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Abstract

The problem of the state’s public budget deficit is considered one of the
most critical challenges facing countries in the world, especially developing
countries, including Egypt. Therefore, this study aims to evaluate the impact of
bank financing of the state’s public budget deficit in the Egyptian economy as one
of the important tools of financing the increasing budget deficit during previous
years. To achieve the previous goal, the phenomenon of increasing public budget
deficit in the Egyptian economy was analyzed with the clarification of the most
important causes, sources of financing and the economic implications of each
source. This is along with studying the impact of banking sector investments in
government debt instruments on the performance of this sector.

The econometric approach of joint Cointegration was utilized to
measure the impact of bank financing of the state's public budget deficit through
banks ’investments in government treasury bills on the financial risks of investing
in bank resources, domestic public debt, private investment, and bank net revenues.
Findings can by summarized as following: the public budget deficit is one of the
most prominent financial and structural imbalances that the Egyptian economy
suffers from, depending on bank financing through treasury bills leads to
increasing of internal public debt and declining in private investment and thus
decreasing of GDP growth. In addition, there in is no statistical significancy
between bank financing of the state's public budget deficit and net bank profits.
Therefore, depending on the bank financing for the public budget deficit should be
reduced and to be replaced with other financing tools such as issuing sukuk or
constructing sovereign funds.
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