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The Impact of Interest rate on Budget Deficit
Analytical Approach

Abstract

The aim of this paper is to analyze the impact of interest rates on
budget deficit. Firstly, the conceptual framework has been introduced
owing to Ricardian equivalence principle and the Keynesian economics
policies. Afterwards, a variety of empirical studies covers developed
countries such as U.S.A., Canada, E.U., and Japan. Other studies for
emerging countries are also covered in which they include some Asian
nations, MENA countries, study covers Jordan, and a study for Egypt.
Moreover, a comprehensive study covers developed along with
developing countries is included.

All these studies employed different econometrics techniques via
different data sets such as time series and panel data. All these techniques
are explained in detail. Despite using different techniques in different
studies, the majority of them detect a causality relationship between the
interest rate and the budget deficit whether in two direction or in one
sided which support the Keynesian postulate. The results support that any
decline in interest rate will surely a positive impact on a reduction in both
public debt and budget deficit. Since the government is the big debtor
from banking system thus the decline in interest rates will affect the cost
of borrowing.

Keywords; Ricardian equivalence principle, Keynesian economics
policies, Interest rate, Budget , deficit
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