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Nature and Significance
~of Islamic Economics

Khurshid Ahmad
|

During the last 70 years or so, particularly after the First World War, quite a
sizeable literature on themes relating to Islamic economics has been produced™.
One can discern an evolution of thought and widening of the scope of subjects
and themes people have addressed themselves to. We started with an effort to
understand the economic teachings of Islam as expounded in the Qur'an and the
Sunnah and the later Islamic literature. Gradually we have moved from an expos-
ition of Islamic economic teachings towards the development of what can be
described as the emerging science of Islamic economics. The two are not
synonymous. ‘‘Islamic Economics” represents a systematic effort to try to under-
stand the economic problem and man’s behavior in relation to that problem from
an Islamic perspective. This systematization of thought is gradually taking place.
However, | would humbly submit that amongst different areas and themes relating
to economic teachings of Islam expounded so far, perhaps what can be described
as the science of Islamic economics remains the least developed.

it may not be far too wrong to suggest that even if we look.into the history
of the evolution of economic analysis in the West, we find that the subject and
its major themes were developed first and the systematization of the theoretical
framework followed suit. A somewhat similar trend can be discerned even in other
disciplines, particularly in social sciences. We start with ideas; with propositions;
develop them into theories and explanations; refine them further and that is how
crystallization of thought in the form of a discipline takes place over a period of
time. Islamic economics is also passing through similar phases. That is why it
would be easier to speak on how Islam looks upon the problems of property,
Riba, Zakah, social security, even employer/employee relationships, monetary
policy, population strategy and development activities. But it is more difficult to
spell out precisely the nature and significance of Islamic economics as a discipline,
as a science in the making of which all the above could act as building blocs.

In the literature on Islamic economics, we find that some effort has been
made in this direction. Amongst the pioneers, the founding fathers, Syed Mawdud i
and Bagqjir al-Sadr have touched upon the subject®. Syed Mawdudi, particularly
in his lecture on “the Economic Problem of Man and its Islamic Solution” and
Baqir al-Sadr in his “Iqtisaduna” (our economics) have tried to define the nature
of the economic problem from an Islamic viewpoint and in this context have
thrown some light on the nature of Islamic economics, taking care of both the
ideological perspectives and the technical relationships. While the founding fathers
spelled out the moral and the human aspect in greater detail, they only touched
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upon the technical aspects. In later writings, Nejatullah Siddigi in a number of
articles dealing with the theory and spirit of Islamic economics tried to spell out
the main concerns of Islamic economics, major areas of its study, and its unique
approach to the economic problems®. He has also tried to highlight how the
historical, analytical, descriptive and the prescriptive aspects of economics may
be taken care of in an Islamic framework. In more recent writings, a number of
articles have appeared in the Journal of Research in Islamic Economics starting
with two papers produced by M. Akram Khan and Hasanuzzaman followed by
the papers of M.A. Mannan and Muhammad Ariff. Monzer Kahf has also produced
a short note on the subject and Anas Zarga's paper in Studies in Islamic
Economics, also touches upon the same theme. Naqvi's Economics and Ethics:
An Islamic Synthesis represents an effort to develop an axiomatic approach to
the subject. These, among others, are some of the major efforts that focus on
the nature and significance of islamic economics®. However, this is an area to
which more thought has to be given and new literature has to be produced to
fully articulate the nature, the scope, and the significance of Islamic economics

as a rigorous discipline.
i

Historically speaking, Islamic economics has developed from the perspective
of either Kalam (i am not using the word theology, because there is no theology
as suchin Islam), or Figh. Kalar unveils and expounds the Hikmah, or the rationale,
behind Islamic teachings while Figh deals, inter alia, with the practical relation-
ships, modes of behavior and conduct of a Muslim individual operating in a
society. While this has been the context of the origin of Islamic economics, in our
own times, Islamic economics is not a branch of either Kalam or Figh. Though it
has grown out of that background yet it is a discipline in its own right. The
challenge that we face as Muslim economists is that while developing an economic
system based on Islam, we have to study different areas of economic activity for
which Islam has provided concrete guidance,in a professional manner, and de-
velop tools of analysis which would enable us to examine human behavior under
different conditions and also to evolve tools of policy which would help in influenc-
ing things in the desired direction. All this has to be done with professional rigor
and in a language that could even be understood by a non-Muslim economist.

This approach is necessary to make a systematized formulation of Islamic
economics, to spell out the assumptions on which it is based, to develop the
methodology it adopts and to find out its predictive capacities, so that we can
have a framework for description and explanation as well as for prediction of
human behavior in a given context; and, finally, to formulate policy recommenda-
tions highlighting its prescriptive role. That is the problem facing us and unless
it is addressed in this manner the systematic development of Islamic economics
as a science may not take place. '

Let us now quickly cast a glance upon the mainstream economics in the
context of which we are trying to make our effort. This is essential, first, because
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most of us have been trained in modern economics and, whether we like it or
not, we are somehow conditioned by that thought, training and experience. If we
can make some of the implicit assumptions of modern economics more explicit,
that would help us in developing a better understanding of the subject. In fact,
one of the concerns about the mainstream economics is that it has always tried
to conceal many of its value based assumptions and has tried to put up a face
that may not be in total conformity with reality. Persons like Jacob Viner, Gunnar
Myrdal, Paul Streeten, John Galbraith, Lester Thurow, Heilbroner and others have
realized it and have established that all that is being presented in the name of
positive economics is not necessarily value-free. So a quick look at the scenario,
from which we are trying to move, could be helpful to understand the departure

_that we, as Muslim economists, might have to make from the traditional

economics, if we want to do justice to Islamic economics.

It is well known that economics has passed through many phases. The earliest
efforts to grapple with economic problems were made by moral philosophers and
reformers beginning with Aristotle, if not earlier and going through the Greco-
Roman-Christian period in the West and the Islamic era in the East. The origin of
economics is to be primarily found in ethics. Even Aristotle’s basic ideas on
economics have been presented in the context’of ethics. And it is very interesting
that the founder of modern economics, Adam Smith, who was primarily a profeésor
of moral philosophy, also begins from the same background. An Inquiry into the
Nature and Causes of the Wealth of Nations (1776} was preceded by his Theory
of Moral Sentiments (1759). The idea of self-interest, as it develops and unfolds
itself in the Wealth of Nations, can be traced back to the concept of “prudence”‘
which he spells out in the Theory of Moral Sentiments. Thus, historically speaking,
the origins of economics has to be traced to the background of ethics. The
difference is that in the'pre-18th century phase, the economic problem, economic
analysis and its relation with ethical values, and norms were intertwined. They
almost merged into each other. It is in the post-18th century developments,
despite its moral origins, that economics seems to have grown into a self-con-
tained discipline. '

It would be difficult to deny the social-moral paradigm in which economic
analysis was situated. Its birth, evolution and ‘growth remain rooted in a set of
metaphysical assumptions and moral values and attitudes. However, they were
taken as given. No effort was made to expressly demonstrate whether they were
desirable or not, equitable or not, in consonance with the needs and aspirations
of mankind or not and to what extent a second look on them was needed.
Nonetheless, it was in the background of the utilitarian philosophy of the 18th
and 19th century, that economic science grew as a scientific discipline. Its later
development, despite the moral origins, was more of a engineering growth; a
growth that was more concerned with the mechanical relationships, with internal
consistency, with efficient aliocation, etc. Gradually, efficiency became the key
concept around which the whole stream of economic thought somehow clustered.
During this period, secularism held sways all the world over and there was no-
significant development either in the context of Islamic thought or even in the
context of religious thought of Christianity, Judaism or other religions; with the
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result that the moral case went out by default. The only exception to this perhaps
was Shah WalTullah who tried to reconstruct Muslim thought and looked at the
whole spectrum of man's social existence from the Islamic perspective®. But
even that did not spark off any intellectual movement which could lead to a
fundamental review of economic thought. It is only a recent phenomenon that
Muslims have started undertaking this exercise.

v

Self-interest, as one finds in the original writings of Adam Smith, is a much
wider concept that the narrow and more limited view taken later in 19th century
economic analysis and then its development and somewhat ‘perfection’ or stratifi-
cation in the neo-classical tradition. ‘Prudence’ in Adam Smith represented wis-
dom, understanding and self- discipline. All three were regarded as essential parts
of the whole exercise of self-interest. This width is conspicuous, by its absence,
in later developments. Whatever efforts were made to add some kind of a moral
dimension to economics, somehow, always remained outside the mainstream.
With the expanding hegemony of capitalism, it seems that systematic efforts were
made to eschew the moral dimension altogether.

To take one example, we find that, in the context of the inequities of the
industrial revolution and the capitalist enterprise, there emerged some serious
concern for basic human needs, for essential conditions for human living and for
distributive justice, particularly in the writings of Tawney, Pigou, Dalton and others.
A new world began to be opened up in the form of welfare economics. But very
soon even that was sucked into a not-too-different utilitarian framework. Compari-
son of inter-personal utility was considered to be somehow outside the scope of
economics. And finally we arrived at Pareto optimality, which very much brought
welfare economics nearer to the utilitarian background in which mainstream
economics had developed. The prospects of a restructuring of economics some-
how collapsed into a search merely for making others better off without making
somebody else worse off. A very promising development was nipped in the bud.
Instead of influencing the mainstream, welfare economics remained a by-lane of
little consequence. Strangely enough, there is an influence of mainstream
economics on welfare economics but there is very little that welfare economics
has done to influence the nature of mainstream economics.

