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Foreword

Islamic Economics represents one of the emerging social disciplines and
the publication of Studies in Islamic Economics is destined to strengthen
and advance this process. King Abdul Aziz University had the unique
honour and privilege of organising the first International Conference on
Islamic Economics in February 1976 at Makka. This conference provided
Muslim economists and SharVah experts (‘Ulama’) with the opportunity
jointly to participate in discussions on major issues and themes in econ-
omics. It was the firsttime in contemporary history that these two streams
ofexpertise, represented by professional economists and traditional Islamic
scholars, had a chance jointly to reflect on problems of common interest.
The Conference constitutes a watershed in the history of Islamic Economics
which began in the twentieth century as a branch of Figh and Kalam, and
emerged from this conference as a category of economics. A child with the
prospect ofa great future.

Selected papers from the Conference are being published in two volumes,
one in English and the other in Arabic. Studies in Islamic Economics,
which contains some of the English papers, has been edited by Professor
Khurshid Ahmad, who was also Vice-President of the Conference. The
companion Arabic volume contains selected Arabic papers and has been
edited by Dr. Muhammad Saqr, who also acted as Secretary of the
Steering Committee of the Conference. King Abdul Aziz University, its
International Centre for Research in Islamic Economics, and | personally
take great pride in the publication of these two volumes and pray that
Allah may accept these efforts of our colleagues and enable us to continue
to serve the cause of Islamic Da'wah. | also take this opportunity to
express our gratitude to H. E. Shaikh Hasan Al-Shaikh, Minister for
Higher Education, for his guidance, support and encouragement and to Dr.
Muhammad Omar Zubair, President of the Conference and Former
President of King Abdul Aziz University, for the dynamic leadership he
provided in organising the Conference and promoting research in Islamic
Economics.

President, (Dr ) Abdullah Omar Nasif
King Abdul Aziz University,
Jeddah

28th February, 1980
11th Rabi* al-Thani, 1400



Preface

The publication of Studies in Islamic Economics and its companion
volume in Arabic are to me, as was the organisation of the First Inter-
national Conference on Islamic Economics in February 1976, parts of a
dream translated into reality. It has been one of my ambitions in life to
help and participate, in however humble a way, in the promotion and
development of Islamic Economics as a rigorous academic discipline. |
know we have a long way to go; yet | am happy we have at least made a
small beginning. It has been one of the chief pleasures of my life to have
been associated with these efforts. | hope and pray that our steps will forge
ahead and that all of us who are engaged in this creative effort will realise
that we have done no more than started to collect pebbles on the shores of
Islamic economics. The discipline is in the early phases of its infancy. We
must not relax our standards and should be even more critical, albeit
constructively, than our critics and adversaries. It is only through sustained
research, innovative reflection, meaningful criticism, and careful experi-
mentation that the little ‘chick’ of Islamic economics, which isjust emerg-
ing from the egg-shell, will be able to grow to maturity.

| take this opportunity warmly to thank H. E. Hasan Al-Shaikh,
Minister for Higher Education for his personal interest in promoting study
and research in Islamic economics and to all my colleagues in King Abdul
Aziz University, the Steering Committee of the Conference, and the
participants to the Conference for their support and co-operation. 1 hope
the publication of these selected conference papers will help in illuminating
some of the grey areas and will provide scholars and researchers with fresh
incentives to step up their efforts.

The credit for these publications goes to our colleagues in the Inter-
national Centre for Research in Islamic Economics and | wish them every
success. | also thank the Islamic Foundation for help in editing the manu-
script and particularly for undertaking the painstaking task of the
publication of this book.

(Dr ) Muhammad Omar Zubair
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Introduction

Contemporary Islamic resurgence, although still in the initial phases of
articulation, has begun to influence the theme and language of the ideo-
logical dialogue of our times. An old and neglected issue has moved to the
centre of the debate: the relevance of God and His guidance to the
politico-economic life of mankind.

Western Civilisation is based on the principle of separation of Religion
and State. Man is assumed to be self-sufficient. As such, the social,
economic, political and technological questions of human civilisation are
grappled with without any reference to God and His guidance. God may be
worshipped in one’s personal life. Nonetheless the affairs of society and
the economy are to be conducted according to Man’s own discretion and
sovereign ‘wisdom’. The conquest of nature has become the main target
of human effort. The stream of civilisation, however, seems to run its
course without reference to the values and principles communicated to
mankind by God through His prophets.

The Muslim world is no exception to this state of affairs. The models of
economy and society developed during the last two hundred years or so,
are steeped in the traditions of western secularism. The last three decades
have witnessed the emergence of over forty independent Muslim states yet
the politico-economic systems obtaining in these countries continue to be
based on western models. This is the contradiction which resurgent Islam
has tried to challenge.

Contemporary Islamic resurgence is neither a transient political
articulation of militant Islam nor simply an angry outburst against western
nations. On the contrary, it heralds the Muslims’ positive and creative
response to the ideological challenge of western civilisation. For the
Muslim world it is an attempt to try to reconstruct society and the economy
by drawing primarily upon its own rich but neglected religio-cultural
sources.

The ultimate objective of this exercise is to establish a just social order
in which the material and the spiritual aspects are welded together, with the
result that “progress” and “prayer” do not represent two watertight
compartments but two sides of the same coin, with prayer acting as a
stepping stone to human progress and progress leading to the glorification
ofthe Creator.

Islam is a complete way of life and the divergence between the values
and principles of Islam and the secularism-ridden social reality lie at the
root of the tension that permeates the Muslim world today. Resurgent
Islam represents a new approach - that is, to strive to reconstruct the

Xiii



Xiv Islamic Economics

economy and society in accordance with Islamic ideals and values and the
needs of contemporary life.

There is a new quest to discover the true meaning and message of Islam
by drawing upon the original sources of Islam - the Qur’an and the Sunnah
of the Prophet (peace be upon him) - and upon the historical experience of
the Muslim people. Efforts are being made in almost every area of indi-
vidual and social life- literary, educational, political, socio-cultural,
economic and technological - to assess the relevance of Islam and to find
out ways and means of transforming this consciousness into socio-
economic reality. The nascent social discipline of Islamic Economics
represents one such creative response from the Muslim economists and
‘Ulama'.

FROM ECONOMICS TO ISLAMIC ECONOMICS

If crisis in a science is symbolised by its continued inability to meet the
challenges that confront it, then few would disagree that economics is in
the throes of a deep crisis. The phoenix-like rise of macro-economics from
the charred debris of the crash of the 1930’s had generated a new confi-
dence and a new valour among the economists. The solution of almost
every problem seemed within sight. All looked green in the valley of
economics.

This confidence was proved false and short-lived. Not only did the old
problems remain unsolved, new ones emerged with threatening overtones.
Mass poverty; frustrated take-offs in development; increasing disparities
at regional, national, and international levels; co-existence of hunger and
affluence; irrational use of non-renewable resources; incongruity between
technology and developmental needs; unsuitability of production and
consumption processes to environmental needs; exploitation of the poor
and the afflicted by the rich and powerful; inflation and stagflation;
structural deformities in relations between developed and developing
countries; all of these and many more problems fail to be tackled within
the framework developed by post-Kcynsian economics. This is being
realised even by those economists who had earlier thought that their
sophisticated economic models could provide answers to all the perplexing
questions.

Noble Laureate Paul Samuelson of MIT laments the disarray into which
economic theory has fallen. He warns “there are no signs that we arc
converging towards a philosopher’s stone that will cause all the pieces to
fall neatly into place”. Professor Otto Eckstein of Harvard says “we are
always one inflation too late in specifying the exact form of the price-
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forecasting equation”. Robert Heilbroner goes a step further when he says
“Economists are beginning to realise that they have built a rather elaborate
edifice on rather insubstantial narrow foundations.1

The predicament of economics has been searchingly examined in a
recent study, Economics in the Future: Towards a New Paradigm.2 The
near consensus that emerges in this book is that what is needed to salvage
economics from the throes of crisis in which it is caught is not just some
new interpretation of this or that economic theory or some changes
within the current paradigm of economics, but that the need is to change
the paradigm itself and move towards a new paradigm under which
economic problems are not studied in isolation but in the context of an
entire social system.

