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Abstract

Exchange rate and its relationship with foreign
investments in Egypt

The study empirically investigates the effect of Egypt’s nominal exchange rate
on capital flows (whether direct or indirect investments) in Egypt over the
period 1991-2017. In addition, the study examines the impact the nominal
exchange rate exerts on the different forms of capital flows.

The findings from the multiple regression analysis reveal that the nominal
exchange rate has a statistically significant negative impact on foreign direct
investments to Egypt.  The analysis shows that the determinants of trade
openness and per capital GDP are the most significant factors. Also, the study
concludes that the most predominant pattern of direct investments in Egypt are
those of natural resources seeking (in the oil sector). The study finds that the
decline in the nominal exchange rate is not in favor of foreign investment that
produces for the domestic market. The study highlights the importance of
establishing a detailed data base that reveals the distribution of direct
investments between export or domestic oriented projects.

As regards foreign indirect investments, the empirical analysis shows the
impacts exerted of the nominal exchange rate, and other determinants i.e trade
openness, stock earnings, international foreign exchange reserves, economic
stability and certainty, on the Egyptian Exchange index EGX30 and foreign
transactions in the exchange market. The results show there is a negative
relationship between the developments of the nominal exchange rate (pound)
and the Egyptian Exchange Index EGX30.

The implications for authorities resulting from the findings include, a monetary
policy that mitigates the Egypt’s exchange rate changes on costs, prices and
growth in an effort to attenuate the adverse subduing effects it has on capital
flows in Egypt. Further broadening of financial instruments and derivatives for
investors to hedge against exchange rate volatility is impertive. In addition,
deep economic reforms at the real sector are advised to encourage savings and
private investment. A priority is given to the integration of both the trade and
monetary policy to avoid the destabilizing effects of trade shocks on the
exchange rate.
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