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FOREWORD

Contemporary Islamic resurgence is not simply an exercise in political
activism, It is symbolic of more fundamental change in the present-day
Muslim world: an effort to move away from the cultural foundations of
the Western civilization, which were forcibly grafted on the Muslim
society, with callous disregard for their ideological aspirations and
historical traditions, and a move towards rediscovering Islam as the basis
for the new social system, their future culture and civilisation. This is a
creative albeit painful process and embraces almost all aspects of their
life, intellectual, social, political, economic, educational, cultural and
international. They are engaged in a critical self-appraisal, a re-
examination of the cultural developments during the period of West-
domination and its continuing influences and the formulation of a new
strategy for independent development deriving inspiration from the
ideals and the value-system of the Islamic Ummah. This is a multi-
dimensional effort and is still in its formative phase. Islamic resurgence is
an accomplished fact only in the sense that it represents the inauguration
of a process. As such it is only a beginning towards a new and
challenging future.

Contemporary resilience of Muslim thought is an aspect of this
development. There is a new freshness in Muslim thinking: new ideas are
being hatched, new approaches being developed. The emergence of the
nascent discipline of Islamic economics is just one example of this
creative upsurge. It is fair to suggest that the 1970s represent a watershed
in the development of Muslim thinking on economics. It has been during
this decade that a healthy transition from expositions on ‘Islamic
economic teachings’ to a systematic articulation of ‘Islamic Economics’
has become recognizable. As such the time has come to pause and take a
searching look at the literature produced during the last seventy years on
different aspects of Islamic economic thought with a view not only to
reviewing the state of the art but also to paving the way for more
analytical work by inviting the professional economists to build their
system on a set of axioms and values firmiy established by discussion
delineating the Islamic approach to life and its economic problems.

Professor Nejatullah Siddigi has done a yeoman’s job by
painstakingly producing a masterly survey of Muslim economic thinking
in the twentieth century. He has based his survey on literature produced
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up to 1975 in three major languages, Arabic, Urdu and English. This
review captures the spirit as well as the substance of Muslim thinking in
relation to major issues and themes of economics. The result is a precise
but incisive statement of contemporary Muslim economic thought and a
challenging document suggesting an agenda for future research. It is an
invaluable aid for further research and discussion on Islamic economics.
The survey is supplemented by an exhaustive bibliography of Islamic
economic literature. This survey was originally produced for the First
International Conference on Islamic Economics held in Makka in
February, 1976 under the auspices of the King Abdul Aziz University,
Jeddah. The paper was revised in the light of discussion at the conference
and also took note of the papers presented to the conference. It was
included in Studies in Islamic Economics, published by the International
Centre for Research in Islamic Economics, King Abdul Aziz University,
Jeddah and the Islamic Foundation, Leicester. It is being reproduced in
book form so as to reach a wider audience. I am sure it is going to help
immensely in conveying the message of Islamic economics to the
professional economist and the interested layman. It is bound to evoke
thought and discussion on different aspects of Islamic economics. This is
the purpose for which it is being produced in its present form in the first
year of the fifteenth century of the Islamic era.

I take this opportunity to thank Dr. Abdullah Nasif, President, King
Abdul Aziz University, Jeddah and Dr. Ghazi Madani, Director,
International Centre for Research in Islamic Economics for their moral
and material help in producing this book. The Director of the Islamic
Foundation, Mr. K.I. Murad, and its Assistant Director, Dr. M.M.
Ahsan, also deserve my thanks for seeing the book through the press.

The Islamic Foundation Khurshid Ahmad
Leicester

Safar 1401

25 December, 1980
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Muslim Economic Thinking:
A Survey of Contemporary
Literature

Dr. Muhammad Nejatullah Siddigi*

Introduction

ALTHOUGH Muslim thinkers have discussed the economic principles of
Islam earlier, exclusive attention to the subject is a twentieth century
phenomenon. It started in the third decade and specialised works appeared
in the fourth. Part of the provocation was provided by the worldwide
economic crisis during the thirties and forties and the increasing exposure
of the Muslim mind to the Socialist doctrines, and the impact of the
Russian Revolution. There was a great spurt in these writings during the
fifties and the sixties which is related to the emergence of a number of
independent Muslim countries, and the rise of a powerful Islamic Move-
ment which raised hopes of serious attention to the application of the
Islamic teachings in the practical affairs of the new states. At this stage
general discussion on the economic philosophy of Islam is supplemented
by efforts at system formulation and discussions on specific issues relevant
to modern life. Analytical study of the economic injunctions of Islam and
an analytical approach to the criticism of modern institutions from the
Islamic viewpoint is comparatively recent in origin, though it is receiving
more and more attention.

The modern institutions of banking, insurance, joint stock companies,
stock exchange and progressive taxation called for a response from Muslim
thinkers and jurists (i.e. ulema specialising in figh) as they appeared in
these Muslim countries and started involving the religious masses. A
review of these institutions in the light of the Shari*ah, a search for alterna-
tives in case some of them were found repugnant to Islam, and for argu-
ments for the legitimacy of those which could be accommodated, led to

*Dr. Nejatullah Siddiqi is Professor of Economics and Head of Department of Islamic
Studies, Aligarh Muslim University, Aligarh. Dr. Siddiqi is amongst the pioneers of
Islamic Economics and has authored over half a dozen works on different aspects of
Islamic Economics, Presently he is on sabbatical leave working with the International
Centre for Research in Islamic Economics, King Abdul Aziz University, Jeddah.
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many works on the subject. By the very nature of this background, the
discussions were more juridical than economic.

Most of these writers were ulema or journalists with little knowledge of
economics. The system of education the Muslim countries had inherited
from Imperial Powers had scrupulously segregated Islamic education
from modern education and there were no arrangements for producing a
trained economist who had direct access to the Islamic sources. This
inhibited professional economists from making any significant contribu-
tions to the subject. It also accounts for the fact that the ulema who found
themselves constrained to discuss the subject failed to do justice to it. The
first works on the subject by professional economists appeared in English
in the late forties of this century, but these writers had to rely on secondary
sources so far as Islamic injunctions are concerned. Even now when we
have quite a number of economists fully equipped to draw upon the
original sources of Islam, the subject lacks the most crucial support
required for its proper growth — teaching in Universities. Modern econ-
omics, as we now understand the term, is largely the handiwork of
University teachers in Economics. But Islamic Economics is not a subject
being taught at the post-graduate level anywhere in the wide world — with
the sole exception of a few universities in Egypt and Pakistan, where both
the syllabus and the teaching facilities leave much to be desired.

The institutional framework of a society has a direct bearing on research
in Social Sciences, particularly in Economics. The institutions that
developed in the Imperialist regimes were alien to the Islamic framework
of the society and the economy, and therefore no serious thinking by the
professional economist could be directed towards [slamic Economics. The
ulema also discussed the economic problems without the actual framework
operating on the tenets of Islam. Islamic Economics lacked the live
relationship with real life which was a prerequisite to its growth. There was
no testing ground for the various hypotheses being formulated and no
empirical evidence upon which to draw while making formulations.

In this historical situation it would have made a big difference if a
clear commitment to the economic philosophy of Islam had come from
some of the new independent Muslim countries. But even this has been
lacking till now, and many writers on the subject aimed at soliciting such a
commitment from their people and governments, through their writings.
They took on themselves the task of convincing their readers of the
desirability and viability of the Islamic economic system. They have yet to
be called upon to manage the economy and solve its actual problems in the
light of Islamic injunctions.

These are some of the important facts to be kept in mind while surveying
the literature on Islamic Economics as they explain many of its important
features, and the relative emphasis placed on the various issues under
discussion. There are indications of some change in the situation described
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above as evidenced by the increasing attention paid to Islamic economics,
both at the popular and the official level. This too is reflected in the recent
contributions on such subjects as interest-free banking, Zakdr and social
security. Analytical study conscious of its relevance to practical affairs is
gradually replacing philosophical dissertations on the comparative virtues
of the Islamic system, which augurs well for the future growth of the
literature.

This survey covers the three principal languages in which the bulk of
the literature on our subject has appeared in the last half century — Arabic,
Urdu and English. Some contributions were made in the Persian, Turkish,
French and Indonesian languages, which are planned to be surveyed
separately. Multiplicity of languages coupled with deficient communica-
tions has also affected the growth of thinking on the subject. No efficient
translation and abstraction services have been available. We do not have
a single journal exclusively devoted to our subject. Very few review
articles are published on the contributions that are made. There have been
no across-the-table discussions at seminars and academic conferences. As a
result our writers have had few opportunities of knowing each other’s views
and of benefiting from scholarly criticism. One finds the same points
being made again and again in different languages at different times, while
a promising idea suggested by one thinker has to wait for quite a long time
before it is taken up by some other writer to develop further. There is
controversy but little criticism, there are many opinions but few con-
clusions arrived at after systematic discussion. The implications of such a
state of affairs for the “survey’” are obvious.

Constraints of time and space make it necessary to keep this study brief.
It has not been possible to go into the details of the subjects discussed in the
survey. [t was considered specially desirable to avoid details where these de-
tails were more juridical in nature than economic. For the sake of brevity we
had also to exclude from this survey works on economic history and those
relating to the economic problems of the present-day Muslim countries.

A survey of contributions relating to the entire area of economics raises
serious methodological problems. One is always left with a feeling that a
more suitable scheme could be evolved. It is hoped that in future the
different topics covered in this study will be surveyed separately and more
critically by some economists.

As a glance at the table of contents would reveal, we begin with a brief
consideration of the economic philosophy of Islam, followed by the
general outlines of the economic system of Islam. Specific aspects of the
economic system which might attract greater attention from cconomists
have been treated separately at some length in the third section. We have
tried to focus attention on analytical discussions by dealing with them in
two separate sections: Islamic critique of contemporary economic theories
and systems, and development of economic analysis in an Islamic frame-
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work. The last section notes contributions on the history of economic
thought in Islam.

An economist reading the first two sections may feel that undue
importance is being attached to views relating to ownership, ends of
economic enterprise and the code of conduct for various economic agents.
These subjects do not figure very prominently in modern economics as
certain views have been accepted long since and nobody feels like ques-
tioning them. The concern of Islamic economists with these basic issues is
borne of their feeling that the divergence of Islamic economic thinking
from the other schools of thought is rooted in this arca. They also think
that these are the foundation stones for the development of the institu-
tions favourable for the growth of the society and the economy according
to Islamic values.

This survey covers books as well as the periodical literature. In the
circumstances it is not possible to claim that one knows about cach and
every contribution to the subject. This is especially true of the papers con-
tributed to the numerous popular journals in the three languages. Yet, I
do hope that I have not missed many of them, as a glance at the bibliography
will show.

We have generally avoided mention of particular authors when recording
a view that 1s held unanimously. Specific contributions are noted when a
subject is controversial or because of their originality.

This survey was completed in December, 1974 for presentation at the
First International Conference on Islamic Economics scheduled for
March, 1975. The Conference was eventually held in February, 1976 and
more than sixty papers were presented on various aspects of Islamic
Economics. In revising this survey for publication due notice has been
taken of these contributions, along with such other recent works as were
available to the writer.

The Bibliography originally appended to this survey has now been
replaced by its improved version published separately by the U.K.
Islamic Foundation.! All numbers appearing in parenthesis in the text of
the survey refer to this printed bibliography. The figure following the
colon indicates the page number of the reference cited. Other references
appear as footnotes. The bibliography is being appended to this survey for
ready reference.

1
ECONOMIC PHILOSOPHY OF ISLAM

The key to economic philosophy of Islam lies in man’s relationship with
God, His universe and His people, i.e. other human beings, and the nature
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and purpose of man’s life on earth. Man-God relationship is defined by
Tawhid. The essence of Tawhid is a total commitment to the will of Allah,
involving both submission and a mission to pattern human life in accord-
ance with His will. The will of Ailah constitutes the source of value and
becomes the end of human endeavour. Life on earth is a test, and its
purpose should be to prove successful in the test by doing Allah’s will. The
entire Universe with all the natural resources and powers is made amenable
to exploitation by man, though it is owned by Allah and Allak alone. Life
on earth being a test and all the provisions available to man being in the
nature of a trust, man is accountable to Allah and his success in the life
hereafter depends on his performance in this life on earth. This adds a new
dimension to the valuation of things and deeds in this life,

With every human being sharing the same relationship with God and
His Universe, a definite relationship between man and man is also pre-
scribed. This is a relationship of brotherhood and equality. “Tawhid is a
coin with two faces: one implies that Allah is the Creator and the other
that men are equal partners or that each man is brother to another
man.” (7: 35).

While the writers on the subject agree on this basic philosophy, one finds
variety of emphasis in their elaboration of the last-mentioned point: the
relationship between man and man in sharing the bounties of Allah. It is
agreed that for the test life is to be conducted in fair circumstances and no
one should go without an adequate share of resources that are needed for
survival and a good life. Equality of opportunity and social care of the
disabied is the minimum that this calls for. They differ, however, regarding
the mode of equal or equitable sharing of these resources by individuals,
and the degree of social control necessary — a subject we take up later on.

It is also agreed that Islam rejects asceticism and a good life means,
among other things, a materially well provisioned life. Basing his argument
on two clear verses of the Qur’an,? another writer declares that sufliciency
(Kifayak) and peace (amsn) are the two inalienable features of the good life
envisaged by Allah (77, 1: 6-9), a point that finds the widest support in the
literature on the subject (73: 24).

Economic Enterprise

The above philosophy provides the proper perspective to man’s econ-
omic activities., No inhibitions attach to economic enterprise. Men are
encouraged to avail themselves of the vast opportunities of productive
enterprise afforded by the almost limitless bounties of Allah:

“And if ye would count the bounty of Allah ye can not reckon it.”
(XIV: 34)

Every writer on the subject cites verses from the Qur’dn and traditions
from the Prophet to show that agriculture, trade, commerce and industry

-
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and the various forms of productive enterprise known in the early days of
Islam have been explicitly mentioned in this context. What is crucial, how-
ever, is the motivation, the ends of economic activity. Given the right
motivation all economic activity assumes the character of worship
(‘Ibadah).

Many writers discuss the proper ends of economic enterprise in detail.
These ends may be individual or social, Legitimate individual ends include
the fulfilment of personal needs and those of the family. Saving to provide
for the future and the desire to leave an inheritance are also recognised as
proper ends of productive effort. The minimum necessary for survival is in
fact a duty to earn. While no maxima are fixed in quantitative terms,
moderation in fulfilment of these needs is emphasised and greed, avarice
and the unsatiable yearning for more and more comforts and fuxuries is
decried.

Moderation is generally defined with reference to the negative concepts
of extravagance (israf) and expenditure on goods and services prohibited
by Islam (tabdkir). Indulgence in luxurious livingand the desire to show off
is condemned (29: 438-453; 120: 68-73). Islam cannot tolerate con-
spicuous consumption of the leisure class (62: 141-144),

Recent writings on economic enterprise attach great importance to thé
social ends, which are summed up by the phrase “striving in the cause of
Allah”. Eradication of hunger and poverty, disease and illiteracy and
mobilisation of resources for strengthening the Islamic state and spreading
the message of Allah are stated to be the laudible aims of individual
economic activities. One who engages in productive activities for these
purposes is doing God’s will, and is promised adequate rewards here and
hereafter (77, 1: 130-138; 24; 619: 25-30; 477). The authors of the
Jamd'at-i-1slami Pakistan Economic Committee Report regard it an end of
economic enterprise “to make the Islamic society economically strong so
that it develops and is able to compete successfully with other economies
the world over™ (125: 26).

It is pointed out that in view of the limitless nature of the social ends of
enterprise, as against the limited nature of the individual ends, economic
enterprise as such is afforded limitless scope and utmost encouragement.

Ownership

The nature and scope of ownership has been one of the most discussed
subjects in the literature on Islamic Economics, works exclusively devoted
to the subject being available in a number of languages. Every important
writer has touched on the subject and all the different approaches to an
Islamic reorganisation of the modern economy show themselves in their
treatment of property rights in Islam. Below we shall try first to state what
is generally agreed upon and then to differentiate between specific
contributions.
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Real ownership belongs to Allah, man holds property in trust for which
he is accountable to Him, in accordance with rules clearly laid down in the
Shari‘ah and the economic philosophy underlined above. Acquisition of
property as well as its uses and disposal are subject to limits set and should
be guided by the norms laid down by Allah. Absolute ownership of man is
a concept alien to Islam, as it belongs to Allah alone, There are definite
obligations towards others attending upon the individual rights of owner-
ship. Besides private property, public ownership is a central concept in
Islam. The respective scopes of the two are not rigidly defined but left to be
determined in the light of certain principles, depending on the needs and
circumstances (3: 8; 62: 111-119, 160-162; 70: 80; 134; 158: 41-90;
171: 150).

Differences centre around three main points:

(a) the central position of private ownership;

(b) the relative scopes of public and private ownership;

(c) the degree of social control on private ownership rights and the
circumstances justifying abrogation or abridgement of such rights.

Some writers assert that the Real Owner has bestowed ownership rights
to the whole of human society, in the first place and it is wrong to give
individual ownership a central position in the Islamic economic system.
They stand for social ownership of land and other natural resources, con-
fining private property to articles of consumption, living quarters and the
like. Perwez (60) and Nasir A. Sheikh (154: 139-225) in Pakistan and some
Arab socialists take that position.

While this extreme socialistic position does not find sizable support in
the literature, and is generally rejected as an unsuccessful attempt to mould
Islam according to socialism, there are eminent authorities denying a
central place to individual ownership rights. The martyr, ‘Abd al-Qadir
‘Audah deserves quoting at length in this context:

“The society (Jamda'ah) through its functionaries such as rulers and
counsellors has the authority to organise the ways and means of
utilising wealth. All wealth belongs to Allah but Allah has made it
for the good of the society. The rule in Islam is that all rights belonging
to Allah are for the good of the society which sits in authority over
them, and not the individuals.

“The society, through the rulers representing it, can, when the
public interest demands, abrogate the individual ownership of benefits
of a property, subject to the condition that a suitable compensation is
paid to the owner of the benefits involved.

“Though Islam allows ownership without limit, it authorises
society, as the entity for ensuring the rights of God and for organising
utilisation of wealth, to subject the individual ownership of par-



ticular kinds of property to limits, when this is necessitated by public
good. This it can do through its representatives. This may apply to
ceilings on agricultural holdings or to urban property.” (214: 48-49).

This approach gives priority Lo social good and makes representatives of
the society the sole arbiters in determining the demands of social good.

Abdul Hamid Abu Sulaiman recognises the individual’s right to own the
fruits of his labour, but so far as the natural resources, natural powers, and
general circumstances of the society are concerned every individual has an
equal share in them. As all individuals do not have equal capacity to put
these resources to proper use, the more capable are allowed to use more than
their due share. They cannot, however, claim the whole of their produce
from this extra use of resources, only the share of labour belongs to them
while the part of produce ascribable to natural resources belongs to the
society as the representative of those who use less than their due share of
these resources (7: 17-19; 8: 69-70). Private ownership of land, capital or
other natural powers cannot be allowed to become a means of exploiting
other individuals and subjugating them (8: 43). The rationale of allowing in-
equality in the private ownership of means of production is stated by him in
these words:

“A strict equality in the ownership of natural resources would require
very frequent redistribution of those resources among members of
society. This would be disruptive to economic activity and social
rclations. A reasonable alternative is, first, to avoid frequent re-
distribution and permit private ownership of resources, thus achieving
stability; and second, to redistribute equally among members of
society that part of income which is due to natural resources, thus
achieving equality and justice™ (8: 70).

Equal sharing of the “income from natural resources™ is basic to Abu
Sulaiman’s understanding of rib@ and his views on land rent, share crop-
ping and profit-sharing, subjects which we discuss below at appropriate
places. Though he cites specific texts in support of specific views they are
basically results of an analytical system rooted in his conception of Tanwhid.

Most of the writers approach the subject in an ¢clectic manner as their
basic source material is the vast figh literature on the subject. As a position
midway between figh-based eclecticism and a system derived from one
basic principle can be mentioned Siddigi’s effort to derive the basic tenets
relating to ownership rights from Islam’s world view, its social outlook and
its philosophy at law (158: 41-90), concluding that “the individual, the
state and the society each have claim on property rights in view of the
principle that the Islamic State has a jurisdiction over individual rights,
being the embodiment of God’s vicegerency on earth and representative of
the people. This jurisdiction is however, functional, depending upon the



9

values and objectives cherished by Islam™ (158: 74). These principles are
followed up by a detailed discussion of the circumstances justifying
abrogation or abridgement of individual property rights by such measures
as nationalisation, ceilings, control on prices, profits and rents and com-
pulsory purchase or borrowing, etc. (221, I1: 155-282).

Baqir al Sadr is also critical of the view that in Islam individual owner-
ship is the rule and public ownership the exception. He regards individual
ownership, state ownership and communal ownership as three forms
existing parallel to one another in Islamic Law (171:257). Though
Tahiiwi’s eclecticism makes him assign the central position to individual
rights of ownership, he puts the state representing the society on an almost
equal footing as regards vicegerency of the Real Owner (77: 1: 174). This
gives the state “the right to intervene in private property by regulating it,
putting ceilings or confiscating after due compensation when the owner
deviates from the basic role of property ~ that it should be an instrument
of service to the society” (77,1:217).

The early writings of Mawdiidi lean heavily towards assigning the central
place to individual ownership (51:32). His later views are nearer to the
middle position that admits social control whenever social interest calls for
it. But he would still like to keep state intervention at the minimum (51:
116). Far from the position taken by Abu Sulaiman, his views on specific
issues like land reforms are shaped by this approach, for which he finds
support in the figh literature, A similar position is taken by the martyr
Sayyid Qutb who declares the right of individual ownership basic to the
Islamic system. Both of them emphasise, however, the need of ensuring the
fulfilment of the basic needs of each and every individual and justify such
social action as may be necessary for that purpose (Mawdadi 51; 404-407;
Qutb 62: 162). This, however, is one of the points on which there is a com-
plete consensus. What distinguishes some of them is their insistence on
specific provisions in the figh literature relating to individual rights that
sometimes stand in the way of radical reforms that modern life calls for.
One is inclined to agree with Ali Abdul Qadir (224: 11) that the economic
philosophy of Islam relating to right of ownership ““did not change the
ordinary juristic attitude to the practical relations of people and property”
which finds expression in figh literature.