This background constitutes a point of departure for the Muslim
economist. Islam is not a religion in the limited sense of the word, interested
only in man’s salvation in the life to come. Islam is a complete way of life
and aims at constructing the entire fabric of human life and culture in the
light of values and principles revealed by God for man’s guidance. Human
life is looked upon as an organic whole and its problems are approached,
not in a purely mechanistic way, but in the light of the moral values and
social ideals that Islam expounds. The purely positivistic vision of social
sciences developed in the West becomes obsolete in this new context.

Man is treated as a human being, possessing a moral personality, and
not just a complex of molecules. The world has suffered from the folly of
the social sciences following almost unreservedly the model of the natural
sciences, with the result that technocratic solutions are being imposed in
the name of science, often legitimising the status quo to the neglect of all
moral, ideological and political options available for social policy. Muslim
economists believe that re-orientation of approach and a reconstruction
of the entire framework of economic analysis and policy are needed to
harness economics once again to the service of humanity. During the last
fifty years over eight hundred books and journal articles have been written
by Muslim economists articulating different aspects of the new paradigm
they want to develop.3

The Muslim economist starts from the assumption that economics
neither is, nor can be, totally value-free. Economic literature, produced
in the last two centuries, is rife with vigorous protestations o f ‘objectivity’
and ‘scientific positivism’, but in the last analysis, there is very little of
economics that can really be described as totally value-neutral.4 And what
is more important, this is hardly desirable.

The social sciences have to have their own stance viz-d-viz human
objectives and values. To pretend to follow exactly the methodology of
the physical sciences in the field of social sciences, without regard to the
latter’s unique subject matter and the dynamics of the human situation is
unrealistic.5
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Socialist economics docs not claim to be ideologically neutral. It is
committed to a certain ideology and set of values. It stands or falls with
them. Although there is a lot of prattle about positivism and objectivity,
there are no pretensions of ideological neutrality, but this assertion is no
more than a myth.

Classical economics was based on a hierarchy of values derived from the
18th century philosophies of individualism, naturalism and utilitarianism.
Its alleged ‘universal principles’ of ‘utility maximisation’ and ‘profit
maximisation’ are assumptions rooted in philosophic and ideological
beliefs and not in objective reality.6 Its concepts of ‘competition’, ‘price-
mechanism’ and of the ‘invisible hand* are related to the specific purposes
it was made to serve in the rise and growth of capitalism.7 The entire
corpus of classical and neo-classical economics is derived from a set of
assumptions and postulates, albeit through meticulous application of
rigorous deductive logic supplemented by results of empirical investiga-
tions. The myth of objectivity and value-neutrality deserves to be exposed
and the philosophic assumptions of modern economics laid bare.

In contradistinction to this, the assumptions and values of Islamic
economics are clearly stated from the very beginning and the function of
the Muslim economist is to explore and elucidate their relationship to
economic life, theoretically as well as empirically. The Muslim economists
do not wish to conceal these assumptions and values under the facade of
false objectivity. To them, objectivity consists in honest expression of their
values and consistent pursuit of these social ideals through logical analysis
as well as empirical investigation.

It can hardly be over-emphasised that such an effort must be made with
academic rigour and scholarly detachment. Nonetheless, it would be idle to
assume that this theorising can take place in a climate of positivistic
objectivity and value-neutrality. Most of the economic thinking that
masquerades as value-neutral turns out, on closer scrutiny, to be otherwise.
The result of this approach, however, is that its value-assumptions remain
apparently hidden. They remain implicit and as such, are not susceptible
to evaluation in an ordinary way.8

This is unfair and improper. We agree with Myrdal that “efforts to run
away from valuations are misdirected and foredoomed to be fruitless
and damaging” and that “the only way in which we can strive for objec-
tivity in theoretical analysis is to lift up the valuations into the full light,
make them conscious and explicit, and permit them to determine the
viewpoints, the approaches and the concepts used. In the practical phases
of a study the stated value premises should then, together with the data
established by theoretical analysis with the utilisation of those same value
premises - form the premises for all policy conclusions”.9 This is what
Muslim economists are trying to do.

One of the major contributions of Islam lies in making human life and
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effort purposive and value-oriented. The transformation it seeks to bring
about in human attitudes and paripassu in that of the social sciences is to
move them from a stance of pseudo-value-neutrality towards open and
manifest value-commitment and value-fulfilment. The first premise which
we want to establish is that economics in an Islamic framework operates
with its feet firmly rooted in the value-pattern embodied in the Qur’an and
the Sunnah. We study human behaviour as it articulates itself in different
value-backgrounds and also how to influence it to fulfil the norms to
which the society is committed. All the technological relationships
between inputs and outputs are to be analysed and investigated in this
framework. The attitude, tastes, motives, social customs, etc., which are
ordinarily treated and given as ‘constant’ become ‘variables’, subject to
policy manipulations. The scope of Islamic economics is wider than that
of economics. Its approach has to be more global and holistic. The
widening of the scope takes place at both levels, horizontal as well as
vertical or inter-temporal. This represents a new approach to the study of
the economic problems of man.

I
THE 1976 CONFERENCE AND ITS IMPACT

The First international Conference on Islamic Economics was held at
Makka from 8afar 21-26, 1396 (February 21-26, 1976) under the auspices
of the King Abdul Aziz University, Jeddah. It was attended by two
hundred economists and ‘Ulama*from all parts of the world. The Con-
ference discussed over thirty papers presented in English or Arabic. The
Conference elected the following as its officers:

President: Dr. Muhammad OmarZubair

Vice-Presidents: Dr. Hasan Abu Rukba
Professor Khurshid Ahmad
Professor Sabahuddin Zaim

Rapporteur: Dr. Monzer Kahf

Papers were presented at sectional meetings each dealing with a specific
theme. Major areas covered were as follows:

Concept and Methodology of Islamic Economics.
Production and Consumption in an Islamic Economy.
The Role ofthe State in an Islamic Economy.
Insurance within the Framework of the Shari'ah.
Interest-free Banking.

Zakdt and fiscal policy.

Ok wN R
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7. Economic Developmentin an Islamic framework.
8. Economic co-operation among Muslim countries.

A general session was held in which two survey articles on Islamic
Economics were presented. A symposium was organised on the Teaching
of Islamic Economics. Each section held organisational meetings to
deliberate upon problems of future study and research in Islamic
Economics as well as about possibilities of extending facilities for its
teaching at College and University levels.

The Conference provided the Muslim economists with a rare
opportunity, the first in recent history, to address themselves to the prob-
lems of Islamising economics including an effort to elucidate the basic
concepts of Islamic economics and deliberating upon ways and means of
implementing them in the contemporary world. It was highly rewarding
for the Muslim economists to meet each other and develop personal and
professional contacts directed towards promoting research in the nascent
social discipline of Islamic economics. It was also a unique experience for
the professional economists to co-operate at such close quarters with the
‘Ulama and mutually avail themselves of each others' expertise in the
promotion of a common cause.

One of the major contributions of the Conference was the proposal to
establish an International Centre for Research in Islamic Economics at
the King Abdul Aziz University, Jeddah. The Centre has, by the grace of
Allah, come into operation. The Centre is responsible for the production
of many publications including the present work: Studies in Islamic
Economics, containing selected papers from the 1976 Conference.

It is also encouraging to note that Islamic economics is now being
taught at a number of universities in the Muslim world.10 The Association
of Muslim Social Scientists, U.S.A. has organised a number of con-
ferences in which papers have been presented on different aspects of
Islamic economics. The Council of Islamic lIdeology, Islamabad, The
Islamic Foundation, Leicester, The Pakistan Institute of Development
Economics, Islamabad and the Institute of Policy Studies, Islamabad,
among others are promoting research on many themes related to Islamic
economics. Islamic economics is heading towards a real breakthrough.