The Keynesian revolution represents another important departure. It created
a concern for the economy and its global dimensions. It is very interesting that
Lionel Robbins’ Nature and Significance of Economic Science and Keynes’ Gen-
eral Theory appeared almost in the same climate and in the same politico-
economic context. Robins tried to salvage economics from the morass of the
ethics aiming at perfecting the tools in a manner that the blames of economic
failure could some how not fall upon the shoulders of economics. He makes a
very clear statement that ethics and economics are strange bedfellows: there
cannot be any link between the two. They can only be juxtaposed, not integrated.
Kenyes, on the other hand, was concerned with the economy and the failures of
capitalism. His thought leads to the development of a positive role for the state
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and new concerns for public policy and social economics. A freshness was
breathed into economics, but again we find that, instead of a reformulation of the
paradigm, changes began to be made within the paradigm and the end result is
that within the neo-classical tradition, we have a burgeoning macroeconomics,
while the moral assumptions and the micro-foundations of economics, remain as
they were. The back-waters of economics remain unchanged.

Yet another major challenge came from development economics, again an
area where the issue of changing the whole social system was involved. The
multiplicity of factors, which ordinarily was not taken into account in economic
analysis, had to be now taken account of. But again we find that the mainstream
economics proves strong enough to suck in development economics and to put
it in the same strait-jacket of capital-formation as the key to growth.

John Hicks, in his interesting essay, ‘A Manifesto”, which has been published
in his Essays in World Economics and reprinted in Weaith and Welfare makes
the courageous claim that the rationale for economic freedom is not merely in
economic efficiency as mainstream economists would make us believe. This is
no more than a secondary support to freedom®. Economic freedom is important
in its own right and if it is important in its own right then it means that it has an
intrinsic value and note meyely instrumental value. The very idea of intrinsic value
and how to take note o}"i't in economic analysis is a challenging idea. As | will
show later on, this is where Isiamic economics has to make a significant contribu-
tion.

The very idea of basic needs, whether in the context of welfare economics
or development economics, is important not merely because of concern for needs,
but, in my view, because of the foundation on which this concern is expressed
and this is different from the limited framework of self- interest and of personal
gain and pain on which bulk of the economic calculus is based. And if the idea
of intrinsic value of things is accepted and accommodated, then, this would mean
a major departure from the framework in which the mainstream economics has
been developed. This digression primarily was with a view to invite attention to
the way economics has developed and how a Muslim economist may look upon
that. ‘

Vv

The ideal of ‘economic rationality’ is primarily rooted in self-interest, at best,
in the context of social achievement but nonetheless to be evaluated, understood
and explained in the context of individual choice. This is germane to the
mainstream economics. That is why major concern in economic analysis is on
internal consistency so that resources are used optimally. There is some concern
with external consistency also; that is a consistency between means and wants
as they have been expressed, i.e. revealed preferences. Hardly anything beyond
that is considered. When we try to reflect on this central problem of economics
from an Islamic perspective, we find that the concept of rationality would have
to be reconsidered. But before | come to that, let me in passing refer to the
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economic world view or the paradigm within which mainstream economics has
developed. If | try to put it in a summary form, | would say that it consists of three
elements.

Firstly, individual motivation is to be self-interest; personal gain or loss. That
is the real motivating force. It is not merely an assumption. It has also become
the objective. And that is how, moving between assumption and objective along
with the primary consideration of self-interest, the economic analysis, economic
description and economic prediction have developed.

Secondly, the individual is assumed to be operating in the context of a market
framework; a framework where he has the opportunity to make his effort, to
compete with others, to utilize scarce resources. This context of freedom and
opportunity or this framework of competition and market is also an essential
element of that paradigm.

The third element which had not originally been there, but has been added,
is the role of state, involving a slight widening of the concept of rationality, to
take into view individual rationality along with social or national rationality. These
are the three main elements which reign supreme in the mainstream economic
analysis. '

Vi

The Islamic paradigm is different. It is different not necessarily by denying
all these but by spelling out its own unique world view and approach in the context
of which analysis has to take place in Islamic economics.

Rationality in Islam does not deny the need for internal consistency. It does
not deny that self-interest is one of the factors which influence human behavior.
What it challenges is the assumption of the mainstream economics that for all
practical purposes it is self-interest alone that would explain human wants and
that would determine individual and social choice. | have very strong reservations
if this is even factually true. There is ample evidence in the literature within
mainstream economics which casts doubts upon this view of man and upon the
assumption that self-interest alone is the most important and the most decisive
factor in decision-making by the individual.

George Stigler, in his lecture on ““Economics or Ethics”, has claimed that the
assumption of the mainstream economics is empirically true™ but others have
challenged this thesis and a number of alternative explanations are being offered
in literature®. An equally strong case can be made for the possibility as well as
rationality of rule-based behavior. Even within the framework of a market economy
the possibility of different motivations can be demonstrated, not merely theoret-
ically, but on the basis of empirical evidence. There is strong empirical evidence
from Japan suggesting that systematic departures from self- interest based be-
havior to the direction of duty, loyalty, family traditions, cultural mores, goodwill
and sense of belonging have played important role in its industrial successes.
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What Michio Morishima has described as ‘the Japanese ethos’ cannot be
explained simply by the calculus of self-interested behavior®. There is a strong
case for plurality of motives. While self-interest remains an important factor in-
fluencing human behavior, it is very difficult to conclusively prove that this is the
only factor exclusively determining human behavior in all cultural settings. If it is
incorrect to argue that people always act selflessly, it is equally unsubstantiated
to assume that their behavior is always determined by self-interest alone. If it can
be demonstrated that the plurality of motivations is a more rational proposition
and can be substantiated by actual behavior of people living in different social
systems, then the whole edifice of mainstream economics will have to be looked
upon differently. If ethical values, Islamic or otherwise, have any influence on
human conduct, and if we are interested in actual human behavior, and not simply
assumed human behavior, then, the whole matrix of economic analysis would
have to be redrawn. So, in my view, the first question we have to face is: What
motivates man? What is the fundamental principle of rationality? Is it self-interest
alone as assumed by the mainstream economics? Is this assumption philosophi-
cally tenable? Is it morally acceptable? s it actually so? Is it empirically establish-
able? The studies by H.A. Simon"® on human motivation and behavior, and also
the evidence offered by the Dutch School, emphasizing the psychological ap-
proach to economics, empirically demonstrating multiplicity of motives, seem
nearer to the human situation than the one-dimensional approach that is found
in the mainstream economics.

The other aspect of self-interest is that it looks upon.man primarily from the
background that whatever he wants, is only for himself. ‘Utility’ and ‘well-being’
have almost been equated in economic literature. But is it really so? Is well-being
coexistent with utility maximization? Is it possible to achieve well-being in ways
other than utility maximization? Another aspect which deserves to be considered
is “Does utility maximization always lead to weli-being™?

Let us examine the question from another angle. Man operates-at two levels.
At one level, he is the object, and, at the other level, he is an instrument or he is
an agent. For example, if | am prepared to give my life for my country or my faith,
then, here, | am operating as an agent, pursuing an objective that is beyond my
own physical well-being but something that | value. In welfare economics, the
highest that we can think of is making others better off without making somebody
worse off. But would that really always serve the interests of equity and justice,
of social well-being, of human prosperity? If | am prepared, through my own
volition, to be physically worse off to see that others are well-off, how wouid |
take view of this approach? So, man whose behavior we examine in economics,
has to be looked upon in both of these positions and not merely in one. One is
that of him being an object, where seif-interest may be the major motivating force
and the other, where he is an agent; or should we use an Islamic term, a Khal i fah;
where he is living for certain objectives. Nonetheless, the choice is his own accord-
ing to his own evaluation. Yet, what he is trying to contribute is relevant to his
economic behavior and to the economic consequences of his actions. Now this
instrumental or agency role has not been taken into view by the mainstream
economic analysis. )
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Similarly, on the question of rights, we find that a very utilitarian view of rights
has been developed. Rights are valuable as instruments. Freedom is important
as an instrument. In economic theory, whether in exchange or consumption,
endowments or social security, the question of rights as having intrinsic value is
ignored. yet, if there are rights with intrinsic value, then, it is something over and
above the self-interest calculus. In that case, norms, rights and values would have
to be integrated with otherwise mechariistic methodology of economics. So, when
we look upon the issue of rationality from all these angles, we come to the
conclusion that the narrow self-interest approach is a very limited approach.
Although it is rich with a number of insights and capable of explaining many areas
of activity and behavior, yet there are equally important areas which have been
neglected or ignored or which are incapable of explanation within the narrow
limits of its framework. As a result, thereof, we must admit that some falsification
has also taken place in economic analysis and this has resulted in an impoverish-
ment of economics.

Amartya Sen™ has rightly emphasized that *‘moral acceptance of rights
(especially rights that are valued and supported and not just respected in the
form of constraints) may call for systematic departures from self-interested be-
havior. Even a partial and limited move in that direction in actual conduct can
shake the behavioral foundations of standard economic theory. The impoverish-
ment of economics related to its distancing from ethics affects both welfare
economics (narrowing its reach and relevance) and predictive economics (weaken-
ing its behavioral foundations)”.

