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The Alternatives of financing the Public Dr. Rachid ZERGUET

Introduction:

TheDeficit Budgetary is considerdlle sole solution for many developing
countries with lack of capital and the development needs, but these countries
must consider several methods to finance it.

1-Importance of the study:

The importance of the study is analyze the economic impacisferient
ways to finance the deficit of the balance sheet in order to consolidate the
positive effects and reduce the negative effects, also highlights the economic
effects of financing deficit in Islamic economics to demonstrate its economic
merit.
2-Objectives of the study:

1- Knowledge of the economic impacts of different ways to finance the
deficit of the balance sheet .

2- Statement of the economic impacts of the Islamic Waqf .
3-Scope of the study :

This study examines the bodies Supervision ofslariic Waqf in Islamic
banks of Malaysia, where the Malaysian community has the long history of
the establishment and these endowments and disbursement of its incarnations
and in this age, the Islamic banks took over management Wagqf .
4- Methodology of the study :

The study is based on the analytical method that fits a statement the
economic effects, both in the economy, positive or Islamic Economics .
The economic impact of the budget deficit in the economy both postural
and Islamic:

The budget deficit is a general case of increasing the level of public
spending on the level of public revenues , and this represents various negative
values of the equation under the general budget as follows :

BS=T-G — > BS=To+tY-G
In generally the budget deficit is divided into two types :

® The periodic type : This is spontaneously without scheme
intervention by the state, and according to the case of macroeconomic
variables, and this is affected by two variables :
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The Alternatives of financing the Public Dr. Rachid ZERGUET

1. Y “Income level “ where the deficits increases in periods of
recession as a result of the low level of income, unlike periods of
boom .

2. t “ Tax rate according income “ : where the government changes of
its value belong the cycle business prevailing in the economy, and ha
an inverse relationship with the budget deficit .

®* The Structural type : represents finance policy adopted by the state
to achieve certain goals, and this is affected by two variables :

1. To“ The level of taxation independent of the income " :
Determined by the state as an independent value of the income and
has adverse affect on the level of deficit .

2. G “ Public spending “ : Determined by the state as an independent
value of the income and has positive impact on the budget deficit .

Figure shaws the relationship between income levels and the general
budget

Natural employment deficit NEDg

SURPLUS \ « NED; » l ‘
I ’ k;/ ¢

DEFICIT

B
BBy (G1,Th) \J E ‘ "Real natural GNP "
BB,(G,T) | C |
i I Real income Y

3800 4000 4200

534 o SaUider g 1994 s 30 plaYl gyiba ¢ JST Sladi B ¢ Pt b s jialt

BBo: The primary line of general budget .

BB : The New line of general budget resulting of Increase the spending
government with other variables constant .
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The Alternatives of financing the Public Dr. Rachid ZERGUET

Explaining the curve :

We not that at each point of the original budget B tends toward higher
values for the budget deficit, “ or surplus for the budget bottom line “ in the
new budgeBB; a cause of increased public spending .

In order to cover the deficit we note frorhet figuresome ways : -1
Reduction of public spending to lift the budget line to the topIn@easing
income leads to the lifting of all points of the budget line to the higher point
in the same line 3- Raising the level of revenue
have the opposite effect to increase public spending and reduce the deficit it .
1. The effects of methods deficit’s financing in developing countries :

In thispart we address various alternatives of raising the public revenues and
its economic results in developing countries .

1.1 .The effects of tax’s increasing on macroeconomic variables:

At first we must to point out that some economists do not corngidethe
increasing of taxe’s revenues is way of financing the deficit because it is one
of ordinary revenues , so there is no deficit with possibility of increase tax
collection , but this increase has decided only for covering the deficit and it is
often difficult in developing countries for their political and social, but we
will address limited to only the economic effects .

1.1.1 . Impact on monetary variables :Although the taxes is deducted
money from the market when collecting it , so that some countries
adopted it as policy to reduce inflation , but it is not always an
effective policy, as when taxes is imposed on corporate profits , the
corporates will raise the prices of their products and services to
maintain the same amount of profits and therefbtiee workers in
return have demanded elevated wages for equivalence amount of the
increase in the prices of goods and services (inflation ) , it means
reducing the profit margins of private institutions , the same result will
be existed if the increase imlgic spending will be financed through
direct taxes on wages and salaries, the increasing in tax rates would
lead to higher wages and this in turn leads to a reduction in profit

rate¢156 p Z1997 73+ Uy ... 8

above of this , the deducted money from tlaekmat will return like prices of
purchased products and services by the state from the local market , so we
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can access the following summary : " finance public spending through the tax
has no impact on the cash basis , and from the effects of defiatifigatax

~

on monetary variables is as follows N6t4328 p 21994 2z ) tf

influence at the cash basis .
Higher prices for goods and services .
Higher salaries and wages cash

1.1.2. Impact on private spading: The effect of withholding tax is
Decreasingrivate consumption in developing countries, whether related to
tax salaries and wages or corporate profits because individuals propensity for
consumption is high in developing countries, this means tfhviduals

rising their tendency consumer to maintain the level of consumer despite the
high level of prices or low wages and salaries.

