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Abstract:

In light of the rises in the interest rate in the Egyptian economy starting in 2016, and with the
resumption of the occurrence of these same rises in the economic reform program in the nineties
of the last century, questions revolve around whether these rises in the interest rate lead to an
increase in domestic public debt service payments. Consequently, the deficit in the public budget
will increase, or it will represent an automatic deterrent for policy makers to use contractionary
financial policies to avoid entering into the debt trap, which is known as the hypothesis of
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market-induced fiscal discipline. The interest of current research is focused on the channels or
mechanisms through which the potential effects of changes in interest rates can be transmitted
to the general budget deficit. It also focuses on how these channels of influence work in the
Egyptian economy. This is done by using the data available for the period of the economic reform
program supported by the International Monetary Fund from 2016 to 2020 and comparing it with
data for a corresponding period of the economic reform program also supported by the Fund,
because they contain almost the same policy prescription, in order to verify the stability of the
reaction to the same policies despite Time period difference. The special period of the previous
program was extended to verify the results. The study concluded that the financial discipline
mechanism stimulated by market forces is dominant. It recommended focusing on the fiscal
policy that has proven effective during all comparison periods, while trying to continue the
contractionary fiscal policy for a longer period, even with decreases in the discount rate.

key words: Market discipline mechanism - Interest rates and the budget deficit - Sterilizing the
effect of flows - Economic reform - Primary deficit.
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