Notwithstanding individual stances, some of the powerful collective
movements for Islamic reorientation of modern life have tended towards
the approach closer to the “economic philosophy of Islam™. Both the
Tkhwan al-Muslimin and the Jamd at-i-Isldmi have, on occasions, 1ssued
manifestoes recommending ceilings on rural and urban property and other
measures of social control (125; 168).

One tends to conclude that the more our thinkers attend to the actual
conditions prevailing in their societies the more realistic their approach
becomes. Policy recommendations directed at the Islamic transformation
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of a society moulded over a long period by feudalism and capitalism draw
more and more inspiration from the ultimate Goals of the Islamic system
rather than being governed by specific legal rulings given in normal
circumstances.

Relations of Production: Co-operation

With a positive attitude to economic enterprise and socially-oriented
purposive rights of ownership, individuals and groups in the brotherhood
of man are enjoined to co-operate with one another in patterning life on
earth in accordance with the Will of Allah. Economic relations, especially
those in production and exchange of wealth, should be co-operative in
nature. “‘Rivalry and cut-throat competition make no sense in this context™
(73: 27). Co-operation is seen as the basic value in Islam’s economic phil-
osophy (8:36; 77, 11:199; 10: 27). Besides being required by human
brotherhood and equality, unity of purpose and common ultimate in-
terests, and also besides being explicitly enjoined by the Qur’dn and the
Sunnah it is the attitude that suits the practical interests of mankind today
and can save it from the ravages of capitalistic competition. ‘Ali ‘Abd
al-Rasul calls, in this context, for “‘constructive competition™ aiming at
what is best for the society and high quality production, while aveiding all
activities injurious to other producers and the consumers.?

As regards the institutionalisation of the co-operative attitude, and how
far the new institutions will be different from those prevalent in the fields
of production, exchange and distribution, detailed studies are still awaited.
Siddigi’s study of entrepreneurial behaviour is only a beginning (619:
139-152). Despite the great attention paid to the subject by Kahf (612
Chapter 1V) no progress is made along these lines.

The Islamic view of co-operation does not rule out free and fair competi-
tion in the market, provided all economic agents adhere to Islamic
morality. Competition is emphasised in contrast to monopoly whose
elimination is regarded as a prerequisite to ensuring justice and growth
(51: 152; 619; 181).

This makes it still more necessary to visualise how the co-operative
spirit will translate itself into action where millions of individual units are
involved, knowledge is imperfect and communications involve costs.

Development and Growth

Islam’s economic philosophy does not stop at teaching men to co-
operate after having encouraged them in productive enterprise. [t creates
a powerful drive for development. A true Muslim looks upon develop-
mental efforts as striving in the cause of Allah (jikdd fi sabil Alldh) (595:
128; 477: 36; 484). The Muslim society orients its policies in order to en-
sure sufficiency and peace for all and any relaxation in this regard is looked
upon as rejection of the bounties of Allah (77: I: 6-9). Economic develop-
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ment has become a necessary condition to be fulfilled to enable the Muslim
peoples to perform their mission with the humanity that the Qur’an
declares to be their raison d’etre. This mission is related to the well-being of
all human beings. It cannot be performed while Muslim countries con-
tinue to be politically and economically subservient to the powers which
stand for alien cultures (158: 130, 484). A narrow nationalistic approach to
economic development does not harmonise with the Islamic spirit which
calls for a global approach ensuring co-operation between the rich and
poor nations to usher in an era of universal prosperity and banish hunger
and fear from human society.

As to the Islamic strategy for economic development its chief dis-
tinguishing feature is that social justice and growth go together (177: 593).
This is ensured by the motivation that Islam provides for economic
development (56: 45). Individual profit motive is not the chief propelling
force in Islam. Developmental efforts are mainly social and the individuals
willingly co-operate in this venture (475: 43, 96-113).

Seen in the context of the Islamic world view, developmental efforts
cannot become an end in themselves, nor a rising GNP the only index of
*growth” in the Islamic sense. The aim is a good life with all its dimensions,
the economic aspect being only one of them. Emphasising this point
Tahawi (77, I1: 229-232) goes on to state how Islam’s emphasis on work,
on the fullest exploitation of natural resources, and on an active roie for the
state will ensure growth with justice.

II
ECONOMIC SYSTEM OF ISLAM

While economic philosophy states the overall approach, the economic
system comprises ways and means of securing human welfare in general
and economic welfare in particular. Economic literature on the subject
discusses “‘alternative methods of determining the bill of goods to be pro-
duced, the allocation of resources to produce it, and the distribution of the
resulting income”.* The ownership of means of production and the extent
to which the market mechanism or central authority is relied upon for
decision making have been the chief criteria for distinguishing one econ-
omic system from the other.

Emphasis in Islamic literature on the subject has been somewhat
different. The ends of the economic system are discussed. followed by a
discussion of those behaviour patterns on the part of economic agents
which are expected to go a long way in securing these ends.

The state enters the scene to guide and regulate voluntary actions and
ensure the achievement of goals. Allocation of resources, organisation of
production and exchange and distribution of the resulting income is
effected by the twin forces of morally-oriented free individual action and
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state regulation. Islam’s strategy in organising its economic system rests,
therefore, on three main flanks: clearly specified goals, well defined moral
attitudes and behaviour patterns on the part of economic agents, and
specific laws, rules and regulations enforceable by the state.

Goals of the System

Economic well-being is one of the goals emphasised by every writer,
though each one of them proceeds to mention a number of other, non-
economic, goals too. We shall first consider the contents of this goal,
according to various writers, before we pass on to examine their views on
non-economic goals.

We have already referred to Tahawi’s twin goals of sufficiency and peace
which can come about by eradicating hunger and fear from society and
ensuring the fulfilment of the basic needs of each and every human being.
His list of basic needs includes food, clothing and shelter; medical aid for
the sick and domestic services for the invalid, education for those who need
it, marriage in some cases and “all that is regarded necessary according to
the custom of the society” (77, I: 394). This is a point that finds universal
support in the literaturc and the list of basic needs given by Mawdudi
(51: 406), Sayyid Qutb (62: 240-241), Mustafa Siba‘i (70: 203) and
Siddiqi (221, 11: 92) does not difler materially from the above.

Bigir al Sadr emphasises provision of ease and convenience in life,
consequent upon growth and development and maximum utilisation of
natural resources (171: 595). Kahf makes “maximisation of the rate of
utilisation of resources” the first goal of economic policy in [slam (612: 93)
along with minimisation of the distribution gap and observance of the
Islamic code of conduct by the various economic agents.

In view of the exhaustible nature of the natural resources it would, how-
ever, be more appropriate to replace the concept of maximum utilisation
by optimisation. The Jama‘at-i-fsiami Pakistan Economic Committee
Report comes closer to this view when it states the same principle as “the
best utilisation of the maximum amount of natural resources™ (126: 25).
Abu Aiman (Dr. Said Ramazan) also regards discovering sources of
wealth and their exploitation as an obligatory duty (3: 21).

Turning to non-economic goals, it is emphasised that fulfilment of
“spiritual needs” must take place besides the fulfilment of material needs
(5: 13). Mawdadi gives priority of place to “safeguarding the freedom of
man” followed by his “moral growth” which requires freedom of choice
for the individual. Social justice, equality of opportunity and co-operation
come next in Mawd@di’s list of basic objectives of Islam’s economic system
(51: 145). Chapra’s list gives priority to “economic well-being” followed
by “‘universal brotherhood and justice, equitable distribution of income
and freedom of the individual within the context of social welfare”
(115:5).5
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Siddiqi discusses the rationale of including these non-economic goals in
the ends of economic system and points out the impact their inclusion has
on the ways and means adopted for achievement of the ends of economic
system in Islam (73: 28). Morally-orientated individual action is expected
to ensure the achievement of socially desired results to a large extent. Law
and social control are to guide, regulate and supplement individual
actions and compensate the deficiencies that still remain. To quote
Mawdudi:

“For establishing economic justice, Islam does not rely on law alone.
Great importance is attached for this purpose to reforming the inner
man through faith, prayers, education and moral training, to changing
his preferences and ways of thinking and inculcating in him a strong
moral sense that keeps him just. If and when these means fail, Muslim
society should be strong enough to exert pressure to make individuals
adhere to the ‘limits’. When even this does not deliver the goods,
Islam is for the use of the coercive powers of law to establish justice
by force.” (51: 145).

Even though recent thinking is far more positive regarding the role of
the state in securing the goals mentioned above the emphasis placed by
Mawdidi- on morally-oriented voluntary action represents a tendency
deeply rooted in the Islamic mind and exemplified by the vast literature on
the code of conduct of various economic agents. A distinction is always
made in this connection between what is obligatory and what is desirable.
The obligatory is legally enforced, the desirable is ensured through
education. Any deficiency in the attainment of goals is then made up by
the state enforcing the desirable part of the code as well as taking other
compensatory and positive measures. It is in this manner that the desired
allocation of resources and distribution of incomes is effected. The
respective roles of the market mechanism and planned action are deter-
mined accordingly. We shall therefore proceed first to study the various
codes of conduct for economic agents: the owner, the consumer, the
entrepreneur; producer, employer, trader etc. and the labourer. This will
be followed by an examination of the role envisaged for the market
mechanism and the role visualised for the state.

The Owner

Behavioural norms for the owner have been discussed by a number of
writers including Hifzur Rahman (120: 68-77, 299-302), Mawdudi (51:
81-96), Sayyid Qutb (62: 111-112), Siddiqi (221, I: 205-288), Manna’
Qattan® and A. Mannan (132: 77-85). The owner has no right to destroy
useful property. Wasteful use and extravagance is prohibited. He has to
avoid using it in a manner injurious to others or detrimental to public
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interest, Other individuals and the society have a claim on the owner’s
property. This includes the obligation to support dependents in the
nuclear family and other members of the extended family when they are in
need (336; 221, 1: 252-259).

Besides obligatory Zakdt the owner owes help to those in dire need, and
should not refuse a loan in cash or kind when a request comes from one
who is in real need. Several writers stress the significance of the provision
that the presence of a pressing need obliges those with a surplus to sur-
render such part of their surplus as will fulfil that need (77, 11: 214; 221, 1:
272-280).

While there is a consensus on illegitimacy of ““interest” charged on
money loans, the owner’s right to income from his property in forms of
rent and profit has been a matter of controversy in the literature. The right
of the owner to cultivate his own land or employ his own capital in pro-
ductive enterprise or profitable business is not disputed. In that case he is
the owner of the accruing surplus over cost. The legally binding Zakat is of
course to be realised from him. Abu Sulaiman advocates a larger share for
society in the produce of land where the land holding of the owner is more
than his “equal share”, as explained above. Controversy centres round
giving the land to another person for cultivation on money rent or on the
basis of share cropping, or giving capital on a profit sharing basis, i.e.
muddrabah.

Abu Sulaiman allows profit sharing but “‘the share of the capital owner
1s only to compensate him for probable loss™ (8: 59). He is not entitled to a
net pure profit. Other writers on the subject endorse the unanimous verdict
of all the four principal schools of lslamic law that the two parties to the
muddrabah contract are free to agree on any formula of sharing the profits
provided these shares are fixed percentage-wise and not in the form of given
amounts (176: 30). Abu Sulaiman’s opinion is derived from his basic stand
relating to the equal sharing of gifts of God (other than the fruits of per-
sonal ingenuity and labour). But he fails to counter the obvious argument
that an entrepreneurial decision is involved in selecting the right party in
mugddrabah (221, 1: 167-171). He does not support his view by any
precedents from the Sunnah and gives no argument against the unanimous
verdict of figh. Contemporary writers on Islamic banking, who make
mudarabah the basis of its operations, do not stipulate any ceilings on the
percentage share of capital in profits.

In discussing money rent on cultivable land a distinction must be made
between plain land in its natural form in which the owner has not invested
any labour or capital to effect improvements, and improved land. There is
no dispute that money rent is valid in the case of the latter variety in lieu of
“depreciation”,

As regards the first-mentioned variety Abu Sulaiman regards charging
money rent by the owner as illegal (8: 30-31 and 41-42). This is the position
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that can be inferred from Mawdiidi’s statement on the subject (232: 60).
Abu Sa‘ud also equates such rent to interest charged on money capital
(5:93).

There is no denying the fact that money rent (on agricultural land) usually
stands at a level higher than depreciation. A question is raised regarding
the legitimacy of such (higher) rent. One asks what would be the rationale
behind the capital, time and effort invested in the improvement on land if
money rent is allowed only to the extent of depreciation.

The question can be answered after a close look at the nature of the
return to these improvements in terms of value. These are uncertain as they
involve the uncertain market price of the produce. Should the investor in
land improvements himself cultivate the land, the returns shall legiti-
mately accrue to him. Share cropping should also be allowed as it is the
physical product that is shared and the share of the investor-owner remains
uncertain. To allow him to charge a certain fixed sum, in lien of invest-
ments in improvements, as part of its rent would be tantamount to ribd
whose essence is charging a certain fixed sum against uncertain value
returns.

Tahawi finds that there are authentic traditions from the Prophet both
allowing and prohibiting money rent on land. He thinks the two verdicts
relate to two different situations. Money rent on land is to be declared
illegal if there is undue attention of people towards agriculture at the cost
of industry and trade (77, I: 268-269). He also notes that the jurists who
have allowed money rent do so on the basis of “‘necessity”, otherwise
they agree that it is against the principles of analogy (77, I: 271). Whatever
one’s judgment on Tahiwi’s historical account, he fails to provide an
economic rationale for his solution.

Nasir A. Sheikh (154: 181) opposes both land rent and share cropping,
laying down that “‘a person can possess only that much land which he can
himself cultivate. The surplus he has to surrender to the state”. A. Mannan
also disfavours leasing of land on rent or on the basis of share cropping
(132: 106--108).

Such a dogmatic position is hardly tenable, economically speaking, as
Akram points out (613: 34-36). A. Mannan also refutes, like Akram, the
view that rent should be prohibited as it is similar to interest (132: 135-154).

S. M. Yusuf discerns “in early Islam a definite tendency to ordain the
future development of agriculture in such a way that there is no charge for
the use of what Ricardo in his own definition of rent called original and
indestructible powers of land””. Quoting Igbal’s Bal-e-jibril he ascribes the
same view to him (242: 34).

Share Cropping
Share cropping is considered valid by most of the contemporary writers
such as Mawdadi (232: 60), Baqir al Sadr (171: 531), Hifzur Rahman (120:
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236), Hamid (229), Tahawi (77, 1: 271), Siddigi (221, I: 184-192) and
Tagi Amini (226).

Those who regard it as illegal include: S. M. Yusuf (242), Mazharuddin
Siddiqi (72: 70), Abu Sulaiman (8: 43-44) and Hyder Zaman Siddiqi (244).
We shall not enter the controversy in so far as it is based on the various
traditions involved and their legal interpretation. As regards the points of
economic philosophy involved, we have clarified Abu Sulaiman’s position
above. Those who allow share cropping compare it to profit sharing and
argue that all owners do not have the capacity to cultivate their land
directly, and it should therefore be open to them to benefit from it in co-
operation with others, as in the case of profit sharing. The crucial question
therefore is: in so far as the owner of a piece of land is entitled to the whole
net produce of his land when he is the cultivator, his claim is established
hoth on the part of the net produce that is due to his labour, and the part
that is due to land. Shall he be allowed to give it to another person and
share with him the part of the net product that is due to land? It is this
question that Abu Sulaiman answers in the negative and others answer in
the affirmative. It is clear that a negative answer amounts to the negation of
ownership per se. If the owner of cultivable land is allowed to hire labourers
to get his land cultivated and appropriate the net produce why should he
be disallowed from entering into a “partnership” with the same labourer
and share the whole of the produce with him? Abu Sulaiman might say
that the “owner” is entitled to this much of land - as his proportionate
share in the free natural resource that is land - and no more. This provides
a case for a ceiling on ownership of agricultural land and not a case against
share cropping. So far as the question of supplying the seeds etc., is con-
cerned different schools of Islamic law lay down different formulas and one
is free to recommend one that is just to both the parties, but to disallow
share cropping as such is not understandable. The sharc cropping labourer
is likely to do his job with greater interest than the hired labourers and may
well end up with a higher reward. Those who disallow share cropping
seem to disregard both its needs and advantages in their urge to ensure
justice for which alternative means may be available.

The Consumer

The list of articles whose consumption is prohibited in Islam is well
known and non-controversial. There is no limit to what one might con-
sume to lead a good life, so increasing efficiency and playing the role
Islam envisages for a true Muslim in the service of society. But indulgence
in luxurious living is undesirable. Some writers recommend a ban on
certain Juxury items or subjecting them to heavy taxes in order to dis-
courage their consumption, especially when the economic conditions of

the society do not permit expenditure of scarce resources on their pro-
duction (221, 11: 172-173, 219).
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Baqir al Sadr suggests that resources should not be allowed to be
diverted to the production of luxurics until the production of necessaries is
ensured in sufficient quantities (171: 611). The consumer must abstain
from extravagance defined as expenditure in excess of what is necessary to
fulfil a need. Extravagance is related to the average standards of consump-
tion obtaining in a society, the idea being that big departures from these
standards should not be permissible. Several writers have discussed the
concept of extravagance, including Naiem Siddiqi (74).

The Entrepreneur: Producer and Trader

The code of conduct for a Muslim entrepreneur has been discussed in
detail by Mawdidi (51: 83-89), Siddiqi (619: 35-64), Chapra (115: 27-33)
Ali Abdur Rasul”and Kahf (612: 15-20), among others. Dishonesty, frand
and deception, coercive practices, and gamblesome or usurious dealings are
prohibited. He should not do anything injurious to others. This rules out
hoarding, speculation and collusion among producers and traders against
the interests of the consumers. Monopoly is also regarded as injurious to
the interests of society. He is charged with justice and truthfulness in all his
dealings. On the positive side he should serve the interests of the society.
Social good should guide him in his decisions, besides his own profit. As to
the question how a care for the good of the society would influence entre-
preneurial decisions, no deep study is available besides Siddigi’s pre-
liminary discussion in Economic Enterprise in Islam. This question raises
basic issues such as the role of information in the translation of good
intentions into socially desirable concrete results, and the way individual
good intentions can be organised and institutionalised. No serious
attention has been paid to these sociological aspects of the behaviour of the
producer and trader in lIslamic society. Some writers have paid special
attention to the obligation of the employer towards his employees (425;
426; 438; 444; 165). These discussions also suffer from the limitations
indicated above, in so far as they fail to translate the cherished norms into
operational programmes of action. A notable exception, however, is
Abdul Majeed Qureshi (439; 440; 441) whose views we discuss below,
under labour and industrial relations.

This leads us to the question of evaluating the market system. Everyone
will agree with Chapra that “although the market system has been recog-
nised by Islam because of the freedom it offers to individuals, it is not to be
considered sacred and inalterable. It is the goals of the Muslim society
which are more important. . ..”

The market system must therefore be modified as necessary to make it
conform to the ideals of Islam as much as possible (115: 23-24). Examine
however the following statement by the same author: “In Islam the
allocation of resources is optimum if it is first in conformity with the
norms of Islam and then in accordance with consumers’ preferences. In a
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truly Islamic society there is no likelihood of any divergence between the
two™ (115: 82). The meaning of the second sentence is not entirely clear,
Does it mean that if all economic agents behave in accordance with the
Islamic code of conduct and the distribution of income and wealth is
according to the Islamic ideals, the functioning of the market system would
result in optimum aliocation of resources, in the Islamic sense? An
affirmative answer raises questions relating to knowledge, wisdom,
power and organisation which have not been discussed so far.

Kahf’s discussion on the market structure (612: 29-45) focuses its
attention on co-operation and emphasises the role of the government in the
market, Both the supervisory and control functions of the government and
its social insurance role are seen as permanent features of the market in
Islam. He neither poses nor answers the question raised above.

The market system as a means of distributing incomes in society is rated
very low by our writers. There is a greater need of modification, through
state action, of the market solution in this case than in the case of allocation
of resources. As the basic reason calling for such a modification is advanced
the argument that in Islam there are two grounds for entitlement to in-
come: work and need. The market may reward work but it cannot possibly
provide for need. The final distribution of income must conform to the
Islamic ideals of social justice which involves fulfilment of the basic needs
of every individual as well as a levelling of the glaring disparities.

Baqir al Sadr regards work to be the chief basis of distribution (171:
309-312). But this resuits in one class of people earning more than they
need and another class earning less than they need. This solution has to be
modified by transferring some income from the former class to the latter
(171: 313).

Property, which is based in Islam primarily on work, becomes a
secondary basis for distribution next to work and need (171: 321).
Tahawi also endorses the same theory (77, II: 227-28).

Commenting on distribution, Abu Sulaiman puts great reliance on
properly functioning markets. Intervention by public administration is,
however, likely to become necessary (8: 71).

Role of the State

Without prejudice to the emphasis on freedom of the individual, the
state’s role in economic life has come to be emphasised more and more in
the literature. This role mainly comprises four types of action.

(1) Ensuring compliance with the Islamic code of conduct by individuals
through education and, whenever necessary, through coercion.

(2) Maintaining healthy conditions in the market to ensure its proper
functioning.

(3) Modifying the allocation of resources and distribution of income
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effected by the market mechanism by guiding and regulating it as
well as by direct intervention and participation in the process.