INTERNATIONAL CENTRE FOR RESEARCH IN ISLAMIC
ECONOMICS

As we have noted, the First International Conference on Islamic
Economics recommended that the King Abdul Aziz University should
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consider the establishment of an International Centre for Research in
Islamic Economics. Consequently, in Jumada Al-Thani 1397 H. (1977)
the Centre was established to co-ordinate and to support research at the
highest level of scholarship.

The Centre is expected to direct its efforts to .achieve the following
objectives as recommended by the Conference:1l

(@) The establishment of a specialised library that would collect
scholarly works in the field of Islamic economics in various lan-
guages and issue catalogues to research scholars everywhere.

(b) Conduct and support theoretical and applied research in various
fields of Islamic economics, publish text-books in this field for the
use of Muslim Universities and organise training courses needed by
Muslim economic establishments.

(c) Provide research facilities and scholarships for visiting Muslim
scholars to undertake research in their fields of interest.

(d) Promote co-operation in the field of Islamic economic research
among various universities and institutions.

(e) Publish research papers and periodicals in Islamic economics.

(f) Help establish chairs for the teaching of Islamic economics, provide
scholarships for research in this field and promote lectures, con-
ferences and regional symposia in this field.

Since its establishment it has been possible to initiate a number of activities
to achieve its objectives. An International Seminar on “Monetary and
Fiscal Economics of Islam” was held in October 1978 under the auspices
of this Centre. The Centre has already published a booklet entitled
Monetary and Fiscal Economics - An outline of some major subjects for
research as well as a bibliography, namely Contemporary Literature on
Islamic Economics. Another booklet on Suggested Research Topics on
Development and Distribution in an Islamic Framework will soon be
published. A number of other research works are also in course of prepara-
tion.
The Centre intends to engage in the following activities:—

(a) Conducting pure and applied research in various areas of specialisa-
tion in Islamic economics.

(b) The production, distribution and translation of teaching materials
in Islamic economics;

(c) Organising guest lectures and workshop activities;

(d) The publication of professional journals and bulletins;

(e) The publication ofoccasional papersand monograph series;

(f) Organising and conducting seminars and conferences here and
abroad;

(g) Theexchange of scholars;
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(h) The offering ofin-service training facilities;
(i) Awarding fellowships for doctoral and post-doctoral studies to
young Muslim economists.

In line with its overall objectives, the Centre has invited research
proposals from scholars of the Muslim World interested in conducting
research in various areas of Islamic economics. Under this programme,
grants arc to be awarded to individuals, research agencies and universities
to carry out scientific research for eventual publication in the form of
monographs, occasional papers and tcxt-books from the Centre. About
three dozen research projects approved under this scheme till the writing of
these lines are in progress. The Centre has a programme of translation of
standard works on Islamic economics involving several languages. As a
first step a number of important papers originally written in English have
been translated into Arabic. The Centre wishes to establish professional
links with other institutions and agencies engaged in theoretical or applied
research in Islamic economics and related areas.

The Supreme Advisory Council of the Centre, composed of eminent
Muslim scholars in Economics and SharVah drawn from the Kingdom of
Saudi Arabia and other Muslim countries, has already been set up. The
Centre has a Director, a number of Research Professors and a small
Administrative Staff.

\Y
ABOUT THE BOOK

Now a word about the present volume. Studies in Islamic Economics
contains some of the papers presented at the first International Con-
ference on Islamic Economics. All papers have been revised in the light of
discussions that took place at the Conference. In view of the space con-
straint only half of the papers presented in English are included in this
volume but care has been taken to include at least one paper from each
section of the Conference. A Companion Volume is being produced in
Arabic containing papers presented in the Arabic language. This Arabic
volume has been edited by Professor Muhammad Sakr, University of
Jordan. It contains the following papers.

METHODOLOGY OF ISLAMIC ECONOMICS

Dr. Mohammad Sakr Islamic Economics - Basic concepts
Dr. Mohammad Shawqi al-Fanjari Islamic Economic Doctrines
Sheikh Manna’ Qattan Meaning of Islamic Economics
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PUBLIC INTEREST AND THE JUST PRICE

Dr. Hasan O. Balkhi The Just Price in Islam

Dr. Mohammad Anas al-Zarga Social Function and Consumer
Behaviour: An Islamic Formulation
of Selected Issues.

ROLE OF STATE IN THE ECONOMY
Sheikh Muhammad al-Mubarak Economic Role of the State in Islam

ZAKAT AND TAXES

Dr. Yousufal-Qardawi Role of Zakat in the Solution of
Economic Problems

Dr. Atif al-Sayyed The Concept of Justice in Taxation
and Zakat during the Early Islamic
Period

Dr. Muhammed Saied Abdus Salam Role of Financial and Accounting
Theory in the Implementation of
Zakat

BANKS WITHOUT INTEREST
Dr. Ahmad al-Najjar Our Approach to a Distinct Theory
of Islamic Economics

INSURANCE

Sheikh Mustafa al-Zarga Insurance and its Place in Economic
Life

Dr. Husain Hamid Hassan The Position of SharVah on Insurance
Contracts

Dr. Jalal al-Sayyad Insurance and Some Doubts Relating
to it

ECONOMIC CO-OPERATION
Mr. Hasan Abbas Zaki Economic Co-operation Between
Muslim Countries

These two volumes taken together contain the essence of contemporary
Muslim thinking on major economic issues. The discipline of Islamic
economics is still in its larval stage and as such a number of ideas and
formulations are tentative. More research and greater sophistication
in formulating and presenting one’s ideas are needed. The Muslim
economists do not suffer from any complacency; they offer their sub-
missions in great humility and with the realisation that they have a vast
area to cover. The real contribution of the Conference, and of the present
volume, lies in identifying issues and themes for further study and research
so as to enable the little sapling of Islamic Economics to grow into a
mature tree. Much will depend on the way the Muslim economists accept
the challenge that confronts them and produce creative thought and
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rigorous reformulation of economics to serve the social objectives of
Islam.

I am grateful to brother Azmatullah Khan of the Islamic Foundation,
Leicester for assisting me in editing the manuscript, and to Mr. E. Fox
for improving the language and proof-reading. My sincere thanks are due
to Dr. Muhammad Omar Zubair and Dr. Abdullah Omar Nasif for all the
encouragement they have given in producing this volume and for con-
tributing Preface and Foreword to the book and to my brothers and
colleagues Professor Dr. Muhammad Sakr, Dr. Anas Zarga and Dr.
Ncjatullah Siddigi for many valuable suggestions. | would also like to
thank Dr. Ghazi Madani, Director, International Centre for Research in
Islamic Economics for his generous support and co-operation. | would also
like to place on record my sincere gratitude to Brothers Khurram Murad
and Dr. Manazir Ahsan of the Islamic Foundation for supervising the
publication of this volume. | hope and pray that this book may be helpful
in elucidating some areas of Islamic Economics and more important in
provoking newer thinking and research inareas not properly covered so far.

KHURSHID AHMAD
Institute of Policy Studies,
Islamabad

20 Rabi* al-Thani, 1400
8th March, 1980.
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Theory, London: Routledge & Kegan Paul, 1953: idem, Value in Social Theory,
Routledge & Kegan Paul, 1958; and Asian Drama, Pantheon, New York, 1968,
Vol. 1, Prologue pp. 5-35.

5 The Cambridge economist, Professor Joan Robinson, writes: “Every human being
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Review, New York, July, 1953, pp. 307-318.

Economists of the German historical school and some institutionalist economists
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Analysis, New York, Macmillan, 1948. See also Myrdal, G., The Political Element
in the Development o fEconomic Theory, op. cit.

