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Abstract:

This study aims to analyze the Egyptian stock market's response
to exchange rate changes during the period from 2016 to 2024.
The analysis utilized daily data on the Egyptian pound exchange
rate against the US dollar, net portfolio investments in the
Egyptian Stock Exchange, and the closing values of the main
stock index EGX30, from March 1, 2015, to July 2, 2024, with a
total of 2,241 observations. The Granger Causality Test was
applied to determine the direction of the relationship between the
exchange rate and the EGX30 index values. Additionally, an
event study was conducted to assess the impact of four
devaluation events (November 3, 2016, March 21, 2022, October
27, 2022, and March 6, 2024) on the EGX30 index during the
mentioned period. Furthermore, a multiple regression analysis
using the Ordinary Least Squares (OLS) method was performed
to determine the effect of exchange rate changes and net portfolio
investments on the EGX30 index. The results showed that
exchange rate changes cause changes in stock prices and values
of EGX30, supporting the traditional approach. Taking into
consideration that the strength of the causal relationship increases
with the magnitude of the exchange rate reduction. Exchange rate
reductions resulted in instant (weekly) gains in the index value in
all devaluation events; however, the subsequent (monthly)
response was varied. Devaluations supported by the International
Money Fund (IMF) had a more significant and strong explanatory
power compared to those not supported by IMF. The study
recommends that Egyptian economic policymakers should
impose capital controls on short-term flows "hot money" due to
their significant effect on the exchange rate. It also suggests
reducing reliance on debt and hot money in financing domestic
development programs and selecting the appropriate timing and
magnitude for devaluation. Additionally, it advises stock market
investors to choose the suitable time for entering and exiting the
market and to hedge against exchange rate volatility.
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Keywords: Exchange Rate, Stock Prices, Net Portfolio
Investments, Stock Market Index, Traditional Approach,
Portfolio Approach, Event Study, Hot Money, Devaluation.
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