(4) Taking positive steps in the field of production and capital forma-
tion to accelerate growth and ensure social justice.

It is agreed that the state enjoys the widest powers for performing these
functions, subject to the constraint that it functions in a democratic man-
ner and decisions are taken after due consultation, by true representatives
of the people.

Bagir al Sadr has discussed the role of the state in Islam’s economic
system at some length. Besides enforcing the relevant laws the state
guarantees social security, ensuring fulfilment of needs to each individual,
and maintains a balance in the standards of living in the society (171:
615-636). The state’s direct responsibility as regards social security Is
based on the general claim of the entire society on natural resources, and
on the fact that those individuals of the society who do not have the
capacity to work also have this claim (171: 621). Biqir then proceeds to
show how the creation of a “public sector™ is the means to discharge this
responsibility. As regards maintaining the Social Balance he stresses the
point that it refers not to the levels of income but to the standards of
living (171: 626). The balance does admit, however, of moderate differ-
ences. Besides enforcing the Shari‘ak laws, guaranteeing fulfilment of
needs and maintaining the social balance, the state has the important
function of undertaking fresh legislation to regulate and guide the econ-
omic life in affairs left unregulated by the Shari‘ah. This “sphere open to
fresh legislation” mainly related to relations between man and the world of
nature as distinct from the relations between man and man. These rela-
tions change with changing knowledge, discovery of new resources, powers
of production, etc. They have to be properly regulated in order to ensure
justice and protect the interests of the society. Such regulations could not
be a part of the permanent law, the Shari‘ah, as their need arises denovo due
to changed conditions of life. Islam authorises the properly constituted
government to fill this gap. The government can prohibit something
hitherto regarded as *‘permissible”, or make some ‘“‘permissible” act an
obligatory one: “When the Ruler prohibits something by nature per-
missible it becomes Aardm, when he orders that it be done, it becomes
wajib” (171: 643). (This power does not extend to what is already pro-
hibited or obligatory in law.) This discussion (171 : 637-643) is the clearest
one gets in the literature, when read in the light of what the writer has
written on the same subject in the earlier part of the book. While the state
cannot legalise what is explicitly illegal in Shari‘ah or absolve individuals
of duties Shari‘ah has explicitly charged them with, it can always issue a
fresh list of dos and don’ts, to regulate the economy and guide it towards
the cherished goals (171: 612).
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In his discussions on the role of the state in the economy Muhammad al
Mubarak declares the state to be one of the three pillars of the Islamic
economic system, along with faith and commitment to moral values and
certain principles of organisation. Its function is to establish justice and
ensure fulfilment of needs by organising the public utilities and the social
security system (134: 106-127).

In his doctoral dissertation on the *Political Economy of the Islamic
State”, Awsal Ali (114) concludes that the social philosophy of Islam
envisions an economic society based on a wide-ranging state direction of,
and participation in, the economic, commercial and financial spheres.

Fazlur Rahman (27: 5) says that ““in the basic interest of socio-economic
justice, the state shall interfere with private wealth to the extent that socio-
economic justice demands”. He thinks that “if it is found that the con-
dition of the society is economically irremediable in the visible future
without the state taking over direct management of industry, Islam would
not only not forbid this but would obviously enjoin this upon the state as a
most imperative duty”.

Chapra also regards an active economic role by the state to be an
inalienable feature of the Islamic economic system (115: 41-42); providing
physical and social overhead capital and arranging social security are
listed among the necessary functions of a modern Islamic state (115: 40).
In a more recent paper on the subject, this list includes maintaining
stability in the value of moncy and harmonising international economic
relations, besides the eradication of poverty and the creation of conditions
favourable for full employment and a high rate of growth.® As a general
principle, its sphere of activity is determined by the goals of the Islamic
system {115: 50). But he also insists that “‘the procedure it should adopt is
education and not coercion . . .” (115: 50), which indicates a strong in-
fluence of Mawdudi’s views on the subject. Nobody will deny the principle
that where education serves coercion should be eschewed. But we must be
very clear on the point that the goals of the Islamic system have got to be
achieved and coercion is allowed where education fails (221, I1: 156-165).
Among such measures of coercion permitted in certain circumstances have
been listed restrictions on individual freedom of action, regulation of
business activities, fixation of prices, wages, rents and rates of profit,
taxation, taxing away the entire surplus wealth, use of coercion in purchase
or hire, nationalisation, ceilings on property, economic planning and
financial penalties (221, 11: 166-283).

Among close associates of Mawdiidi, Naiem Siddiqi has also spelled out
many positive actions by the state which are called for in the circumstances
prevailing in some of the Muslim countries (584 : 514-522). Chapra is more
positive in his recent paper when he lays down that “For a realisation of
this objective it would be incumbent upon the Islamic State not to leave the
essential function of allocation of resources, particularly scarce resources,
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or the determination of aggregate demand to the unhindered operation of
blind market forces. It should itself play a positive role and consciously
contribute towards the attainment of desired goals through (i) rational
planning, and (ii) building the necessary physical and social infra-
structure”.®

A very active role for the state is envisaged in the report of the economic
committee of Jamd'at-i-Islami Pakistan, written by Khurshid Ahmad and
Naiem Siddiqi (126: 40-52). A trend which is fully reflected in the Jamd‘ar
manifesto for the 1970 elections (125: 22-32). Having these very conditions
in mind Kalim Siddiqi (494) makes a plea for a very active role by the state,
which is to “exercise, on behalf of God, proprietary rights over surplus
value or capital and manage and direct further investment™ (494 : 28).

We have already mentioned Mawdaidi’s cautious approach regarding the
intervention of the state in economic life. There are several writers who
regard the expanding economic role of the state in modern times as un-
healthy and want the Islamic system to check this tendency, e.g. Mahmud
Abii Saud (5: 70-71). The increasing emphasis on a more positive role for
the state in the Islamic economy, as exemplified by the writers mentioned
above, seems to indicate an irreversible trend reflecting the changing con-
ditions of modern economic life which is becoming more complex and
interdependent,

111
ECONOMIC SYSTEM OF ISLAM: SOME SPECIFIC ASPECTS

Within the basic framework outlined above our writers have discussed such
specific aspects of the system as public finance, money and banking, social
security and insurance, industrial relations and development and growth.

Public Finance

A vast literature is available on public finance in Islam in view of the
explicit provisions in the Shari‘al in this regard and the historical material
available on the subject. Besides Aghnides’ Mohammedan Theories of
Finance a number of specialised works are available, though mostly
historical and descriptive in nature (333; 293; 298)1°,

This is also true of the chapters on public finance found in almost every
work on the economic system of Islam. Our interest lies in the way the
operation of Islamic institutions like Zakdr and the application of general
principles of policy derived from public finance in early Islamic history is
visualised in modern circumstances.
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Zakat

The centre piece of Islamic Public Finance being Zakdt, its coverage,
rates, beneficiaries and administration have been discussed in detail. The
most comprehensive work in Qardawi's Figh al Zakdat (313). In English
“The Law and Philosophy of Zakar’ is less original yet comprehensive on
points of law (319). Among economists A. Mannan’s book (132) has a good
chapter on Public Finance and Fiscal Policy, and some of the younger
economists have offered analytical pieces on the subject (623; 624; 615),1

{a) Coverage

It is generally agreed that the coverage of Zakar has to be extended to
forms of wealth not known in the early days of Islam. Shares and securities,
savings in the form of insurance premia and provident funds, rented build-
ings and vehicles on hire, machinery and other capital goods, Qardawi
(313, I: 139, 466486, 581-573), Abu Zahra (300: 181-186) and Mawdadi
(51:339-342, 351-363) discuss the application of Zakdt to these assets and
the rates applicable to them.

Many issues continue to be controversial, one of them being the Zakdt
on machinery and capital goods. Mawdidi regards only the marketable
produce of industrial units to be subject to 2.5 % annual tax, like all other
merchandise (51: 339) exempting capital goods and machinery installed in
these units from Zakar. Akram finds this view to be inconsistent with
Mawdiidi’s opinion on Zakdt of shares in industrial concerns (613: 102).
Abu Zuhra advocates a 10 per cent tax on the net income (profits) of these
concerns (300: 184). Qardawi endorses his view subject to two important
modifications. Firstly, he categorises rented buildings and vehicles on hire
and also such enterprises as poultry farms and dairy farms along with
industrial units. Secondly, in all these cases he advocates a 10 per cent
levy on profits net of depreciation costs (313, 1: 476-482). A. Mannan also
stresses the need of making due allowance for depreciation and adds that
“the question of the rate of Zakar is linked up with productivity which
varies from industry to industry”. He pleads for a flexible rate “so that the
element of progression may be introduced in fixing the rate of Zakar”
(132: 291).

Similar controversies surround some of the other forms of wealth
mentioned above. The number of opinions, arguments and counter
arguments in each case being too many to be recorded here. Qur interest
lies in the economic aspect of the discussion rather than in the points of
law involved and their interpretations. Analogical reasoning is often
supplemented by a reference to the public interest, equity and incidence,
etc. The entire issue awaits a thorough re-examination in which the new
taxes are seen as part of the whole structure of Zakar taxes, paying careful
attention to their functions in the economy.
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(b) Rates

The ulema are unanimous in regarding the rates of Zakdr as perman-
ently fixed by Islamic law, but a number of recent writers, mostly econ-
omists, argue in favour of making these rates amenable to modification
by the state. Afazuddin (621: 10), Izadi (613: 14), Husaini (121 : 200-205),
Salih Tug!'? and Mahmud Ahmad take this stand. Mahmud Ahmad (168
133) quotes Maulana Abul Kalam Azad’s letter to him in support of his
view. The economic arguments in favour of flexible rates are met, however,
by the ulema when they point out that the state is empowered to levy
additional taxes, over and above the prescribed Zakdr. It is, therefore, in
case of the “new forms of wealth”, for which no explicit provisions are
found in the Shari‘ah that the arguments in favour of flexible rates have
practical significance.

The arguments in favour of valuation of the nisdh, i.e. the exemption
limits prescribed by the Shari‘ah are, however, more formidable, econ-
omically speaking. Akram refers to the anomalies existing in the present
structure of nisab (613: 103) and a change in nigab has been advocated by
Rafiullah (314), Zayas (321: 74-76), Uthman (79) and Fanjari.*?
Hasanuzzaman also pleads for rethinking on the subject with a view to
having a uniform nisdb.1*

Wagqgar Husaini takes the position that “‘the exact types and rates of
taxes used by the Prophet Muhammad need not be applied in contemporary
times” (121: 204). The main economic reason is stated as follows:

“Logically and practically it is impossible to treat as watertight
compartments the three branches of fiscal planning: resource
allocation, economic stabilization and income and wealth dis-
tribution. . . . In a smoothly running Islamic economic system, the
‘redistribution’ function through progressive taxation would wither
away, leaving it the task of merely maintaining the egalitarian
economic system with proportional taxation. To achieve and maintain
such an egalitarian system, except for minor direct transfer payments
mainly to those mentally and physically deprived of the capacity to
earn, the main heads of expenditure of Zakat/Sadagah/Infag tax
revenues would be in the resource allocation and stabilisation branches.
This would be consistent with the multiple goals of the Islamic
economic system, spending on all the beneficiaries enumerated in the
Qur’an by maintaining full employment and enabling everybody to
acquire earned income and wealth in a manner that preserves human
dignity”. 13

Husaini’s stand is contrary to the consensus on the juristic principle
involved. There has been unanimity as to the sanctity of the rates explicitly
fixed by the Prophet. This permanence has been regarded as a virtue as it
rules out tampering with the law of Zakat by the rulers with a view to
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reducing the share of the have-nots in the wealth of the haves. As regards the
need for increasing this share, the state is allowed to levy additional taxes.
This coupled with the flexibility in disbursement of Zakdar funds, introduces
sufficient flexibility in the system to enable it to meet the changing require-
ments of fiscal planning. One of the major roles of progressive taxation in
a modern economy is an equitable sharing of the burden of raising income
for the state. Progressive taxation ensures equitable sharing of this burden.
As the need for such income is likely to go on increasing, there is no
possibility of doing away with progressive taxation.

(¢) Disbursement of Zakar Revenue

Among other issues on which there is a difference of opinion is the way
Zakar benefits should flow to the various groups of the beneficiaries listed
in the Qur’an. Some ulema 1insist on direct transfer payments to the
beneficiaries. These include Mufti Muhammad Shafi of Pakistan (317:
59-62). Most writers, however, permit the Zakdr benefits to flow to the
beneficiaries indirectly through institutions providing needed services.
These include Mawdidi (51: 350), Amin Ahsan Islahi (309) and Ya’qub
Shah (318: 48). According to Qardawi the beneficiaries fall into two groups.
To the first, which includes the needy, the officers in Zakdr administration
and “‘those whose hearts are to be won over” the Zakdr revenue must be
transferred directly. The rest can receive the benefits indirectly (313, II:
612-614, 633). But Islahi argues that the insistence on direct transfer to
certain beneficiaries has no basis in the text of the law (309).

Some writers tend to interpret the category “in the cause of Allah™ too
broadly to include all social services, but Qardawi’s thorough discussion
on the subject limiting it to the promotion of the cause of Islam in general,
in all its possible forms, appears to be balanced and decisive (313, I1:
635-669). Most of the specific suggestions made by Muhammad bin
Jamal (625) can be accommodated in the broad framework provided by
those who do not insist on tamlfik in every case. Such is the stance taken by
the Jama‘ar-i-Islami Pakistan Economic Committee Report (126: 93-96).

Akram sees a useful instrument of fiscal policy in the discretionary use
of the principle of ramlik by the Islamic State (613: 107).

(d) Zakdr on Agricultural Produce and Mineral Wealth

The Zakdt levy covers the agricultural produce in the form of * Ushr and
its half depending on whether the land is irrigated by Nature or by man.
This levy applies to every Muslim. But some lands are subject to Khardaj, or
land tax (i.e. rent payable to the state), irrespective of who owns them.
According to majority opinion a Muslim owner-cultivator of such lands
will pay Khardj as well as ‘Ushr (or its half), as Qardawi has explained
(313, 1: 415).

The majority opinion levies ‘Ushr (or its half) on the gross produce of
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land, but Qardawi has convincingly argued the desirability of making an
allowance for the costs incurred on fertilizers, seed, etc. (313, I: 394-397),
The same view is taken by ‘Abd al-Salam.!¢

On mineral wealth contemporary opinion tends to gravitate towards
making the state own all such resources and assuming the responsibility
of exploring and exploiting them (Syed Qutb (62: 121) and Siddiqi (221,
11: 19-22)). Individuals who discover any mines may be awarded prizes or
given concessional contracts for their exploration.

Several writers, including Qarddwi discuss the principles underlying
Islamic taxation which are shown to be in conformity with the criteria laid
down for just and efficient policies by the modern economists (313, II:
1038-1052). Atif al-Sayyid!? explains how Zakat surpasses all civic taxes
in having three virtues: the Zakdr payer has a deep sense of duty towards
the Law-Giver, he has a genuine dedication to the aims and objects of this
levy and heis aware of his ability to pay it. Mabid Mahmood finds in Zakdt
a powerful means of redistributing political power which he regards to be
a function of wealth (624: 43). Several writers discuss the economics of
Zakat in relation to savings and investment to which we shall turn later in
the chapter on economic analysis.

Inheritance

The Islamic laws of inheritance are invariably mentioned by our writers
along with Zakat in view of their redistributive function, and their role in
removing concentrations of wealth is highlighted by almost every writer.
Whereas Zakdr redistributes wealth in the present generation, the Islamic
laws of inheritance do so between the outgoing generation and the present
one, so that the wealth accumulated at one point, despite Zakd, is further
dispersed.

Social Security and Insurance

Social security is generally discussed in the context of Zakar. Historical
material on how the early Islamic State arranged social security is pre-
sented by almost every writer on the subject. It is affirmed that new in-
stitutional arrangements can always be devised and the various institutions
in modern welfare states are referred to approvingly. The principles in-
volved have been discussed, among others, by Baqir al Sadr (171:615-623).
The subject has also been discussed at the International Islamic Conference
at Cairo, Kuala Lumpur and other places and practical suggestions
mooted (300; 405).

Besides Zakdar which provides the Islamic State with funds to finance
social security measures, Islam lays great stress on voluntary assistance to
the needy. An elaborate concept of mutual responsibility has been pre-
sented by Sayyid Qutb (62), among others. Kashif!® conceives of a social
security scheme in which the state collects Zakdr from the haves and trans-
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fers it to the have-nots ; the employers contribute towards the pensions and
Provident Funds of their workers; and the individual with a capacity to
pay, contributes in the form of insurance premia. While Zakar caters to the
poor and the needy, insurance takes care of the risks to which life and
property are exposed.

Insurance

Insurance continues to b¢ one of the most controversial subjects in the
literature. Opinion is sharply divided both on the principle of insurance
and the forms of its organisation.

Several writers see nothing wrong in insurance, in so far as the basic
principles underlying insurance are concerned. It is free from gambling,
can be freed from interest which is involved in its present practice, and the
ignorance (jahl) and uncertainty (gharar) involved are not of a degree large
enough to call for its prohibition. These writers include Zarga (380)'°,
Yousuf Moosa (256: 101, 181), Ali al Khafeef (361}, Mohammad al Bahy
(351), Sanousi (373), Roohani (372), Tahawi (77, 1: 441-470), Taqi Amini
(556: 231-232), Sheikh Mahmud Ahmad (168: 201-203), A. Mannan
(132: 353-360), Siddiqi (374), Shaheedi and Awad.?°

Some writers agree with this view so far as general insurance is con-
cerned, but they find life insurance unacceptable as it involves gambling
and uncertainty and militates against the Islamic conception of raqdir. Abu
Zuhra (376; 365), Ahmad 1brahim (357) and Shaukat Ali Khan?! take this
stand.

There are some wlerma (Scholars of Islamic Law), who find an element
of gambling in all kinds of insurance as a matter of principle. They also
find some other objectionable features, such as rib@ and uncertainty
(gharar) inalienably associated with insurance. Some of them, finding that
it does not conform to any ome of the various contracts validated by
Islamic jurisprudence, regard it to be an unnecessary innovation. Sheikh
Bakheet (355: 72), Abdullah al Qalgeeli (365), Mustafa Zaid (597; 376),
Mufti Mohammad Shafi (531), Jalal Mustafa al Sayyad?2 and Shaukat Ali
Kahn?? take this stand.

Those who find insurance acceptable in principle generally prefer mutual
insurance which is organised on a co-operative basis and does not lead to
exploitation. The same is true if insurance is organised by the state. But
commercial insurance involves exploitation and certain other objectionable
features, and is therefore ultravirus of Islam. Abu Zuhra (355; 376; 365),
Issa Abdouh (350), Muslehuddin (369), Dasooqi (355) and Ahmad Fahmi
Abu Sunnah?* who otherwise find the principle of insurance acceptable,
have offered this opinion. Attar?® refutes the view that insurance is
gambling but he finds it nnacceptable as most of its present forms involve
a high degree of uncertainty and the possibility of fraud. He allows
mutual insurance schemes but prescribes a number of measures directed
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at purging commercial insurance of its undesirable features (pp. 41-42).
He envisages a system of insurance which is based on Zakdt.

Several writers, including Sheikh Ali al Khafeef, Zarqa2® (380), Siddiqi
(374) and Tahawi (77, I: 441-470) argue, however, that the same principle
underlies all forms of organised insurance. It is possible to regulate com-
mercial insurance in such a manner that it functions without exploitation.

Mawdudi has opined that insurance, which presently involves interest,
gambling and a violation of Islamic laws of inheritance can be reorganised
free of these evils (51: 408-411). But he has not spelled out the details. The
same is true of Yusufuddin (165, I1: 452-454).

Insurance has been discussed at a number of Islamic conferences but a
favourable verdict on commercial insurance has been withheld in view of
the objections of the above-mentioned eminent scholars. This is brought
out by the resolutions passed at the 1965 Islamic Research Congress at
Cairo {211) and those adopted in 1969 at Kuala Lumpur {405: 202). As
recently as 1976 the First International Conference on Islamic Economics
held at Makka resolved that: “The Conference feels that commercial
insurance as presently practised does not realise the Shari‘ah aims of
co-operation and solidarity because it does not satisfy the Islamic con-
ditions for it to become acceptable.

“The Conference recommends the establishment of a committee con-
sisting of specialists in Shari‘ah and Economics to recommend a system of
insurance which is free from riba and speculation, promotes co-operation
in accordance with the Shari‘ah, and helps replace the current form of
commercial insurance.””?” Most of the w/ema in India and Pakistan re-
sponding to a questionnaire issued by Majlis Tahgigat Shari‘ah, Lucknow
(366) also regarded insurance as legitimate in principle.

The most important issue in the controversy is whether insurance
involves gambling. Those who insist that it does quote the relevant
definitions given by early jurists. But several writers including Zarqga (380),
Ali al Khafeef (361), Attar, Awad?® and Tahawi (55, I: 451) have pointed
out the difference between insurance and gambling. Siddiqi has shown the
difference between the risk taken by the gambler, which he creates for
himself, and those involved in the ordinary business of life that the
surers try to meet, utilising the law of large numbers, at a cost (374). He
has also discussed the economic roles of gambling and insurance. Gambling
upsets the normal system based on work and reward and is inimical to
equitable distribution of income and wealth, whereas insurance protects
the disruption of the system by accidents and events beyond human con-
trol. Sayyad?* has failed to take these points into consideration and
dismisses some other dissimilarities between gambling and insurance on
insufficient reason.

Next to gambling the commercial organisation of insurance has been
the target of attack. The recent trend has been in favour of nationalisation

B
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of insurance. Most writers make a plea for a comprehensive system com-
prising Zakdt-based social sccurity and insurance administered by the
state. -‘Mutual insurance should be allowed in matters not covered by the
state system. As regards commercial insurance 1t may be allowed to
function in certain areas where great importance is attached to innovation
and initiative (374).