The Islamic concept of rationality would not deny self- interest but would put
self-interest in perspective with social responsibility and with behavior in the
context of rules and norms. Again, it may be mentioned in passing that in the
mainstream economics there is, prima facie, hardly any scope for rule-based
behavior. But we do find that there are societies where self-interest alone has
not been the most decisive factor. It has been supplemented by rule-based be-
havior: loyalty, sacrifice, restraint, altruism, service, respect for values of the soc-
iety. This is not merely a moral proposition; it is an empirical reality. One can cite
as examples, the early Musiim societies or even the Japanese and Chinese
societies in the twentieth century. There are many factors that have played impor-
tant role in shaping human behavior, which has led to economic activity and
progress. There Is some recognition of these factors in contemporary literature,
even though it may be at the periphery. But these areas deserve to be considered
seriously and that is what Islam does.

In Islam, self-interest has been put into the context of moral values, norms
and rules. And all of these norms, rules and values are not necessarily man-made.
They are not merely mechanically ‘revealed preferences’ of human behavior but
Divinely revealed preferences and norms. They are based on the Qur’an and the
Sunnah. They are part of the belief- system and moral commitment of the individual
and the society. So, we find that. we have several tiers or rationality. First, an
internal consistency which is essential for efficiency. Second, an external consis-
tency which takes care of the relationship between means and ends, i.e. optimal
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use of resources for fulfilment of preferences, wants and needs.. Oyer .apd above
that, there is a third level which takes care of moral and material, individual and
social, national and international requirements.

In the mainstream economics, wants as given. In lslam, wgnts may not be
taken as given. They are also choice-based. But here chglce is based on the
moral values, on Shari‘ah, on the criterion of Halal (the permitted) and Haram (the
prohibited); and that is how the third level is devel?peq. For want of a better term,
this may be called the ‘harmonizing consistency’ which would,ensure h?rmony
between wants and values; between the ‘revealeq preferencgs _and the revgla';
tional preferences’, between the actual and the desirable beha\(lor inthe framewor!
of Halal and Hardm. Qur concern is not confined to an equation between means
and wants. The whole exercise has to take place in thg context of a proces,(sj
preparing us to want what we should want. 'Harrponlzatlon betw_egn wants in
needs, between wants and values and norms is as important as efficient allocation

at the technical level.

The level of wants is also influenced. There is a framework .in which these
needs and wants have to take place. M_u§|im thinkers have trned_to deTveIg;t:)1
needs-profiles. Shatabi and Imam AI—Ghazal i are early e>iartnples. Shah Wali ullad
has discussed it in the context of Irtifagat and Sa‘adah. Ba‘qlrjal-Sadr has touche
upon this in the context of ‘Adl (justice) and Zulm (exploitation).

The criminal law of a country is always the prqtgctgr of the socngl _valuehs of
a people. Generally, in the criminal law of other glvmzatlons and societies, tfgrg
are long lists of crimes and punishments prescribed for them. in Islam,fyvz t::at
that Hudud are very limited, just seven. When we reflect upon them, we lfn I
perhéps there is a very close relationship between the Isla_mlc cqncept o r)etihe
and values and the Hudud. In the Islamic scheme, the first major value l; °
protection of Tman and D7n (faith and religion) because th.ey constitute th(ejd e;;s!
on which the Muslim society, individua! and the commumty, rest. And Ri af_ lg
the Hadd for that. Then comes ‘Agl, man’s level of consc1ousne§s and weT r:n
there is Hadd for use of Khamr, (intoxication), which negates con_smousnt;.j,sc.j_d%r}
comes life, the protection of human body, Nafs, anq here we find theh_ ut_u o
Qisas and Diyat. Then we have the moral dimension of hqngr, of ¢ ZZflt%,']en
prétéction of family and integrity, and we have the Hadd for Zina and Qz H'.'b i
comes protection of property, Mal and we have the Hadd fo‘r §a_rqah and iraba ?.1
These are the only seven Hudud in islam. The rest are Ta‘zirat. This glveszj us 2
scheme for the real values or needs of a society whlch have to be protecte_ :r}co
these are Tman, ‘Aql, Nafs, honor and property. plﬁerent scholars havle trie dro
develop this scheme further and many more refinements may take place.
whole spectrum of Halal and Haram provides that framework.

jer i i i into a fourth tier

This third tier is unique to the Islamic system and.mefges in
of rationality highlighting consistency between Fhe action in this world and ';:e
Hereafter. So the Islamic paradigm would consns_t of these' values and thend e
behavior of the individual would have to be studied, examined and analyzed In

this context.
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These submissions suggest a new approach to the economic problem, based
not on total negation of what man has done so far, but, to provide a new framework
and develop a new paradigm within which to assimilate what can fit into the
framework and leave out what is abhorrent to it. In a way, the development of
socialist economics represented a not too dissimilar effort, although, the extent
of change Islam visualizes is far grater and more fundamental. Marxist concern
was confined to structural change. Islam stands for structural change as well as
textural change within men and society.

Marx tried to develop a new paradigm. however, Marx did not expound what
could be described as the whole matrix of socialist economics. What he gave
was a new paradigm and a new approach which later on led to the development
of economics of socialism. His contribution lies in giving a new economic
philosophy, an exposition of what he saw as laws of social evolution, based on
a particular principle of historical materialism and in the light of that a vision of
the future; how things are destined to move and grow. One fails to find the nitty
gritty of economics of socialism in the writings of Karl Marx. In that context,
Ludwig Von Mises and Fredrick Hayek were correct in raising certain fundamental
questions about the impossibility of socialist economics but they were incorrect
in assuming that Marx did not give a new economics. He did give a new approach
and a new paradigm. We are in a similar position. Our paradigm is different from
the paradigm of Marxism but the problem is very similar. Since we have a different
paradigm, we have to adopt a new approach, a new methodology, and then only
would we be able to produce a new content of economics.

I will not go into the other aspects of this paradigm which deals with certain
other critical issues like property rights, the role of state, network of incentives,
Wagqf, social subsistence (Kifalah-al-‘Ammah), etc. It may suffice to submit that
the incentive of personal interest has been fully harnessed by Islam but not as
the only or necessarily the most important factor or even the dominant factor.
That is why personal interest is supplemented by other factors and that is why
the concerns of Islamic economics, as also its points of intervention, start not
merely with behavior or institutions but with motives. Now Islamic economics has
a positive aspect, suggesting that it would be studying economic behavior as it
is. But that is not all. It also has an equally important normative aspect. It is also
interested in what ought to be. If moral values influence human conduct, and they
do, then changed human behavior should also articulate itself in space and time.
Our tools should be capable of comprehending that. We must not operate on the
assumption that there is only one factor determining behavior. Ethicaily-based
choice, ethically-based social behavior and ethically-based public policy fall as
much within the scope of Islamic economics as different aspects of positive
behavior. So the normative and the positive dimensions are poised together; both
have to be there. In any way the normative dimensions come first as it is the
starting point for the study of positive behavior which remains crucial.

In fﬁe study of the normative aspect, we ‘r_e_l)Lupon—Shar‘l'éh,'ihé Qur’an and
Sunnah, the revealed guidance, asthe primary source. Secondary sources include
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ljima’ IjtihEd, ‘Urf, etc. Interaction between the two sets of squrces would enab!e
the Muslim intellectual to be always engaged in an uncea.smg effort tlo remalg
rooted in his spiritual sources and yet keep up-to-date with the problems an

exigencies of the time.

On the positive side we have to study econom_ic behavio.r as it_ is and glso
as it would be as a result of ethics-based choice, ethlcs-baseq incentives, ethics-
based effort and ethics-based policy. So ethics-based behavior and depa_rtures,
therefrom, are to be empirically studied and capacity developed to prec_:hct the
same. Our tools of analysis and our methodology has to be such that it takgs
into view both positive and normative dimensions. Becent developments in
economics throwing light on behavior under unc_:ertalnty may, among others,
provide some pointers to the methodology that might be needed to study these

types of behavior.

One of the problems that beset economics, as also other social'sme'nces,
relate to an uncritical extensions of natural science methodolqu to this science
of man. Scientific methodology is no doubt important. Observation and expe'nment
are important tools in our kit but blind use of the methodglogy of natural SC|en<;ﬁs
in the realm of social sciences, particularly in_ecopomlcs, is at the root o.f. de
poverty of thought in our times. It has been a major mistake that_has to be rectlfle: ,
not by denying the methodology of experiment and observation but by su‘pp e-
menting it and putting it into context.

In Islamic economics, self-interest based behaviqr and rule-baseq b_ehawc_;r
and interaction between the two have 10 be studied sumultaneogsly_. Slmllallrly: in
the realm of policy- analysis and policy-formation, the chgllenge liesin d(.avg. o.zmgI
policy-based operational tools and development of .technl_que_s to stud)f indivi tya
and institutional behavior in the light of these pohcy objec.:tlves.and interac |in
between them. These are the areas where Muslim 9conom|sts will have tgurr;]a e
original contributions.They will have to develop thglr own models.' They vtw axz
to skillfully use statistics, mathematics, economertrics, etc. They W}II have to ma °
use of static as well as dynamic analysis. in the_se efforts they leII have to seel
truth with scientific integrity. In this quest, tentative results, leamning .from exp(;n—
ence and verification through practice, would be as relevant gs.m any ot ii
exercise. Yet | must emphasize that all these would be relevant within the conte

of this new value-framework.

