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ABSTRACT. The paper makes a study of financing budget deficit by qirad in comparison 
with financing it with interest bearing public debt. The paper uses two simple mathematical 
models. The first model assumes real interest on public debt to be higher than the 
equilibrium rate of interest and concludes that there is a negative relationship between 
public debt and Net National Product. The second model assumes qirad (profit-sharing) to 
be the mode of financing revenue-yielding public projects. This model, , it turns out, 
satisfies the conditions necessary for optimum social welfare , where the marginal rate of 
substitution equals the marginal rate of transformation. At this point the return to financing 
would equal the average rate of return on investment in the economy which equals the rate 
of economic growth. 

 


 