Most of the contributors on the subject have been w/ema who have little
knowledge of Economics. As a result there is little economic analysis in
most of the works on the subject. Very few have referred to the faw of
large numbers which lies at the basis of insurance and little effort has been
made to assess the economic significance of insurance in modern life. Some
writers seem to be under the misconception that a comprehensive social
security system will do away with the need for insurance. They fail to dis-
tinguish between the fulfilment of needs and arrangements designed to
increase efficiency and ensure the smooth functioning of large-scale
business and industry.

They ignore the obvious point that individuals should be encouraged to
provide for themselves, as far as they can, and protect themselves against
insurable risks. The state should be called in for helping only those wha do
not have the capacity to do so, or fail to do so.

As ably argued by Fanjari in a recent paper,3° there are separate roles
for Zakir-based social security and insurance organised on the basis of
contributions made by the individuals involved (pp. 7-8). This point is
increasingly being appreciated and one tends to agree with Fanjari that the
area of consensus is widening and that of controversy shrinking in respect
of commercial-insurance also (p. 35).

Money and Banking

It is the privilege of the state to issue money and control its supply, that
much is above controversy. The introduction of paper currency raised
some new issues for the jurists but it was soon agreed that it made no
difference.

Bagir al Sadr (171: 325-331), Mahmud Abu Saud (5), Mahmud
Ahmad?! and Kahf (612: 65-68) have paid special attention to money and
its role. Bagir and Saud conclude that the use of money as a store of value
is a source of many troubles. While Baqir regards Zakat, which discourages
idle cash balances, and abolition of interest, which frustrates the desire to
carn guaranteed profits by using such money, as sufficient remedies for the
troubles in the Islamic system, Abu Saud does not stop at that. “It is
necessary to issue a new kind of money and subject it to a tax other than
Zakdr to check hoarding and ensure its continuous circulation and stop all
usurious earnings arising from it” (5: 47). As a practical measure he
favours the idea of stamped money,%? suggested by Gessel and briefly
tried in the municipality of Woergl, Switzerland in 1922 (5: 40-45). The
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idea has failed, so far, to find support in the literature.?® One tends to
agree with Kahf when he says that “Abi Saud’s proposal discriminates
between money assets and non-money assets” and “‘involves injustice by
not taking into account the change of hands during the period and leaving
the whole burden of the stamp on the last holder” (612: 67). Kahf thinks
that, generally speaking, Islamic writers have overlocked the inter-
temperal use of money, i.e. its function as a store of value, which is a boon
and not a bane.

Of special interest in the context of money in an Islamic economy is the
contribution of Mabid al Jarhi®? who pleads for the creation of a “fiat means
of exchange™ by the state and their supply free of cost (i.¢. interest) to the
public. This method, adopted along with abolition of interest will raise
real income.

Akram has discussed money in the international context. An “Islamic
solution” to the present international monetary crisis lies in prohibiting
interest, speculation, hoarding of gold and suspension of the foreign
exchange market, the central banks becoming the only dealers of foreign
exchange. Private use of gold may be banped and all the gold mined
should flow directly to the monetary authorities (538). Such sweeping
reforms cannot be considered, much less accepted, unless they are sup-
plemented by a detailed discussion on the pros and cons, which Akram
fails to provide.

Banking

The Islamic evaluation of modern banking centred around the evils of
the institution of interest. Very soon it developed into an exploration which
bears great promise of giving modern man a new-and just institution, of
banking without interest.

In discussing modern banking some writers attack the institution of
credit and its creation by commercial banks. Mawdidi’s otherwise
brilliant study is a case in point (521: 117-133). Issa Abdouh also thinks
that credit creation by banks is prejudicial to the interest of people with
small incomes (382). Mubammad Uzair blames wide fluctuations in money
supply and credit creation for trade cycles (422). This trend culminates in
the suggestion made by the Economic Committee of Jamda at-i-Fslimi
Pakistan that the power to create credit be taken away from Commercial
Banks (126: 80-82). Kahf also deprives private sector banking of the
power to create credit, which should be the privilege of the state, the sole
creator of money (612: 65-68). Naseer A. Sheikh also regards the power
of banks to create money or to extend credit to be the cause of money ills
(154: 78), and so do Assal and Fathi.®®

A Banking Without Interest
The earliest references to the reorganisation of banking on the basis of
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profit sharing rather than interest are found in Qureshi (526), Naiem
Siddiqi (419) and Mahmud Ahmad (168) in the late forties, followed by a
more elaborate exposition by Mawdiidi in 1950 (521). We are not aware of
any work on the subject in Arabic during the forties. Three early works on
Islam’s economic system in Urdu by Hifzur Rahman (120), Gilani (28) and
Yousufuddin (165) do not mention the subject.

Qureshi’s reference to the subject is brief (526: 156-160) and it is based
on a wrong notion of mudirabah. Naiem Siddiqgi is more elaborate, having
separately discussed the depositor-bank and bank-businessman relations.
He suggests a larger share of profit on long-term deposits, as compared to
that on short term ones. Despite originality, his scheme also suffers from a
misconception about muddrarbah (419). Mahmud Ahmad bases his scheme
on partnership. It is not entirely clear whether he distinguishes mugdarabah
from Shirkah (168: 190-224). In Mawdadi’s scheme deposits will be
accepted from the public on the basis of partnership, profits being dis-
tributed on these “‘shares™. Deposits will also be accepted as “‘loans™
repayable on demand and “amdandt™ repayable on demand. The “loan”
deposit funds will be utilised by the bank for making advances to business-
men on the basis of muddarabah, a facility against which they will be
obliged to give short-term interest-free loans from out of the same [unds.

Mawdadi has expressed himself against collection and disbursement of
Zakar funds by Islamic banks (133: 304-305).

Though a small booklet of 21 pages, Muhammad Uzair’s “An Outline
of Interestless Banking™ has the distinction of being the first published
work exclusively devoted to the subject by a professional economist (422}.
It contains the core of all the future proposals on the subject, basing
depositor-banker and banker-businessmen relations on muddrabah, which
is defined correctly. It does not discuss central banking and takes the
unrealistic stand that there should be no credit creation. It contains a good,
though brief, discussion on international financial relations. In a later
study (423) Uzair suggests centralised management of all foreign trans-
actions in the banks of the state.

Ahmad Irshad’s work (400) is also devoted exclusively to the subject and
contains useful suggestions on the creation of reserve funds to absorb
losses. It discusses Industrial Development banks, building corporations
and consumption loans. The scheme. suffers from a wrong notion about
muddrabah as sharing of both profits and losses by the business partners.

Abdul Hadi Ghanameh’s 1968 paper on the subject (392) takes a line
different from the one along which further thinking on the subject has
developed. He relies on issue of common stock for long-term financing and
the use of mutual funds for short-term financing. “A mutual fund is an
investment company that buys the common stock of other industrial or
commercial companies™ (392: 96). Unlortunately, the comprehensive book
which Ghanameh promises in this paper is not available to us to enable a
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detailed comparison between his scheme and the one that seems to have
now found general acceptance.

Muslehuddin’s®® rejection of mudarabalh as the basis of interest-free
banking is largely a product of his narrow legalistic approach to muddrabah
and of his failure to realise that the very concept of banking is bound to
undergo a change once it is organised on a basis other than interest - a
point ably argued by Tawfiq Shawi.?” One such change is a sharp decline in
the banks’ lending activity and an increase in investment proper.®® As a
matter of fact, an interest-free bank cannot function as a purely commercial
bank.

Muslehuddin’s contention that the. “Islamic bank will not be able to
make advances to the concerns which have already invested capital of their
own . .. for it will be quite against the principle of mudarabah,®® has no
basis in Islamic jurisprudence and ignores the cvidence cited in favour of
the contrary from all the four schools of Islamic Law™ (176: 72-85).

Another argument against the feasibility of mudarabah is fear of fraud-
ulent practices by banks’ business partners who may understate their
profits. This view has been controverted by pointing out the possibility of
financial and management audit taking care of such practices. It has also
been argued that firms failing to report good profits will lose the chances of
geiting more bank advances and this would serve as a deterrent to such
practices.®

As regards the supply of short-term credit in an interest-free system it is
recognised by almost every writer on the subject that mudarabah can be a
basis of such credit only to a limited extent. This does not, however, pre-
clude other solutions as discussed below.

Having rejected muddarabah, Muslehuddin fails to provide an alternative
basis for interest-free banking. As banking for him means commercial
banking, he ends up with a plea for allowing the banks to realise *‘service
charges’ on loans.*! The main issue of intermediation between savers and
investors on a basis other than fixed-interest payment remains unresolved,

.The view that muddrabah cannot provide an alternative to interest
in the reorganisation of banking has also been expressed by Dr Mahmud
Abu Saud on a different ground.** He thinks such a reorganisation will
lead to the emergence of a “black market” in which interest will reappear.4?
Should the authorities succeed in enforcing the legal prohibition of interest
successfully, savers will prefer the stock market and buy shares rather than
deposit in mudarabah banks.** Hoarding will increase and the monetary
authority will be constrained to create more and more cash,*® This,
coupled with the increased demand for interest-free loans and the pos-
sibility of the sudden release of the hoarded cash on the stock exchange
will pose a constant threat of inflation to the system.4®

His own solution to these dangers lies in Zakar which can be best
applied by taxing money in circulation in a way similar to that suggested
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by Silvio Gessel.*” We have already examined this suggestion above. It is
obvious that Abu Saud has not cared to examine in detail the recent
elaborations of the muddrabah-based model of banking, briefly discussed
below, His reference to this modei as the “Mawduadi-Qureshi School”*#
and his failure to take notice of the more systemic works appearing in
the sixties and seventies bears this out.

A mature and comprehensive model of interest-free banking has
resulied from works appearing in the late sixties by the late Dr, Abdullah
al Araby (384), Siddiqi (417), Baqir al Sadr (387) and Najjar (411).
Followed by the Egyptian study in 1972 and the deliberation at the
Karachi Conference of the Finance Ministers of the Islamic Countries in
1970, they lead us to the adoption of the charter of the Islamic Develop-
ment Bank in 1974, which is the first major institution of its kind in
history. In between we have the “Kuwaitl Investment House™ project
(405) and some periodical hiterature contributed by Shalbi (415), Mahmud
Ahmad (628), Huda (397), Mannan (407), Muhammad Uzair (420; 421)
and Ibrahim Dasooqi Abaza (381).

A. Mannan’s textbook on lsilamic Economics (132) has a separate
chapter on the subject and Dr. lssa Abdouh has also written on the
subject (382; 505).

More contributions have been made during the early seventies, including
fairly comprehensive studies by Gharib al-Gammal (391), Mustafa
Abdullah al-Hamshari (396) and Sami Hamad,*® besides the papers
presented at the Makka Conference on Islamic Economics.

With the exception of Najjar’s scheme, the first mentioned works con-
ceive the bank mainly as a financial intermediary mobilising savings from
the public on the basis of profit-sharing (muddrabah) and making advances
to entrepreneurs on the same basis. Profits of enterprise are shared by the
bank according to a mutually agreed percentage. The bank shares these
profits with depositors in the mudarabah accounts according to a percentage
announced by the bank in advance. Liability to loss in capital in the bank-
entrepreneur deal attaches to the bank, though the bank is not likely to
incur losses on the totality of its advances due to diversification of invest-
ments. Depositors in mudarabah accounts can be absolved of the risk of
loss, attaching to them in principle, by a number of practical devices. A
different position is taken by Biqir which is noted below. The banks shall
alsc accept deposits in current accounts with the promise to pay on
demand. No profits are to be paid to such depositors from whom a service
charge may or may not be collected. The bank shall be obliged to grant
short-term interest-free loans on a limited scale.

This being the essential core of the model, individual contributions have
special features to which we turn now.

Najjar’s banks are institutions designed to promote savings and effect
their useful employment in the rural sector. They would be actively in-
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volved in developmental projects resorting to partnership, instead of
muddrabah. They have a ““Social Service Fund” attracting Zakdt donations
from the public and organising social services in the locality. They are a
decentralised chain of institutions sharing the features of a local bank, a
co-operative society and a social service organisation. Najjar does not
discuss the other issues involved in commercial banking and central bank-
ing. He regards the reorganisation of banks without interest as part of the
larger issue restructuring the backward economies of the Islamic countries
so that stagnation is ended, dynamism introduced and the process of
development started, utilising Islamic values and traditions. The model of
interest-free banking he presents is incidental to this larger theme.

Bagqir's work is a response to a questionnaire by a group of people in
Kuwait who wanted to know how they could launch a banking company
without interest. He presumed that he had to take as given the actual
reality obtaining in Kuwait and elsewhere, that the rest of the system con-
tinues on un-Islamic lines, and the other banks and financial institutions
with which the proposed bank would have to interact and compete con-
tinue to function on the basis of interest (387: 57). Accordingly his work
does not answer the theorctical but larger question: how banks would
function in an interest-free Islamic society. His frame of reference also
excluded any discussion on credit control, consumer finance and finance
for the government. Credit creation and financial papers are discussed in
the very limited context of the operation of a single interest-free bank
surrounded by a sea of interest-based institutions.

Unlike Najjar’s banks, Bigir’s bank is a financial intermediary not
directly participating in productive enterprise. Another significant feature
of his bank is that depositors are absolved of the liability to loss, even in
principle (387: 72, 187). He is mostly concerned, however, with the juristic
justification of this guarantee and does not go into its economic rationale.
This preoccupation with the legality rather than economics of the various
provisions he has suggested has a deep impact on his entire work. For
example, he discusses the various “‘valid”’ ways of the bank charging a fee
{(Ji‘ala), which appear to be devious methods of ensuring a reasonable
income to the bank itself - something to which a straightforward approach
is also possible. He has even suggested that the bank make a deposit with
some other (interest-based) bank in order to earn interest to meet a par-
ticular need (387: 104). Such a suggestion may not be morally repugnant to
some people, but what is important for this study is its irrelevance for
Islamic economics where what matters are viable alternatives to the
present arrangements that have universal validity.

As exemplified by Bagir's Appendices three and five, his keenness to
absolve the depositors of even the theoretical liability to losses has given
rise to serious difficulties relating to the legal status of the bank and justifica-
tion of its share in profits, It is no longer the working partner (‘Amil) in
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relation to the depositors and the capitalist partner in relation to the
businessmen, in mudarabah contracts —a position it enjoys in the models
suggested by Siddiqi and Abdullah al-Araby. He seeks to resolve this
difficulty by relying on particular juristic opinions whose general accepta-
bility is very doubtful. Kahf rightly notes ““the suggested application of the
principle of the prize, Ji*@/a as called in Islamic jurisprudence, as percentage
of the time deposit bears only a formal difference from interest and I could
not find any difference between them as far as content is concerned”, and
that “to have a workable set up in the long run being built on legal tricks
as part of its structure does not seem to me logically sound™ (612: 91-92).

Though the major part of Abdullah al-Araby’s paper deals with the
evils of contemporary banking, his brief discussion on interest-free banking
contains the essential core of the model stated above. Besides, he has also
discussed international banking, agricultural banks, industrial banks and
savings banks.

Siddiqi is mainly concerned with the economics of interest-free banking,
having disposed of the juristic issues in a separate work (249). He has full
length discussion on the creation and control of credit, consumer finance
and finance for the government and, provision of short-term interest-free
loans to business. He introduces certain financial papers to replace bonds
and securities. His main contribution lies in a number of novel suggestions
relating to central banking.

“The central bank will offer refinance facilities against interest-free
loans made by the commercial banks, in case these banks need
additional cash to maintain their liquidity. The extent of accom-
modatton provided by the central bank will be fixed as a ratio to
loans made by commercial banks™ (158: 105).

It is pointed out that the “‘refinance ratio” would serve as a means for
contracting credit in inflationary situations and as an instrument of
selective credit control, as different refinance ratios could be fixed with
respect to loans given to different sectors of the economy (158: 103).

Siddigi suggests the use of “‘shares” issued by the government for
financing public sector enterprises as a means of open market operations
by the central banks (417: 123~129). Loan Certificates of various de-
nominations and different maturities, to be issued by the government, are
suggested as a means of providing short-term finance for it. He suggests
tax concessions as an incentive to the “buyer” of these certificates (417:
149-182). He has also suggested how incentives could be built into the
system in order to make the banks provide short-term interest-free loans
for business (417: 44-60). The problem how to ensure an equilibrium
between the demand for interest-free loans and their supply has been dis-
cussed by Siddiqi in his recent paper.3® Much of the demand for call money
and very short-term loans emanates from within the financial sector itself
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and is likely to be eliminated as that sector shrinks in consequence of the
abolition of interest. In the production sector, the total demand for short-
term credit depends on the volume of long-term investment and the
extent of trade credit (credit by one firm to another). Credit needs for the
week or the month can be estimated at the macro-level. This could be done
by the central bank — which would then ensure a supply commensurate
with the demand by manipulating the “refinance ratio” and the “lending
ratio”. The task of allocating these loanable funds at the micro-level would
then be performed by individual banks on the following criteria:

(1) Specific credit needs of a firm.

{2) Social priority attaching to the enterprise.

(3) Nature of the security offered against the loan.

(4) Whether the credit seeker has also obtained long-term advances
from the bank for the same enterprise.

(5) Annual, monthly or weekly average of the applicants balance in
current account with the bank.

It is within the competence of the Central Bank to exercise direct and
indirect influence on banks’ decisions on the second ground. Discrimina-
tory use of the refinance ratio is a case in point, Banks are expected to
prefer good securities over the not so good and patronise client firms over
enterprises in which they have no stakes. A credit seeker’s average bal-
ances in the current account may provide a basis for overdraft facilities —
one form in which short-term credit is granted.

“The Egyptian Study on the Establishment of the Islamic Banking
System’” envisages a Zakdr Fund and a “local and public Islamic Fund”,
besides organising the normal banking functions on the basis of mudarabah.
While the essential core of the model remains the same as stated above, the
proposed scheme has a number of distinguishing features.

Depositors in the current accounts are offered, besides being free from
service charges, “‘a part of the profits due to the bank as its contribu-
tion” (390: 20). They are given priority in banking services such as
“accepting bills of exchange™ without interest. Depositors in “savings
accounts’ are offered overdraft facility, without interest, as well as other
services such as letters of credit and acceptance of their bills of exchange,
besides their due share in profits on the basis of muddrabah (390: 21).

As regards interest-free loans to the public, they may be given out of
Zakadt funds. Regarding bills of exchange two ways are suggested. The
bank may give cash to the creditor and become a sharer in the profits of the
buyer, on the basis of mudarabah. Alternatively, it may cash the bill (which
amounts to an interest-free loan to the buyer) provided the parties con-
cerned have a current account with the banks with an average annual
balance amounting to a certain percentage of the value of the bill (390:
25). The second method is recommended only in case the first is not
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feasible. It might be noted that Mawdadi (521) and Siddiqi (419) had
suggested the same.

Ali Abdur Rasul allows discount on bills of trade.?! The legal principle
involved in “*leaving a part of a loan to (be appropriated by) the one who
gets that loan repaid (by the borrower) as a reward of this service of
securing the repayment™.>? It follows that if a loan is not actually repaid no
reward can be paid.?® This view does not find support in the literature for
the obvious reason thatit amounts to charging interest on the advance made
against a bill of exchange. While Ali Abdur Rasul’s reference to Maliki
jurists deserves consideration by experts on Islamic law, a look at the
economic implications of his suggestions is more appropriate for us in this
study. It would not be objectionable if a reasonable service charge was
allowed to the bank which makes an interest-free loan against a bill of
exchange, subject to the condition that the borrower will repay the loan if
the bill is not honoured by the drawee on maturity. The intent and impact
of a discount is different, being similar to interest on the sum lent, irre-
spective of profit or loss in the business which is financed. Ali Abdur Rasul
says nothing as to the rate of this discount, maybe its determination is left
to the market, as is the rate of interest. Some writers have rightly pointed
out that a profit arrangement should be possible in case of most of the
bills of exchange.

Uzair thinks the annual rate of return in an enterprise can be applied
for calculating the returns on advances made for a period of one to three
months.3* Alternatively we can try to determine the specific rate of return
on the funds advanced. But it may not be possible to do so in many cases.
For short-term loans for less than a month, Uzair suggests “service
charges™ on a per transaction basis.?® The bank would not get any reward
for lending as service charges will have to correspond to the actual costs of
servicing these loans, Uzair has rejected the idea of arranging the supply of
short-term credit as a free service on the ground that “‘the solution for a
business problem has to be found on business lines rather than as a good-
will gesture”.*% One wonders how lending could be a business proposition
once interest is abolished. Defining business as an activity directed at
profits, a “*business loan™ is a contradiction in terms as a “‘loan’ cannot
carry a profit under Islamic law. The need to “modify the conceptual
framework of economics to suit the requirements of Islamic economics™ %7
is not confined to the concept of capital alone. The concept of “loan” also
qualifies for this purpose.®®

The problem of bad debts is solved by means of “Co-operative In-
surance” to which “borrowers contribute a certain sum of money to cover
the possible risk” (390: 43). Zakar funds provide the other source out of
which bad debts can be recovered.

Local banks may carry out direct investment besides advancing capital
on the basis of mudirabah.
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The Egyptian study also spells out the salient features of central
banking and international banking. The [nternational bank would serve as
a link. between the national banking, commercial, developmental and
Zakdr-based institutions in Muslim countries. It would finance commercial
and developmental institutions in these countries. It would also organise
commercial exchange between Muslim and non-Muslim countries,
besides functioning as a clearing house for intra-Islamic transactions. The
study also envisages the setting-up of an investment and development body
of Islamic countries.

