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The Impact of Inflation on Financial Sector Performance
in Euro-Mediterranean Countries

Magdy A. El-Shourbagui

Abstract

The purpose of this paper was to measure the impact of inflation on financial sector performance in six Euro-Mediterranean
countries during the period 1988-2003 using fixed effects panel data models with country and time specific fixed effects. Overall, the
results indicate, first, that there is a significant and negative impact of inflation on both banking sector development and stock market
performance, and second, that there is a strong negative impact of inflation on financial sector performance if inflation rate is above
the threshold rate of inflation which is estimated at roughly 8 %. The policy implication is that inflation hurts financial sector
performance once it exceeds this threshold.

* Mailing Address: Dr. Magdy A. El-Shourbagui, Department of Economics, Misr University for Science and Technology, 6™ of October City, Al-
Motamayez District, Egypt. Tel: (202) 202-2623. Fax: (202) 835-4699. E-mail: mshourbagui@yahoo.com.
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