Value judgements come into economics in a number of'way§: through ﬁer-
sonal biases of the researcher, through assumptions on vs{hlch. his appro:;:\ct o;
that of the economics is based, in the form of .the paradigm in thg con ehx 0
which he is thinking and behaving, in the for.mul_atlor) of fthe prqblem, in thefct t:)euszz
of methodology, etc. | think Islam’s contrlbutlo_n'lles in making mar;yl of se
hidden assumptions and values open and explicit. That makes the Is er\]mlc ﬂp])
proach more scientific because we articulate our valugs and we s areA g
framework with others. The paradigm is more comprehensive and complete. .rr:e
all that has gone to make it, is expressly state_d. Then we are prepared. to examlnd -
all the inter-relationships from internal consnstepcy to ,exte'rnal con31§ten<'(:r31/ a :
what has been described as ‘harmonizing consistency’ which looks into the re
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lationship between values and morals and objectives and the divinely revealed
norms and rules to which we have to conform. It is a more scientific approach.
Definitely, it would have to be a more comprehensive, all-embracing, and dynamic
approach and a multidimensional methodology would be required because the
required methodology cannot be limited to observation, experimentation and
verification. They would continue to be important instruments of the tool kit but
not its only instruments. :

vili

Finally, the significance of Islamic economics, if whatever has been said about
its nature is correct, lies in enabling the Muslims to fashion their lives, particularly
their economic system, in accordance with the Divine commandments. Its signifi-
cance, however, does not lie merely for Muslims. There is no doubt that the
development of Islamic economics is going to enrich the whole field of economics
as such. It is destined to develop a new critique of economics, exposing some
of its weaknesses and paving the way for its rectification. It would be able to
throw fresh light on some of the areas which remain dark and virtually ignored in
contemporary economics, at least in the mainstream economics. This may en-
hance the contribution that economics can make towards the solution of human
problems. These insights which have been expressed but not fully availed of and
the agonies and concerns that have been expressed by a number of economists
but left unresponded may now be tackled in the new framework. The Muslim
economists would be able to present a different tool kit, a more comprehensive
framework for analysis and | hope a more realistic approach to what human
behavior is and to what human behavior ought to be, and how the two interact
with each other and how the society on the whole may be able to actualize the
real objectives of Falah, Khayr, goodness and well-being. In economics, despite
all the lip-service paid to equality, the fact remains that efficiency has remained
the prime consideration. Taking into view the inter-termporal aspects, though the
growth dimension was added, yet equity and maximization of goodness and virtue
and well-being in the society have never been properly and fully integrated within
the framework of analysis as well as of prescription. At best it is at periphery and
mostly even outside the periphery: either a trickle down effect or a by-product,
never the real objective.

Our approach would integrate equity, efficiency and growth. Here, the objec-
tive would be Khayrand Fa/El_v. Efficiency would have an instrumental role. Though,
Islam would still be concerned with efficiency and with the judicious use of re-
sources, yet the target would be maximization of Khayr and FalEl_v, the establish-
ment of justice in all aspects of living and, with that objective, the individual and
the collective behavior of the economic agents would be studied as well as
influenced. It is through such interaction that a better society, a more equitable
economy and a world which would be a better place to live in and which would
be a stepping stone to success in Akhirah (the hereafter) can-be achieved. That
is the objective we are setting before ourselves that represents our tryst with
destiny.
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Discussion

Nen Amran

Since our knowledge is required to be based on the Qur'an and the Sunnah,
should we refer to these sources for our knowledge in Islamic economics also?

Khurshid Ahmad

This is a very important question. The whole seminar and not merely my
reply, would be a response to this question. That is what we are trying to aim at.
Because if we do not start from the foundation of the Qur'an and the Sunnah,
then really we are not doing any service to Islam and the Muslims. The Qur'an is
a book of guidance which covers all aspects of human life. The Qur’an is not a
book of economics or history or sociology or even law. It has elements of guidance
for all aspects: personal life, social life, relationship with Allah, relationship with
the human beings, relationship with the institutions of society. The Qur'an gives
us a particular approach to reflect upon economic aspects of life: that economic
activity is to be subservient to the moral and social objectives. It has been made
very clear in a number of places. Just reflect upon the following. The Qur'an says:

O ye who believe!When the call is proclaimed to prayer on Friday (the day
of Assembly), hasten earnestly to the remembrance of God, and leave off
business and traffic. That is best for you if ye but knew. And when the prayer
is finished, then may ye disperse through the land and seek the bounty of
God: and celebrate the praises of God often (and without stint) so that ye
may prosper’’. (62:9-10)

Just reflect upon the Islamic viewpoint. It has been said that when the call
for prayer has been made, then leave your business and rush towards the prayer.
When the prayer has been completed, then go back to the worldly affairs. The
words used are beautiful. “Seek God’s bounty”. Why ? Because this would ensure
Falah. But while encouraging economic effort, we are also reminded to constantly
remember Allah. This means that economic effort has to take place in the context
of this value-framework. Seeking economic well-being, then, becomes a Divine
bounty (Fadl-al-Allah). Whatever | am getting as a result of this effort is the result
not only of my effort but also a blessing from Aliah. I have to be honest to God
and His creation. In this effort, | have to remember God. | must not commit any
sin. | should not exploit others. | should not cheat. | must not deceive. All the
guidance that the Qur'an and the Sunnah have given, [ have to follow that. And
then the result would be Falah. So Faiah is the objective and Falah is material as
well as moral; economic as well as spiritual; and applicable to this world as well
as the other world.

in the Qur’an, we have been told that economic relations have to be organized
on the principle of Taradi, on mutual acceptance, mutual integrity, where one
party does not exploit the other party. This is the basis on which economic
relationships have to be organized. And wherever there is exploitation, it has to
be eradicated. The reason why interest is forbidden is that it involves exploitation
"Zulm of both the lender and the borrower. Fixed reward for capital cannot but
be exploitation. The only just foundations are those of risk-sharing. The Qur'an
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gives specific guidance about basic concepts, fundamental principles and certain
key institutions. It has also clearly stated some of the economic rights. For example,
the Qur'an says clearly that in the wealth of the rich there is a right of the poor
and the needy (51:19). Now the mainstream economics would not accept this
idea. According to welfare economics you can dole out something for purposes
of social security but the idea that those who are deprived in the society have an
inalienable right on the wealth of the rich and unless this right is fulfilled they
would not be able to go to Jannah (paradise) is unique to Islam. In fact, the Qur'an
says that those who fail to fulfil their duty towards the poor and the needy would
be sealed with gold which they have collected. (9:34-35). So it is a very different
concept. All these are there in the Qur'an and the Sunnah, the sources that give
the parameters for the organization of Muslim society. Figh al Mu‘amalat is based
upon the injunctions of the Qur'an and the Sunnah. That provides us with the
framework but that is not the whole story. Our task begins after that. Once we
have imbibed these values and principles, then, we have to apply ourselves to
analyze the situation and to see how descriptive, analytical and prescriptive ac-
tivities have to be organized.

Summing up, may | submit that the Qur'an and the Sunnah give us those
principles and values, the guidelines for economic behavior of the individual and
the society. It is on the basis of these guidelines that inferences have to be drawn
for specific application. Once this framework is before us, our task as economists
begins. It is in the light of these values that individual behavior has to be modelied.
What would be the shape of the utility function in the context of behavior influenced
by these values ? How the consumption curve would behave ? What would be
the production mix ? What would be the policy of the government for different
areas of economic activity? What are the points of its intervention ? This is what
we have to do. Our analysis should be inspired by the Qur'an and the Sunnah
but it would not be valid to demand a verse from the Qur’an for each and every
piece of analysis or description or prescription.

Hussain Mullick -

Islamic ethics has two parts. Part of it is from the Qur'an and Sunnah which
is very clear and there are no differences about that. But the other part is different.
There are different schools and there are differences of opinion. If we think that
ethics is the source of our modelling, of our ideas in the development of any
science, of any discipline, how can we tackle the problem of different interpreta-
tions that may lead to different results? Also, ethics has a very wide scope. There
are also social ethics which differ from one Islamic country to the other. Keeping
in view the differences in cultural background and foreign influence, if we consider
ethics as a source for theorizing, it would influence the nature of the system that
we are going to look for. Or are we just going to abstract from that as positive
economics usually does and concentrate on the pure Islamic ethics.

- -Moreover, Islam accepts that efficiency is an important element to maintain =~

and improve economic power of any country. With the statements in the Qur'an
and the Hadith as well as the general view of Islamic ethics, it seems clear that
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efficiency would remain important. When we look for an economic judgement
based on Islamic ethics, we do not just look to its position in terms of how to
help the poor. We are also to see the general directions that the Qur'an and the
Sunnah give to the Muslim society to obtain power, in the face of non-Muslim
nations, to protect itself and to direct its resources and its economic system in
order to maintain these conditions.

