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Abstract

Most investors in many countries around the world have turned to
making quick profits through short-term investments (hot money) in
countries with rising interest rates and depreciating currencies relative to the
US dollar to capitalize on spreads. When investors suddenly withdraw their
funds under political circumstances or epidemics, this negatively impacts
the countries receiving the hot money, widening their balance of payments
deficits and hampering their exchange rate policies. Egypt is perhaps the
most prominent country receiving hot money and using it to finance its
projects. Accordingly, numerous studies have focused on analyzing hot
money and its relationship to economic growth. However, there has been
insufficient research on the impact of hot money on the effectiveness of
exchange rate policy in Egypt. To this end, this study examines the impact
of hot money on the effectiveness of exchange rate policy in Egypt by
analyzing the study's hypothesis: "Hot money reduces the effectiveness of
exchange rate policy in Egypt." The study therefore drew on studies that
addressed hot money and exchange rate policy in Egypt to analyze the

relationship between them.

The relationship between the study variables was tested using time
series data comprising 30 observations spanning the period 1995-2024
using an ordinary least squares (OLS) linear regression model. The results
indicated a significant negative relationship between hot money and the
effectiveness of exchange rate policy in Egypt. The study concluded that
hot money reduces the effectiveness of exchange rate policy in Egypt, and

accordingly, the study presented several recommendations.

Key Words: Hot money, Foreign Indirect Investment (FIl), Balance

of payments (Bop), Exchange rate policies.
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Source: Central Bank of Egypt (CBE)) 2025). Ensuring monetary stability and
banking system soundness, as well as price stability within the context of the
general economic policy of the state.
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