Gunnar Myrdal writes in Asian Drama (op. cit. vol. I, p. 32), “The problem of
objectivity in research cannot be solved simply by attempting to eradicate valua-
tions ... every study of a social problem, however limited in scope, is and must
be determined by valuations. A ‘disinterested’ social sciencehas never existed and

never will exist. Research like every other rationally pursued activity, must have a
direction. The viewpoint and the direction arc determined by one’s interest in a
matter. Valuations enter into the choice of approach, the selection of problems, the
definition of concepts, and the gathering of data, and are by no means confined to
the practical or political inferences drawn from theoretical findings. The value
premises that actually and of necessity determine approaches in the social sciences
can be hidden. In fact, most writings, particularly in economics, remain in large part
simply ideological... Throughout the history of social studies hiding of valuations
has served to conceal the inquirer’s wish to avoid facing real issues.”

Myrdal, G., Asian Drama, op. cit., p. 33.

These include: Al-Azhar, King Abdul Aziz University, Jeddah and Makka;
University of Jordan, Amman; Umm Durman University, Khartoum; University
of Karachi, Karachi; University of Punjab, l.ahore; Islamic University, Bandung,
etc.

Taken from the Brochure of the Centre.



CHAPTER ONE

Islamic Economics: An
Approach to Human Welfare

Dr. Anas Zarqa*

“Al-Hadi! Lord! The way is hard, and we, Thy
creatures, have none other ‘Guide’ than Thee.”
—Sir Edwin Arnold
— Pearls of Faith

THERE has been a considerable amount of writing in the last twenty-five
years on the broad economic aspects of the Islamic system. The main
thrust of that writing has been in three directions:

(a) Comparisons giving broad outlines of the Islamic economic system
vis-d-vis capitalism and socialism;

(b) Critiques of non-Islamic economic systems and philosophies; or

(c) Substantive expositions on a certain economic issue, riba (usury and
interest), and related questions.

A noted thinker and acute observer of the Islamic intellectual arena.
Professor Muhammad Al-Mubarak, recently expressed the view, justified
in my opinion, that a sufficient amount has been written on (a) and (b), and
that the time has come for going deeply into the Islamic economic system
itself, understanding thoroughly its characteristics and giving it a modern
formulation.1 An effort is being made in the present paper to shed some
light on certain methodological and philosophic aspects of Islamic
Economics and to illustrate its unique approach by reflecting upon an
Islamic social welfare function.

Can there be an Islamic Economics?
Economics, it is often emphasized, is a positive science, while Islam,
being a religion, is normative par excellence. One may conclude that we

*Dr. Anas Zarga, educated at the Universities of Damascus and Pennsylvania, is
presently Associate Professor of Economics, King Abdul Aziz University, Jeddah. The
author acknowledges his debt to Professor Mustafa A. Zarga for extensive and helpful
discussion and comments and to Mrs. S. Tayara for stylistic improvements in the paper.
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4 Islamic Economics

cannot have meaningful Islamic economics any more than we can have
Islamic mathematics or Islamic atomic physics.

I shall argue in this part and elsewhere in this paper that distinct and
meaningful Islamic economics is possible, nay, necessary. Briefly, my
argument isthat economics is not as innocent of value judgments as we are
often led to believe, nor can it ever be. Neither is Islam devoid of positive
assertions about economic reality. We can then replace non-Islamic value
judgments by Islamic ones, and add to the economists’ stock of positive
assertions Islamic assertions, then work out the consequences.

This, to be sure, is a task easier said than done. It is no less than building
an almost new theory. But this, as Muslims, we must do if we arc to con-
tribute genuine Islamic solutions to human problems and if we arc to stop
acting as “free-loaders” in the social sciences of today.

I shall also argue that what is classified as a “value judgment” rather
than a *positive statement” is occasionally a function of our limited
knowledge and even of our religious beliefs.

Value Judgements in Economic Theory

Economics, it is said, is a positive science, and has become so by exor-
cising itself of any ghosts of value judgments that were occasionally
reported on its premises. But it is now increasingly believed that the
economics mansion is haunted by several unexorcisable “resident ghosts".
Thus values are involved in:

(a) Choice oftopic to be pursued. Thus when more resources are devoted
to one theory fewer are left for another. “This applies in training new
scientists, time in class, space in books and periodicals. Even devoting
equal time is not value-free.” 2

(b) Choice of variables and assumptions. Economic reality varies greatly
in time and space, or equivalently, is influenced by many variables. With-
out theory, purely empirical analysis of data using multiple regression and
related techniques proves association but cannot separate cause from
eflfcct. Hence, no universal conclusions about the causes, effects and paths
of economic phenomena can be reachcd by empirical methods without
“strong theoretical guidance”.3

This theoretical guidance entails surveying the variables that are con-
ceivably relevant to the phenomena under study. They are usually large in
number and often non-economic in nature. By a mysterious process of
reasoning and guesswork we classify the variables into three pigeon holes:

(a) irrelevant to the phenomena,
(b) exogenous to the phenomena, i.e. affecting it without being
affected by it, and
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(c) endogenous variables that interact with one another and are also
affected by the exogenous variables. These are the variable that are
deemed important to explain and predict.

Thus the choice of variables and their classification, and the subsequent
puzzles that are posed and solved theoretically or empirically cannot but be
affected by the investigator’s culture and beliefs, as well as his worries
about man and society.

(c) Choice of method. Any method of investigation in theoretical or
empirical areas reveals a certain conception of the world, and encourages
certain modes of emphasis.

Quantitative methods, for instance, give prominence to the well-
defined, and the easily or inexpensively measurable. Such techniques in the
social sciences will work better “if the participants will only be willing to
make rational, deliberate choices with criteria whose arguments are
limited in number and easily quantifiable”.4 Problems and concepts that
can be fitted into this framework receive the most serious professional
attention, at the expense of other problems and concepts. Alternative
methods of investigation are possible, and mav be desirable in certain
fields.5

(d) Choice of ends and means. Some important concepts in economics
become meaningful only after an end or goal is specified. Benjamin Ward,
for instance, noted that value judgments are crucial to the notion of
efficiency where we must classify variables as either inputs or outputs. “ If
some kinds of labour are indeed satisfying one would want to classify them
as outputs” along with more conventional outputs. “The classification is
based on a .. .judgment as to what is valued and what is disvalued in a
society.” ®

The concept of gross national product is similarly based on certain value
judgments as a measure of output and a fortiori as a measure of per-
formance and welfare.

Conclusion. There are thus several areas in economic theory where value
judgments have a crucial role to play, and in these areas we can make a
distinct contribution as Muslims.

Needless to say, several areas of economics are truly positive and cannot
be different in an Islamic or in any other framework (such as first and
second order conditions for achieving a given amount of production with
minimum costs, given factor prices and a production function).

Positive Economic Statements in the Qur’an and the Sunnah
Islam, though primarily normative, is not devoid of positive economic
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statements or hypotheses. The quotations that follow illustrate this idea
from the Qur’an and the authentic sayings of the Prophet, upon whom be
blessings and peace.

(a) “ Beautified to mankind is the love of lusts-woman, off-spring,
heaped-up heaps of gold and silver, horses of mark, cattle and
tillage, that is the enjoyment of the present life; but God-with Him
is the fairest abode.” (3: 14)

“Surely man is passionate in his love for wealth.” (100: 8)

Man is depicted in these verses as having a strong and insatiable love of
wealth. This hypothesis is in agreement with what economists usually
assume in this regard.

(b) “Had 1 knowledge of the unseen, | should have abundance of
wealth, and adversity would not touch me.” (7: 188)

“No soul knoweth what it will earn tomorrow ...” (31: 34)

These two Qur’anic verses, among several others, emphasize the
assumption of uncertainty about the future consequences of present
actions. Few would doubt the realism of this assumption. Nevertheless,
significant parts of economics, especially in the theories of capital, interest
and the firm, are still based on the opposite assumption of perfect fore-
sight.

(c) “If God were to enlarge the provision for His servants, they would
indeed transgress beyond all bounds through the earth; but He
sends (it) down in due measure as He pleases. For He is with His

servants well-acquainted, watchful.” (42: 27)
“Nay, verily man is overbearing, because he sees himself possessed
of riches.” (96:6-7)

These two verses indicate one effect of a substantial increase in wealth
and income on human behaviour. Economists do not seem to have taken
note of this relationship.