The “Kuwaiti Investment House™ project which antedates the Egyptian
study, and also the works of al-Araby and Siddiqi, was much limited in
scope {(405). 1t was to be a joint stock banking institution making diversified
investments on the basis of mudarabah. An outstanding feature of that
project was its elaborate scheme of precautionary reserves and profit
distribution designed to protect the interests of the depositors and share-
holders. It envisaged collection and disbursement of Zakar funds and the
supply of interest-free loans on a limited scale. Recently a number of banks
have been established which are committed to eschew interest and promote
Islamic ideals, the foremost being the Islamic Development Bank at
Jeddah.

B: The Islamic Development Bank

The purpose of the bank is “‘to foster economic development and social
progress of member countries and Muslim Communities individually as
well as jointly in accordance with the principles of the Shari‘ah™ (389:
Article 1). It will “participate in equity capital of productive projects and
enterprises in member countrics”, ““invest in economic and social infra-
structure projects in member countrics by way of participation or other
financial arrangements™, ““make loans to the private and public sectors for
the financing of productive projects, enterprises and programmes’ and
“establish and operate special funds for specific purposes including a Fund
for assistance to Muslim communities in non-member countries’ (Article
2, i~vii). It will also operate Trust Funds, accept deposits and raise funds in
any other manner. It will provide technical assistance to member countries
and assist in promotion of foreign trade, especially in capital goods, among
member countries (Article 2: vii, ix). It intends ““to co-operate . . . with all
bodies, institutions and organisations having similar purposes, in pur-
suance of international economic co-operation” (Article 2, xii). An
important function of the bank shall be “‘to undertake research for
enabling the economic, financial and banking activities in Muslim countries
to conform to Shari‘ak” (Article 2: xi).

“The authorised capital stock of the Bank will be two thousand million
(2,000,000,000) Islamic Dinars...” (Article 4, 6), one Islamic Dinar
having the value of one special Drawing Right of the IMF (Article 4a).
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Asto financing “the Bank shall seek to maintain a suitable ratio between
equity investment made in, and loans granted to, member countries”
(Article 16, 4). “The Bank shall retain the option to sell its equity par-
ticipation” (Article 17, 4). Normally it will not provide loans to an enter-
prise in whose equity it has participated (Article 17, 6). It shall “‘seek to
maintain reasonable diversification in its equity investment” (Article 17, 8).

“The bank shall levy a service fee to cover its administrative expenses”
(Article 20, 3). A

Regarding the distribution of profits it has been provided that “‘no part
of the net income or surplus of the Bank shall be distributed to members
by way of profit until the General Reserve of the Bank shall have attained
the level of twenty-five per cent of the subscribed capital® (Article 42, 1).
This distribution “‘shall be made in proportion to the number of shares
held by each member™ (389 Article 42, 4).

Discussing the distinctive features of the Islamic Development Bank in
the light of its Articles of Association and the highlights of the Islamic
economic and banking systems, Shawi®® points out that the crucial
decision not to operate on the basis of interest has led the IDB to devise
unique methods not traditionaily adopted by development banks, such as
participation in development projects at all levels — supply of capital,
management and sharing of profits and losses.

The decision to attract deposits from the public (e.g. through issue of
investment certificates) is another unconventional step the IDB has taken
in view of the fact that it cannot go to the money market to obtain funds.

Shawi also points out the important place given to social progress side
by side with economic development. This again is unique as conventional
banks are financial institutions interested in profits or in the case of
development banks, in “‘economic’ development. The IDB is an expression
of the solidarity of the Istamic peoples. The concept of the Islamic Dinar is
a pointer towards a currency union of the Islamic countries.¢® Its adoption
as the unit of account will protect the bank from the consequences of price
fluctuations in the countries with which it is dealing. The provision that the
value of the lslamic Dinar equals the value of one SDR is transitional. It
suits the member countries under the present circumstances, but they can
specify its value otherwise if and when they find it advisable to do so.

The evil consequences of interest have been well known to the econ-
omists as well as the laymen, but they had no alternative before them in
banking and finance. Attempts at escaping from these evils through co-
operative institutions of various types had failed because they catered only
to the interests of particular groups of people and had to work as a part of
the all-pervading interest-based system. The significance of the Islamic
Development Bank lies in being the heralder of a viable and just alternative.

With the huge amount of investible funds available out of the oil
revenues of some of the members of the Islamic Development Bank, and
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the vast opportunities of development waiting for investment in Asia and
Africa, the stated objectives of the Bank charge it with great responsi-
bilities and justifiably raise many expectations. Only the future can reveal
how far these potentialities could be actualised. It seems however advisable
to work for a network of similar institutions throughout the individual
countries and communities involved in the process. Many writers men-
tioned above advocate this step. It is hoped that the subject will in-
creasingly attract expert attention, now that an impetus has been provided
by the establishment of the IDB.

The IDB has already gone into operation and a report on the first year
of its working is available.®* Large unused resources are understandably
causing a problem as Islamic avenues for the profitable utilisation are not
immediately available. Yet the Bank has successfully participated in a few
projects in Algeria and elsewhere.

The establishment of the IDB has been followed by a few more Islamic
Banks at Dubai (386), Cairo and Khartoum. The Dubai Islamic Bank
established in 1975 has successfully completed the first year of its operation.
It has mostly gone into real estate business and construction projects. No
reports are available on the one established at Cairo in 1976 and its
counterpart at Khartoum. The Philippines Amanah Bank has also been
working without interest as a subsidiary of the Central Bank of the
Philippines which, as the custodian of its reserves, earmarks the interest
due for a special fund for Muslim welfare.

Industrial Relations, Labour and Population Policy

Those who have paid special attention to labour and industrial relations
emphasise dignity of labour in Islam, the religious significance of good,
honest work, and the labour’s right to a decent wage commensurate with
the average standards of living in the society. There is great emphasis on
co-operation between labour and enterprise and on mutual consultation
as a mode of decision making. Hameedullah (433), Yusufuddin (165:
365-388), Gamaluddin (425; 426), Chapra (115), Tahawi (77), Ali Abdur
Rasul,5? Abhdul Hadi®® and Assal®* are some of the writers sharing this
emphasis. Abdul Majeed Qureshi, the Jama‘at-i-Islimi labour expert in
Pakistan, makes a strong plea for just wages for the labour and that the
privileged position of capital be taken away from it and be restored back to
labour. “ *‘Depreciation’ of labour must be paid for: just as the expenses
for maintenance, repair and reconditioning of buildings and machinery are
accounted for in the expenditure of the business, similarly maintenance of
health and medical aid should be fully accounted for in regular expendi-
ture” (341: 27). Qureshi reserves half of the total profits of a concern for
labour and would also like to see labour own 60 per cent shares in the
concern at which they are working (441: 26-28). His notion of just wapes
are, however, regarded as undefinable by Faridi (431: 64) who thinks
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Qureshi had adopted the Marxian approach. Shafi Malik too regards
Qureshi to be vague and confused (435: 90). But the Jamd‘at-i-Islami
Pakistan Economic Committee report (126) echoes some of Qureshi’s
ideas. The just wages are defined by the report as a need-based minimum
plus a differential according to nature of work, technical competence,
course of work, productivity and profitability of the industry. These
wages must be supplemented by a number of other facilities: residential,
medical, educational, recreational, etc. Labour is also entitled to a bonus
or profits and to the produce of the industry at commercial rates, if not
free. He should be given financial aid or interest-free loans (repayable
subject to capacity to pay) in case of emergency. The idea of making
labourers shareholders in the concerns in which they are working also finds
strong support in the report (126: 28-32). Mawdidi has also endorsed
this view “‘so that they (labourers) become interested in the growth of the
industry in which they are employed™ (51: 405). The suggestion finds a
place in the Jama*ar-i-Islami Pakistan Manifesto for the 1970 elections
(125: 29).

Examining the notion of *“just wages” as elaborated in the above-
mentioned report, Mubhammad Akram finds its economic rationale
dubious and suggests another model in which the wage rate is linked with:
the profits of the firm (613: 43-44). Distinguishing between need-based
minimum wages and ideal wages which would *“bridge the gulf between the
living conditions of the emplovers and the employees” Chapra leaves the
actual wages to be determined between these two limits “by the interaction
of supply and demand, the extent of economic growth, the level of moral
consciousness in the Muslim society and the extent to which the state
plays its legitimate role” (115: 12-13).

Population Policy

Population control through family planning has been one of the most
controversial subjects in the literature. The permission or otherwise of
birth control by individuals in certain circumstances, in the light of the
Qur’in and the Sunnah, though relevant for this controversy, is not the
matter that concerns us here. From the viewpoint of Islamic Economics we
are interested mainly in two points. Does there exist an economic hase for
population control? And if it does, is family planning permitted by Islam,
as a means to this end 7 It is only on these points that we will record the
various opinions below.

Writing in the late thirties Mawlana Mawdadi strongly opposed family
planning. There is no economic case for population control. The argument
based on scarcity of resources is dismissed as unrealistic and amounting
to a loss of faith in God (458 : 104-130). Population control has no place in
Islamic culture (458: 67--80). God is the real planner of the human popula-
tion (458: 150-153). Birth control leads to many physiological, moral and
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social ills (458: 81-98). Economically too, it is harmful. It will decrease
aggregate demand, reduce employment and cause depression (458: 99-
100). As to the argument that family planning enabies better nourishment
and education of children, Mawdiidi refers to the beneficial effects of
adversity and wants on human character (458: 132),

According to him the only solution Islam presents for the problem of
increasing world population is “‘aungmentation and full utilisation of the
resources of His bounty that God has created and a perpetual effort at
discovering hidden resources™ (457).

Endorsing Mawdudi’s views, Khurshid Ahmad (454), notes that the
Malthusian prognosis on population growth has been belied by history
(454: 168-172). There was never an economic case for birth control. This
movement is a tool of Western imperialism to check the population of poor
nations {rom rising and posing a threat to Western domination (454:
176-180). “Increase in population is gencrally beneficial economically”
(454 189). He has little faith in population projections. “If the organisa-
tional structure of the economy is developed in accordance with population
there is no question of the population problem arising economically”. . . .
There is abundance of natural resources . . . if only the whole of the world
was treated as one unit. “The real cause of economic decadence in the
world is the selfishness of the Western man’ (454: 191). “The real solution
lies in improving economic and cultural resources and increasing pro-
duction™ (454: 201).

Similar views have been expressed by Sheikh Abu Zuhra who opposed
population control through family planning on religious grounds (448;
449). He, along with Sheikh Khidr Husain, and most of those participating
in a symposium held at Cairo in the early fifties (459) took this stand while
allowing birth control for individuals in certain circumstances. The same
is true of the deliberations at the international Islamic Congress at Cairo in
1965 (211). This is also the dominant view in India and Pakistan.

The International Planned Parenthood Federation organised a con-
ference on this issue in December 1971 at Rabat, of which the complete
proceedings are now available in two volumes covering 1000 pages (452).
Most of the participants considered population control through family
planning as lawful in Islam and many regarded it as having become a
necessity under the present circumstances. These scholars have discussed
in detail the relevant issues of jurisprudence and the points of law in-
volved. An appendix quotes a number of fatwa by eminent authorities on
Islamic law such as Sheikh Abdul Majeed Saleem (which, however,
touches only the individual aspect of the matter), Sheikh Mahmud Shaltat
(which goes only a little further), Sheikh Hasan Mamoon (which permits
family planning but warns against coercion) and Sheikh Abdullah al
Qalgili (which allows population control through family planning)
(452: 541-566). Those who participated in the conference and supported
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family planning and population control include Ahmad al-Sharbasi (468)
and Salam Madkoor (456). Another eminent scholar supporting popula-
tion control through family planning is al Bahi al Khauli who declares that
it is open to the rulers to appeal to the community to adopt this method,
and to provide facilities for the same, when they find the social, economic,
political and external circumstances of the community calling for such a
policy {455: 192).

From among Islamic Economists who have discussed this issue, A.
Mannan (132: 117-126, 138-147) admits that the issue is controversial, but
he recommends population control through family planning, under the
present circumstances and advances social, physiological and eugenic
reasons in support.

Growth and Development

That one of the main objectives of modern Islamic states will be to
achieve rapid economic development (221, II: 123-141) is a point stressed
by all recent writings on the subject. Economic backwardness of the present-
day Muslim countries and communities is seen as a hindrance to the
fulfilment of their Islamic role in the world and a blot on their Islamic
identity, What, then, is the strategy of economic development in the
Economic system of Islam?

Some writers, including Akram (483) and Fanjari (477; 478) lay the
main emphasis on the transformation of man, and the ethos of an Islamic
society.

Abiza (473) like Fanjari (477) sees a great role for Islam in economic
development as it regards developmental efforts to be jihdd. Once that idea
catches on we can expect big results. Tahawi also thinks that invoking the
Islamic injunctions in the context of developmental efforts will prove to be
the most effective way of generating a powerful movement for economic
development among the Muslim masses (77, 11: 32).

According to Abdza (473: 1127) the Shari‘ah calls for interaction and
co-ordination between production and distribution in the framework of
comprehensive economic planning, but conditions prevailing in the
Muslim countries at present necessitate that priority be given to directing
maximum efforts towards increasing production. Distribution can take
priority when the fruits of these efforts are available. It is not the distribu-
tion of a static quantity but that of a dynamic and growing one that is
visualised by Islam.

Malik ben Nabi (484: 51) questions the thesis that the key to economic
dynamism is capital investment. The source of dynamism lies in man and
in the collective will of the society. Islamic strategy for economic develop-
ment should not blindly accept the supremacy of capital lest it is frustrated
because of capital shortage in Muslim countries. It should rely on awaken-
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ing the man in the land of Islam and should generate a will for the per-
formance of the Islamic mission for which economic development has
become a necessary prerequisite. “The crucial issue in the world of Islam
is not that of availability of capital, but that of harnessing the social forces:
man, land and time, in a project propelled by a cultural will undeterred by
any difficulties’ (484: §4).

Malik ben Nabi regrets to note that countries in the Third World focus
their attention on capital in planning for economic development. As they
do not have enough capital they must borrow from others and depend on
foreign expertise which has no intimate knowledge of the local situation.
This strategy has failed to deliver the goods. He cites the experience of
point Four programme to prove his point (484: §9-90).

As a recent example of economic regeneration based on the cultural will
of the people and a strategy tailored for the local conditions Malik ben
Nabi refers to China (484: 85, 90).

Malik ben Nabi is highly appreciated by Austervy who has some
important points to make in an essay devoted to [slam and Economic
Development (475}. He finds the Islamic temperament uncongenial for the
dynamic entrepreneurial role of Schumpeter’s egotistic and highly in-
dividualistic innovators. The unsatiable urge for profits, the propensity
to take risk and the will to dominate which lay at the root of the economic
revolution in the West are conspicuous by their absence from the Islamic
personality (475: 38-43). The motive force for economic development
must, therefore, emerge from religion itsell. Nourished by a desire to
recapture the past glory of Islam, its mode has to be collective rather than
individualistic, in consonance with the nature of the desire and the
temperament of the Muslim Ummah. Economic development in an
Islamic society has to be a co-operative affair (475: 96-113). He envisages
a significant role for planning in economic development in Islam.

Faridi refutes the view that Islamic values are inimical to economic
progress and points out that “the present acquiescence in established
institutions and practices has been borne of internal political organisations,
colonialism and other vested interests. Islam has little to do with it”
(479 53).

Kalim Siddiqi’s Islamic development plan regards the *‘socialisation of
surplus value™ as the crucial issue and declares that *“‘only Islam can
motivate voluntary sacrifice of it by the peasant and labourer” (494:
26-27). It is for the Islamic State to ensure correct motivation. He con-
cludes on the need for a new Islamic model of industrialisation, finding the
contemporary approach inept and unproductive.

While the afore-mentioned writers envisage a process of economic
development that will be distinctively Islamic in view of the incentives, the
collective mode and the way distributive justice is inalienably associated
with the process of growth, there are others who regard development
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dependent on certain economic processes, of savings, investment and
technological advancement and proceed to declare that all these shall find
sufficient encouragement in the Islamic society to ensure growth. Listing
the principal causes of growth as the cffort to economise, knowledge of
production and increasing amount of resources per head, Marghoob
Qureshi cites the Qur’an and the Sunnah to emphasise that Islam ensures
all of them (492).

Zubair®s finds Islam conducive to all the essential prerequisites of
growth: it encourages accumulation of capital as well as human capital
formation which leads to expansion in productive capacity. The resulting
rise in income leads to increase in consumption as well as investment as
Islam discourages idle cash balances.

Economic development in an Islamic framework has recently attracted
several writers including Namiq®® Khurshid®” and Siddigi.®® Khurshid -
Ahmad notes the ““crisis and revaluation” through which Development
Economics is presently passing. Admitting the importance of technological
relationship in any plan for development he stresses the point that techno-
logical decisions are made in the context of value relations. Man is the
active agent of change, and change in the hearts of men is no less important
than change in the environment.

He includes development of human personality as well as continuous
sustained increase in national product with the correct product mix in
goals of development policy in Islam. In this context he emphasises pro-
duction of necessaries, defence goods and capital goods. Improvement in
the quality of life involving distributive justice and employment come next.
Balanced development, evolution of indigenous technology and ‘‘re-
education of national dependency on the outside world and greater inte-
gration within the Muslim world” are the other goals listed.®® Siddiqi
regards increase in production, distributive justice, environmental balance
and improvement in the quality of life in the cultural sense as the four
necessary dimensions of development in an Islamic framework. Dis-
cussing the process of development in some detail and focussing on Africa
and South and South East Asia, he concludes by enumerating the “main

steps required for initiating and accelerating all-sided development” as
under:

(1) Transforming the individual through a massive educational drive,
aiming at 100 per cent literacy, commitment to social goals and
inculcation of Islamic values.

(2) Strengthening the Muslim states through a powerful Islamic move-
ment resulting in popular democratic Islamic regimes committed to
the Islamic mission.

(3) Creating a popular will to develop, under the leadership of the state
supported by the socially-oriented entrepreneurs, involving the
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masses in productive work and fuller utilisation of natural and
human resources.

Curbing conspicuous consumption, both private and public, and
guaranteeing a minimum level of consumption to all, accompanied
by fiscal discipline ensuring the channelisation of the additional
incomes generated to capital formation,

Regional planning to ensure economic co-ordination of the
countries in North Africa and South and South East Asia to effect
a balanced development of the entire region making it self suf-
ficient in food and agricultural products and most of the manu-
factured goods.

Decreasing the dependence of the region on the developed countries
by providing aid to the oil-poor countries out of the surpluses of the
oil-rich countries and promaoting trade between the countries of the
region.

Reorganising the financial institutions to free them from instru-
ments of exploitation and the means through which the few
centres of high finance exercise control on the economics and
societies of the poor countries.

National planning within the framework of the regional plan to
ensure growth with justice, environmental balance and improvement
of the cultural life.

Increasing co-operation with all the developing countries of the
world through trade, aid and other suitable means with a view to
decreasing inequalities between nations.

Vigorous participation in the efforts to secure a new world order
ensuring peace, progress and social justice.

v

ISLAMIC CRITIQUE OF CONTEMPORARY ECONOMIC

THEORIES AND SYSTEMS

Criticism of Capitalism and Communism dates back quite early in the
literature on Islamic Economics. It started during the twenties and the
thirties and it was largely the challenge of these alien economic philosophies
which provided the impetus for the first works on the subject that appeared
during the fourth decade of this century.

Both laissez fuire capitalism and Marxian socialism have been subjected
to severe criticism. This criticism is generally based on the end products of
these systems, in terms of injustice, human suffering and loss of individual
freedom. But the philosophical and theoretical bases of the two systems
have also been examined and refuted. The philosophy of Natural Law,
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Individualism, Utilitarianism and the view that pursuit of sclf-interest by
individuals results in ensuring the social good, have all been rejected as
bascless. Similarly the Labour Theory of Value, the view that forces of
production determine relations of production which determine *‘the
superstructure of values” and the Marxian Theory of state have also been
critictsed and rejected. The two systems have been characterised as two
extreme and unbalanced approaches to solving man’s economic problems
and Islam has been projected as the Middle Way assimilating the good
points in both the systems and free from the imbalances from which they
suffer. The great poet of Islam Muhammad Igbal?® (d. 1938) had already
popularised this approach long before scholars and journalists took up the
subject.

Capitalism

Mawdadi (607: 26-51) mentions private property, freedom of enterprise,
profit motive as the sole incentive, competition, discrimination between the
rights of the employees and those of the employer, reliance on natural
forces for growth and the principle of non-intervention by the state as the
basic tenets of modern capitalism. He recognises an element of truth in
these principles but finds them carried to extreme by capitalism. Undue
emphasis on rights of individual ownership and freedom of enterprise
played havoc during the industrial revolution causing widespread suffering
and privation. The legalisation of usury added to the anti-social character
of capitalistic enterprise leading to concentration of wealth and pauperisa-
tion of the masses. Undue emphasis on self-interest and the profit motive
produced a society devoid of humane character, brotherhood, sympathy
and co-operation. He reviews the reforms introduced in capitalistic
countries ailowing an active role for the state and a better deal for labour.
Despite these changes, large-scale unemployment and the existence of
unsatisfied needs when production resources lie unutilised, the occurrence
of trade cycles and the domination of society by usurious financiers con-
tinue today (607: 100-106).

Mahmud Ahmad rejects-capitalism’s claim of being a self-adjusting
process leading to maximum satisfaction of human wants, by pointing out
the chaos it has led to. Economic crises are sufficient to refute such a
claim (168: 4-17). Quoting Halm, A. Mannan (132: 37-38) criticises
capitalism due to its failure in maintaining full employment and ensuring
free competition.

The main weakness of capitalism according to Baqir is its failure on the
distribution frout. Its emphasis on more and more production is mis-
placed as more production does not ensure greater welfare (171: 240-241).
Mabid Mahmud (624) and Chawdhri (620) make the additional point that
it is through equitable distribution of the social product that welfare and
satisfaction can be ensured and the size of the cake is not always relevant



47

in this context. Every increase in the size of the cake in the capitalist system
decreases human welfare and satisfaction as it increases the gap between
the rich and the poor.

