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Abstract

The study applies the Vector Autoregressive (VAR) model
onto monthly data, covering the period starting from January
2011 to December 2021, to investigate the impact of
macroeconomic, monetary (i.e., interest rate), financial (i.e. stock
prices), shocks on the banking non-performing loans (NPL) ratio
in Egypt. Employed macroeconomic variables include real GDP
(RGDP), consumer prices index (CPI), and the real effective
exchange rate (REER). The joint null hypothesis of no-Granger
causality has to be rejected for NPL ratio and CPI inflation rate.
The orthogonalized cumulative impulse response functions
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(IRFs) with Cholesky decomposition over three years is
employed. According to IRFs, the NPL ratio significantly rises
during the period in response to a 1% positive shock in NPL
itself. Moreover, an unexpected positive shock of 1% in RGDP
growth rate and CPI inflation result in a decrease in the NPL
ratio at varying magnitudes and months. The impact of RGDP
shocks is high compared to CPI inflation implying that the NPL
are found to have countercyclical behaviour. In contrast, the NPL
ratio increases at varying magnitudes and months in response to
an unexpected positive shock of 1% in overnight interbank
lending rate and the REER whereas stock prices do not affect the
NPL ratio according to IRFs. Variance decomposition results
reveal that variations of employed variables could be largely
attributed to innovations in the variable experiencing the
innovation and RGDP shocks reveal 21.6% of the variations in
the NPL ratio. Thus, there is a necessity to adopt countercyclical
fiscal and monetary policies in Egypt.

Key Words: Monetary Policy Shocks, Stock Market shocks,
Macroeconomic Shocks, Banking non-performing loans, VAR
Model.

JEL classification codes: C01; C32; EOO
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