(d) “And in no wise covet those things in which God hath bestowed
His gifts more freely on some of you than on others: to men is
allotted what they earn, and to women what they earn: but ask
God of His bounty. For God hath full knowledge of all things.”

(4:32)
“Nor strain thine eyes in longing for the things We have given for
enjoyment to parties of them ..

It is related in authentic hadlth that the Prophet, upon whom be
blessings and peace, said:
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“Observe those less fortunate than you are and do not observe
those more fortunate than you arc - by doing so you will be less
likely to feel ungrateful for Allah’s bounty.”

The two Qur’anic verses above imply among other things, that an in-
dividual's clemand for goods is affected by the consumption of others (even
though he is encouraged to overcome this tendency). The quoted hadnh
implies that the utility a consumer derives from a good is affected by his
relative position as compared to others (income wise and otherwise). The
individual is encouraged, however, to overcome this tendency.

Many more quotations can be given to illustrate the fundamental
Islamic assumption that individual utilities are highly interdependent and
endogenous. This contradicts the assumption of autonomy and inde-
pendence of utilities which is basic to much of the theory of consumer
behaviour and welfare economics.

We have thus seen that Islam has something tocontributeto the positive
side of economic analysis (not only to the normative side) - a fact not yet
generally appreciated even by Muslim economists. The positive hypotheses
that are derivable from the Qur’an and the Sunnah may either confirm
(as in (a) above) or contradict (as in (b) and (d)) what is assumed in
traditional economic analysis. Such hypotheses may, alternatively, call
attention to relationships not yet recognized in economics (as in (c) above).

Normative Statements that are Nearly Positive and Vice-Versa

There is a difference between positive and normative statements. In view
of the widely held pre-conccption that religious injunctions are usually
normative, I find it important for a Muslim economist to recognise that on
occasion this distinction is dangerously misleading. An example will be
necessary.

Statements in this example are preceded by N if normative, and by P if
positive. Only the latter may be true or false.

Some years ago, a North African politician is reported to have said
roughly that:

Pl. “Fasting in Ramadan reduceseffort and hence production.”

NI. “More production is a vital national goal.”

N2. “Therefore, in such a poor country fasting is against the national
interest.”

Let us complete the picture with other statements:

N3. “O Believers, prescribed for you is the Fast,
P2. ... haply you will be godfearing . . ( 2 : 179)
(Note that this Qur’anic verse is partly N and partly P.)

In view of the general feeling that PI is very probably true, those who
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accept N1 (perhaps also N2) and still decide to fast (N3) are clearly ex-
pressing a value judgment that obeying God is more worthy of considera-
tion than some loss of production. But they are put on the defensive and
probably would feel uneasy or unhappy.

P3. The Secretary-General of the United Nations stated in a Note on
Crime Prevention and Control (19 September 1973) that “Many
countries face the problem of bribery and corruption, which
represents economic and social costs of serious proportions”, (par.
68.) It is generally believed that this (North African) country is no
exception.

P4. Starting from N3 and P2 one may reason that fasting promotes
godfearing, which in turn improves moral standards, reduces cor-
ruption and negligence, and thus increases production later on.

Assume now that a research organisation checked Pl and P4 and found
them both true - Pl in Ramadan, and P4 in other months. Their separate
quantitative effects on national income were estimated. Assume further
that everyone accepts N 1.

If fasting turned out on balance to have a negative effect on production,
then none ofthe above statements would change its character from N to P,
or vice-versa.

But if the positive effect of fasting on production turned out to be
greater, then several fundamental changes would take place:

Pl would be strongly qualified by P4, and

N2 would become positive and false.

N3 would become what | would call a “mixed” statement, N with
strong P element in it, or vice-versa.

Let us read the whole Qur’anic verse:

“QO Believers, prescribed for you is the Fast, even as it were prescribed
for those that were before you - haply that you will be Godfearing . . .

and that you should fast is better for you if you but know;. .. God
desired ease for you, and desires not hardship for you....”
(Emphasis added.) (2:183-84)

Conclusions on Methodology

What is often classified as a normative statement - implying sometimes
that the opposite statement should be given equal weight - is a function of
our knowledge or lack of it. This is particularly true of all “Do’s” and
“Don’t’s” that we meet in Islam. They are “mixed statements” that are
apparently normative but imbued with positive consequences. Acts of
devotion - often thought of as normative - are also prime examples of
mixed statements.
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Man’s behaviour, economic and otherwise, is affected, among other
things, by his outlook, beliefs and moral standards, so anything affecting
those variables must inevitably have far-reaching economic consequences.

Some economists, most notably P. A. Samuelson, over-emphasise the
positivist outlook which attaches great significance to distinguishing
normative from positive statements.8 Fretting over this distinction is
justifiable only in the rare cases where we intend to spend the time and
money to test a statement before we accept it.

Real life is, however, very different. It is often the case in practice that we
accept a positive statement and invite others to do so without having the
slightest intention or the time and money to test it. That North African
politician enunciated his statement with full knowledge that even though
it is positive and refutable, no one will try to refute it. |1 ask: What is the
practical difference between such a statement and a normative one which
no one can refute?9

It is suitable here to recall how Islam teaches us to view its injunctions.

Firstly, there is no claim that what is prohibited is all bad and what is
enjoined is all good. Rather, as stated by Al-Shatibi, every Islamic in-
junction may have both desirable and undesirable effects, and Islam bases
its rules on the predominant effects.10

Secondly, if man had adequate knowledge of the direct and indirect
consequences in both the short and long run of his actions and attitudes,
and if these consequences had the same dimension, there would have been
no point in religion’s concerning itself with social matters. But man’s
knowledge, alone, is inadequate.11 The Omniscicnt and Merciful God, out
of His concern for man’s welfare, provided him with landmarks and guide-
posts to save him the tragic costs of falling a victim to his limited know-
ledge and occasionally to his conceit and passions. The Divine Guidance is
meant to enable man to start out in the right direction on his social and
intellectual endeavours. It is not meant to stultify nor displace such
endeavours which constitute an important part of man’s mission on earth.
God has provided a type of small scalc map on the basis of which man
must fill in the detail. Had man perfect knowledge and no biases, he would
come to conclusions identical to God’s injunctions and guidance.

This line of thought is supported by verses in the Qur’an too numerous
to present here.2

Philosophical Underpinnings of Neoclassical Fxonomics

The title of this section would be meaningless if one subscribed without
reservations to the “widespread view .. .among economists that basic
economic theory is value-neutral, that it can be applied in any society, and
that in principle it can be made to serve almost any political ends”.131do
not believe that such a view is entirely correct, as the arguments of this

paper would hopefully demonstrate.
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The secular world-views within which economists have developed their
ideas may be summarised as follows:

Man is a being (not a creature), a product of nature. His existence
need not have any ultimate meaning - he is simply, here, and that is
that.

Humanity is the ultimate reality, and the significance and ultimate
aims of this life, if any, ought to be sought within life itself and not
beyond it.

The perfectibility of the human race is attainable without superhuman
aid.

The traditional liberal conception of man may perhaps be summarised
in four principles: hedonism, rationalism, individualism and freedom.14

Hedonism is the pleasure-pain principle of Jeremy Bentham: man is
under the governance of two sovereign masters, pain and pleasure, and
pleasure is the supreme end of life. Man is naturally indolent, i.e. averse to
exertion and that which he considers painful.

“Rationalism is means-ends orientation, the use of deliberate choice
among alternatives in seeking the satisfaction of man’s wants.”

“Atomism is the assertion of the essential separateness and autonomy of
each man from every other, with the consequent stabilisation of values by
means of processes internal to the individual human organism.” 15

1 prefer to call it individualism rather than atomism.