Khurshid Ahmad

There are three aspects that have been highlighted. First, efficiency is an
extremely important element in the Islamic economic behavior. The Qur'an and
the Sunnah make it very clear that we must avoid waste. Islam is so eager about
efficiency that even when an animal is to be slaughtered, the Prophet (pbuh) has
asked us to slaughter the animal with a sharpened knife so that the objective is
achieved with minimum pain and fastest speed. 'To keep the horses ready’, as
the Quran exhorts, is not merely to keep the horses ready, but it means a state
of readiness which covers every aspect of life and all levels of technology. In the
Qur'an you will find that Sabr (perseverance) has been supplemented with
Musabarat{competitive preservation) which points towards relative superiority and
comparative efficiency. Not only we have to show perseverance but perseverance
that is capable of surpassing the perseverance of others. So, efficiency is an
integral part of the Islamic system. But efficiency to the neglect of equity is not
real efficiency. It is a false view of efficiency which needs to be rectified.

Secondly, as far as the question of ethics is concerned, it is right to say that
there are two sources - the primary and the secondary sources. The Qur'an and
the Sunnah are the primary sources. Secondary sources have been /jma‘ and
ljitihad and even ‘Urf (common usage and custom). So, as far as the total corpus
of the law is concerned, it has been influenced by all of these but | would like to
invite you to think over the problem slightly differently. What the Qur’an and the
Sunnah have given explicitly are not subject to dispute.. There are, however,
some areas where there are different interpretations. Nonetheless, most of the
differences relate to eschatological issues and not with ethical and social issues.

In the ethical and social realm, the differences have emerged from either the
different ways in which the Prophet (pbuh) behaved in given situations or through
different interpretations and applications of the Islamic norm in given situations.
If we analyze all the major schools of thought, these differences, instead of being
a source of confusion, actually provide flexibility within the Islamic system. This
means that Islam admits variety. It is not just a mono-type. It is possible to have
plurality even within the Islamic framework, which gives us great area of experimen-
tation and flexibility. So instead of looking upon these differences as barriers, let
us look upon them as opportunities.

Let us take an example. In the Hanaf/ school, it is said that if the husband
of a woman is not traceable, e.g. has gone abroad and has: not come back and
no information about him is available, she cannot marry over the previous marriage.
She will have to wait. Hanafi jurists have said that even if she has to wait for
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ninety years, she should wait. But other schools say that let her wait for a reason-
able time, say seven years, and if, within that period there is no news about him,
then assuming that the husband has died, the woman can remarry. Thus, Islam
wants to avoid difficulty and, in situations like this, would welcome the easier
course for its followers.

Also, look at the development of contemporary Islamic banking. | may have
my reservations about making Murabahah and Bay‘Mu’ajjal as the main modes
to be used for financing in Islamic banking but the possibility of Murabahah in
Shafa‘i school provided the contemporary Muslim bankers with an opportunity
to take a tool from that kit and use it in the present-day situation. So, differences
should not be looked upon as barriers. They may be examined as genuine oppor-
tunities defining the areas of flexibility within the Islamic scheme of things. That
would be a great help and not a barrier.

Kazim R. Awan

How an Islamic economist is supposed to approach a research problem in
terms of the methodology that he is to acquire or use, particularly in a transitional
Muslim society where all Islamic laws are not being enacted or enforced ? Is one
supposed to take behavior as given as it is in that society, which is, | presume,
primarily self-interest based ? Or should one assume that the perfect Islamic
economic society has been created and analyze the problem in those terms ? It
seems to me that, most of the literature that we have, takes a mixed approach.
There are certain articles which would make the assumptions very explicit and
there are others where one is not really sure. So a lot of the criticism that is made
about Islamic economics is basically that it is in the mould of existing methodology
and all that one is doing is removing one constraint and putting another one and
analyzing behavior in that sense. So, fundamentally, behavior is as it was i.e.
self-interest based. What has been added ? If interest- based banking is removed
and profit-sharing is introduced in the system, how does that help to change
behavior in that society ? | think there need to be some explicit statements about
how one approaches this particular problem. .

Another point is that it was said that the methodology of Islamic economics
is not in conflict with using modern techniques. In certain instances, it may not
be so, particularly the use of marginalist analysis, say, for the maximization of
Fa/ah There are no trade-offs here. One is not talking of trading off one Halal
item agamst another. So, how does one square that ? Is it being suggested “that
we somewhat modify the same technique ? If so, in which direction should we
modify the marginalist approach ?

Khurshid Ahmad

| share some of the apprehensions about some of the writers on Islamic
economics who remain too steeped in the analytical ffamework within which we
have been trained. This is not unnatural. This is how all beginnings are made,
provided we are conscious of the purpose and the objective where we have to
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go and the departures that we will have to make. In my view, this is the trajectory.
This is the path through which we will evolve and grow. So what is important is
that we must be very clear about our objectives and about the norms that we
have to accept.

Sometime back | tried to suggest a distinction between ‘an Islamic economy’
and ‘an Islamizing economy’. Perhaps we will have to include to the list even a
non-islamizing economy and we will have to concentrate upon all these three
situations and develop tools of Islamic economic analysis which can study all
these three situations.

| am not very worried over the fact that sometimes we make liberal hypotheses
even somewhat too idealistic but then | think that also helps us because in
economics we are familiar with this approach. We start with the perfect competition
model and then bring into analysis some of the imperfections. The perfect com-
petition model may not be in a position to explain a number of developments and
phenomena but with gradual introduction of imperfections we are able to make
it more and more realistic. After all, Joan Robinson and Richard Chamberliain
made seminal contribution to economic analysis by exposing the perfect compet-
ition model to actual imperfections of the economy.

I would not deny that we may have to adopt similar techniques. But where,
I think, we should be very clear is that the starting point of a Muslim researcher
should be a thorough understanding of the Qur’an and the Sunnah, and the Figh
to have a clear grasp of its vision of man and society, of the values that Islam
wants to nurture and nourish and of the behavior that it wants to discourage. We
have to be imbued with that. Again, | am not very happy with giving the analogy
but if a socialist economist really wants to work with rigor, he will have to be
deeply steeped in the socialist philosophy of society, its concept of social evolution
and its appraisal of the economic mechanism. But, then with that training and
that commitment he will have to apply himself to the actual day-to-day problems.
In my view, we have a long way to go and we must not be complacent about our
positions. | think, Muslim economists must care for two virtues: first, we should
have Islamic commitment and vision and secondly, we must have great humility.
We should realize that most of our efforts would remain tentative and exploratory.
Nonetheless, the subject would evolve through this very process.

As for the second question, | do not think the marginalist analysis would have
to be abandoned all together or would have to be employed as the major tool of
analysis, even though | don’t agree that there are no trade-offs. There can be
trade-offs in a number of situations. For_example, in certain disvalues, you will
find that you may have to bear a smaller damage in order to avoid a bigger damage.

Similarly, in positive values also, when there is a choice and it is an either/or
situation then you have to drop the lower positive value for the sake of the higher
positive value. For example, in Badr, the Prophet (pbuh) asked the Muslims to
break their fast to fight the enemy in Jihad. Here, there are two positive values,
Jihad and fast. But there was a situation that fasting had to be sacrificed. So
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there would be trade-offs, but in my view, marginal analysis would not be the
only or the main method we have to adopt. The structural problems would have
to be studied and a number of evolutionary situations have to be taken into view.
A more wide ranging approach may also have to be adopted, but, again, t do not
say at the cost of one another. Instead, some would have to complement others.
So, our obsession with certain limited techniques, perhaps, would have to be
contained and then supplemented by other techniques.

Ghani Mohammad Khan

Is it correct to say that, unlike the mainstream economics, in Islamic
economics, material indices are not the main or exclusive factor that condition
the behavioral pattern of economic agents ? Rather, in Islamic economics, the
behavioral pattern has to be studied within the Islamic perspective with emphasis
on welfare of the Ummah and, for getting enlightment, we have to study or to
brush up our knowledge of the Qur'an, the Sunnah and the Figh.

Khurshid Ahmad

I think you are very correct. | am trying to emphasize that the first essential
for a Muslim economist is Islamic orientation. We must not stop at that, as that
is our starting point. However, we must realize that Islamic economics is not
merely quoting the verses of the Qur'an and that’s all. Our effort should be to
imbibe those teachings and values and then to see how to apply them to achieve
our objectives. | could not touch upon the whole area of the structural framework
of an Islamic economy in which the Muslim economic agent has to operate. It is
part of our framework and it has to be developed and if that is not there at the
moment, then we have to strive towards that end. Indirectly, this brings me to a
point which a participant raised earlier. We are studying the economic behavior
of Muslims who as yet are unfortunately not fully conforming to Islamic law. This
is a reality but this is our starting point and Islamic economics is not to operate
in a vacuum. We hope there would be an Islamic policy for the individual, for the
family, for the society and for the state. We have to move towards the development
of those institutions which are needed to enable the Islamic economy to operate
efficiently. So it would be part of a total effort to Islamize.

