionary measures,
we must improve the business climate
and achieve a favorable environment to
attract foreign direct investment and
encourage domestic savings as well as
institutional reforms to ensure transpa-
rency and working to reduce corrupti-
on.
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COINTEGRATING EQUATION: DEPENDENT VARIABLE : Log(GDP,),

(1) @) ©)

Coefficient t-Statistic Coefficient t-Statistic Coefficient t-Statistic
c 3.10 (2.67)** 5.92 (4.74)* 4.43 (4.06)*
Log(Inv), 0.623 8.39* 0.327 (3.31)* -— -—
Log(Invpuy), — — — — 0.078 (1.87)%**
Log(Invyri), — -— -— -— 0.152 (2.18)**
Log(Sec), 0.461 (4.40)* 0.398 (3.05) * 0.441 6.57*
Log(Pg): -0.188 (-2.72)%* -0.125 (-3.28)* -0.102 (-2.62)**
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R? 0.85 0.98 0.98
D.W 1.03 2.49 2.21
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