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(1) Roberto de Vera, Yun-hwan Kim :(2013),Local Government Finance, Private Resources, and Local
Credit Markets in Asia, Volume 46 of Asian Development Bank: Economics and Research Department, Eco-
nomics and Research Department, Asian Development Bank, p.77.

(2) Papua New Guinea: Request for Disbursement under the Rapid Credit Facility-Press Release; Staff Re-
port; and Statement by the Executive Director for Papua New Guinea, IMF Staff Country Reports, International
Monetary Fund. Asia and Pacific Dept, International Monetary Fund, 2020,p.76.
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The Role Of The Domestic Credit Environment
In Addressing The State’s General Budget Deficit

Dr.. Suha Maghawry Johari
Abstract:

The study discusses the role of local credit in addressing the state’s
general budget deficit by supporting and financing various economic
sectors, The latter will play its role in supporting the state’s public
revenues, which has an effective and essential role in reducing the public
budget deficit

Higher interest rates following the flotation of the Egyptian pound in
2016 made it costly for businesses and individuals to obtain funding from
Egyptian banks. The depreciation of the currency also raised input costs
for businesses and reduced their ability to expand operations, thereby
reducing demand for funding to cover capital expenditure. Banks,
meanwhile, found it easier to lend to the government in a high interest
rate environment, further restricting private sector lending growth and
solidifying a trend that has persisted in the domestic market. Indeed,
banks held LE2.4trn ($147.9bn) in government debt in September 2018,
while their aggregate lending to private sector stood at a comparatively
modest LE804.8bn ($49.6bn).

An evolving monetary environment offers some hope of a favourable
change in lending patterns. An improving inflation scenario has meant
that the Central Bank of Egypt (CBE) has been able to loosen its
monetary policy since early 2018. An overnight deposit rate that stood
at nearly 19% in January 2018 was reduced to below 17% at the start of
2019 and just over 12% by January 2020. However, some observers have
pointed out that, despite the availability of cheaper lending, a significant
expansion in credit growth is dependent on a second area of monetary
policy. Increasing money supply is, in their view, a necessary stage in the
process of stimulating lending through policy tools. The CBE increased
the reserve requirement ratio (RRR) for banks to 14% in late 2017, during a
period of high inflationary pressures. This reduced Egypt’s money supply
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by LE400bn ($24.7bn) and undermined the ability of banks to extend
credit to customers, according to Cairo-headquartered investment bank
Sigma Capital. With inflationary fears receding, the RRR is once more
a viable tool at the CBE’s disposal. For advocates of monetary policy-
driven lending, a combination of reducing policy rates and boosting
money supply through an alteration of the RRR is the fastest route to
loan growth over the short term.

Another way to free up capital for lending is to making it more
expensive for banks to hold government securities. In November 2018 the
Cabinet approved a proposed amendment to the tax code that requires
banks to include Treasuries income as part of their taxable income. The
effects of this we can see it in 2020 - current and will vary from bank
to bank depending on their asset allocation, the cost of funding and
the proportion of their interest income derived from their Treasuries
departments. However, one likely consequence of the move is a greater
desire on the part of banks to shift their income from government
securities towards private sector lending.

Key words:

Domestic Credit: Domestic credit to private sector refers to financial
resources provided to the private sector by financial corporations, such
as through loans, purchases of nonequity securities, and trade credits and
other accounts receivable, that establish a claim for repayment.

Credit Environment: means any and all financial benefits, credits,
rights, entitlements or interests of an environmental nature that are
created or otherwise arise from the Power Project.

the adequate amount (usually defined by regulators):Capital Adequacy
of capital (shareholder money) a bank needs to hold, as a percentage of
its risk-weighted assets.
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