There cannot be Islamizing of the economy in isolation of the rest of life,
starting from the personal motives and manners and ethics of the person to the
social modes of the society and institutions and policies of the state. Nonetheless,
even limited efforts at Islamization are bound to produce results that would be
relevant to the empirical study of a Muslim economist. For example, look at the
lending habits of people in a Muslim society and of people in a totally capitalist
society. You will find that a number of loans are and have_always-been taking
place without interest not only for personal use for consumption purpose bu
even for productive purposes. - '

We find that when, in Pakistan, we switched over from totally Riba-based
system to a partially Riba-free system, by just opening a Riba-free counter in the
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banks, we found more than a proportionate increase in deposits in the Riba-free
accounts, suggesting that these accounts also captured savings which were not
originally covered by the system. In other words, it was not merely a substitution
of savings from Riba-based system to a Riba-free system. The new system was
able to attract savings which were not responding to signals from the interest-
based system. Does this represent a new type of behavior pattern ? Does it not
throw new light on the saving habits of the people in Muslim society ?

Similarly, it deserves to be explored how far the switch-over from interest-
based investment (or lending) to equity-based investment/lending is going to
influence trading habits, financial relationships and even the psychological at-
titudes of the people towards profit, work and investment. What would be the
consequences, for the economy, of a changeover from loan-based: financing?
Equity-financing calls for a very different attitude and approach both among the
borrowers as well as in the lenders.

Though initially it may look like a formal change vyet, if it spreads and persists,
it is bound to bring about attitudes changes in the borrowers and lenders. It would
also bring about changes in the vigilance and overseeing practices that banks
exert over their investments. It would bring about changes in modes and styles
of bank management and bank personnel because they would need a different
type of expertise to take care of the new needs. Once the new system really
reaches the stage of takeoff, would it not lead to changes in business and govern-
ment ? So, this small change may spark off a series of changes which would lead
to a structural transformation of the society over a period of time. It cannot take
place in a shorter time horizon but if effort is made in that direction then this
change is bound to take place and | think it would be the task of the Muslim
economist to study behavior at all levels and during different time-horizons.

Earlier, | gave the example of Japan. It has been empirically demonstrated
that it was not merely the import of Western technology or simply the question
of self- interest which lies at the root of Japanese economic growth. in Japanese
economic growth, the Japanese social system, Japanese values of loyalty to the
society and the family and the relationship between the corporation and the worker
played a crucial role. Now an Islamic economist would be studying and analyzing
all these factors and would not be assuming them away as is the case with the
mainstream economics. He would go to the facts and would try to come back
with those facts to interpret and, if necessary, even change the framework of
analysis to accommodate all these dimensions. Maximization of one variable is
no longer his objective. A more dynamic approach would be needed to achieve
harmony and balance between a nurr)_b,er of objectives.

Saiful Azhar Rosly

There is one particular area which needs to be highlighted and that is the
concept of scarcity. In the conventional framework, economics’can be defined
as a study of how scarce resources are allocated among alternate ends. This is
historically a micro-definition given by Robbins. Because of scarcity, we have to
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make choices and that brings about the economic problems of what to produce,
how to produce, for whom to produce and the questions of stability and growth.
In the conventional framework the central motivation for a man to be involved in
production and consumption is scarcity. When we come to Islamic economics,
the problem arises that we can visualize man as both self-centered or self-in-
terested and at the same time behaving as an agent, a Khalifa. in the framework
of conventional analysis, we can see that the scarcity phenomena brings about
the main economic problems. However, in the Islamic framework, we could not
say that scarcity is the only cause that creates these problems. How then should
we go ahout to rationalize the need to discuss the problems of allocation, distribu-
tion, stability and growth. Is it due to scarcity only or something else ?

Khurshid Ahmad

No doubt, scarcity is one of the central problems of economics. The whole
problem of exchange and choice is conditioned by it and perhaps in Robbins’
appreciation of economics, it is the most critical aspect. | don’t think that Muslim
economists ignore or belittle the fact of scarcity at a particular point in time.
Scarcity only means limited resources in a given situation, but definitely it is so
only at a particular point of time. Scarcity is not a dynamic reality. It is a reality
only in a given situation. Robbins has also touched upon that in the context of
growth. But if we lock deeper, we find that Allah has provided for all that human
beings or even animals need. This is also a historical fact that resources have
not been static or given. They have been evolving and new resources are being
discovered and better utilization of given resources is taking place. Technological
efficiency has ensured better use of some given resources. The whole process
of round-about production has led to greater production. Look to petroleum for
example. About one hundred and fifty years ago, nobody knew of petroleum as
a resource. But when it was discovered, it transformed the entire world economy.
The use of solar energy or of nuclear energy at a vast scale is going to change
the role as well as the form of technology. So, | may submit, scarcity is not a
static concept. But at a particular point in time, it is relevant. It has to be taken
into cognizance and that is why an efficient use, or, more appropriately, judicious
use of resources is desirable, Islamically. The concept of absolute scarcity needs
to be reexamined.

Another aspect is that some scarcity is produced by human institutions, by
historical realities, by structures of society and by availability of opportunities.
opportunities and scarcities are closely related to each other. A system which is
prepared to expand the area of opportunities, the whole phenomenon of scarcity
will assume a new shape and dimension. This would be a material difference
which would take place in the Islamic framework. In the neo-classical and to
some extent even in the schools of classical economic analysis, the question of
distribution of wealth was by and large ignored. So was the question of interde-
pendent utility. In our analysis, if all these considerations are taken, then at a
theoretical as well as at practical policy levels, the question of scarcity would
assume a different dimension. But, at different technological levels, the structural
situation in which scarcity assumes a particular shape can be changed through
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structural changes and through changes in attitudes and motives. The self-interest
thesis would suggest that you should not do something which would make any-
body worse off. This is the best that is thought of. But in Islam, the idea is that
it is my duty to make the worse off better off. My own self-interest in the wider
context of my success in the Hereafter, demands that | must share and | must
help others. The whole idea of negative freedom and negative rights, not interven-
ing in anybody’s affairs, is given an altogether new dimension by the idea that
you should help others in growing and improving and prospering. Now this is
also relevant to the scarcity situation. Because, if this is my attitude then the
consequences of scarcity would become different. So | think that if all these
dimensions are kept in view then the problem of scarcity would be faced squarely
by the Muslim economists and by Muslim policy makers, but from a different
perspective.

Muhammad Khan

The point that the role of man based on self-interest and also as an agent
of the society could be a major departure from the mainstream economics. It
would really be a very good beginning if we are convinced on this second role
i.e. man as an agent of society and Khalifa of God. If this is made clear, then,
we can make good advances in Islamic economics but, as far as, my understanding
of the present-day situation goes, man in actually an agent for himself and this
is unfortunately true in many Muslim countries also. You have given the example
of Japan. That is true to a great extent but it is basically due to their institutionalized-
wage system. That is what has made the behavior of individual subservient to
the interest of society because the system is linked to his own welfare in the
greater end. So that part will be taken care of if we first develop a system which
gives him all the rights as an individual worker e.g. by giving him a share in the
work that he is doing. Then, may be he can perform the second role as an agent
or Khalifah.

However, at present, everybody thinks that he is being exploited and self-in-
terest, thus, dominates in the decision-making. In these circumstances, it cannot
be assumed that man has a second role also which is said to be equally important.
| think, before analyzing or theorizing human behavior into these two roles, it may
be better that we first talk about the Islamic economic system. If we emphasize
on this aspect, we could evolve a welfare system that ensures man his due rights
in the society. Then, probably at some later stage, we may introduce this second
element of his behavior that he should work as an agent of the society also.

Khurshid Ahmad

From what has been said, there is very little with which | differ. It is quite
correct that we have to emphasize the Islamic economic system and we have to
take it in its totality. It is only through changing the society and the individual that
this new model can be actualized and not merely by thecrizing. Yet, | would like
to clarify that | gave the example of Japan not because | considered that as an
ideal, that because | thought that it provided at least a different scenario for the
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analysts to study the situation. | agree that, in Japan, the wage system has played
an important role in institutionalizing that relationship but that relationship came
before institutionalization. They value these relationships. It is part of their faith,
their tradition, their education, their family life and the so-called Confucian ethics.
It hovers round this, and once they valued that thing, they tried to develop their
economic institutions i.e. the wage system and even the corporation in a manner
that was in consonance with that value system. Why is it that, in Japan, in most
of the cases, the second and third generation of a person continues to serve in
the same enterprise ? The reason for such a continuity is that their corporation
system is based on different values and they did not try to develop their economic
relationships in isolation of the value system or the social system.

In the Muslim countries, what has happened during the last 200 years of
colonial life is that our new economic institutions, our economic relations and our
economic ethics have been developed in isolation, rather in contradiction, of the
ethics and values of the society and of the social system. Japan also tried to
bring technology from abroad but it tried to bring it in a manner where it could
be used without disrupting the social system. The Japanese brought new technol-
ogy to every home, making the members of the house work without moving the
house-members to the work place with the result that the family system did not
disintegrate. Instead they developed the financial and distribution system in a
manner that could cater for this. They wanted to use technology to serve their
society. We brought in technology to disrupt the society and its institutions. The
situation that is found in the Muslim countries today is, among other things, a
result of the cumulative effect of a process of imitative Westernization. The so-cal-
led industrialization and commercialization of relationships has taken place in
isolation of the values and norms of the society. This is what the famous Urdu
poet Igbal said: :

Tha Jo na-Khub, batadrij WohT Khub Hua Ki GhulamT main badal jata hay
Qawmon ka Zamir.