Freedom is the assertion that man is initially, totally free. The basic
limitation on his freedom stems from his socialisation with others, who are
equally free. “Thus each person is the negation of the freedom of others.” 16

These concepts are very much alive today. What they practically mean
for the consumer is illustrated in the two quotations that follow.

E. Shils wrote that the hedonistic attitude came to mean, among other
things, that it is:

“An obligation ofgovernment to try to support progressive, populistic
hedonism:... all or most members of a given national society should
be gratified in their material wants and this gratification should be
continuously extended. The goal is a continuous increase in the
supply of products available for the gratification of needs.” 17

Given such a framework, the definition of what makes a “good life” is
not difficult to anticipate. S. F. Singer, an eminent professional, writing in
1971, tried to define the quality of life:

“In our society (U.S.A.) where material comforts arc important and
contribute to what people perceive as happiness, a loose definition (of
the quality of life) might be ‘having as much money as possible left
over after taking care of the basic necessities; and having the necessary

time and opportunities for spending it in a pleasant way’.” 18
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Neoclassical Assumptions about Consumer Behaviour

Economists assume that an individual consumer is strongly and
primarily motivated by the desire for personal consumption and leisure.
It is also assumed that this desire is insatiable and that the consumer goes
about satisfying it in a rational way to the maximum possible extent.

It is also not difficult to see the affinity between the economists' assump-
tions about the consumer’s utility function and the principles of in-
dividualism and freedom (the utility function summarises the ways in which
an individual’s satisfaction is affected by his consumption of different
goods).

Thus all non-economic factors which affect consumer behaviour are
lumped together and given a clever none-of-your-business name: tastes.
They enter the utility function as exogenous variables, and thus can affect
the consumer’s behaviour but are neither affected by it nor by that of other
consumers.19 Tastes includc not only demographic and other personal
characteristics of the consumer, but also and most importantly for us, his
beliefs and moral values. These values can presumably be anything, but
they should not be so bizarre as to contradict the aforementioned assump-
tions nor that final assumption, the hallmark of selfish egoism: an in-
dividual’s utility is independent of that of others.20

One shouldn’t fail here to note that economists too numerous to
mention have scored their objection to the assumption of independence of
utilities - only to continue using it in their analyses. A few did work out the
implications of relaxing it but then only in a particular case.2l

Dropping this assumption has implications that are both far-reaching
and complicated to handle, the latter being the usual excuse for neglecting
an honest analysis of the matter - not a convincing excuse, one must add,
in view of the fact that economists find it occasionally worth their while to
pursue complicated but trivial questions.

Islamic Tenets and Economic Behaviour

Islamic tenets that are relevant to economic behaviour are too numerous
to cover here. | shall demonstrate the relevance of two such tenets: God is
the owner; and life is a test.

God is the Owner

An understanding of the concept of property in Islam is one of the
foundations of behaviour for both the consumer and the firm.

When man is born, he is, figuratively speaking, ushered into the cosmic
banquet that is prepared for men by God. The banquet includes not only
the material things of the earth and the universe, but also natural laws
(God’s law), man’s own body, senses and mental abilities, etc. All these are
the creation and the property of God alone.

The only thing that man can truly claim to be “his” is his will, which,
by the leave of God, is free.2
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What man, individually or collectively, achieves or acquires in the
present life is the result of using his will to press the right buttons and let
the laws of God act upon the property of God. Even when man obtains
something by “the sweat of his brow” he is in fact directing his will to use
his body and senses, which are God’s creation and property, and in that
process man is using up God’s food and breathing God's air. Whatever
man owns, in the conventional legal sense, is something he is allowed to
“have”, even though it is God’s rightful property.

“... to Him belongs all that is in the heavens and the earth, and all
that is between them, and all that is underneath the soil.” (20: 6)

“Praise belongs to God, the Nurturcr of all Being, the All-Merciful,
the All-Compassionate, the Master of the Day of Doom.” (1: 1-4)

When the concept that “God is the Owner” settles in a man’s heart, be
he a producer or a consumer, he feels honoured and grateful that some of
God’s wealth has been put in his trust. A man is then inclined to acknow-
ledge God’s right to define for him the proper limits for the enjoyment and
use of that wealth, and also to acknowledge God’s right to designate other
individuals or the community as the rightful claimants to a share of that
wealth.

“Believe in God and His Messenger, and expend of that unto which
He has made you trustees. And those of you who believe and expend

shall have a mighty wage.” (57: 6)
“.. .and give them of the wealth of God that He has given you.”
(24: 33)

One Aim of Life: To Test Man

“Blessed be He ... who created death and life, that He might try you
which of you is fairest in work___” (67:2)

Life is a test through which we do not go equally prepared, and justly
enough, we are not questioned equally on the Day of Judgement. God has
endowed people differently and in many ways: in mental or physical
ability, in material and social environment, in power, knowledge, wealth,
etc. Some of these ways an individual is bom with; some are acquired by
effort, and still others come by circumstances, but each individual is
accountable to God for all the ways in which he has been preferred over
others. Everyone, on the Day ofJudgement, shall be questioned concerning:

. his life, how he expended it, and his youth, how he used it up, and
his wealth, from whence he did earn it and whereto he did spend it,
and what use he did make of his knowledge. (Authentic saying of the
Prophet.)
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“It is He who has appointed you viceroys in the earth, and has raised
some of you in rank above others, that He may try you in what He
has given you. Surely thy Lord is swift in retribution; and surely He is
All-Forgiving, All-Compassionate.” (6: 165)

We conclude, then, in agreement with Dr. Ahmad Al-Naggar, that
nothing that a man uses (as a consumer or as a producer) is morally free,
even ifit is economically free.23 It must be paid for by being thankful to its
Creator and Owner, i.e. we must be mindful of Him in its use, and share
some of its fruits with other rightful claimants.

An Islamic Social Welfare Function

That hard-to-pin-down concept of a social welfare function that
modern economists long for, received more than 800 years ago original
formulation from two Muslim thinkers and jurists: Al-Ghazali (died 505
H.)-4and Al-Shatibi (died 790 H.)2\ The first gave the original formulation
and the second greatly developed and refined the concept. Excellent
surveys of their ideas are provided by several prominent modern jurists:
M. Abu Zuhra, M. A. Al-Zarga (on whose work | shall draw), A. W.
Khallafand M. M. Dawalib’i.2*The starting point is that Islam sets goals
for human life.'-7 All matters (be they activities or things) that help in
achieving these goals increase social welfare, and are called masalih, or
utilities; the opposite are mafasidor disutilities.

Al-Ghazali, and later Al-Shatibi, by surveying Islamic teachings and
injunctions in the Qur'an and Hadfth, came to the conclusion that social
utilities in Islam may be divided into a three-level hierarchy : Necessities,
Conveniences and Refinements.

Necessities. Necessities comprise all activities and things that are essential
to the preservation of the five foundations of good individual and social life
according to Islam: Religion, Life, Mind, Offspring and Wealth. To
preserve these foundations is one of the first goals of the religion of Islam.

Examples in this category includc actions, in amount sufficient to
preserve the five foundations, and injunctions related to such actions, such
as: (1) establishment of the five pillars of Islam (Belief, Prayer, Fasting.
7.akat and Pilgrimage) and calling to the way of God; (2) Inviolability of
human life and related sanctions, the permission, or rather, injunction to
earn a living, to eat and drink, to have elothes and a home, and related
matters such as buying and selling; (3) prohibition of wine and other
mind-attacking matter; (4) the institution of marriage and the pro-
hibition of fornication; (5) protection of wealth, in its wide sense, and
prohibition of the destruction of wealth (even one's own), prohibition
of transgression against the property of others; and (6) fighting to defend

those goals; the acquisition of basic knowledge and education, and estab-
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lishing sufficient economic activities (e.g. food production) to preserve
the five foundations.

Conveniences. Conveniences comprise all activities and things that are
not vital to the preservation of thefivefoundations, but rather, are needed
to relieve or remove impediments and difficulties in life.

Examples includc the use and enjoyment of things that man can do
without, but with difficulty, such as entering into contracts of various kinds.

