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Abstract

The current research aims to estimate the impact of monetary policy
shocks on the dynamics of the exchange rate in Egypt during the period (1990
2023), using the Vector Error Correction Model (VECM) methodology to
analyze the long-term relationships between economic variables. The
independent variables include the money supply (M2), interest rate (IR),
inflation rate (INF), and gross domestic product (GDP), while the dependent
variable is the exchange rate (EX).

The study's findings highlight a long-term equilibrium relationship
between monetary policy shocks and the exchange rate, with money supply and

interest rates exerting a negative impact on the exchange rate. Causality tests
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and impulse response analysis reveal that monetary shocks influence the
exchange rate but not vice versa. Variance decomposition results indicate that
short-term fluctuations in the exchange rate are primarily attributed to its own
shocks, whereas, in the long term, monetary policy accounts for 33% of these
fluctuations.

The research recommends the necessity of integration between
monetary and fiscal policies to achieve comprehensive economic stability.
Monetary interventions should aim at controlling inflation and interest rates,
while fiscal measures should ensure market equilibrium and mitigate factors
negatively influencing the exchange rate.

Keywords: Monetary Policy Shocks — Exchange Rate Dynamics — Egypt —
VECM.
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4aall) ddpdd) el G pual) jra yiie dgladad Jga (V) ad) Jgaa
Period] LNEX | LNM2 | LNIR | LNGDP | LNINF
1 | 0141765 | 0.000000 | 0.000000 | 0.000000 | 0.000000
(0.01745) | (0.00000) | (0.00000) | (0.00000) | (0.00000)
2 | 0148854 | -0.0419 | 0.097594 | 0.008333 | 0.001829
(0.03132) | (0.02551) | (0.02428) | (0.01863) | (0.01570)
3 | 0154488 | -0.07965 | 0.103858 | -0.02074 | -0.01356
(0.04442) | (0.03940) | (0.03310) | (0.02895) | (0.02967)
4 | 0148490 | -0.09569 | 0.091991 | -0.03572 | -0.02747
(0.05692) | (0.05044) | (0.04068) | (0.03699) | (0.04101)
5 | 0137936 | -0.09637 | 0.076499 | -0.03924 | -0.03689
(0.06725) | (0.05695) | (0.04667) | (0.04109) | (0.04735)
6 | 0127472 | -0.0891 | 0.063197 | -0.03669 | -0.04174
(0.07497) | (0.05947) | (0.05070) | (0.04202) | (0.04900)
7 | 0119015 | -0.07938 | 0.053985 | -0.03206 | -0.04307
(0.08021) | (0.05915) | (0.05267) | (0.04103) | (0.04747)
8 | 0112800 | -0.07037 | 0.048628 | -0.02759 | -0.04219
(0.08350) | (0.05713) | (0.05294) | (0.03915) | (0.04448)
9 | 0108291 | -0.06338 | 0.046006 | -0.02422 | -0.04022
(0.08545) | (0.05438) | (0.05217) | (0.03704) | (0.04141)

10 | 0.104775 | -0.0585 | 0.044889 | -0.02206 | -0.03794
(0.08666) | (0.05162) | (0.05101) | (0.03505) | (0.03901)
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s Al Al Cladia O ASpeball A Gandl (SEN ol a¥l Gl Lag
Laal aa yig bl Cliga Jadad anaiind 3 28 ((V494-Y 0 YY) 55l DA jeae 6 oyl
dadll s b zasadl) S parie e are JS dlens] (ses A udill 308 aaas ) sl Vs
&b sl Ay e aana juaie B (Shock) Aalie desa e aald) el 5 8 ) dile)
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Period | S.E. LNEX [ LNM2 [ LNIR [ LNGDP | LNINF
) 0.141765 | 100.0000 | 0.000000 | 0.000000 | 0.000000 | 0.000000
Y 0.231533 | 78.82232 | 3.274558 | 17.76734 | 0.129540 | 0.006242
"\ | 0556396 | 59.23402 | 18.16383 | 16.14945 | 2.570562 | 3.882142
'Y | 0570601 | 59.30686 | 18.13634 | 15.94295 | 2.569327 | 4.044515
Y\ | 0.653994 | 50.49066 | 18.09589 | 15.07815 | 2.614517 | 4.720792
Yv | 0.659671 | 59.49752 | 18.09639 | 15.02933 | 2.617978 | 4.758777
¥\ | 0693584 | 59.53704 | 18.09708 | 14.76363 | 2.636515 | 4.965743
¥Y | 0695988 | 59.53959 | 18.09714 | 14.74627 | 2.637737 | 4.979259
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