In contrast, investment spending affecting negatively with each increase in
the tax, as the tax lead to a decreaseprofit private institutions and thus
reduce investment opportunities geared to improve productivity, the profits
decline is the first factor in reducing spending private investment, and the
second factor is the asylum institutions to borrow for covettiegcost of
lower profits, leading to higher interest rates and therefore lower rates of
private investmenandwe concludethe following effects:

- Aslight decline of private consumption spending.
- Rising interest rates.
- Low levels of private investment spending .

1.1.3. Impact on economic performance The developing countries aim

to increase the rate of economic growth and getting economic development,
Therefore, the formation of a higher rate of capital is the main goalatmaty

the importane of tax policy to research tEonomic surplus and charge it

to serve the economic development and to redistribution of domestic

incomd Z © ~BBWZ2006 / 2005, so the tax Achieves the economic and

social goals in developing comies , some these goals are using of the tax
proceeds as a kind of forced savings in the economic development process,
so the taxes are imposed on incomes to invest part of them instead the

consumption Exce¢®© ~"2BOM 72006/ 2005 .

On the other hand, it may result from the taxes worse distribution of income
and wealth if they hit the poor more than the rich classes, and this is
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Manifested in indirect taxes most heavily on the pgor 21992 z “"nc

( 173, so the problem of the choitetween it or the direct taxes fair and
low-yield .

1.2 . The effects of Inflationaryfinancing on macroeconomic variables:

It is called the money’ Printing way , it is like the Borrowing from the central
bank which buy the government bonds from public treasury, so the
involvement of the government in the steps of creating the money is indirectly

way to finance the government spendbg32 p 29947 ” 1 There are

reservations about this method, especially with regard to inflation rates, which
made it the worst methods of financing the deficit by many economists, but
at the same time it is characterized by easily conducting andaroplex .

1.2.1 . Impact on monetary variables The money’ Printing is considered
Increase the money supply is speto buy goods and services from local
market leading to inflation, even if the private sector is spender for this mass

of cash it is just one of three hypothdd28 P 2003 7z A

1- The production’s device can creation goods and services equivalemt t
increase of cash in short time , This is not compatible with the status of the
device of developing countries that are not flexible nor effective .

2- The increase of cash remain in the hands of individuals without spending,
and inflation does not happ, with the remain of this increase as a bomb
timed to explode by disbursement on form of severe inflation, But developing
countries ’ individuals characterize ligh tendency of consumption and the
strength of demand for goods and services , and ttieercorrect a every
increase in cash will accrue smoothly to consumer spending and this means
the inflation .
3- The increase of cash will accrue to the increased demand for goods and
services this is the case closest to the case of developing cowspesally
since the majority of its members do not engage in productive activities so
shall be cash increase is much higher than the amount of production .
Inflation could rise if the deficit continued to be financed by printing
money, "and the more fiation increased government spending faster than
government revenues, prompting the government to issue more money and
the reason for this is that government revenues are considered fixed in
nominal terms in the short term , and then the real value declthe face of
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high inflation rates and at the same time, the government's obligations of the
various aspects of public spending are often in real terms , which means that
spending rises in nominal terms in conjunction with the increase in prices

(146 p 2997 z *U-..8
The effect of printing money on monetary variables is as follows :
1- Increase the money supply.

2- Rise in the general level of prices .

3- The continuation of this situation leads to a crisis of inflation .

1.2.2. The impact on private spending tncrease the money supply in the
market lead to increased demand among individuals for goods and services,
this procedure could induce banks to expand in the granting of credit by
lowering the interest rate, but where central bank sees the persistence of
the government to withdraw the cash savings it can raise the interest rate ,
This forces banks to raise interest rates to maintain the volume of money in
the market and thus the value of the currency , this iat&tuof countries
where governments borrow directly from the central bank, but in the some
developing countries , the private sector buys the government bonds in
interest rate prevailing in the market for selling it to central bank , with rising
the demad for this bonds there prices are rising so the rate of interest will
low leads to the rising of investment .

Thus we conclude the following

effects :

1-The stability of consumer

spending .