What was unwelcome, per force became welcome Because under slavery
and colonization, the conscience of a people is metamorphosed.

This metamorphosis has unfortunately taken place. The problem that has
been posed is valid but then the answer to that lies in attacking it at all levels. |
am not against theorization. | believe, that this effort should simultaneously con-
tinue with efforts at education, propagation, guidance and changing of the system.
Even the political will is an essential part of it. But, along with that, professional
economists should try to reflect upon these issues and make new efforts. It will
take a long time to really develop the new tools, new ideas, new models, new
programs and new plans that would be needed to fully avail from the Islamic
guidance.

Radi Ibrahim al-Bdour

As teachers of économics and especially Istamic economics, we are faced
with probably an ongoing and continuing challenge, and that is why we have
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different levels of advancement in our field. For example, we mix our mic-
roeconomics with macroeconomics. We have very high technical papers coming
out in the literature but yet we don't have decent text books for Islamic economics.
There is no systematic way of developing this literature and everybody is contribut-
ing, whatever he feels he can contribute, with the result that some contributions
are highly technical, some very descriptive and some even repetitive. As Muslim
economists, we do not have a program of how to fix our priorities, what to do
first, what to do next and so on.

We also seem to be overconfident about the marginalist approach or neo-clas-
sical theory. Let us analyse the neo-classical concepts. There are some assump-
tions, some very big assumptions in neo-classical economics. Once those as-
sumptions are removed or once they become shaky, the whole system will col-
lapse. For example, we talk about a price-taker which means everybody is a
perfect competitor. But we live in a world where sometimes monopoly has to
exist, where we have to have monopoly, which is natural; so there is no way one
can assume perfect competition. Another assumption is about the market
mechanism. We all live in developing countries and sometimes we don't have a
market mechanism. We have a government which prices bread because if we let
private enterprise do it, poor people will not be able to buy it. We have many
Islamic concepts operationally applied now but we don’t look at them that way.
Every Muslim country has Sharikat (companies). Many of these Sharikat don't
take any Riba and they do follow the rules of Shar‘iah in their activities. What is
the difference between them and a Muslim Sharikah? If we look at personal
behavior or corporate behavior, we find many things that we do now are very
much Islamic, but since we have been lost for so many hundreds of year we don't
know that what we are doing is Islamic. There is hope at the theoretical level and
the applied level.

Ithink as professional economists or Islamic economics teachers, our problem
is we do not have a single proper book to work with. | would like to see a complete
discipline in Islamic economics, books on Islamic banking, on principles of mic-
roeconomics, macro economics and resource allocation, etc. As long as we keep
in mind that we can remodify, we can make all the assumptions we want as long
as they are consistent with Shari‘ah.

Khurshid Ahmad

I share the optimism of the participant, to the fullest measure. Both in theory
and in practice, Insha’ Allah, we will be able to face the chalinge and make our
contribution despite the difficulties that are there and | am sure once we have
made that, we would not have the Islamic neo-classical theory but just the Islamic
theory.

The first point that has been raised, is really an important point. We are all

feeling the the pinch of it that we do not have proper teaching material in Islamic -~ - -

economics. | share the concern. All of us are conscious of that and only a couple
of months back we met in Kuala Lumpur and one of the themes we had to deal
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with again and again almost in every session related to this very issue. But we
were of the view that perhaps it will take some time to rea}lly .produce worthwhile
textbooks on Islamic economics. The discipline is still in its Inltl‘al phgses of growth.
Standard textbooks would take sometime to appear. Thls 'ls.qmte natural and
must come at a particular place in the development of all disciplines. Fpr example,
look to ‘/im al-Tafsir. You will find that Ibn ‘Abbas’, perhaps *fhe first work of
Tafsir, would not look like a Tafsir, if you judge it on the criteria of later works
of Tafsir, say for Jalalayn and Razi. Books of Hadith came the same way. 'I;pe
books that you find in the first two hundred years were ju_§'_c collection ef Ahadi __th
by the narrators. But then you come to Mua’tta of Imam Malik or al-Jami as-§afg:l_1
of Imam Bukhari. They were classified keeping in view the Figh needs, going to
the sources and systematizing the material and so on.

In economics also, you find that a text book was not written by Adam Smith.
Perhaps the first book that can be called a textbook was written by Alfred Marshgll
and then by Walras and others. But it took about 100 years to proqucg it and till
the Second Worid War, most of the people were teaching economics in most gf
the European universities on the basis of this book.. Bpfore that, for ex_ample, in
Cambridge, economics was taught as part of the tnpos pf _moral sciences till
Marshall’s Principles came and then it became a subject in its own right. So, |
think, we are passing through this larval phase and | hope we would be able to
produce good textbooks in due course of time.

However, at Kuala Lumpur, it was decided that a committee will prepare a
plan to produce a series of books of readings vx{hich would somehow r?present
the quintessence of writings on Islamic economics as they stand today ..These
can then be tools for teaching Islamic economics. That would also hglp in har-
monizing our thoughts and may serve as a stepping stone to the writing of the
Textbooks.

A Participant

You have mentioned that in the Islamic economic system we would ha_ve
need-based behavior. | am not clear about the consequences of such behavior
for the market system and the distribution system. The need-based systerq would
presumably produce a bundle of goods where people‘_s needs are deter_mlned by
the state of development of the society. However, it is not easy to .estlmate the
needs objectively. Even if we were able to determine needs objectively, how to
ensure their production ? Do we order people to allocatg resources to produce
these goods ? | do not know how Islamic it is to determine the type of job that
people have to go to. The next stage is that after these goods have(beer? produceq,
they should be put in the market, so that people buy them according to their
resources. Everybody in the society may not be able to get the Ieyel of needs
that we have decided. So the market system has to be done away with and some
other system has to be evolved. What is the system that you will suggest?

The second question relates to the values and the rules of Islam as a source

of Islamic economic theory. We know that Islam is a dynamic system, one which
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is able to adapt to the needs and the development of the society at every stage.
That is the unique thing about Islam. What will be the role of the Muslim
Economists? We know that the Muslim economist is supposed to take the values
from the society and the judgement or the interpretation of the rules from the
‘Ulama’. Will there be a feedback mechanism from the Muslim economist to the
Muslim society to shape the values and ‘Ulama’ to give their judgement?

Khurshid Ahmad

Both of these questions are extremely important. About the first one, | would
submit that this idea of switch over from obsession with wants to conscious
pursuit of needs is not my original idea. In literature there has been a lot of
discussion on this. The cardinal and ordinal ordering of wants and needs has
been done by a number of people. Many Muslim thinkers have touched upon it.
For example, Shagab_i' when he categorizes the wants of people, has developed
a three tier system of Daruriyat (necessities), l_-IajTyEt (conveniences) and
Tahsiniyat (adornments) which is a beautiful formulation as against the neces-
sities, comforts and luxuries which you find in the mainstream economics.

The idea that | was trying to suggest was that this whole area of wants would
not be left unregulated in an Islamic economy. However, to say that it would be
regulated and guided does not mean that it would be regimented and freedom
or initiative of the people would be eliminated. Islam’s beauty lies in making every
individual harmonize his will with the Divine Will. That is what Islam means. So
that you start accepting as your need what is genuine need and to dislike what
is not accepted or thought of as a need by Allah and his Prophet (pbuh). For
example, in the Western economy, if somebody wants to drink wine and he has
the money to buy it, he is free to do it. The whole system is mobilized through
the market mechanism to produce what people allegedly want and even to create
artificial want through advertisement to see that the objectives of the productive
machine are fulfilled. Now, in an Islamic economy Haram is forbidden for a con-
sumer and for the firm as a producer because of moral values and also because
of the policy that the government has to pursue. So, there has to be a framework
that certain things are Haram and they are out. There are certain things which
are Halal and they will be encouraged. There are certain things which are MubEb
(permissible). This would provide a vast area of freedom. Nonetheless, there would
be certain limits within which this process has to operate. Market mechanism

would be the chief mechanism because the idea of private property has been
respected by islam.

But along with that, Islam has not given human beings absolute ownership
over property. The ownership is in the nature of a trust which is subject to a set
of rules. Any violation of the rules will forfeit the right to control and/or own these
means. For example, in Western legal theory any person who owns a property
has a right to destroy it, if he does not cause any injury to others. If | want to

«

Reference is being made to a coordination meeting of teaching and research institutions active
in the areas of Islamic economics, banking and finance, which was held at the International Islamic
University, Malaysia, at the behest of islamic Research and Training Institute, Jeddah - Editors.
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i i legal right to do it and there is
this watch of mine by a stone | have every ‘
ﬁgjf:otrall obligation beyond that. But in Islam, | cannotj dotthat'tb?(z;unsi Srgy lrf:r:
i i i tonly destroy It. ,
ship does not give me the right '_(o wan ' .
L?s;gggrof F?can share, | can give it to others, but | cr?nn;)t dest;cgl (latn gggt rlg;
it, 1 ight to penalize me for this. canno
destroy it, then the state has a rig nd ot e sioes of
imits. These limits are there becaus '
O The e e imbibed through education through faith,
iety. These values have to be imbibe g on, thre
tgfoigﬁ sgcietal influences. They have to be protected by the institutions of the

society.

