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Table (4-6): The effect of Real interest rate on Exchange rate:
Econometric results

Dependent variable: Exchange rate
Method: Least Squares with Breaks (White robust standard errors)
Break type: Bai-Perron tests of L+1 vs. L sequentially determined breaks.

Breaks: 1988, 2016

Unstandardized Standardized Elasticity

Variable Std. Error  t-Statistic Prob.

Coefficient Coefficient at Means

Breaking Variables

1976 — 1987 (12 Obs.)

Real interest rate -0.1899 -0.1253 0.1283 -1.4800 0.148 -0.0095
Constant 14.285 1.2102 2.5263 5.6543 0.000*** 0.6996
1988 — 2015 (28 Obs.)
Real interest rate -0.3020 -0.3020 0.1267 -2.3836 0.023** -0.1393
Constant 17.573 17.573 3.0217 5.8155 0.000*** 2.0082
2016 — 2022 (7 Obs.)
Real interest rate -0.7911 -0.7911 0.3274 -2.4161 0.021** -0.0239
Constant 29.192 29.192 3.0693 9.5108 0.000*** 0.8339
Non-Breaking Variables
External balance 0.1391 0.1391 0.0624 2.2303 0.032** -0.2164
FDI, net inflow 0.1030 0.1029 0.0639 1.6121 0.116 0.0468
Inflation, GDP deflator -0.2275 -0.2275 0.1196 -1.9027 0.065* -0.4858
GDP per capita growth -0.1713 -0.1713 0.0631 -2.7146 0.010** -0.0971
GFCF -0.1327 -0.1327 0.0775 -1.7117 0.096* -0.5499
Industrial value added -0.3531 -0.3531 0.1505 -2.3458 0.025** -1.0667
R-squared 97.3% Akaike info criterion 3.01809
Adjusted R-squared 96.4% Schwarz criterion 3.49047
DW stat. 1.5985 Hannan-Quinn criterion 3.19585
Fisher test (F-stat.) [114.109]*** Log likelihood -58.9252

Note: - *** ** * jndicate significance at 1%, 5% and 10% respectively.

- Selection: Trimming 0.15, Max. breaks 5, Sig. level 0.05
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Table (4-7): The effect of Exchange rate on Real interest rate:
Econometric results

Dependent variable: Real interest rate

Method: Least Squares with Breaks (White robust standard errors)
Break type: Bai-Perron tests of L+1 vs. L sequentially determined breaks.
Breaks: 1994, 2002, 2010

. Unstandardized Standardized - Elasticity
Variable Coefficient Coefficient Std. Error  t-Statistic ~ Prob. at Means

Breaking Variables

1976 — 1993 (18 Obs.)

Exchange rate 2.7919 0.4311 0.3250 8.5906 0.000*** 0.4296
Constant -40.982 -3.7412 4.1912 -9.7781 0.000***  -55632
1994 — 2001 (8 Obs.)
Exchange rate 4.1901 1.0290 0.9315 4.4984 0.000*** 0.8780
Constant -47.848 -3.3769 6.2022 -7.7147 0.000***  -2.8868
2002 — 2009 (8 Obs.)
Exchange rate 0.0540 0.0214 0.3357 0.1608 0.873 0.0182
Constant -32.260 -2.2768 4.7630 -6.7731 0.000***  -1.9463
2010 — 2022 (13 Obs.)
Exchange rate 0.7890 0.8756 0.0667 11.832 0.000*** 0.9054
Constant -38.557 -3.2389 3.6405 -10.591 0.000***  -3.7801
Non-Breaking Variables
External balance 0.0797 0.0569 0.0620 1.2850 0.208 -0.2292
FDI, net inflow 0.0098 0.0037 0.0668 0.1464 0.885 0.0082
Inflation, GDP deflator -0.8886 -1.0368 0.0562 -15.824 0.000***  -3.5063
M2 to total reserves 0.2352 0.1007 0.0803 2.9297 0.006*** 0.2465
GDP per capita growth 0.1961 0.2168 0.0806 2.4339 0.021** 1.5023
GFCF 0.4835 0.1430 0.1463 3.3048 0.002*** 2.6986
Industrial value added 16.300 0.9345 1.9688 8.2793 0.000*** 12.928
Population growth -0.2348 -0.2186 0.0646 -3.6346 0.001***  -0.7024
R-squared 98.1% Akaike info criterion 2.90821
Adjusted R-squared 97.2% Schwarz criterion 3.53804
DW stat. 1.8833 Hannan-Quinn criterion 3.14522
Fisher test (F-stat.) [105.84]*** Log likelihood -52.3428