2- Rising interest rates and lower investment spending if thergment's
borrowing from the central bank is directly .

3- Low interest rates and high investment spending if the central bank from
the private sectofinancing for the government through the purchase of
government bonds

1.2.3. The impact on economic performancé&:hese effects are as follows
(67 n 2007/2006 Zz° SA [ "2

1- Currency depreciation and hence rise consumer tendency and low
savings, leading to the use of foreign currency as a store of value instead of
the local currency and reduces the investment .
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2- Consequent inflation, the reluctance of the arrival of foreign capital and
perhaps some local money out of fear of the possibility of deterioration in the
value of the local currency .

3- Redirect investments into certain sectors, especially those producing
consumer goods that are high profits due to the high prices of their products
at the expense of the rest of the other productive sectors , thus resulting in the
redistribution of income and wealth as unevenly form between social classes
and often be in thanterest of investors in the sectors benefiting from higher
prices .

1.3. The effects of Funding through the public debt on macroeconomic
variables :

Governments resort to public borrowing to finance the deficit, whether by
offering the bonds for publicudscription or borrowing from international
institutions, some economists based in the resort to borrowing to the theory
of seltconsumption loans, which means that the loans erase itself with the
passage of time due to the fact that the real burden ddahedecreases as
continuous because of the steady increase of the population and the size of

national wealth and because of the deterioration of the value of mén_%/
(223 p 2003 z

1.3.1. Impact on monetary variables:

External borrowing adding represents the amount of cash into the market
means that this leads to effects such as increased cash the money supply an
rising prices, while domestic borrowing has its two kinds:

1- Borrowing from non-banking system This metha may be a part

of strategic of reduce inflation because of money taken from the market and
does not lead to increase production costs , As they do not relate only to funds
allocated to the nenonsumption and this initially reduces the rate of
inflation, but that the money supply would respond to the market price for
government purchases, and therefore does not impact on the way the cash

basi§223 | 21994 Z¢ " ¥ &nd not on the general level of prices .

2- Borrowing from the banking system: this kindhasnot negative
impact on the aggregate demand if the banks have excess cash reserve , th
domestic spending which financed by this method would have a similar
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effect, such as an expansive spending financed by the central bank , but if the
banks does not hawmple excess cash reserve they can lent the government
part instead the private sector , this will lead up to pressure erases the
expansionary effect of the increase in government spending rather than
reduce lending to the private sector the banks rastre central bank to help
them , so if the central bank loan banks the result will be as borrow's

government from central barfkl34 p 2997 23+ Uy ... 8

And thus conclude multiplicity the monetary effects of finance the deficit
in a way the public delas increase the money supply and rising prices in the
cases of external borrowing and borrowing from the banking system lacking
reserves cash or the lack of it in the case of borrowing from the banking
system with reserves cash and borrowing fromiparking system.

1.3.2 . Impact on private spending government’s getting of the cash from
abroad Can increase spending to become in place of private spending, But the
contrast may employ government this borrowed money in order to raise the
levels of privatespending, but for borrowing the local the amount of public
debt is usually measured by those bonds through which the government can
put pressure on the interest rate and the economic activity as long as there is

an inverse relationship between the prioeeriest and bond pric& ¢ " ) f
(269 -267 u 22000 .

The impact of public debt on interest rate

R Interest rate ] Ebd|
Showing surplus bond | - Ebd
N -

g —Rr——7P

Ebd

Al 3 Al 3153 (B gen £ 18 S) piipe (B Atlall g AR Cibaalpuall T 1 ()] s aeS (i 1 eaall
Aaala ¢ Al a gladl B o) 9883 Aa gkl ¢ 2006-1990 52al ¢« 48y 5aY) Gaadall SV gllg paa B Al
.61 pa alﬂﬂsi-'uiu,ﬂ!
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Explaining the shape

If the government sells its bonds to Aeenking sector for financing the
deficit the treasury must Issuing more government bonds for selling in the
stock market thisew bonds will Generate a surplus in the overall width of
the bonds equivalent to the distance (g RO ), This means that the government
policy of expansionary fiscal policy (spending exceeds revenue) taken by the
public treasury by borrowing from indduals transfer curve excess demand
for bonds to the top and to the left , about these changes can not erase surplu:
showing bonds unless the equilibrium interest rate has risen to the top ( R1)
which there is a tie between aggregate demand and aggsapgptg of bonds
issued by the Treasury and other economic sédiars 120081 04 E2R e
1.3.3. Impact on economic performancé@&he effects of public debt on the
national economy, according to multiple characteristics of these debts this
means the multiplicity of the effects of public debt, according to sources :

1- The effect of borrowing from individuals and private institutions :

Because of this borrowing does not negatively affect private spending is
does not detract from the volume of employment , even the state's ability to
spend on goods and services derived from such leveraged encourages
investments wanted that rises employth&avel and improves productivity
levels .