There is also a role to be played by law. Law norrr;al!y opﬁr?;tle: r:t ;v;grl)?gzlrsé
ifi imi i ks the violation. .
4 identifies the limits and two, it chec g ; le &
O(?te %c;tclgd and regimented to behave in a pgrtlcular manner asdlr; a tr?ttegltrir;ir;
) stem. In fact, there are certain things in which the){ are allowe y (o] et0 o make
zymista.ke Eve,n if there is a penalty for that aberration, the freedom
that is not eliminated. So there is a vast area of freedom.

However, market mechanism is not the' onl_y mechgnism. (Tj‘he mﬁ;l:’f
mechanism vs;ould be supplemented by educative, lnfo;mgtlorlgl anFOLn:;:mple
i i i ons in the desired direction. ,
works which would be influencing person oo, e
i dvertising. Now, today mal '
certain rules would be framed for aaverl Now o ot to
i i ich is a very vall ,
i t is not only to share mformathn w / o
'iq\sf?L:gize demand |yn a particular direction and therells no chger?: zgtt?:; pr:)or
- it i ig fi the real sovereigns,
ialist system, it is the big firms vs{ho are tl oor
zia:ihnfer. ){t is their choice that prevails. That is why_they make you want w
they want to sell you. So there have to be certain limits.

Even the state has to play @ certain role with clear-cut fPrmsba:JTjtop;Lni:jseoiI
intervention; not with a view to supplant the mgrket mechanlsm, e
i r,nent it and ensure its healthy operatlops._lq an Islamic e . b
o suppeb erely a two sector situation of individual ownership and stat
WOUI'd nOtt ; r'Tl'lherey would also be a noncommercial private sector whlch is
pUbh'c .sechor.Wa f the service sector and that would, in a way, I.et the socnet)l/(
althleth,e: seocietj ,Wherever there is a market failure, that function would no
t:;:j'ua)lmg?(ically go to the state. It is rectified at different levels.

i _identification takes place in an objecti\{e mann'er.
So,f":hthta :12: rs::r,]ogl;;?:: c:Ste in the Shari‘ah. There are certain things whlgh
e : clared Haramthat cannot be considered as neeqs. There are certain
D P sotls. hich have been accepted as authentic. There is a five-tier sysftem
ptf;:gr frr] ?/iezdsvxj—;b the Mustahab, the Mubah, the Makruh and the ljlaram.dlt gnﬁz
ltrl':e Igradat.ions an'd, in the Iight of that, thg wr)ole spectrum of ??egtsioinof ;V:eds
would be ordered. Evenin welfare ecI:onomlctshhterra(\)tZL%t;(:r? ;;)da?elr r|10and iy
is gi in importance and it influences the p '
It?o?:l;?xc:lrt;:li? ;Egugh a network of incentives as well as regulations.

The current basic needs approach to developmept also rgpreser}[tsk: f:ar:z gf
contradiction of ihe self-interest mechanism which is not going to ta
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that. So, market failure is not merely because of lack of information or because
of externalities. Market failure can also be because of moral factors, social factors
and that is why there is emphasis on needs along with wants and perhaps before
wants but there would be a vast area of choice. The question of income distribution
is also relevant in this context.

About the second question, perhaps it would be of interest to mention that
when the first major effort of development of Figh was undertaken by Imam Abu
Hanifa, he was not doing it as one single person. There was a council of some
forty persons and the majority of them were not technically ‘Ulama’. They were
persons knowledgeable in various fields. There were people who were experts
in lexicon, grammar, finguistics, Qur'an, Sunnah, Tafsirand various other sectors.
Also there were people who were good businessmen. imam Abu Hanifa himself
was a good businessman. He was a successful businessman even before he
became a successful jurist. This council discussed every issue thread-bare. There
was a lot of interaction. This is what the Qur'an says; this is what the Sunnah
says; this can be the inference; this is the political situation; what would be its
implications? Thus interaction and feedback are part of the process. It is one of
the legacies of colonialism plus the wrong system of education as it developed
after the fall of Baghdad in 13th century that a bifurcation between religious and
secular knowledge took place. Originally, there was a convergence of religious
and wordly sciences. Economic issues were discussed in books on ethics and
in books of Tangr. For example, Ahya’al'Ulum is primarily a book of Kalam, of
understanding the whole spectrum of religious thought. But you will find that all
major economic issues are covered in that. Figh starts with ‘Ibadat (the laws of
worship) and goes on to Munakihat (family law) and then develops into Mu‘amalat
(social relations and transactions) and Ta‘zirat (criminal law) and Jihad and Siyar
(law of war and international relations), etc. So there has to be interaction. We
find Ibn Taymiyah giving us very deep economic insights about market practices,
about societies’ intervention in the market, about Wagqf, about Hisbah and he is

a great jurist and Mufassir. So, this interaction is part of Islamic system of educa-
tion.

It is a tragic situation that today we are torn between two closed worlds of
old and new educational systems with very little communication. Traditional and
modern education flow like two parallel streams nowhere to meet. The people
who know the Islamic sciences, have very little exposure to the thought and
problems of the times. Those who are at the helm of worldly affairs are by and
large, cut off from their own religious and cultural roots. But it was different in
the past. Is it not a fact that the first major challenge, that was faced by Islam
from the Greek thought, was faced by the Muslim ‘Ulama’ ? If we look to the
original system of education you will find that along with the Qur'an and the
HadTth they were studying law, administration, mathematics, astronomy, etc. All
these were part of the education curricula but then we didn’t keep up with the
march of the times. With the result that today we are teaching an astronomy
based upon the Greek thought which has no relevance to an understanding of
the universé as’it is understood today under the impact of the discoveries of
Copernicus, Newton, Einstein and Fred Hoyle.
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When the Prophet (Pbuh) asked his colleagues 1o legrn different Isnguagtesd,
(he sent one of his colleagues to Syria to under§tand their Ianguage) de \{vante;e
Muslims to be abreast of their times. Mathematics came to Mu§l|ms.f' ué"?tgwith
first century and they developed it to an extent that the world |dent|ﬂ|qe i o
Arabs. Today the problem is that because of the colonial legacy anq e fsznow-
of education which was developed after the fal! of Baghdad, that fgsnop o now
jedge is not taking place. But our effort now is to change tha}t sﬂuatnzn g 0
see that, the ‘Ulama’ help us in understanding the gundance given by tfih u(;
and the Sunnah and we assist them in understanding the problems c;) PE) l atyo.
Unless there is a happy marriage between these two, we would not be able

solve our problems.

In this country, (Pakistan), in the Council of Islamic Ideology, we have I‘Uﬁrza l
economists, bankers, judges’, etc. who sit together and argue. th qny ?«;d
believe that the next phase would come when_whatever we are sa?/clinbg I? w:j)gaCk
upon and experimentedinthelaboratory of some'.cy.Then,_ there would be 2eﬁn X
from practice as well. There would be many things WhICh' we are ?tuggt ls S% n
good faith, but in practice they may not produce the des'lred results a dea ot 10
the full extent. So we will see how things have taken place in operation and w

changes have to be made.

This is exactly what Muslims did in the past. Many forms of pusiness organi-
zation from the first century onwards were developed by Muslims. Thesela wex
not developed merely through logical inference. They were ba.sed upon reaI prg :
lems of the people. So, interaction is a must. But our education system also a:j
to change so that the one-sidedness with which we are prigfntlyé f}:)s?nes(sjgrr;

‘ a’ ly part of it and the
es to an end. At the moment, our Ulama’ see only | .
Zchated persons see another part of it. Both remain pnsonertsfto a dlertf:ts tgrzg
i ini tely do not focus a
f education and training. Our two eyes unfortun_a sa
c;:J»oiit If both eyes do not focus on a particular point, then we have blur.red vision.
This i.s the state of the Muslims today. If we do focus on the same ponnt,l’(tjhg? |r‘:
the transitory phase we will have to have interaction. But (fjlrlz:‘lly ;/e Shzudirecltlry
i i to the Qur'an an e Sunna .
of having economists who have access s
the Qur'an, the Sunnah, the Figh an )
They should be able to reflect upon h lt e o
i i i Khaldun, Shah Waliullah, Mawdudi,
t with new ideas as lbn Taymiyah, lbn , ’ i,
cE)S%qir al-Sadr, Syed Qutb, etc. did. In the same way, we should ha(\j/e rlljlfrcgr
who know political science, sociology, anthropology,.p.sychology and w 3 t? e
they say is enriched by insights of these disciplines. Thns.mteractlon and feedba
is extremely important for the future of Islamic economics.

This university (International Islamic Unive'rsity,_ Pakistan) is a humble slteF': r:r(;
that direction. It is just the beginning but the idea is thg same. For example, he
school of economics, tries to teach its students‘ the ma!n§tream ecor)omlcts, aBut
some of its offshoots, like institutional economics, socmhst_ e_conormc:, eE) c; out

- we-are also trying to give the students command gnd proflmency,m ral lnomic
guage. Then there are courses on economic teaqhmg§ of the .Qur an, ecigs m
teachings of the Sunnah, Figh al Mu‘amalat, readings in Islamic economics, etc.
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By the time a student graduates, he acquaints with both and then if he goes for
Master and Ph. D. programs, he would be able to specialize. So, unless this fusion
of the two streams takes place, we would not be able to produce a new generation.
This is the need of the hour.
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