A strong condemnation of capitalism comes from Syed Qutb (500) who
finds it to be thoroughly inhuman and un-Islamic.

Modern Theories of Interest

While the main targets of attack have been the absolute conception of
individual ownership rights and the unrestrained nature of freedom of
enterprise in capitalism and the cut-throat competition, the inevitable rise
of monopoly capitalism, exploitation of labour and emergence of imperial-
ism, the most criticised institution is interest which is regarded as the
source of many evils in the system. While we summarise the Islamic
economists’ views on the institution as such in the next chapter, here we
note their criticism and rejection of the various theories which seek to
explain and justify interest.

Mawdidi (521) and Anwar Igbal Qureshi (526) are the earliest con-
tributors in this field in which Mahmud Ahmad (168), Issa Abdouh
(504; 505), Mahmud Abu Saud?* and Nasser A. Sheikh (154: 71-75) have
also contributed.

Abstinence and waiting cannot entitle the capitalist to a reward unless it
is proved that the use of borrowed capital necessarily results in profits. In
the same manner merely taking a risk does not ensure augmentation of the
capital risked. Productivity theory is without any proof as value-
productivity of capital is subject to the uncertain conditions of demand and
supply. Mawdidi finds Time Preference and Liquidity theories as partly
valid in so far as an explanation of interest in the modern economy is
concerned. But an explanation does not amount to a justification. An
institution can be justified only with reference to its role in society and its
usefulness for mankind. Mawdudi examines this role and finds interest to
be the cause of many ills in society; economic and political as well as
moral and spiritual.

Qureshi (526: 10-43) notes that there is no agreed theory of interest - a
point emphasised by several writers on the subject. He criticises the
classical theory of interest along familiar lines. Rejecting the Productivity-
Theory as circular in its reasoning and the Time Preference Theory as
based on false psychological assumptions he finds the Monetary Theories
of Interest in their neo-classical and Keynesian versions as less concerned
with causes of existence of interest than with how its rate is determined.
He quotes Keynes to establish the possibility and desirability of a zero rate
of interest. Mahmud Ahmad (168) and Farid (514) cite Harrod to establish
the same point. Siddiqi (158: 113-114) quotes Shackle to belittle the role of
interest and underline its “paradoxical nature”,

In his brilliant essay on “Semantics of the Theory of Interest” Mahmud
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Ahmad (628)72 notes the confusion that is found in economic literature
between the terms profit and interest. He gives numerous excerpts from
Smith, Ricardo, Say, Malthus, Sismondi, Marshall, Fisher and even
Bhom Bawerk in this context. He distinguishes between the entirely
different economic roles played by loan capital and risk capital. Defining
capital as “that part of wealth which is used to create further wealth” he
notes that “risk capital is that variety of capital which agrees to relate its
reward for its service of participation in the productive process to the
measure of value that its participation creates” (628: 179) but *‘loan capital
dictates its price of participation in the shape of a fixed rate of interest. Its
charge i.e. interest, is the first charge to be met out of the value of our
product . ..” (628: 176). “Loan capital for this reason imparts a peculiar
rigidity to the entire range of economic consideration, risk capital, on the
other hand, projects a peculiar flexibility to the enterprises concerned.
Loan capital by virtue of its interest, sets a limit to the marginal efficiency
of productive effort, risk capital imposes no such limit and leaves it free to
exploit all natural resources and employ all available manpower™ (628:
176). He regards interest to be the “*primary cause, with certain secondary
causes which are themselves, reflex projections of this primary cause,
which virtually perpetuates underemployment equilibrium”, Interest raises
prices, profits and rents (628: 182-187). Mahmud Ahmad examines the
arguments in justification of interest by analogy with rent and hire and
finds them faulty. As to rent he notes that land is essentially productive
whereas money capital is not: “Money without labour will not produce
anything at all. . .. Land even without labour will produce something, it
may be only grass to graze cattle on or bushes to provide fuel” (628: 185).

In case of hire: “When there is loss by mischance or miscalculation, in
the case of a hired item, it is the Jender who suffers the loss; whereas in the
case of money loan, every loss, whether by mischance, miscalculation or
any other reason has to be borne by the borrower™. He castigates Marshall
for having invoked this false analogy between hire price and interest.

He concludes that interest is neither of the nature of profit nor of the
nature of rent and hire. Mahmud Ahmad discusses the nature and purpose
of savings and finds the claim that advancing savings as loan is equivalent
to foregoing a need or that it involves a sacrifice, to be a false claim with no
basis in reality (628: 191-192).

Uzair also notes that the origin of capital and the accompanying
justification of its remuneration ate derived from the concept of physical
capital - capital goods — accumulated in the primitive society. When the
same justification for reward is applied to money capital it creates con-
fusion.” As stressed by several writers the uncertain world in which pro-
duction takes place does not guarantee a positive value-productivity even
to physical capital, ™

A searching criticism of some recent attempts to justify interest has been
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made by Mahmud Abu Saud”® who also warns ““against the tendency of
treating money capital as if it were capital goods or real assets, a tendency
that has become quite frequent in modern literature™,?® He examines the
views of Samuelson, Patinkin, Joe S. Bain besides those of Schumpeter and
Keynes. Samuelson equates the price with the rental of use of money,
giving the impression that to use the service of money is exactly as to use
the service of a doctor. The obvious objections to treating interest as rent
are that money as a medium of exchange is not supposed to depreciate and
that you do not rent something that perishes or disappears once you use it.

Patinkin considers interest as one of the forms of income from property.
The argument is fallacious as interest is paid not only before the realisation
of income but also irrespective of such a realisation. Morcover, Patinkin’s
justification fails to cover the interest paid on consumption loans. Joe S.
Bain equates the loanable funds with capital goods. Abu Saud points out
that the owner of money capital is naor the investor.

Of the two definitions of interest given by Keynes, the money rate and
the commodity rate, the former is paramount to his time preference maxim
as he congiders that intergst is the difference between the price of money
today and its price at a future date. But what is that price ? asks Abu Saud.
“The only way to find the price of money is to define its purchasing power

. this can be done for the present, but how can we find this price of
money in the future?”’77

Keynes implicitly mentioned another definition of interest, a definition
more indicative about its raison d’etre. In the course of analysing the
reasons that make money rates of interest more acceptable than com-
modity-rates, he mentioned that ““ . . . the power of disposal over an asset
over a period may offer a potential convenience of security, which is not
equal for assets of different kinds, though the assets themselves are of equal
value. There is, so to speak, nothing 7o show for this at the end of the period
in the shape of output, yet, it is something for which people are ready to pay
samething” (General Theory, p. 225). Is it a fact nowadays that we have
more security in future payments in money than in any other asset? Or is it
the contrary? It is of course more convenient to be paid in currency, but
it is not safer at all, so much so that it would have been more true to say
that the interest at present is a premium - not of security, but - of in-
security inherent in future money. Keynes went on describing his liquidity
preference, ending by approving a ‘““‘depreciating or stamped-money’’. If
this is the case, then the whole concept of positive interest becomes void
and the liquidity preference attribute would no longer be valid as a justifi-
cation for interest.?®

Turning to time preference Abu Saud notes that “the conception of
future demand or the preference of present goods over future ones, scems
to me more of an arbitrary postulate than a real fact™.7® With reference to
Bhoem Bawerk’s first two grounds of time preference he asks how come
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the lender charges a majoration because the borrower prefers present to the
future? And what is the countervalue of the agio, or what right has the
money lender acquired to entitle him to this extra amount?%® As to the
third ground, technical superiority of present over future goods, a
reference is made to its refutation by Keynes. Further *it is extremely
important to notice that neither Bhoem Bawerk nor Irving Fisher dis-
tinguished between liguid or money capital and capital goods,”*' and in
fact Fisher is telling us why there is interest by assuming the existence of
interest, as the word “capitalized values™ inevitably implies interest.%2
Thus the confusion between money capital and capital goods is the bane
of all modern theories of interest.

To emphasise again the importance of discriminating between the two
terms, one would simply consider the case of an investor who is in need of
tangible assets (capital goods) and who goes into the market for buying
them. The “price” is then negotiated on the basis of the conditions pre-
vailing strictly in this specific market of capital goods. In course of settling
the price of the purchased goods, the buyer takes into consideration the
three Fisherian elements: time preferences, capital productivity and
approximations or enterprise risks. On the sellers side there would be the
cost of production, the profit, the risk (here represents the price of replace-
ment plus the carrying cost plus obsolescence).

If the buyer has got the money in cash, the deal would be smoothly
concluded. If he has no liquid means of exchange he will have to go to a
money holder who would charge a price for the money needed. This new
deal is completely different and independent from the first. To start with,
there are no real goods involved, and if we apply the term “medium of
exchange of a good for another” adopted by the neo-Keynesians, and
taking for granted that money in this second transaction would be render-
ing a service to the investor by facilitating his deal, we are now talking of a
different transacticn of a different nature. Here we have the capital market
where savings are mainly decided by incomes and where the final price ~ if
it is a price at all - will be decided on elements other than the simple
demand of investors, 83

For Schumpeter the socially significant kind of interest is the payment
made by the entrepreneurs to the capitalist for the use of purchasing power
whichenables him to earn profit. What if the entrepreneur fails toearn profit ?
asks Abu Saud. The argument is hardly convincing in periods of depres-
sion and cases of loss and failure. As to Schumpeter’s argument that “the
demand for productive loan funds with interest at zero would always be
greater than supply which is always limited”, Abu Saud regards it to be the
old classical theory, linking saving and investment via interest, which has
been refuted by Keynes.

Schumpeter implied that there would be no positive rate of interest
unless there is either innovation or some positive demand for capital goods
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with marked time preference. Abu Saud regards it to be a description of
the actual practice rather than a valid explanation or justification of
interest. Would there be no innovation at zero rate of interest? he asks.
In conclusion he notes that Schumpeter was convinced that interest is a tax
on profits and suggests that “‘its elimination would be an extra stimulation
to more developments as long as funds are available”, 54

Speculation and Forward Transactions

Another institution of capitalist economy severely criticised by Islamic
economists is speculation. Many writers have briefly referred to this
mstitution and have noted that Islam does not permit it.

Maulana Muhammad Taqi Amini, in a detailed juridical discussion on
speculation and stock exchange transactions, declared purchase and
sale on the stock exchange to be illegal (556: 118-155). Qureshi had also
characterised speculation to be unlawful in Islam. He considers trade
cycles to be the result of brisk activity of foreign transactions (526: 101~
102). Naseer A. Sheikh (154: 128-135) regards speculation to be anti-
social. He examines the arguments given in defence of forward trading and
finds them to be unconvincing. A great harm done by speculation is that
“money that ought to have been invested in industry and commerce finds
its way into the speculative market where it is feeding disguised and
parasitical workers like brokers and shrewd operators” (154: 132). A.
Mannan (132: 195-197) thinks that “in so far as speculation renders soctal
service by helping production and controlling sudden fluctuation of prices
it is in conformity with the spirit of Islam”. But speculators being inter-
ested in private gains create artificial scarcities which result in inflationary
pressure on the economy’. Such speculative practices, as well as forward
transactions, were condemned by Islam.

Kahf notes (612: 75-76) that Islamic economists’ disapproval of
speculation is based on two reasons. Firstly, it is considered as a kind of
gambling, and secondly, it involves a sale of what one does not own.
Discussing speculation in the context of international monetary crises
Akram notes that it is not generally acknowledged “that until speculation
is retired, stability for the world economy would remain an illusion™
(558: 15). Efficient arbiterage through time is, however, as much a social
need as is the one through space, and the Islamic economists’ discussion
on speculation has yet to come to grips with this issue.

Lottery

Another modern institution attacked by our scholars is the system of
lotteries. While the wlema giving their opinion on the subject have
unanimously declared it to be unlawful on account of gambling, and have
indicated the economic and social evils consequent upon the adoption of
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this method (560; 561; 562), a thorough a lysis by some economist is
still awaited.

Socialism and Communism

Islamic criticism finds Socialism in conflict with the basic requirements
of the moral and spiritual growth of human personality, chief among them
being freedom of choice and action. Private property and freedom of
enterprise, within certain limits and subject to public good, arc regarded
essential for such freedom. Total nationalisation of means of production is
considered to be incongruous with democracy which is an essential feature
of the political structure of Islam. The methodclogy of change adopted by
communism is bound to lead to a coercive regime. Materialism, class
conflict and moral relativism, essential tenets of communisim, are inimical
to the Islamic way of life. As an economic system socialism is found to be
wanting in many respects as it fails to answer important questions relating
to organisation of society and strategy of economic development.

Exploitation of man by man cannot be eliminated by changing the hands
that control the means of exploitation. The only way to achieve this end is
a moral reorientation of the individuals which makes them servants of
society and workers for the social good. This is what Islam does by
relating man to God and making him live in accordance with His will so
that he treats property as a trust and exercises his freedom with restraint.
As a trustee of God he looks upon the welfare of fellow human beings as
his own responsibility for which he will be accountable to Allah on the Day
of Judgment. The extent of this accountability is directly related to the
wealth and power possessed by one.

Mawdidi, examining the various schools of socialism, finds that
evolutionary socialism failed to make any headway and it was Com-
munism that actually took roots. It succeeded in appropriating the
Social Surplus for the state which could now use it for furthering the social
good. Centralised planning succeeded in removing unemployment and
decreasing waste. But this was achieved at a great cost in terms of human
lives. Communism deprived people of their liberty and denied moral
values. Corruption became rife and a totalitarian regime took recourse to
more and more repressive measures. A sizeable portion of the social
surplus had to be spent on internal security and defence (607: 52-83).

Baqir regards the Marxian approach to be no less individualistic than
that of capitalism, as it appeals to the self-interest of the have-nots to seize
power and wealth from the capitalists. Real socialism required a change of
attitude and not merely a change of the hands that wield power and
wealth (171: 218).

Masud Alam Nadvi (589) regards the undue emphasis on distribution
and the move to abolish private property to be mere reactions to the evils
of capitalism. Man does not have to opt for such an extreme solution as the



53

Middle Path shown by Islam is sufficient to ensure the climination of these
evils and secure the legitimate ends of socialism.

Siddigi examines and rejects the arguments in favour of socialisation of
all means of production (221; 1: 93-118) and concludes that individual
ownership is a necessary condition for democracy and spiritual and moral
growth (221, 1. 119-124). A balanced approach would accommodate
individual ownership under social supervision as well as socialisation
whenever necessary.

Mirza Muhammad Husain condemns socialistic doctrines as they
ferment class war {580). Dawalibi also finds instigation of the have-nots
against the haves and a belief in the inevitability of class war to be the
distinguishing features of Revolutionary Socialism (575). Abdul Hameed
Siddiqi (181) refutes the Marxian theories and finds that Communism has
created more problems than it has solved. Husain Khan (584: 198-284)
seeks to establish, on the basis of the historical experience of Socialism,
that it is a hindrance in economic development. Mahmud Ahmad (168:
77-78) regards the problem of efficiency as the greatest one faced by
Communism which completely disregarded incentives and rewards. A.
Mannan (132: 48-52) accuses Communism of having grossly over-
emphasised the problem it sought to solve, with the result that the solu-
tions are highly unrealistic and unworkable.

In his comprehensive study, Khurshid Ahmad accepts economic
planning as a useful contribution of Secialism which should be assimilated
by contemporary Islam without recourse to totalitarianism (584: 138). The
bold and forward looking exposition of Islam’s Economic System by
Mustafa Sibai finds Islam to be far superior as a system ensuring social
justice while upholding human dignity and liberty. Yet Muslims can
benefit from the Communist experiment, as an economic system seeking to
bring about social justice which was denied to mankind by Feudalism and
Capitalism (70: 237-238).

Dialectical Materialism, Labour Theory of Value and Surplus Value

Time and space do not permit us to summarise Islamic criticism of the
various Marxian theories. They have been examined in detail, among other
writers, by Mazheruddin Siddiqi (595), Baqir (171: 17-212), Tahawi (77:
I1: 111-196), Khurshid Ahmad (584: 15-160), Siddigi (221, 1: 96-112),
Mirza Muhammad Husain (580 18-20), Dawalibi (595) and Abaza (598).

Other Systems

Besides Capitalism, Socialism and Communism, Islamic writers have
also criticised State Socialism, Fascism and Nazism (607: 84-95; 168:
136-168; 132: 53-60). These systems were reactions to the other systems,
and they achieved very little, at great cost to humanity (for sake of brevity
we do not go into details).
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v

DEVELOPMENT OF ECONOMIC ANALYSIS IN THE
ISLAMIC FRAMEWORK

As the number of trained economists taking up our subject increases
analytical approach to the issues under discussion gains in strength. The
generation represented by Dr. Anwar Igbal Qureshi and Sheikh Mahmud
Ahmad is followed by a number of younger economists like Khurshid
Ahmad, Monzer Kahf, Abu Sulaiman, Muhammad Sakr, Anas Zarga,
Faridi, Chapra, Abdul Mannan, Masudul Alam Chawdhri, Uzair,
Mohammad Akram and Siddigi, who go further and deeper into the
analysis of abaolition of interest, Zakdr and mudarabah and analyse the
behaviour of economic units under the influence of Islamic teachings.
Though most of these attempts are still rudimentary, they indicate un-
charted explorations which might lead to new insights and better policy
prescriptions. It is the promise and not the performance that persuades us
to pay closer attention to the contributions relevant for this section. This
we do under the following heads:

(i) Consumption
(i1) Production
(iii) Factors of Production
(iv) Exchange and Determination of Prices and Proﬁts
(v} Profit Sharing (Muddrabah or Qirad)
(vi) The Role of Zakar
(vil) Interest and its Abolition
(viii) Nature of Islamic Economics

(i) Consumption

Both Siddiqi (619: 88-90) and Kahf (612: 7-13) discuss economic
raticnality assumed by modern economics and indicate the various ways
in which this concept must be modified and made broader before it is
applied to the behaviour of the consumer in an Islamic society. Kahf notes
that “the time horizon of an Islamic individual is extended to include the
hereafter’” which implies that he ““should not limit his behaviour to doing
things which he can collect the bénefits resulting from them in this life, he is
so oriented that he will do what is good or useful for its sake™ (612: 10).
According to Siddigi the consumer “‘must, first of all, be satisfied that he is
living up to the Islamic standards. To get this satisfaction he can forgo any
satisfaction in the economic or utilitarian sense of the term™ (619: 89).
Despite this modification which introduces non-temporal, non-individu-
alistic elements in the objectives of the consumer, these writers still find the
principle of rationality applicable. As Siddigi puts it Istamic rationality
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implies “orientation of action towards maximal conformity with the
Islamic norms™ (619: 90). Kahf proceeds to affirm, on the basis of this
point, the validity of the maximisation proposition in the context of con-
sumer behaviour in Islam (612: 13).

Siddigi’s attempt to trace the impact of “Islamic rationality”” on the
pattern of demand throws up some interesting points. Obviously, pro-
hibited articles of consumption will go out of demand, but that is followed
by the observation that “the extent of complementarity”” amongst these
goods (along with items of luxury whose demand he expects to decrease,
relatively speaking) is greater than “in the group that constitutes the
necessaries of life”. ““The abandonment of ‘wine, women and gambling’ as
a way of life, is therefore sure to tell upon a host of other goods and still
more upon services attached to this way of life’” (619: 93). He also makes a
point made earlier by Hameedullah in a different context (433; 229), that
“leisure” may be in greater demand in an Islamic society (456: 95). Social
wants are also visualised as gaining ascendancy on the ladder of priorities
(619: 97-98).

While the above-mentioned points relating to the pattern of demand
have several precedents in the literature, Kahf has sought to present a
model of household decision assuming an Islamic system with Zakdt,
replacement of interest by profit sharing (Qirdd) and of competition by
co-operation, where economic units maximise utility of profit (615). He
describes the behaviour of the consumer as maximisation of utility subject
to two constraints, the size of income and a desire to maintain wealth.
Abolition of interest encourages current consumption at the expense of
deferred consumption but Zakdr urges a higher savings ratio.®® It also
raises the aggregate consumption by redistributing wealth in favour of
classes having a higher propensity to consume. The combined effect of
Zakdr and non-interest is called the “Consumption effect” (615: 22). A
resolution of these conflicting “cffects™ takes place by the direct linkage
between savings and earnings (profits) through investment on the basis of
Qirad (profit sharing) that the abolition of interest ensures in the system.
This leads Kahf to the most important conclusion of his brilliant paper:
*“saving is positively related to investment opportunities and expectations.
This relationship implies that at times of declining investment expectations
saving will decline and consumption will rise, this in turn increases
aggregate demand and raises business expectation” (615: 26). The question
arises, however, what might happen to the level of income if the volume of
investment decreases “at times of declining investment expectations”, and
if a fall in the level of income may not decrease aggregate demand despite
a rise in the propensiry to consume ? Kahf has neither raised this question
nor answered it.

Najjar (58: 280-286) questions the validity of the proposition that
savings are a function of income. With reference to poor developing
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countries, availability of suitable channels of investment play a significant
role in mobilising voluntary savings, as experienced by Najjar while con-
ducting the experiments of interest-free banks in Egypt in the early sixties.
Failure to note this possibility has led to a policy of forced savings and
deficit financing with disastrous consequences.

Recently Anas Zarga had a closer look at the utility function of a
Muslim community which “*has a new variable in it, namely, the reward
of penalty in the hereafter”.®® Using a diagram to explain interaction
between consumption and reward, he concludes that **rational Istamic
behaviour should lead the individual to settle somewhere between the
sufficiency threshold and the prodigality frontier”.%? :

(ii) Production
Siddigi summarises the main aspects of business motivation in Islam as
under (619: 103):

(1) “Full compliance with the [slamic idea of justice.

