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Abstract

The purpose of this study is to investigate a number of issues relating
to inflation in general, and to inflation targeting in particular. More
specifically, the study attempted to achieve the following objectives:

1. Upgrading knowledge concerning the causes of inflation in the
light of recent theoretical and empirical writings, and throwing
fresh light on the rclations between inflation on the one hand, and
output growth and employment on the other hand .This will help in
formulating some hypotheses regarding inflation determinants and
the inflation — output or employment trade-off in Egypt.

2. Examining the reasons of dissatisfaction with the main anchors for
monetary policy which have cventually led to the adoption of
inflation targeting in a growing number of developed and
developing countries. The study specified the prerequisites for
successful operation of inflation targeting, and attempted to explore
the chances of satisfying those prerequisites in Egypt.

3. Exploring alternative measurcs of inflation, with a view to
identifying the best measure that could be used in the context of
inflation targeting. Having selected the Consumer Price Index
(CPI) as the best measure, the study examined some aspects of
compiling the CPI in Egypt and specificd a number of problems
which need to be tackled in order to enhance the CPl's ability to
accurately depict changes in the general level of prices. Moreover,
an attempt was made to assess the sensitivity of the CPI to changes
in the weights of its components, and to verify whether the
incidence of inflation is constant or variable across expenditure
brackets.

4. Suggesting a framework for forccasting inflation in Egypt, as such
a framework is an essential clement for the operation of inflation
targeting. Both formal and informal forecasting techniques are
explored. An empirical test of three formal models is carried out,
using Egyptian data for the period 1992-2006, together with a
presentation of the main informal techniques that could be used for
forecasting inflation. A combination of formal and informal
techniques is recommended, as such a procedure is likely to
minimize forecasting errors.
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