Note: - *** ** * jndicate significance at 1%, 5% and 10% respectively.
- Selection: Trimming 0.15, Max. breaks 5, Sig. level 0.05
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Table (4-8): Pairwise Granger Causality tests (Lags: 2)

(1976-  (1980-  (1985-  (1990-  (1995-  (2000-  (2005-  (2010-  (2015-
Periods 2022)  2022)  2022)  2022)  2022) 2022) 2022)  2022)  2022)

450bs. 410bs. 360bs. 310bs. 260bs. 210bs. 160Obs. 110Obs. 6 Obs.

Real interest rate does
not Granger Cause  0.9462 0.8765 15984 1.6262 15515 2.0750 3.9092° 3.5798° 8.2749
Exchange rate

Exchange rate does
not Granger Cause  1.1159  1.7475 15440 1.7087 1.2384 1.2193 2.9822° 1.6674 49.520
Interest rate

Note: a, b, c indicate significance at 1%, 5% and 10% respectively.
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as Cua dnadl ol 1a3l (VAR) Vector Autoregressive Model (&1 lassy)
sl Granger 44k Jis) (S e (Granger, 1988) s (Engle-Granger, 1987)

Ul (4-9) Jsasll sy S HlaaiV) daie 7z gad (A Al Loy

Table (4-9): VAR Granger Causality/Block Exogeneity

Wald Tests (Lags: 2)

(1976-  (1980-  (1985-  (1990-  (1995-  (2000-  (2005-  (2010-
Periods 2022)  2022)  2022)  2022)  2022)  2022)  2022)  2022)
450bs. 410bs. 360bs. 310bs. 260bs. 210bs. 160bs. 12 Obs.
Real interest rate = Exchange rate  0.2974  0.2798 2.1063 3.9588 2.6572 8.3746° 12.535% 4.8253"
-2 Real interest rate Exchange rate 2.0173  3.3892 5.9710° 5.2831° 4.7296° 5.0362° 1.1951  1.4843

Note: a, b, ¢ indicate significance at 1%, 5% and 10% respectively.
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10% ¢5% dilnn) LY 5 siss 2ie I3

)y ) el Gigeall e (e 4ad oladY) Aplal L A 2sas e

vie @lliy ((2022-1995) «(2022-1990) «(2022-1985) il & sl
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Gogeall a3l e e 4nE coladV) dalal dpas A8e 25ay o
5l ) Alayls 106 AV s siaa e il ¢(2022-2005) 55 I ans )
50 Y3 (5 sinsa e 135 ((2022-2010)
Toda-Yamamoto - 4xll Granger ki) (3/3/2/4)

Toda & Yamamoto (1995) & i 4l sadsill Granger Jlbisl JSUia Tkas
bl f )l el Al A gall VAR 8 allay Unpes oS3 alaiaSU e ¢l sl
dallae o8 s LAY ehal o Cua ((@lie g2 msi b ) Jaall Wald sbas
lea il LS Granger daww )iay Aasdl Wald sbas) cuiaty s & pidal) JalKill ailad
Jalaty 3l 5) Granger = suléil) ) HLadly das jall JSLEWl Toda & Yamamoto
Ja) aladiiul o513 agde 5 (Rl Jla) U Qo) G @ jidall JalSill g o sSid) aae
ASle e ol s WAR z sl Glalea e dpbadll o gl LidV ddaxall Wald sbas)
chi-square aal) x5l & ¥ Jaeall Wald sbas) jLas) dibas) b ((zaY) 5 5)
.(Toda and Yamamoto, 1995) aaall dua 8 cas

