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I. Introduction:

There is no doubt that unemployment and inflation are severe
problems facing the economy, in fact economic literature took a
while to understand and decide how to deal with them, and most
importantly investigated if there was a certain relation between
both of them. Some believed that there was a trade-off between
the two that policymakers could exploit. In other words, a lower
unemployment rate could be reached by tolerating a higher rate of
inflation. Others argued that there is no such a trade-off. In either
way, inflation and unemployment caught a lot of attention since
they are chronic problems that face a lot of countries.

Different countries all over the world have been passing
through these cases, as the United States have been through the
trade-off relationship between inflation and unemployment,
adding to that its stagflation crisis in the 1970s. Europe went
through stagnation and high unemployment rates; finally inflation
was so profound by the fluctuations in oil prices. All of these
experiences will be exhibited thoroughly in addition to the South
Korean experience with inflation targeting versus employment
targeting and finally an econometric study will be used to analyze
the type of relationship between inflation and unemployment.

Il1. Statement of the problem :

To follow the economic development of Egypt since the
nineteenth, three economic variables are definitely needed, the
first is the unemployment rate, the second is the inflation rate, and
finally the percentage of growth of GDP.
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1) unemployment rate:

The unemployed is without work, currently available for
work and seeking work, the unemployment rate through the
period (1990-2008) has increased from 8.6% in 1990 to 11.3% in
1995, after which it began to decline in 2000 to reach 9%, then
fluctuating from 11.2%in 2005 and 8.7% in 2008.

To identify the unemployment directions in Egypt and
disagreements between the urban and countryside, we will find
that unemployment levels grew for each men and women from
1984 to 1995. For women, it grew until it reached 24 %, then it
swung between decrease and rise in the following years until it
reached to its maximum 25 % and went back once again to reach
19.5% approximately in 2008. As for the male, the highest level
of unemployment reached 8 % in 2003 and ranged between (5 -
8%) during the period (1997- 2008). Generally, the
unemployment level is high continuously for women than men
and this apply on the urban and countryside during the period
(1984- 2008).

2) Inflation rate:

Egypt witnessed high levels of inflation in the early 1990s,
reaching its peak in 1991 to 19.7%, but sooner with the
application of the Economic reform and structural adjustment
program “ ERSAP” , it began to decline from 15.7% in 1995 to
2.7% in 2000, after which it started to increase again with the
successive devaluations of the Egyptian pound. A further increase
in inflation was witnessed following the depreciation of the pound
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accompanying its announced floatation in January 2003, resulting
in a depreciation of its value exceeding 30 percent. These
inflationary pressures were driven by the increase in import prices
as well as the negative expectations regarding the stability of the
pound. However, maintenance of explicit and implicit subsidies
on several items mitigated the pass-through effect of the exchange
rate.

Inflation was again brought under control due to significant
reforms in the foreign exchange market which restored stability to
this market and stopped speculative transactions in foreign
currency. The Egyptian pound started appreciating. The
inflationary pressures due to the pass-through effect of earlier
depreciations of the currency were relieved.

Inflationary pressures started to build up again reaching 18.3%
in 2008 due to external factors associated with raising world
prices of imports, the negative impact of the avian flu outbreak on
domestic food prices and the probable "heating" up of the
economy due to increasing GDP growth rates.

In 2009, Inflation was moderated as a result of the decrease in the
share of the group of food and beverages. This group, which
represents 43.9 percent of the general index, accounted for 5.7
percentage points of the headline inflation, against 12.1 points a
year earlier.

3) Gross domestic product:

The annual growth rate of GDP has increased from 5.7% in
1990 to 5% in 1996, maintaining the same average till 2000, yet
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after that it declined to reach 3.2% in 2003 to reach finally its
peak in 2008 at a percentage of 7.2%.

During the first half of the 1990s, the Central Bank of Egypt
(CBE) adopted a tight monetary policy coupled with sterilization
measures to neutralize the expansionary impact of capital inflows.
This resulted in rapid accumulation of foreign exchange reserves
early in the stabilization program and reduced inflation
expectations. While the program was successful in reducing both
internal and external imbalances, its impact on economic growth
in the early 1990s has been disappointing, as it could not raise the
average growth rate back to the pre- ERSAP levels. After the
sharp decline of the growth rate in 1990/91, following the
stabilization effort, the reform program managed to reduce
macroeconomic imbalances and to establish conditions for
sustainable growth.

Starting 1997/98, the Egyptian economy suffered from the
combined effect of three external shocks: the emerging
economies' crises, the Luxor incident and the sharp decline in oil
prices in 1998. These external factors put negative pressure on the
current account in the balance of payments, further aggravated by
external capital outflows. The situation was worsened by the
global economic fallout from the September 11 attacks in 2001,
and further by the war on Irag, the consequent uncertain political
conditions in the region and the sluggish global environment,
reflected on the growth rate of GDP which started to decline in
1998/99, and continued its downward trend until 2001/02 and
further in 2002/03. Economic activity was constrained by a
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