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Title: The Determinants of Real Exchange Rate in Egypt:
1991-2019

Abstract

This study empirically estimates the critical parameters of real
exchange rate in Egypt for the period 19912019-2014 by using
dynamic ordinary least squares (DOLS) approach of Stock and
Watson (1993). Time series properties of the processes that
generate the data be assessed to specify the order of integration
for each series to satisfy the conditions of applying the DOLS
procedure. The estimation results show that all variables have
their expected theoretical sign, which confirms the existence of a
significant and positive statistical relationship between the real
exchange rate in Egypt and each of the broad money supply M2
and the inflation rate. There is also a negative significant
relationship between the real exchange rate in Egypt and each of
the international reserves, foreign direct investment, and
remittances of workers abroad. On the other hand, there is a
negative, but insignificant, relationship between the real
exchange rate and the lending rate of interest.

Keywords: Nominal Exchange Rate, Real Exchange Rate,
Foreign Exchange Market, Foreign Exchange Systems,
International Reserves, Foreign Direct Investment, Inflation
Rate, DOLS Analysis, Egyptian Economy.
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Basgll Hda ,las) &3 () o8y Joas

ADF

Log(E) FirstL[(;\i/f? 3062557583720}J
Lo9M) | i it aoriie
LOUR) i it |2 o000
Log(F) FirstLS\i/f? 81213897705371a
Log(T) FirstL[(;\i/f? 40619:-;:-;32)774Erl
Lo9P) i pife | 2007575
Log(l) _ Leyel 0.288689
First Diff. -3.714619°

Notes: ADF-Dickey DA, Fuller WA., (1979) unit root test with
the Ho: Variables are | (1); a, b and c indicate significance at the
1%, 5% and 10% levels, respectively.

syl (s g ¢ 51 A55) (yo ALalSie il IS o ) o Lah Uik
da¥) dlish 4ujlg ABle clpsial) o3 dass ol 1Y Lee ladl o )

c i) Jalsall o) el @lly
Likelihood Adcad) caus c)las) =8l (0) a8y Jsang (£) ) Jsan cecasss
Trace of the Stochastic ) ,laal Lo sl (meilagal Ratio Tests
Maximum Eigenvalue Stochastic = 8yl olacl 2l jLasls Matrix
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ly ide Lol anie JBYI e asag ) onpladV) gzl iy (Matrix
LoV Al 4l ADle clyanal) o3 o i g ¢ calpiall

@, Trace of the Stochastic Matrix Y1 Lol mi (£) a8, Jsas

Ol gal

ey Eigemalie g tie 0% G prop
None*  0.919565 213.0691 125.6154  0.0000
Atmost1*  0.754255  139.9803 95.75366  0.0000
Atmost2*  0.722974  99.27996 69.81889  0.0000
Atmost3*  0.590654  62.05424 4785613  0.0014
Atmost4* 0530440 36.15163 29.79707  0.0081
Atmost5  0.380268  14.22881 15.49471  0.0769
Atmost6  0.012106 0.353227 3.841466  0.5523

Trace test indicates 5 cointegrating eqn(s) at the 0.05 level
* denotes rejection of the hypothesis at the 0.05 level
**MacKinnon-Haug-Michelis (1999) p-values

Maximal Eigenvalue of the suedl ebaall aidll jladl il () o) Jeas
cwalagl dg Stochastic Matrix

Hypothesized — _. Max- 0.05
No. of CE(s)  igenvalue Eigen  Critical  Prob.**
. Statistic Value

None * 0.919565  73.08881  46.23142 0.0000
Atmost 1 * 0.754255  40.70036  40.07757 0.0425
At most 2 * 0.722974  37.22572  33.87687 0.0192

At most 3 0.590654  25.90261  27.58434 0.0808
At most 4 * 0.530440 21.92283  21.13162 0.0386
At most 5 0.380268  13.87558  14.26460 0.0575
At most 6 0.012106  0.353227  3.841466 0.5523

Max-eigenvalue test indicates 3 cointegrating egn(s) at the 0.05
level
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* denotes rejection of the hypothesis at the 0.05 level
**MacKinnon-Haug-Michelis (1999) p-values

& s K Vi (bl o3a o dasi diide JalS5 ABle @llia o Ly
.(DOLS) aSuluall el (grrall clasyall daijhay spadi 2 r3gai §)5ea

(R?=99.9) z3saill dyyesitll 553l ¢ L))
Log(E) =—18.15+2.58 Log(M) - 0.63 Log(R) — 0.20 ,Log(F) — 0.59 §, Log(T)
+1.21 Log(P) + 0.54 B, Log(I) + &

X g dabgiall Ll L)la) L) cbusial) gas o paial) il el
s (b ball Cpall Jane (g dongag dgine Lilias] Ao G2 ABDLe 39ag
Ligine e 255 LS Lol Jasey M2 puddsl) olinay 50ll (aje (e IS5
Dl ddsall cbbalaa¥l e ISy jean (8 il Capall Jae (g Al
Al Al s (Al dnbi o . lall cplalall @Blgas ¢ bl iaY)
LoahY) e 58 Jaeay aitall Coyeall Jaee Cpn Augine e oSl
LSl Lalal) (grrall Cilasyall A2yl aladinly z3gaill a8 :(T) a8y Jsaa
(Y V4= ‘\‘\\)