Unlike taxes the borrowing does not reduce the levels of consumption or
investment and is thus maintains the incentives create projects , and also does
not adversely affect the production costs for projects evtiees not limit the
competitiveness of local projects to reverse the impact of taxesthat the effects
of raising projects prices of their products in order to maintain margin Profit

, In contrast, the width of government bonds for the private sector & cov
the enormity of the deficit will lead to the great lifting of market interest rates,
so severely on the levels of investment and subsequent macroeconomic
indicators such as employment and trade balance .

2- The effect of borrowing from the banking system The banks do not
lend money to the state, but the remainder of their surpluses arising from
the difference between what they get from deposits and what lend to the
private sector after excluding reserve ratios legal and necessary, despite
all these dedumns, the cash reserves remain a great size, especially in
developing countries where demand has been minimal for the private
sector to borrow from these banks , the state can be in place of private
sector to cover This lack of borrowing without any adeéy affect on the
economy because these precautions originally intended to borrow even an
indication of the proper functioning of the economy, in addition to this it
does not result from borrowing from the banking system any pressure on
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interest rates lehto lifting it, unlike is borrowing from the nelmanking
system, so there is no fear on the levels of investment .

1.4. The impact of external debt

Note manifested the inevitability of asylum the developing countries to
import from developed countts, where the developing countries in desperate
need of hard currency obtained from the export of limited local resources or
aid or foreign loans, this latter has negative effects on the national economy
countries borrowing and of the necessity of the paynof debt service
increase for the original amount of the loan.

Here, the inverse relationship between debt service and the ability of
developing countries to import to meet the development needs , especially
with the scarcity of hard currency, “ Bhrelationship shows that with any
reduction the debt service the import capacity of the country borrower is
rising , while with any rise of the services of external debt this latest become
an essential competitor agains imports, thus the country beoored either
by the external borrow or pressure on imports to maintain the same level of
imports in order to avoid any possible deterioration of the various economic
and social indicators because of reducedatailfty to import “2005 1 ¢ ‘i -

(49 * PRO06/.

The negative impact of the foreign debt is not limited to import capacity,
but extends to savings levels, escalating dependence on foreign aid, loans anc
the resulting decline in domestic saving levels, The negative impact of the
foreign debtis not limited to import capacity, but extends to savings rates,
escalating dependence on foreign aid, loans and the resulting decline in
domestic saving rates, this is reflected in the modest rate of investment funded
locally in developing countried, is known that these percentages high rates
of debt service (relative to GDP) represents a direct detraction from available
local resources that could be directed to form savings and then to the rates of
domestic investme(i49 * i1989 i o U

As well as external borrowing have a negative impact on the trade balance,
the follower of the evolution of the balance of trade in developing countries
noted the sustainability of the deficit, despite its development programs
pursued by these countries to get @ithe vicious circle (borrowing, deficit,
borrowing) , Deficit financing has become by external debt coupled pressures
caused by externabligations for developing countries and manifestations of
administrative corruption and capital flig8 * i 2006/2005 i ¢ ‘ej-

Depending on the impact of foreign debt on the balance of trade also shown
negative effects of capital flows from the debtor countries, where the size of
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the debt is doubling every four and a half years even if it does not bitneow
country again, for the first time took the annual payments for debt service
(premium + interest) exceed the debt itself and reached a climax in 1982 when
the debt was given to the third world 50 billion dollars, while it was 105
billion dollars to paythe debt as service®4 * 11992 i & £

This means that the external liabilities resulting from the debt became grab
more financial resources obtained by the developing countries and has
become a heavy burden on the balance of payments and eveentiats
element of a cause of the deficit of developing countrigs ¢ ‘i -
(5811 20062005
2- The difficulty of choosing between methods of financing the deficit :

The variation in the effects of these methods shows that each type of these
methods havenegative effects and other positive, and should be on the
financial policy of the state to choose between these methods in accordance
with the priorities and objectives and the data that characterize the economy ,
but in developing countries is difficulb determine the market and economy
indicators with the weakness of the statistical structure and limited the
anticipative and planning bodies, as well as failure to respond to individuals,
institutions and organizations of civil society and 1wooperabn with the
supervisory bodies to assemble and adjust data, this is due to the lack of a
culture of community members, frustration and lack of conviction
developmental schemes and estrangement that characterizes their relationshiy
with policy makers and sdtegies, as well as the fraud policies pursued by the
financial institutions, fearing of emergence of the economic and financial
position, or attempt to shirk its duties towards the national economy .