Many crafts, industries and economic activities are included here, to the
extent that their products or services are considered conveniences, i.e. to
the extent sufficient to relieve or remove difficulty. For instance, some type
or other of floor covering is difficult to do without when it is cold; hence,
the production of a simple covering such as straw mats is a Convenience.
When such mats are available, carpets and the carpet-making industry
become Refinements.

Change in the mode of life may move certain activities or things from
one category into another. Thus when population was dispersed in rural
communities, sewerage was a Refinement. But in densely populated urban
centres that are now common, sewerage becomes a Convenience, for with-
out it significant difficulties including health hazards are faced. Similarly,
public transportation in small communities is not a Convenience but a
Refinement, even when it is considered a Convenience for the purpose
of travel among such communities. However, in urban centres extending
over a relatively large area, public transportation is a Convenience.
Ifit is available, private means of transportation become Refinements.

Conveniences also include activities and things that help to promote and
develop rather than preserve the “five foundations”. Instances of this
include:

—printing books that promote some Necessities, e.g. calling to the Way
of God, or imparting any kind of Necessary knowledge. It is implied
here that such Necessities can be preserved by other means that are
simpler than printing, such as by word of mouth;

—protection of health and promotion of physical education to strengthen
the body. Notice that protection of life is a Necessity.

Finally, Conveniences include, among other things, acquiring know-
ledge, promoting education, and developing wealth (both public and
private) to the extent required for the achievement of Conveniences. This
is one application of the well-known Islamic juristic principle: whatever is
indispensable for the performance of a duty is also a duty.

Refinements. This category includes activities and things that go beyond
the limits of Conveniences. More specifically, it includes matters that do
not remove or relieve difficulties but rather those that complement,

brighten or adorn life.
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Injunctions characteristic of this category arc those related to politeness
in behaviour and spcech, observance of Islamic etiquette in eating, drink-
ing, clothing, salutation, cleanliness, etc.; moderation in general, a par-
ticular instance of which is moderation in expenditure (“ ... neither
prodigal nor parsimonious but moderate, in between”) (25: 67). Improving
the quality of one's work and production belongs to this category (accord-
ing to the saying of the Prophet, peace be on him, “God loves for one of
you, if you do a job, to do it perfectly”.H

Other actions in this category arc rest, innocent hobbies, recreation and
kindred activities in amounts adequate to provide rest for body and mind,
and to restore one's energies.

Refinements also include those innocent things taken in moderation
that provide comfort, such as carpets, good quality furniture, painting
one's home, i.e. things that one can forego without difficulties. Included
also in Refinements arc moderate amounts of objects of enjoyment and
ornamentation such as flowers and jewellery.

Going beyond Refinements into prodigality and self-indulgence is
considered by Islam a disutility for individuals and society alike, and is
strongly disapproved.

Rules of precedence. We have given above a brief description (based on
the works of Al-Ghazali and Al-Shatibi) of a set of objectives that Islam
defines for man and society. The attainment of these objectives increases
social welfare.

Valuable as it is, the definition of these objectives comprises only the
first component of social welfare function as conceived by modern
economists. For this function to exist the second component should be
provided:a set of rules o fprecedence which help to resolve conflicts among
different social objectives. The two components together make up the
social welfare function. An explanation of this idea is perhaps in order.

The social welfare function should help us choose from among well-
defined social (or economic) situations that alternative which enhances
welfare most, or that which is least harmful. It is often the case in such
choices that the attainment of one objective takes us away from some other
worthy objective. Thus choice often involves the resolution of conflicts
among social goals. For a social welfare function to be worthy of the name,
it must provide rules of precedence that help resolve a conflict of goals.

Do Al-Ghazali and Al-Shatibi furnish rules of precedence, i.e., do they
complete the specification of a welfare function? Yes, indeed.

To start with, one should recognise that these two jurists provide not
only a mere set (collection) of Islamic goals, but rather they provide what
in mathematics is called an ordered set, i.e. one whose elements have a
hierarchy. Thus at the highest level are Necessities, followed by Con-

veniences, then Refinements. Al-Shatibi provides many insights and details
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about ordering the elements within each category. (He does not and no one
can provide a complete ordering.)

The simple and fundamental rule of precedence according to these two
scholars is not difficult to anticipate:

Actions or things related to a lower-level category (e.g. Refinements)
are disregarded if they conflict with the objectives of a higher-level
category. To the extent that ordering is provided within a category,
this rule is also useful there.

A classic example in Islamic jurisprudence about this ordering is the
permission to uncover any part of the body for medical examination or
treatment. For even though covering certain parts of the body is emphati-
cally required, it is nevertheless a Refinement, whereas medical attention is
a Necessity (if needed to save life, or a Convenience otherwise) and must
have precedence.

This rule, even though very powerful and simple, is far from sufficient
given the complexity of real life and the multiple effects that any action has.
So where do we go from here?

We go to Islamic jurisprudence (Jigh) which at first sight might seem an
unlikely source of help for a social welfare function. Both Al-Ghazali and
Al-Shatibi are renowned jurists, and both clearly refer to the numerous
precedence rules contained in the whole tradition offigh.

Thus we have at our disposal that magnificent and rich source for
defining priorities and resolving conflicts among social aims or individual
interests. It is not only an intellectual heritage but, more importantly, it isa
detailed value system solidly based on Divine Guidance. To a Muslim this
is the only valid source of value judgments and interpersonal comparisons.

It is interesting to note that Benjamin Ward proposed that economists
base social welfare judgments on the Anglo-American legal heritage and
legal process. Professor Ward points out some difficulties that such an
attempt must overcome, but concludes that itis .. a worthy goal, both
morally and in terms of its prospective feasibility”.2 It may be noted in
passing that the difficulties Ward foresees are largely absent from Islamic
jurisprudence because Muslims believe in its Divine origin.

Relationship between Islamic Jurisprudence and Economics

The possibility of specifying a reasonably well defined social welfare
function in Islam is a matter of momentous significance to society, policy-
makers, and especially to Muslim economists and jurists. For a hint of this
significance, let me quote from a well-known Muslim scholar, Professor
Muhammad Al-Mubarak, who recently wrote, in a different context:
“Production and profit are (in an Islamic system) not ends but means. The
moving force of current systems is profit, but in an Islamic system it is
human welfare”.30So to define this welfare from an Islamic viewpoint must
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be the sine qua non for making practical Islamic recommendations on any
social or economic issue.

Turning now to the subject of the present subsection, we should note
that the idea of an Islamic welfare function throws considerable light on
the proper relationship between Islamic economics and jurisprudence.

Muslim jurists have a central role to play in defining in collaboration
with other social scientists, including economists - details of a social
welfare function relevant to present-day society. Once such a social welfare
system is so defined, Muslim economists need no longer wander about
aimlessly. They could begin from this function and choose for positive
economic studies those problems, variable and inter-relationships most
relevant to that welfare.

“There has come to you from God a light, and a Book Manifest
whereby God guides whosoever follows His good pleasure in the
ways of peace, and brings them forth from the shadows into the light
by His leave; and He guides them to a straight path.” (5: 15-16)

Economists could then present to Muslim jurists alternative economic
policies, clearly stating the effects of each policy on variables relevant to
Islamic welfare. Then and only then can jurists and economists use the
welfare function and its supporting heritage ofjigh to provide society with
Islamic solutions to current problems.

Al-Ghazali and Al-Shatibi made a sterling contribution by deriving a
social welfare function which is implied by the Qur’an and the Tradition of
the Prophet (peace be on him). Though still relevant and having con-
siderable insight, their contribution would not directly answer all the
questions we want to pose in this last quarter of the twentieth century.