Variable Coefficient
C -20.652
LOG(M) 2.58°
LOG(R) -0.63"
LOG(F) -0.20°
LOG(T) -0.59P
LOG(P) 1.242
LOG(I) , 0.54
R?=99.9

Galall (Y=p) a8y Joda 1 sl
canpll e o o 1) xie Lgiall gouwe ) pinb ca
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Ayl 58 (DA kAl
Bdl) P g isaill Blglly sakally tedl) Al cipall Jira (6) o) JS

o . | :
=Soa A A
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92 94 96 98 00 16 18

Residual Actual

Fitted \

Ciluagilly mlially Aadad) -4
e ¥ Cipeal) Jare cladad dapall iladeall 508 Al 038 b o
4aalnall dulall (gyreall Clanyall dayla aladiul Y414-949) sl Dla
Stock and (ysuilgy <lsid Dynamic Ordinary Least Squares (DOLS)
Lalaid¥) il dpiejll Jedladl pailad s 2us .\Watson (1993)
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lasyall danpla 3aded Jagpd elafia Alade JSI JalSal) 45 aaatl daddiead)
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2019-1991 354l P& yas AalaiBY) cfpiall (e 23 (Y —p) ad) Joia

T

Poslag 14 21 (48187 Jan
SHEERIEESE RS RCIR LIRS E
PO T Q 5 5 o= -z 3
U e
22.93 23.73 0.108 0.007 0.17 87.52 0.14 3.14 1449
26.06 19.48 0.146 0.011 0.28 84.54 0.30 3.32 149y
29.21 19.85 0.122 0.011 0.30 | 85.81 0.39 3.35 199y
31.59 20.63 0.071 0.024 0.28 | 84.63 0.45 3.39 149¢
36.56 | 20.15 0.054 0.010 0.28 | 79.79 0.57 3.39 1940
39.19 18.13 0.046 0.009 0.27 78.64 0.61 3.39 1994
41.00 17.56 0.047 0.011 0.25 75.15 0.64 3.39 149y
42.59 21.50 0.040 0.013 0.22 77.03 0.66 3.39 Y49A
43.90 | 21.62 0.036 0.012 0.17 76.04 0.67 3.40 14949
45.08 19.55 0.029 0.012 0.14 76.74 0.68 3.47 Yoo
46.10 | 18.26 0.030 0.005 0.14 | 82.38 0.81 3.97 Yoo
47.36 | 18.00 0.034 0.008 0.17 87.84 0.95 4.50 Yoo
49.50 | 16.89 0.037 0.003 0.18 | 96.68 1.23 5.85 Yooy
55.08 | 16.94 0.042 0.016 0.19 | 96.68 1.37 6.20 Yoot
57.76 17.98 0.056 0.060 0.24 97.14 1.32 5.78 Yoo
62.17 18.73 0.050 0.093 0.24 | 97.39 1.35 5.73 Yoon
67.97 20.85 0.059 0.089 0.25 | 96.21 1.39 5.64 Yooy
80.42 22.39 0.053 0.058 0.21 | 88.40 1.49 5.43 YA
89.88 | 19.19 0.038 0.035 0.18 | 83.16 1.62 5.54 Y.ouq
100.00 | 19.50 0.057 0.029 0.17 80.75 1.73 5.62 [N
110.06 17.10 0.061 0.000 0.08 | 75.79 1.85 5.93 Yoy
117.89 16.03 0.069 0.004 0.06 | 69.72 191 6.06 Yoyy
129.06 14.21 0.062 0.015 0.06 74.61 212 6.87 Yoy
142.05 | 13.64 0.064 0.015 0.05 | 75.44 2.23 7.08 Yoy
156.78 14.29 0.056 0.021 0.05 77.99 241 7.69 Yoyt
178.44 15.04 0.056 0.024 0.07 98.14 2.79 10.03 YOy
231.09 15.27 0.105 0.031 0.15 | 92.30 3.60 17.78 YOVA
264.38 16.66 0.102 0.033 0.17 81.77 3.71 17.77 Y.oq

Source: Calculated from: World Bank, World Bank Indicator,
http://data.worldbank.org/indicator/
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Latlal) (guall cilagyal) Ay aladialy J)asi¥) s il (Y—a ) o) Jgta
(DOLS) sSuabipall

Dependent Variable: LOG(E)
Method: Dynamic Least Squares (DOLS)
Date: 05/14/21 Time: 14:39
Sample (adjusted): 1991 2018
Included observations: 28 after adjustments
Cointegrating equation deterministics: C

Fixed leads and lags specification (lead=1, lag=1)
Long-run variance estimate (Bartlett kernel, Newey-West fixed bandwidth =

4.0000)

Variable Coefficient Std. Error t-Statistic Prob.
LOG(M) 2.582163 0.499591 5.168554 0.0141
LOG(R) -0.633417 0.175254 -3.614291 0.0364
LOG(F) -0.202409 0.029956 -6.756934 0.0066
LOG(T) -0.589003 0.142693 -4.127754 0.0258
LOG(P) 1.241745 0.093343 13.30304 0.0009
LOG(I) 0.542901 0.297687 1.823733 0.1657
C -20.65107 3.196296 -6.460936 0.0075
R-squared 0.999342 Mean dependent var 1.392110
Adjusted R-squared 0.994081 S.D.dependentvar 0.937126
S.E. of regression 0.072099 Sum squared resid 0.015595

Long-run variance 0.001097
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