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The Effect of Macroeconomic Variables on Stocks Returns

“An Applied Study on Egypt Stock Market”
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Abstract

This research aims to study the impact of macroeconomic variables on the
returns of the main index EGX30 and sectors’ indexes in the Egyptian stock
market.

The study included eight macroeconomic variables during the period from 2003
until 2010, which are (the growth of GDP, The consumer price index [As a
measure of the inflation rate], growth of Money Supply, Interest rate on deposits
for 3 Months, Interest rate on deposits for a year, the Dollar Exchange rate and
Euro exchange rate against Egyptian pound and domestic public debt to total
domestic production). The research analyzed the evoluation of these variables
during research period. In addition, it studied their impact on the main index
returns EGX30, also on twelve sectoral indexes returns on the Egyptian Stock
Exchange during 2007 - 2010, ie since the launch of these indexes in the
Egyptian Stock Exchange.

These variables were analyzed using multiple regressions. Accordingly, the
research reached four models.

The results reveals a Positive effect of each the domestic public debt to Total
Domestic production (D) and the consumer price index (CPI) [As a measure of
the inflation rate] on the returns of the index EGX30, and a negative effect of the
growth of money supply (M) on the returns of the index EGX30.

The results also reveals a negative effect of the interest rate on deposits for three
months (IR3) on the returns of the indexes [Basic Resources index (RR), the
construction sector index (S)] and a positive effect of the Euro exchange rate
against the Egyptian pound (EXE) on the returns of these indexes.

In addition, there was a positive effect of the euro exchange rate against the
Egyptian pound (EXE) on the returns of the Food sector index (FD), while there
was no effect of macroeconomic variables on the returns of other sectors.
Accordingly, the research recommended conducting a number of studies on this
topic that could be more comprehensive and use longer periods on monthly
basis, likewise using other macroeconomic variables in similar studies.