(2) An urge to serve the society which makes the entrepreneur take the
welfare of others into consideration, while he makes his entre-
preneurial decisions.

(3) Profit maximisation within the limits set by the operation of the
above principles.”

The last point is seen to imply that:

(1) Producers would not be maximising their profits if, and when, they
feel that by lowering their profit margins they can further the good
of the society by satisfying unsatistied needs.

(2) No producer, in any circumstances, shall increase his profits at the
cost of explicit injury to the consumers or to his competitors. . . .

(3) Producers will gencrally be content with satisfactory profits. . . .
(619:136).

He tries to define “satisfactory profits” with reference to an upper limit
permitted by the circumstances (without violating the legally-binding part
of the Islamic code of conduct) and a lower limit affording the entre-
preneur a decent living and a surplus to average out the losses. ‘‘Satis-
factory profit . . . is any profit, in between the two limits defined above,
which satisfies the entrepreneur’s sense of goodness as well as his urge to
earn money, maintain and develop his enterprise, and keep it in the good
books of the customers, the government, and the people in general™ (619:
107). This notion of satisfactory profits has, however, been criticised as
subjective and vague (616).

Reviewing the subject, Kahf rejects “profit maximisation because it does
not fit the Islamic rationale as far as the time horizon and the connotation
of ‘success’ are concerned”. He thinks, however, “that profit maximisation
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can be used as fair approximation if we look at it as constrained not only
by cost but also by a minimum level of goodness guaranteed by both
ethical values and legislation” (612: 20). The notion of constrained profit
maximisation is also upheld by Chapra (115: 20-21) and Tahiwi (77, I:
227-230).

Whether we regard it as multiplicity of goals (including non-economic
goals) or interpret it as constrained profit maximisation, entrepreneurial
behaviour ceases to be predictable and uniform once the simple maximisa-
tion hypothesis is abandoned. Tracing the unpredictable and potentially
varied behaviour of the Islamic entrepreneur is therefore a hazardous task
few have attempted. Siddiqi’s rudimentary analysis indicates a weakening
of the competitive process and its inevitable transformation into a “co-
operative” one (619: 137-141).

(iii) Factors of Production

It is interesting to note that [slamic economists have given different
answers to the question: what are the factors of production? Mawdidi
endorses the traditionallist: land, labour, capital and organisation and finds
its justification in the Islamic law relating to profit sharing (mudarabah)
(51: 159). It also fits in with his views on the legitimacy of share-cropping
(mudarabah).

Abu Saud reduces the list to three: elements of nature, good work and
capital (5: 54-55), subsuming labour and organisation under one category.
He views capital as resulting from the operation of human labour on
elements of nature. Bagir notes these three factors as they are so charac-
terised by Political Economy but remarks that labour (including organisa-
tion) is not material wealth subject to ownership but the human element in
production. Capital results from the operations of this factor. Hence
nature is the chief source of production (171: 396-397). A. Mannan also
proceeds on the basis of this tripartite categonsation of the factors of
production, considering capital “not as a fundamental factor of pro-
duction but as an embodiment of past land and labour™ (132: 126).

Tahawi (77, 1: 277) includes land and capital in “wealth” so that there
remain only two factors of production “wealth™ and labour, which includes
enterprise. As all wealth belongs to God, He is the real owner of the return
to this factor, i.e. of the return to land {rent) and capital (interest). He
notes, however, that rent is sometimes allowed to be appropriated by the
*owner” of land in view of man’s needs. The return to labour belongs to the
labourer. Najjar would also confine the list to labour and capital, in-
cluding land in capital and entrepreneurship in labour (58: 106).

Abdul Hamid Abu Sulaiman rejects the idea of characterising “‘labour”
as a factor of production, regarding it as a result of the capitalistic philo-
sophy which views production as an end in itself. He would characterise
only land and capital as factors of production, labour - or more exactly
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man - being the entity for whose benefit these factors are created (7:
16-17). As a corollary to this distinction between capital and land on the
one hand and labour or man on the other hand he lays down the rule that
the entire produce of land and capital must be distributed among those
who work on them. To regard labour itself as a “factor” of production
might pave the way for their subjugation by others.

Of special interest is Malik ben Nabi’s concept of Capital as stored by
surplus labour (484: 81). As a result of the process of accumulation capital
became a “prison house” for labour, denying to labour every right except
that of serving its (capital’s) interest. Qur thinking on economic develop-
ment is also clouded by the newly assumed importance of capital as we
tend to forget its real nature and the fundamental importance of labour and
enterprise. This, he regards to be a curse for the Third World, Man, land
and time, are the only factors crucial for the destiny of the backward
nations, a fact recently demonstrated by China. These factors guided by a
“cultural will”” and not capital is the condition for economic development
of the under-developed countries. For him the prime value rests in Man
(484: 79-94).

It is clear from this brief resume that the divergent approaches to the
apparently innocuous issue of what are the factors of production are not
without a deeper significance. They have important bearings on the
authors’ views on distribution and growth. Further development of
thought in this area might produce some thesis of greater significance.

An important point has been made by some writers relating to the
definition of capital. Wealth granted as loan or borrowed does not become
capital, says Alavi (10: 30-31) and Mahmud Ahmad clarifies that it is only
risk capital that actually participates in production and can be character-
ised as productive. “Loan capital” does not do so (628).

Stressing the “‘need to modify the conceptual framework of economics
to suit the requirements of Islamic economics™ Uzair®® says that “a
beginning will have to be made by redefining the factors of production. . . .
Capital as a separate factor of production does not exist but it is a part of
another factor of production, namely enterprise”.®® In his opinion “the
separation of enterprise and capital has created not only conceptual prob-
lems but has also caused practical problems in the operation of the
economy”.®"

(iv) Exchange and Determination of Prices and Profits

While the analysis of the functioning of a “‘co-operative” market
guided by Islamic norms has yet to yield any formal results, attempts have
been made to analyse exchange and discover the root cause of the malaise
in the free economy. Baqir’s analysis (171: 326-328) lays the blame on the
use of money as a store of value which makes exchange a means to the
accumulation of wealth. This distorts the equilibrium between supply and
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demand. The Islamic remedy lies in Zakat and the abolition of interest
which will confine money to its basic role of mediating between pro-
duction and consumption.

Freed of monopoly, hoarding, speculation and other un-Islamic
practices the free working of the competitive forces is expected to result in
prices which may be regarded as normal. This seems to be the assumption
underlying the following definition of just profits given by Khurshid
Ahmad and Naiem Siddiqi (126: 33).

“That whica is determined in average and normal conditions accord-
ing to the law of demand and supply in a free market - provided that
the laws of the state, its plans and policies, or any other controls are
not interfering with the system of sales and purchase, production and
supply of commodities and with frec competition. Monopoly should
not be allowed to influence the market and there should be no
emergencies and accidents affecting the market.”

In the same vein Kahf declares, after defining the framework within
which the market would function in an Islamic society, that:

“All prices, whether of the factors of production or of products,
stem out of this mechanism, these prices are looked at as just or fair
prices in this respect” (612: 44),

In the context of “just price’” Kaht disagrees with Siddiqi’s reference to
cost of production (612: 88) and refers to 1bn Taimiya’s “price of the
equivalent”. This concept originated in juridical literature to serve as a
guide to the judges in the courtroom. According to Kahf, Ibn Taimiva’s
norm was a price determined in a market free of imperfections (663: 23).

In view of what has been noted above about the role of government in
the market, it can be safely concluded that Islamic analysts are not quite
sure if the working of the market will ever result in prices, rates of profit
and wages that satisfy the Islamic norms. The concept of just or fair prices
and profits oscillates between what the modern economists regard as
“normal” and what the Islamic economists will find satisfying to their
norms. Najjar (58: 123-124) has some new points to add in this con-
nection.

There is some disagreement among our economists regarding the nature
of profit. According to Bagir, Islam does not consider ““risk” to be a factor
of production (171: 558) and profit is not the reward of risk bearing. It
devolves on present work or past labour congealed in the form of property.
He disagrees with the view that the share of the supplier of capital in
mudarabah contract can be regarded as a reward of uncertainty bearing
(171: 559). This is in sharp contrast to Siddigi’s point of view (221, [:
157-171). Bagir explains rents also with reference to labour that originally
resulted in ownership of property.

C
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(v) Profit Sharing (Mudirabah) or Qirdd

Profit-share, defined as the percentage share of the supplier of capital in
the profits of the entrepreneur, or the working partner, in the mudarabah
contract is compared and contrasted with the rate of interest in its function
and role in the economy. The rate of profit-sharing is also being explored
as a tool of analysis and a possible instrument of fiscal policy.

Kahf defines Qirad (mudarabah) as “‘the act of transforming money
assets into factors of production as a result of a joint action between the
two parties”’. Two crucial differences between profit-share and interest are
stated. Firstly, ““the profit-sharer has direct interest and real concern in the
activity of the firm”™; second, “profit-share is a long run phenomenon in
which the preference for liquid assets is almost neglected, whereas interest
1s a dual phenomenon, short and long run, for which the economic
thought could not provide any serious theory to provide the term structure.
. .. In profit-share the short run changes do not interfere in the finance of
investment unless through their effect on the rate of return expectations
only, so that one source of long run fluctuations is eliminated, namely
variation in short run interest rate” (612: 62-63).

He proceeds to discuss the equilibrium rate of profit-share which should
be equal to the return on partnership, i.e. on share capital in joint stock
companies (612: 85-86).
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In a novel integration of Zakat analysis with the analysis of profit-share
Kahf finds that “the critical situation where the expected dividend (con-
sidered in percentage terms) . . . is below az-Zakat line can be distinguished
from the situation where the expected dividend is at or above az-Zakadt line”
(drawn at a height of 2.5 per cent above X axis in the diagram reproduced
above), “the difference between M and O is the remuneration of the entre-
preneur”” which he calls profit (612: 91-82). Then he proceeds to analyse
the behaviour of investment, depending on the elasticity of Q curve and the
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determination of profit. Traditional economic theory fails to determine
profits (612: 82, fn. 84) whereas his own theory is able to do so. Turning
then to the capital market he notes that “in the traditional theory this
market determines the rate of interest but not the entrepreneurial profit,
whereas by having prices to be sought in percentage terms both profit-
share and profit are determined simultaneously™ (612: 85-86). “It is noted
that the demand and supply functions in this (capital) market are really
more likely to offer curves known in international trade theory than
ordinary demand and supply curves. The other difference lies in the slope
of the demand for finance which 1s positive in this market; this, in fact,
reflects that, as the ratio of capital/entrepreneur rises, the profit-share
offered by entrepreneur increases in order to attract more capital” (612:
R6).

Kahf’s analysis goes further than the earlier attempts by Muhammad
Akram and Siddigi. Akram’s attempt is vitiated by his misconception
about liability to losses in the muddrabah contract and some of his assump-
tions reiating to supply of savings in an I[slamic society (404). Siddiqi
pointed out the elasticity of the savings curve in relation to profit-share
(417: 24).

A recent contribution to the subject is a paper by Chowdhury (620) in
which he shows that the only value which comes nearer to a suitable
capitalisation rate or acts as a reasonable substitute for the interest rate,
is the rate of profit actually realised by the firm or the economy or the
individual at any time during the period and process of capital formation.

(vi) The Role of Zakdir

Zakar one of the main pillars of lslam’s economic system, has attracted
the attention of almost every writer on the subject, who emphasise its
redistributive function, besides emphasising its educative role in giving
the individual the right approach towards society and its needs. Since it is
difficult to record these contributions with names we confine ourselves to a
statement of the points made, mentioning only some recent contributors
distinguished by their analytical insight.

1. Zakart transfers part of the wealth of the haves to the have-nots,
lessening the inequality in the distribution of income and wealth, and
counteracting any tendency towards concentration of wealth,

In a recent contribution (624) Mabid Mahmud correlates the distribu-
tion of political power and the distribution of wealth. He finds that:

(1) ““The degree of association between the distribution of wealth and
that of power increases with the size of the political unit measured
in terms of the number of voters.

(2) That degree of association increases with the degree of monopoly
in information media” (624 : 41-42).



62

He concludes that ““the association between the distribution of wealth
and that of political power can be broken by a redistributive scheme. This
scheme must operate on wealth, not income. . . . It should be designed to
check accumulation on an asset by asset basis, taxing more remunerative
assets more heavily, for they provide a greater prospect for power accumu-
lation . . . the conditions of such a redistributive scheme are all fulfilled in
az-Zakdt™” (624: 43).

2. As a result of this transfer there is an upward shift in the aggregate
demand function because the marginal propensity to consume of those who
receive the transfer payments is comparatively higher.

As noted above, Kahf finds the ““consumption effect” of Zakar re-
enforced by abolition of interest (615: 22).

3. Zakar’s distributive role involves an allocative role, too, as the Zakdt
funds are mostly used on essential goods and services. Factors of pro-
duction are thus diverted to the production of necessaries from that of
luxuries on which the taxed persons might have spent these amounts,
Hasanuzzaman argues that Zakdar will also lead to “a fall in the rich man’s
demand for imported luxury items”®! thus resulting in foreign exchange
savings.

4, Zakar discourages hoarding and accumulation of idle wealth. It tries
to put the waiting resources back into economic activity as increased
capacity, through the investment of such wealth, or as increased demand
for consumption, “It helps in pushing every bit of wealth into productive
activity by increasing the cost of waiting™ (612: 51). This point has been
made by several writers including Mahmud Ahmad (168: 124), Nasir
A. Sheikh (154: 90) and Hasanuzzaman.??

Afazuddin (621: 9) points out that “the incidence of Zakar falls on
liquidity preference and negates its influence on the rate of interest”.
The latter part of this statement means that Zakat would encourage the
cash holder to employ it in a profitable manner so that Zakat is paid out of
the profits and no depletion is caused in the assets. This would cause an
addition to the supply of cash while liquidity preference works the other
way round. But Afazuddin has apparently ignored the fact that cash is
very often held in expectation of better investment prospects in the future
and in that sitvation Zakdr would.fail to negate “liquidity preference”.

5. Kahf ascribes a “savings effect” to Zakar assuming a desire on the
part of the houschold to maintain its level of wealth intact and a similar
urge on the part of the firm to maintain non-decreasing capital (615: 21;
612:51). ... If the rate of return on wealth is 10 per cent, one needs to save
27.5 per cent of one’s income in order to keep one’s wealth constant.®?
What is significant is that “it makes every individual merge. . .the
decision of income allocation with that of savings utilisation”. Obviously,
Kahf’s “savings effect” assumes a positive return to its utilisation through
investment.



63

Qardawi’s comprehensive work on Zakat compares it with modern
taxation and explains the virtues of Zakar as a tax on capital (313, II:
1027-30). Zakat on agricultural produce, mineral wealth and salaries and
rents can, however, be treated as a tax on income (313, II: 1033-1034).
After making a comparative study of Zakdt and other taxes in the light of
universally acclaimed principles of taxation (313, II: 1038-1052) he pro-
ceeds to explain why there is no progression in the rate of Zakdat, and
dispels the misconception about there being a negative progression in the
rates of Zakar on livestock (313, II: 1054).

Mawdidi has pointed out that the burden of Zakdat on merchandise
cannot be shifted to the consumers (51: 362-363), but the reasoning is
weak and unconvincing.

(vii) Interest and its Abolition

Islamic economists have analysed the role of interest in the economy and
have traced the consequences of its abolition. They also compare interest
and ““profit-share” as means of mobilising savings and channelising them
into the productive process. A discussion of these points necessitates a
restatement of the causes why Islam has abolished interest.

A Rationale of Prohibition

The main reason why Islam abolishes interest is that it 1s oppression
(Zulm) involving exploitation. In the case of consumption loans it violates
the basic function for which God has created wealth, which envisages
that the needy be supported by those who have surplus wealth. In the case
of productive loans, guaranteed return to capital is unjust in view of the
uncertainty surrounding entrepreneurial profits.

The second reason why interest has been abolished is that it transfers
wealth from the poor to the rich, increasing the inequality in the distribu-
tion of wealth. This is against social interest and contrary to the will
(mardi) of God, Who would like an equitable distribution of income and
wealth. Islam stands for co-operation and brotherhood. Interest negates
this attitude and symbolises an entirely different way of life.

A third reason why interest is abolished is that it creates an idle class of
people who receive their income from accumulated wealth. The society is
deprived of the labour and enterprise of these people. Such a way of life is
also harmful for their personalities.

Mawdidi has pointed out that a basic imbalance is caused between
production and consumption by the phenomenon of interest. This happens
in two ways. Firstly, interest on consumption loans transfers part of the
purchasing power from a group of people with high propensity to consume
to a group with low propensity to consume, This latter group mostly
reinvests its income from interest which means that the decrease in con-
sumption demand is accompanied by an increase in production.

Secondly, interest on productive loans raises the cost of production,
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hence the prices of consumption goods. Once again the amount taxed
away from the people, in the form of higher prices falls in the hands of a
class with a lower than average propensity to consume.

This imbalance is seen as the source of many evils such as stagnation and
depression, monopoly and ultimately imperialism (521: 85-87).

Supply of interest-free loans to needy consumers and denial of a guaran-
teed return to capital removed this basic imbalance. The incomes generated
by the process of production in the form of wages profits and profit-share
are more equitably distributed. Zakdr-based transfer of wealth from the
rich (profit earners) to the poor (wage earners) removed the remaining
imbalance.

Hameedullah (433) pointed out that the institution of interest introduces
an essential duality of interest between the capitalist and the entrepreneurs,
which is a source of fluctuation in the system. By abolishing interest and
bringing the capitalists and the entrepreneurs together on the basis of
profit-sharing, Islam ends this duality and harmonises the interests of the
two classes.

The above point is made by almost every writer on the subject. Mawdudi
points out that this removes the premium set on capital and shifts the
emphasis on to the entrepreneur whose activity becomes the only source of
income besides labour. The hold of the “rentier class’ on society is des-
troyed and dynamic entreprencurs are given the upper hand {521).

Elaborating on the first reason for the abolition of interest stated above,
Hameedullab notes that the principle of unilateral risk involved in the
institution of interest is the basis of its prohibition in Islam (119: paragraph
372). Ganameh (392 86) also regards it to be the chief economic reason for
Islam’s prohibition of interest along with two other reasons: that it
violates justice and is contrary to the Islamic dictum: no reward without
effort.

Siddiqi argues (221, 1: 173-~75) that the borrowed capital whose repay-
ment to the lender is guaranteed takes no part in the enterprise in which it is
invested and is, therefore, not entitled to any returns even when the
enterprise does make a profit. This capital does not expose itself to the
risks and uncertainties of the enterprise.

These are borne by the collateral pledged by the borrower as security, and
by the alternative source of finance to which the borrower must turn for
repaying the loan, in case there are losses in the enterprise. He cites the
famous tradition from the Prophet (al Khirdj bi’l dim@n) “income devolves
on liability” in this context.

B: Interest, Savings and [nvestment

This brings us to the impact of the abolition of interest on savings and
investment and on the level of economic activity and allocation of re-
sources in the economy.
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Many writers have dispelled the doubt that abolition of interest will
decrease the propensity to save. Quoting Keynes they argue that savings
are a function of income and earning interest is only a minor motive of
savings. In the absence of interest the possibility of earning profits on
common stock or through mudarabah contract will serve the same purpose.
Moreover, the bulk of the savings in a developed economy arise from
institutional sources. Siddiqi gives an analytical exposition of the subject
(417: 180-190) which has been discussed earlier.

As regards investment, it is argued that “interest holds back investment
in production” (A, Mannan?®¢(132: 169), Mawdadi (521: 110; 51: 270) and
Dr. Qureshi (526: 218) point out that interest prevents the flow of capital
towards projects with a low yield even though they are socialiy most useful.
It is argued that in the absence of interest the margin of investment could
be extended till the rate of return approaches zero. As regards the supply of
savings making such an extension of investment possible, it is pointed out
that investment creates its own savings by increasing incomes —a view
which is hardly tenable unless qualified carefully.

Mahmud Ahmad points out (168: 36-37) that “the institution of interest
provides banks with unproductive channels to employ their capital”. This
causes scarcity of capital available for productive enterprise which raises
the rate of interest. In the absence of interest people’s money will either be
spent on consumption causing demand to rise or be invested in productive
enterprise. Both ways there will be greater production and larger employ-
ment. Obviously the argument presumes taxation of hoarded money.

Mawduadi has argued that the institution of interest discourages long-
term investment, as the capitalist has a strong desire for liquidity. This is
detrimental to the real interests of society (521: 105-106). Furthermore,
long-term loans based on a fixed rate of interest introduce an element of
rigidity in costs which investment on the basis of profit-sharing would not.

The discouragements to long-term investment are not, however, con-
fined to the interest cost. The real discouragement comes {from the fact that
uncertainties surrounding the returns to investment increase with the
length of the time period involved. It is reasonable to assume that capitalists
or banks advancing long-term capital on the basis of profit-sharing will do
so only when the expected rate of return on long-term investment is higher
than that expected on short-term investment by a margin that compensates
for the greater uncertainties involved. It is also doubtful if the **real”
interests of the society always favour longer-term investment. The above
argument, therefore, remains inconclusive.

Chawdhri (620) has tried to demonstrate how ensuring a zero rate of
interest which is a condition for Golden age equilibrium (in which capital
labour and output are all growing at a constant relative rate) guarantees
the best solution of resource aliocation. He analyses the role of actually
realised rate of profit in this context. Siddiqi also argues that ““it is not the
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rate of interest but the priorities of a modern state and the rates of profit in
various sectors of the economy that are decisive so far as allocation of
investible funds is concerned™ (158: 112).

Tracing the consequences of interest in a recent paper, Siddiqi®® notes
that fixed interest charges curtail the freedom of the entrepreneur who
wishes to go by social priorities. The society is therefore obliged to admit
low yield high priority undertakings into the public sector.