Toda and la) plasiul e 3 aal (& Zapata & Rambaldi (1997) - Gay
Al s VAR zisa Ul & Granger 4w il ¢l o) 45 s Yamamoto
Jisad Sin ) yifall JalSill agay A Aliaial) sl priall LN ol JLEAY) o) sa) )
O yrdall aes (3585 Ol ) glisg ¥ 4l LS ECM Uadld) s 23 503 ) VAR zdsa
Al L) Jasy zeasy 43l Can 6 sY) 6,0 Sl (5 siuall die o) gu A1 Ll e AL
pre ol & jide JalSi dla (IS ¢l gy 1(2) i 5l (1) s 1(0) ie clS @l jpaiall o su
il cpilalaall (8 00all VAR z3 500 (i jmn s 335

P P+m P P+m
Yt:a+2' (Zth_i+z' a’JYt_j+Z ﬂ]Xt_]-i_z ﬁth_j+u1t (3)
i=1 i=p+1 Jj=1 j=p+1

P P+m P P+M
Xt:.g'*'Z, <Pth—i+Z. (Pth—i‘l'Z. 61'Xt—i+z, 8 Xe—j +uze (4)
=1 i=p+1 =1 i=P+1
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Table (4-10): Toda-Yamamoto Causality (Lags: 2)

(1976-  (1980-  (1985-  (1990-  (1995-  (2000-  (2005-
Periods 2022)  2022)  2022)  2022)  2022)  2022)  2022)

450bs. 410bs. 360bs. 310bs. 260bs. 210bs. 16 Obs.

Real interest rate = Exchange rate  0.0996  0.0583  2.1341 3.4608 1.6414 5.8989° 6.7533"

- Real interest rate Exchange rate 1.3379  2.3668 2.4668 3.6706 2.2574 0.6316 0.6705

Note: a, b, c indicate significance at 1%, 5% and 10% respectively
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Abstract:

This study aimed to study the reciprocal relationship between the interest rate
and the exchange rate in the Egyptian economy. It presented the theoretical
relationship between the interest rate and the exchange rate. It also dealt with an
analytical presentation of the interest rate and the exchange rate in the Egyptian
economy. It also aimed to study the reciprocal impact between the interest rate
and the exchange rate in the Egyptian economy. In order to specify this, the study
was based on several hypotheses, which are that there is a negative relationship
between the interest rate and the exchange rate in the economy, and there is a
positive relationship between the interest rate and the exchange rate, and there is
also a causal relationship between the interest rate and the exchange rate. In order
to achieve the objectives of the previous hypotheses, the study used the inductive
approach. To present the theoretical aspects between the interest rate and the
exchange rate in the Egyptian economy, econometric analysis tools were also
applied, including the use of the E-views statistical package to estimate the
interest rate on the exchange rate. The least squares technique was used with
structural fractions because the exchange rate was exposed to at least four
structural changes during The study period was based on a multiple linear
regression model The study relations were estimated where the effect of the real
interest rate was estimated on the official exchange rate, and the effect of the
official exchange rate on the real interest was also estimated, and the relations of
the interests were tested between the interest rate and the exchange rate, and the
results concluded that there is a relationship between the interest rate and the
exchange rate, the existence of its significance Statistical for the model used at
the moral level 5%, as the results of the causal relationship showed the existence
of a reasoning relationship between the interest rate and the exchange rate, and
this means that the interest rate causes the exchange rate on the contrary, as the
statistical choices for the two directions came statistically at the level of 5%,
15%.

Keywords: interest rate, exchange rate, inflation.
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