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The impact of monetary policies tightening in developed countries on the

external sector of Arab countries

Abstract:

This study aims to assess the impact of monetary policy tightening in developed countries on
Arab economies’ external sector. The study focuses on recent monetary tightening in the US
and Europe, and the results show that this impact goes through two stages. During the first
stage, which lasts approximately two years, the main indicators of the external sector remain
relatively stable. On the other hand, raising interest rates in developed countries leads to tighter
monetary conditions in Arab economies, constraining economic activity and decreasing GDP.
During the second stage, the decline in external demand resulting from the FED and the ECB
tightening leads to a decline in Arab countries' exports. In parallel, the relative improvement in
monetary conditions in Arab economies compared to the first stage, despite enhancing
economic growth, contributes to a real exchange rate depreciation via lowering investment
returns and, consequently, foreign investment flows.

Keywords: Cross-border spillovers of monetary policy, local projection, Arab economies.

JEL Classification: C35, E5, I'4.
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