Al-Ghazali and Al-Shatibi have done their share. Have we?
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CHAPTER TWO

A Contribution to the Theory
of Consumer Behaviour In
an Islamic Society

Dr. Monzer Kahf*

THE “utility” analysis developed by the Austrian marginalist school and
by Alfred Marshall has its roots both in “economic rationalism” and in
“utilitarianism”. These two sources had great influence in the formation
and emergence of the “new capitalism” in the Europe of 17th, 18th and
19th centuries. During the 19th century Marxism too grew up in the same
atmosphere, one may indeed say in the very lap of the new capitalism.
Because of this, it could never shake off the philosophical basis of that
brand of capitalism. That does not mean there are no dissenting voices.
Max Weber, a leading sociologist, has very rightly maintained in his well
known book The Protestant Ethic and the Spirit of Capitalism that
“economic rationalism” is not the only form of rationalism that can
explain the economic phenomena. Thus, for instance, it may be pointed
out that Islamic rationalism isanother form ofrationalisation.

Islamic rationalism is founded on the ideological beliefin the Oneness of
God and in the oneness of religion and the Book. In accordance with this
belief, human life is conceived as one whole, oriented towards one ultimate
goal. This goal has many expressions in the Islamic faith and literature,
such as, serving Allah, “entering the Paradise”, “worshipping Allah”,
“seeking salvation in order to escape Hell”, “passing the trial on the Day
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paper of the author, namely, “A Model of the Household Decision in an Islamic
Economy”, which was presented at the annual convention of the Association of Muslim
Social Scientists, held in May, 1974, in Gary, Indiana, U.S.A. The English translation
of the Qur’an by Yusuf Ali has been the main source for citations of the meaning
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of Judgement", etc. In fact all these expressions may be said to be that of
“obtaining the consent of Allah”.

The affirmation of one goal for human life has the effect of unifying
human behaviour (not to mean standardisation) and denying the artificial
dichotomy so distinctive of the philosophy and thinking of the “new
capitalism*’. Islamic rationalism succeeded in handling many problems of
human behaviour that the western economic rationalism failed to explain,
and because of its historical background the capitalist rationalism is alien
to the Islamic economic scheme and behavioural attitudes under Islamic
influence. Despite this, Islamic rationalism has not ignored the importance
of man’s material wants, needs and satisfactions. In this matter, both the
economic rationalism of capitalism and the superstitious philosophy of the
European Middle Ages could not explain the assorted behaviour of man.
This was largely due to the fact that the two systems took diametrically
opposite positions in viewing the workings of human behaviour.

Additionally, Islam is never satisfied by only awakening human con-
sciousness and putting it on the right track; but rather, it always creates
the environmental conditions that are necessary for the proper functioning
of this consciousness. Therefore, a study of Islamic rationalism must be
supplemented by an analysis of the socio-economic framework and
atmosphere provided by Islamic teachings.

Throughout history, societies imposed, and are imposing, certain
limitations and constraints on their members in respect of the set of goods
and services made accessible to the consumer. The use of certain com-
modities is sometimes forbidden by legislation, prohibited by religion, or
simply unavailable because of the level of the development of current
technology. A comparative study of the sets of attainable goods and
services in different societies and under different cultural systems has its
own merits and benefits, but, this paper will not enumerate the lawful
and prohibited kinds of beverages and food from an Islamic point of view.
The principal focus of this paper will be on the impulses that motivate,
and the goals that are pursued by the consumer in his choice among the goods
and services contained in the attainable set, and on the macroeconomics of
this behaviour, given the axiomatic system o f Islam.

Section | will briefly highlight the ideas on consumer behaviour devel-
oped under the capitalist and the Marxist systems. Section Il will analyse
consumer rationality under the Islamic axioms. Section 111 will be devoted
to the consumer’s decision to allocate his income between saving and final
spending. Section IV will derive the macromodel of income allocation in
an lIslamic society. The fifth and last section will summarise the findings
and the conclusions. This paper will show, for example, that Zakdt and the
prohibition of Riba have a central role in the macroeconomic theory of
Islamic economics, especially in the analysis of investment-saving

relationship, economic policy and economic growth. It is the opinion of



Theory of Consumer Behaviour in an Islamic Society 21

this writer that such a study ought to be based on some observations and
empirical evidence concerning the consumer behaviour in an Islamic
society, but the practical impossibility of observing and collecting data,
at this time, forced him to deal with the topic on a purely theoretical basis.

THE THEORY OF CONSUMER BEHAVIOUR IN CONVENTIONAL
ECONOMICS

The theory of consumer behaviour developed in the West after the
rise of capitalism is an offspring of a duality, namely, “economic
rationalism” and “utilitarianism”. Economic rationalism interprets
human behaviour as being founded on a “rigorous calculation, directed
with foresight and caution toward economic success”.1Economic success
is strictly defined as the “making of money out of man”. The acquisition
of wealth, whether in terms of money or in terms of commodities is the
ultimate goal of life and at the same time the yardstick of economic success.

The ethics of this philosophy is related to and derived from “economic
success”. Success in making money is the result and the expression of
virtue and proficiency. Utilitarianism is the source of moral values and
attitudes. “Honesty is useful because it assures credit; so are punctuality,
industry, and frugality.” 2

From this dual origin emerged the theory of consumer behaviour. This
theory considers the maximisation of utility as a postulated objective of the
consumer. The utility to be maximised is that of a “homo-economicus”
whose sole goal is to achieve the highest level of economic acquisition,
and whose only stimulus is the “sense of money”. The theory of consumer
behaviour under the capitalist system has passed through two stages. The
first stage is associated with the marginalist theory, according to which the
utility of consumer is rigorously measurable in cardinal units. The con-
sumer reaches his equilibrium when he maximises his utility subject to an
income constraint; that is, when the ratios of marginal utilities of the
different commodities equal the ratios of their money prices. The second
and more modern stage rules out the measurability and the cardinality of
utility. However the conditions become now the equality between the
marginal rates of substitution, i.e., the slope of the indifference curve, and
the ratios of money prices, i.e., the slope of the income constraint.3

The Marxist economics never deviated from the doctrine of “homo-
economicus”. In fact, one aspect of the dialectical materialism of Marx is
that it is a mere “restatement” of this doctrine in a historical perspective;
therefore, some of the latest trends in Marxist economics betray increasing

influence of early marginalist formulations of the utility theory as an
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explanation of consumer preferences;4 while the contributions of John R.
Hicks in the field of techniques of consumer utility maximisation are
reflected in the writings of some other socialist economists.5 Marxist
economics continues to move in the same grooves.

Section Il will show that this concept of rationalism, which may be
termed as “communo-capitalist” does not coincide with the Islamic
doctrines, nor do the alternative behavioural patterns which dominated
the economic relationships in Europe before the rise of the economic
rationalism, such as the “hand-to-mouth of peasant” or the traditionalism
ofthe guild craftsman.6

MOTIVES AND GOALS OF CONSUMER BEHAVIOUR UNDER
THE ISLAMIC CULTURE

The economic behaviour of human beings in the Islamic culture is
dominated by three general principles: The belief in the Last Day, the
Islamic concept of success, and the Islamic concept of riches.

1 Islam associates the belief in the Day of Judgement and the life in the
hereafter with the beliefin Allah. This extends the time horizon of Muslims
beyond death. Life before death and life after death are closely inter-
related in a sequential manner. This has two effects as far as consumer
behaviour is concerned: first, the outcome ofa choice ofaction iscomposed
of two parts, its immediate effect in this life; and its later effect, in the life
to come.7 Therefore, the utility derived from such a choice is the total of
the present value of these two effects. Second, the number of alternative
uses of one’s income is increased by the inclusion of all the benefits that
would be gained only in the hereafter. Examples of such alternative uses
are free of charge lending (j — I), giving to the poor and needy,
care of animals, spending for the welfare of future generations, improve-
ment of communal life even when this has no immediate benefit for the
individual,8 promotion and perpetuation of goodness, etc. These uses of
income are excluded from the Max Weber rationality unless they have
some immediate utility. Thus, many alternative uses of one’s income may
have positive utility in the Islamic culture; whereas their utility benefits in
the communo-capitalist rationalisation may be zero or negative.

2. Success is defined in Islam in t