C: Abolition of Interest and Demand for Consumption Loans

Hasanuzzaman (629: 147-164) examines the argument that abolition
of interest will increase the demand for consumption loans, accelerating
inflation and, in under-developed countries, worsening the balance of pay-
ments. He finds little functional relationship between demand for con-
sumer credit and the rate of interest. It is “increase in income and not the
rate of interest that governs the demand for loans™ (629: 160). Hence
“abolition of interest even in the developed countries would not cause any
substantial change in the existing set up” (629: 160). As regards the under-
developed countries, he concludes that “when the supply of consumer
loans and of goods is limited, the increase in demand, if at all, will be
ineffective and will not materially disturb the economy and finance of the
country” (629: 162).

D: Interest on Internal and External Debt

The “tyranny of interest” reaches its peak in relation to the public debt
whose servicing has become a great headache for the modern state.
Mawdadi (521), Qureshi (526: 189-201) and A. Mannan (132) decry
interest on this basis. Abolition of interest and replacement of interest-
bearing public debt by interest-free debt and funds obtained for the public
sector projects on the basis of profit-sharing (Siddigi: 417: 185-170) will
relieve the state of this crippling burden.

Foreign debts based on interest have done irreparable harm to the poor
nations of the world. Issa Abdouh (505} focuses attention on this role of
interest and Mawdadi (521: 113-114) describes interest as the greatest
instrument of exploitation at the international level.

E. Interest and Trade Cycles

Interest is seen as the root cause of the instability characterising the
modern economic system. Interest creates “liquidity preference” for
speculative purposes and results in keeping a large part of the money
supply in hoards waiting for the rate of interest to rise. It encourages
speculation which is the cause of instability in the system (Mawdudi, 521:
194, Mahmud Ahmad, 168: 13-14),

Several writers including Hameedullah (433), Mahmud Ahmad (168:
13-14, 45-50), Mawdudi (521: 104), Mubhammad Uzair (422) and A.
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Mannan (132: 170) have emphasised a causal link between the institution
of interest and the occurrence of crises in the economic system, postulating
that abolition of interest will contribute decisively towards elimination of
trade cycles. Hameedullah regards the institutions of interest as the villain
of the piece; “just when the vital interests of the entrepreneur demand that
they should have financial resources to cope with the situation, the
interest of the lending class demands a payment of the loans and are
against their renewal. . . . The institution of lending on interest causes the
whole trouble. It makes the lowering of prices so harmful and withholding
of supplies impossible™ (433: 221). Analysing in detail the role of interest
in the various phases of the trade cycle, Mahmud Ahmad concludes that
“the abolition of interest can abolish the crises” (168: 49). Abdul Hameed"
Siddigi (631) disagrees with this view. A change of the entire system, in-
volving a change in the basic attitude of economic agents, specially in the
“acquisitive mentality”’ is a pre-condition to the solution of this problem.

Siddiqi,*® however, envisages a reduction in the volume of credit instru-
ments and public debt, consequent upon the abolition of interest, will have
important implications for business cycles. Moreover, investment based on
production possibilities directly assessed by businessmen and bankers, in a
profit-sharing banking system, are not likely to overstep themselves to an
extent that makes a crash in share prices inevitable at a later stage.

F: Prohibition of Ribd Al-Fadl

The prohibition of ribd al fadl (interest involved in barter) has been
looked upon as a discouragement of barter and a step directed at monetisa-
tion of the economy (519: 9; 403). The primary aim of this injunction is,
however, to eliminate the possibilities of exploitation and injustice similar
to that which is the target or prohibition of interest on money loans. There
is some controversy regarding the coverage of this prohibition, which is a
juridical issue not concerning us in this paper.

G: Accounting Concept of Interest

Wagar Husaini (121: 191) pleads for using an accounting concept of
interest in economic planning and for project evaluation. Awsaf Ali (114:
199, 264) also thinks that in an Islamic economy the accounting rate of
interest must of necessity be used and it is only in the sense of abolishing
interest as a source of private income that the [slamic economy can function
as an interestless economy. Itis not entirely clear, however, whyan estimated
average rate of profit should not be sufficient for this purpose.

Abdul Baqi®? also suggests that the Islamic Bank should fix an account-
ing rate of interest to serve as a guide in allocation of investible resources,
especially as a criterion for giving priority to one project over others.
But the underlying assumption that the use of such a rate is inevitable has
not been fully justified by him nor the possible alternatives examined in
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detail. Why are the social priorities and the expected rates of profit not
sufficient guides to allocation of resources and selection of projects ? If the
idea is that the Central Bank keep a certain rate of profit in view and reject
such projects as fail to promise a return commensurate with that rate, why
insist on calling it an accounting rate of interest?

Sabri F. Ulgener notes that interest serves as “‘the most dependable
factor in evaluating and comparing different investments™ (632: 11).
Without raising or answering the point why the current “rate of profit-
share” paid by muddrabah-based interest-free banks should not form the
basis of such an evaluation, supplemented by other estimates based on
realised profits, he proceeds to declare that there is no escape from
modern bank interest. Hence “‘the crux of the problem for under-developed
countries is to differentiate between interest as a surplus and interest as a
factor in computing the overall efficiency of their economies™ (632: 14). He
does not refer to the various techniques of “‘computing the overall
efficiency” developed in the socialist countries, nor does he clarify how
interest as a surplus can be denicd to the capitalists while using interest as
a factor in computation.

(viii) Nature of Islamic Economics

An important theoretical issue discussed by Islamic economists is the
nature, scope and methodology of Islamic economics. They have tried to
distinguish JIslamic economics from economics as such and state its
raison d’etre.

Bagir al Sadr distinguishes between the science of economics which
deals with production and the laws that govern it, and the art of econoric
policy which is concerned with distribution and social justice. The function
of an economic system is to solve the economic problems in the context of
the ideal state of justice (171: 343-347). Capitalism and Marxism are
“schools of economics™ advocating different economic systems. Islamic
economics is akin to political economys, its function being “the discovery of
laws and analysis of real life in the context of an Islamic society in which
the Islamic way of life is fully established” (171: 291). Such a science can
appear only after the real Islamic society has come to exist - a condition
yet to be fulfilled. It is, however, possible “to start investigation on certain
given assumptions and derive the economic tendencies and course of
events from them” (171: 226-227).

Bagqir considers modern economics to be relevant for modern capitalist
societies and not for all societies all the time. Examining its laws, he finds
that the only ones having universal validity are the laws of returns (in the
theory of production), based as they are on nature rather than on man. All
“laws” relating to man are relative as human behaviour depends on
human volition which is shaped by beliefs and ethical ends. The cele-
brated law of demand and supply is no exception (171: 226-227).
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Siddiqi also thinks that *““Islam’s science of economics or the economic
analysis relevant to an Islamic society . . . will come into being when we
have a people whose behaviour is Islamic, an economy which is truly
Islamic™ (73: 32). But he proceeds to define Islamic economics “‘in the
context of the endeavour of the present-day Islamic peoples to live accord-
ing to Islamic injunctions and ideals. 1t requires a study of the contem-
porary economic behaviour and socto-economic institutions, comparing
and contrasting them with what could be their Lslamic alternatives, with a
view to defining the changes required to effect a transition to modes of
behaviour and institutional arrangements conforming to the Islamic
norms” (73: 22). Accordingly, *‘the task of [slamic economics lies in
building bridges between the is and the ought™ (73: 33). Both Kahf (611)
and Khurshid Ahmad (47) seem to have this role of Islamic economics in
mind when they outline the task of Islamic economists today. Kahf wants
Islamic economists ““to visualise” an economic theory based on “free
co-operation rather than on free competition” and to “‘reformulate”
consumer’s utility theory ““in a way which makes it to cover morals and the
consent of Allah”. His[slamic economics will be a behavioural science which
takes as given the framework provided by “all the religious, moral, social,
political and legal rules which constitute the surroundings of the
behaviour of any member.in the Islamic society” (611 : 5-6). For Khurshid
Ahmad, “Islamic economics is borne of the challenge thrown to a Muslim
economist by the incongruities, paradoxes and complex problems’ he
observes in the contemporary Muslim world. This calls for “a critical
reappraisal of the contemporary economic situation of the Muslim
world”, ““A study of economic teachings of Islam”, ““an appraisal of the
different variants of modern economic theory and policy”, and, finally,
for a “reconstruction and reformulation of the theory and policy of Islamic
economics so as to identify the objectives and the modes of operation of
economic activity in an Islamic or Islamising society™ (644: [-3).

This stress on contemporaneity is quite recent in origin, the earlier
emphasis being on model building. Shabbir Khan wanted us *‘to prepare a
simple model based on certain simplified assumptions and then introduce
the Islamic code of economic life into that model’” (643), a suggestion
appreciated by Faridi (637). Medhat Hassanain also emphasised the need
for building the Islamic economic model (641). A similar view has been
expressed by Fanjari (636) and Fareed Naggar.®8

A. Mannan is closer to Baqir when he defines Islamic economics as ““a
social science which studies the economic problems of a people imbued
with the values of Islam™ (132: 3). Of special interest is Professor Farooqi’s
stress on the need for “meta-economics” which could judge human
processes according to moral norms — “the divine pattern relevant to
man’s economic life”” (638). The idea has been further explicated in a later
note (639).
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In one of the earliest contributions to this discussion Abdul Hameed
Siddiqi (71) finds that economics 1gnored free will and focused its attention
on “‘the animal aspects” of human behaviour, seeking to discover “laws”
which had the finality of the physical laws of nature, thus severing all
relations between the principles of economics and morality. Economics of
Islam rectifies this error. Taking human volition into account it seeks to
guide man in the light of the Islamic injunctions and to orient man’s
economic attitudes towards the Islamic ends and ideals.

Baqir’s discussion of the process through which the economic phil-
osophy and economic policies of [slam can be “discovered” is detailed and
illuminating (171: 341-390). Siddiqi (647), A. M. Manzar (645), Fanjari
(636), Khurshid Ahmad (644: 34) and Kahf (611) have indicated some of
the areas for research in Islamic economics and the methods which should
be adopted.

The methodology of Islamic Economics necessitates a fresh look at the
role of values in economics. Sakr (646) finds recent thinking gravitating
towards the view that all economic thinking is value loaded and it would be
better for an economist to be aware of his value premises and state them
clearly. Islam’s contribution in this regard lies in providing a set of values
which is, because of its divine origin, universal, permanent and immune
from tampering by man. The subject has been taken up at a philosophical
level by Farugi.”®

VI
ECONOMIC THOUGHT IN ISLAM

The advent of Islamic Economics directed the attention of scholars
towards the economic thinking of the Muslim thinkers in the past, of which
the works on history of economic thought had taken no notice at all, with
the sole exception of a casual mention of Ibn Khaldun in Schumpeter’s
compendium.!%?

Besides the economic thinking of the early jurists and the great phil-
osophers in the later Abbasid period, attention has been paid to such
writers as Aba Yiasuf, Abii ‘Ubaid, Yahya Ibn Adam, Qudiama bin Ja‘far,
Ibn al-Mugqaffa‘, al-Jahiz, al-Mawardi, lbn Hazm, Ibn Taimiyah, Ibn
Qayyim, Shatibi, Dimashgi, Ibn Khaldan, Tasi, Ghazali, al-Hariri,
Ahmad ‘Ali al-Dalaji and Shih Walialldh al-Dehlavi.

A Ibn Khaldiin (1332-1406)

I'bn Khaldiin has rightly been hailed as the greatest economist of Islam.
Besides Ezzat’s doctoral thesis (655) and Nasha’t’s work (659) we have
contributions by Rosenthal (661), Spengler (664), Boulakia,1? Ahmad Ali
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(656), Ibn al Sabil (192), Abdul Qadir (651; 632), Rifa‘t (660), Somogyi
(650), Tahawi (77), T. B. Irving (657) and Abdu Sattar (654).

Ibn Khaldiin has a wide range of discussions on economics including the
subjects of value, division of labour, the price system, the law of supply and
demand, consumption and production, money, capital formation, popula-
tion growth, public finance, trade cycles, ctc. He discusses the various
stages through which societies pass in economic progress. We also get the
basic idea embodied in the backward-sloping supply curve of labour
(664: 303). Spengler (664: 293) compares and contrasts his cycle theory
of civilisation with Hicks’ theory of trade cycles and Abdus Sattar ascribes
to him the theory that economic development passes through stages (654).
We get the macro-economic view that “income and expenditure balance
each other in every city . . . and if both income and expenditure are large
.. . thecity grows™. He also noticed, in the Keynesian sense, the importance
of the demand side, particularly government expenditure, in avoiding
business slumps and maintaining economic development (654: 161). T. B.
Irving also notes that according to Ibn Khaldiin “taxes have a point of
diminishing returns and pump priming is important to keep the business
running smoothly™ (657: 32).

Abdul Qadir (651: 438) notes that labour has the central place in Ibn
Khaldiin’s theory of value, and Abdus Sattar ascribes a labour theory of
value to him (654 : 164). Somogyi (650) rightly points out that Ibn Khaldan
anticipated Adam Smith on several points, and Abdul Qadir regards him
as a precursor of the mercantilists, because of his views on the importance
of Gold and Silver (651: 439). He highlights Ibn Khaldian’s emphasis on
economic factors in the interpretation of history and his effort to relate
economic progress with political stability (651: 434, 441). Ibn al-Sabil
regards Ibn Khaldiin a precursor of Proudhon, Marx and Engels on the
basis of his views on poverty and its causes (192: 154).

Rifa‘t refers to Ibn Khaldin’s discussion on utility which anticipates
later analysis (660: 26). To money, he ascribed the two roles of standard of
exchange and store of value (654: 165).

Rifa*t compares his theory of popuiation with that of Malthus and finds
a number of common points, though Ibn Khaldin did not mention
preventive checks (660: 26),

In his exhaustive discussion on lbn Khaldtn, Tahawi (77, I: 473-603)
explains how population and economic progress are related to one another
in his model. Ibn Khaldin also warned against state intervention in the
economy and thought that a free market ensured proper distribution (77, 1
633). Tahawi summarises 1bn Khald@n’s views on determination of prices
by the forces of supply and demand, money, its values and its functions and
the principles of taxation and government expenditure.

Boulakia notes Tbn Khaldiin’s emphasis on the importance of social
organisation of production whose main factor is human labour. Then
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comes the role of international division of labour which is based more on
the skill of the inhabitants of various regions than their natural re-
sources.'? “His theory constitutes the embryo of an international trade
theory, with the analysis of terms of exchange between rich and poor
countries, of the propensity to import and export, of the influence of
economic structures on development and of the importance of intellectual
capital in the process of growth”.19% After surveying the wide-ranging
contributions of Ibn Khaldin on monegy, prices, distribution, public
finance, trade cycles and population, Boulakia concludes that “Ibn
Khaldin discovered a great number of fundamental economic notions a
few centuries before their official birth. He discovered the virtue and the
necessity of a division of labour before Smith and the principle of labour
value before Ricardo. He eclaborated a theory of population before
Malthus and insisted on the role of the state in the economy before Keynes,
But much more than that, Ibn Khaldin used these concepts to build a
coherent dynamic system in which the economic mechanism inexorably
led economic activity to long-term fluctuations. .. .. 7104 Boulakia can,
therefore, feel more than justified in affirming that *“‘His name should
figure among the fathers of economic science™. 9%

B: Ibn Taimiya (1262-1328)

Ibn Taimiya’s economic views have been discussed by Muhammad al-
Mubdarak (134), Sherwani (667), Ilvas Ahmad (665), Kahf (666) and
Siddigi (221, 11: 189-203).

Kahf discusses his notion of “price of the equivalent”” and the com-
plementary concept of ““fair profit”, Ibn Taimiya wanted to investigate
what the price would be if there were no imperfections in the market. He
held that the price of labour was determined in the same way as the other
prices (666). Siddiqi has discussed Ibn Taimiya’s view on price control at
some length (221, IT: 189-203).

He justified state intervention in the market on account of monopoly,
monopsony, hoarding and speculation. Mubarak (134) discusses his
work on Hisbah. Maintenance of fair competition and honest dealings
were to be ensured through enforcement of the Islamic code of conduct on
producers, traders and the middle men. Mubarak has also highlighted Ibn
Taimiya’s views on other responsibilities of the state, including that of
ensuring fulfilment of the basic needs of the people by organising pro-
duction and distribution (134: 106-127).

Sherwani (667) focuses his attention of Ibn Taimiya’'s views on the
concept of ownership in Islam, emphasising the right of the state to abridge
or abrogate this right in certain circumstances.

Tahawi (77, I: 455) regards Ibn Taimiya’s emphasis on the state’s
responsibility to ensure the fulfilment of the basic needs of the people as
his unique contribution.
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C: Abu Yusuf (731-798)

Abu Yisuf’s main subject was taxation and the economic responsi-
bilities of the state. His contribution lies in demonstrating the superiority
of proportional taxation over the system of fixed levy on land, both from
the viewpoint of revenue and equity. In his discussion he also refers to the
other canons of taxation: capacity to pay, a consideration for the con-
venience of assessees in fixing the time of collection and its mode, and
centralisation of decision making in tax administration. Siddigi (671:
83-84) discusses these points along with Abu Yisuf’s emphasis on public
works especialily irrigation facilities and highways. He also urges upon the
ruler to take other measures to ensure the development of agriculture
(671: 89).

Siddiqi notes that Aba Yusuf’s brief comments on the relation between
the supply of goods and their prices do not go deep enough and his advice
to the ruler against price control is not accompanied by a thorough
discussion on the subject (671: 78-79).

D: Nasiruddin Tasi (1201-1274)

Tisi’s contribution has been discussed by Rifa’t (679), A. Mannan
(132: 8), Anzarul Haq (678) and Habibul Haq Nadwi (235). Tusi discussed
the revenue and expenditure of the household as well as those of the ruler,
He emphasised saving and warned against extravagance and expenditure
on unproductive assets such as jewellery and uncultivable land (679: 124).
He accorded supreme importance to agriculture giving trade and other
vocations a second place (235: 148). He also discussed exchange and
division of labour. His brief work on Public Finance has been reviewed by
Rifa’t (679) wherein he disapproves of certain taxes which had no sanction
in Islam.

Jalal al Din al Dawwani (678) closely follows Tusi in his discussion of the
household and the public treasury.

E: Shah Waliullah (1702-1763)

A resume of Shih Waliulldh's broad sweep on the subject has been given
by Tufail Ahmad Qureshi.!®® He regarded economic well-being to be a
prerequisite of a good life and proceeded to discuss needs, ownership,
means of production, co-operation, distribution and consumption with
remarkable insight. Discussing the evolution of society from the primitive
stages to the affluent culture of his day he points out the decadence that
sets in with the growth of conspicuous consumption. In his discussion on
means of production he tends to place a number of natural resources in the
public sector.'??” He condemned hoarding and profiteering on economic
as well as social grounds.1¢8

The economic philosophy of Shah Waliullih had been earlier interpreted
by Ubaidullah Sindhi (688). Ibn al Sabil compares Waliullih’s analysis of
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the decline of the Mughal with Marx’s critique of capitalism (192: 515).
Waliullah’s Hujjatullah al Bélighah offers a wealth of material on the
subject that awaits the attention of economists.

F: Other Thinkers

Kifayatullah!%¥ has recently reported on a work by Imdm Muhammad
Ibn Hasan al Shaibani (750-804) entitled *“The Earning”, which discusses
what is right and what is wrong in ways of earning and spending. He
regarded agriculture as the noblest of all professions because it is the most
useful for the entire society, a view which sharply distinguishes Imam
Muhammad from most of his contemporaries who preferred trade and
commerce over agriculture.

Tahawi (77, I: 151-154) takes some notice of those Islamic thinkers who
paid special attention to eradication of poverty and to ensuring social
justice. He mentions Abu Dharr Ghifari (d. 654), Ibn Hazm (d. 1064) and
Ahmad ‘Ali al Dalaji (d. 1421). Ibrahim Labban (614) also discusses the
views of Abu Dharr Ghifiri and Ibn Hazm.

It could not be possible for the present writer to consult the numerous
works on Ghazili, Fardbi, Tasi, Ibn Qayyim, Shih Waliullah and others
for brief references to their economic views. Nor could he do justice to the
works on the few thinkers discussed in this section. Here is a field that
awaits the attention of researchers in Islamic Economics. But the material
listed in our own bibliography should be sufficient to refute the thesis
recently propounded by Meyer (648) that the ‘“Arabic, Turkish and
Persian speaking East has experienced no continuity of economic ideas such
as those which come from the Judeo-Christian West”. The West experienced
systematic economic thinking since the time of the Renaissance and
Economics came into its own in the wake of the Industrial Revolution ~ a
period of history in which the East was sliding down the scale of decadence.
The ascendancy of the Islamic civilisation and its dominance of the world
scene for a thousand years could not have been unaccompanied by
economic ideas as such. From Abi Yisuf in the second century to Tsi
and Waliullaih we get a continuity of serious discussion on taxation,
Government expenditure, home economics, money and exchange, division
of labour, monopoly, price control, etc. Unfortunately, no serious attention
has been paid to this heritage by centres of academicresearch in Economics.

Epilogue

The variety of subjects discussed by Islamic economists and their
distinctive approach to some of the economic problems is brought out
in our survey of the literature presently available. The new approach has a -
clearly defined frame of reference and there are certain common premises
shared by all writers on the subject. The issues raised and discussed by
them are relevant to the human situation and have a direct bearing on
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contemporary life. These discussions have a special significance for the
Muslim countries and communities, but their relevance for a comparative
study of economic systems and philosophies is universal and general.

To the students of Islamic economics in particular and the Muslim
students of economics in general the survey provides an opportunity of
stock-taking and programming for further research. Both Islam and
economics would be benefited if closer attention is paid to an approach
that seeks to relink economics with moral values and to evolve a frame-
work in which man’s quest for justice achieves fulfilment while ensuring
maximum efficiency and satisfying the will to economise.
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