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[ Abstract ]

The study aims to analyze the relationship between the volatility of
the exchange rates and stocks return and measure the impact of each on
the other, in addition to measuring the impact of the inflation rate and the
interest rate on each of them, based on monthly data during the period
from 2012 to 2019, and given what that period witnessed from a change in
the exchange rate setting policy, the period was divided into before and
after the exchange rate liberalization on November 3, 2016.

The correlation and the causal relationship between each of the
volatility of the exchange rates and stocks return, and the effect of each on
the other, and the effect of the governing variables represented in interest
rates and inflation, according to Pearson's correlation tests, Granger's
causation test, and multiple regression test.

The results indicated that the second null hypothesis was accepted,
“there is no statistically significant causal relationship between the
volatility of the exchange rates of the local currency and the stocks
return,” while the rest of the null hypotheses cannot be accepted, and the
alternative hypotheses are accepted, as the models demonstrated a
significant effect of the stocks return on the volatility of the exchange
rates, which is confirmed by the causal relationship tests during the period
preceding the liberalization of the exchange rate in November 2016. The
researcher explains this during that period due to the central bank fixing
the exchange rates for long periods, while the mechanisms of supply and
demand moved the financial market, which made it more able to reflect
the changes and economic conditions more flexibility and proactiveness of
the volatility of the exchange rates which is reflected in these results.

Keywords:

Volatility of exchange rates - Exchange rate liberalization - Exchange rate-
Stocks prices - Stocks return - EGX30 index — PPP theory — Balance of
payment theory — Interest rate theory — Commodity market approach —
Portofolio equivalent approach.
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