Most economists criticize the method of printingmay because it leads to
inflation and reduces purchasing power, as well as high interest rates and low
rates of investment, but an increase in the money supply reduces the value of
the national currency against foreign currencies and thus increase
competiiveness of their goods, as well as raising the interest rate works to
bring in foreign capital, In both two positive impact on the balance of
payments of both types the trade balance and the balance of capital, the latter
which is reflected in the state get an additional amount of hard currency
that are essential for the import of investment goods necessary for the
development process .

while printing money has good effect on the balance of payments, the
borrowing from external sources affect negativeh it because of the
consequences of debt repayment and services that are transforming the capita
out of the country and is in dire need of it, which may authorizes the
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government absorbs resources and national wealth to meet its obligations, as
well asthe negative impact on the monetary variables as caused by printing
money, including the devaluation of the national currency, but the crowding
out of private consumption is not very severe, It remains the intervention of
the state in the borders of theas that see the lack of negative impact heavily

on private consumption, but it is possible that this method is less methods
crowding out of consumption and private investment, but which significant
investments in the private sector in developing countieared from the
public sector ?! .

The term effect of crowding out private spending leads researcher into the
effects of the increase taxes, which, in spite of its impact little on consumer
spending, but they are of a particularly severe impact guocate profits
Analysis revolves around indirect taxes, a tax of expenditure and trading due
to the large number of outcome compared to direct taxdsch raise the
prices of goods and services thus users wages, and therefore there is nc
recourse thescompanies in difficult financial circumstances and conditions
for borrowing, but to refrain from expansion of projects and killing many of
the young projects .

This is the reason for the lack of production compared the money supply in
the market, causing inflationary pressures and pushing individuals and
institutions to import, and less demand for domestic goods, and capital
leaking to the outside for fear of ther deterioration of the value of the
national currency, and that the expenses of the government, in spite of
rationalization ' However, they will face higher prices do not fulfill their
public revenues and worsen the deficit even the state to adotyagiohore
mature , the tax’s capacity of the local economy can not be skipped in order
not to increase the expenses of the collection it and became in the principle of
tax kill the tax, in addition to that indirect impact of the tax is contrary to the
equitable distribution of income .

May be the optional truncation of money from market, which is borrowing
from individuals and institutions better than the deduction of compulsory,
which is impose an increase tax because it does not affect the prodostie®
and it does not increase the prices of goods and services thus does not breal
down the interests of the institutions, but this method leads to a display of
government bonds as widdecause of the large deficit in the budget and the
large dispary between him and the nominal price of the berahd raise
interest rates in order to attract the largest number of subscribers leads to raise
the interest rate market and lower investment rates .
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However, raising interest rates in developing counteesices the rates of
investment and does not attract individuals and institutions to subscribe
because of the financial markets in developing countries are weak and lack
the breadth and few dealers, if the central bank felt that the interest rate market
is towards rising more it must to buy government bonds from the financial
market to maintain interest rate and keep Treasury obligatitisn
reasonable limitsAs the purchases othe central bank is large from the
government bonds, thus the issuance shoaould be great, and this will
resemble the method of printing money with all the consequent economic
results, and this means that the borrowing from the domestic market
bankingin developing countriewill tendinevit ably to wardprinting money

from the Central Bank, the following table shows the most important side
effects of different methods of deficit financing in developing countries :
Schedule illustrates several effects of financing the deficit budgetary
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Method of
Financin the Tax Printing Borrowing from External

deficit increase Money individuals and Borrowing
institutions
Economic
indicator
The volume of
money No effect Increase Increase Increase
The general A 2 . -
level of prices High High High High

Therealwages | Ng offect | Reduction | Reduction | Reduction

C i . . % @
Os';sel::;a'::;on Slightly High High High

lower

Source: prepared by the researcher, &sed on several sources .
3. The Islamic Wagqf in Malaysia :

The Islamic Waqf is one of systems of Islamic finance, which aims to
strengthen the social ties between members of the community, where it
included the effects of all aspects of life, in tlalg period of the islamic
state the Islamic Waqf was representing an important pillar in the economy
where held a significant economic burden , when the wealthy muslim and the
owners of the money were employing their money in the construction of
schools mosques, roads, wells, etc., and its Allocation endowments to ensure
its continuity and its giving and maintenance, but the situation has changed
after the colonization of the Muslim world and corrupting people's
perceptions, where he became the comtyuobliged the government
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