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In pre-Islamic Arabia, the city of Makkah, which hosted the cube-shaped 

Ka‖bah as the holy place for worship, was a melting pot of religion, 

commerce and politics. Tribes from afar would travel to both pay their 

respects at Ka‖bah and also to engage in commerce. The custodians of Ka‖bah, 

the tribe of Quraish, enjoyed peace and security in the midst of an otherwise 

tumultuous Arabia. Even the Qur‖an would provide a divine testimony later 

for the accustomed security of their caravans in the winter and the summer. 

They were also accepted in their leadership role and never faced hindrance in 

their trade caravans. Thus, their religious role, as custodians of the holy land, 

granted them both political and commercial advantages.  

Prophet Muhammad (Peace be upon him) (d. 632 CE), who belonged to 

the tribe of Quraish, inherited a rich tradition of commerce. Before he 

claimed, at the age of 40, that the angel Gabriel had revealed God‖s message 

to him, he was well-known in Makkah and Arabia as Sadiq and Ameen, or 

“truthful” and “trustworthy.” He was an established man of commerce, to 

whom people would come for resolution of disputes. This background 

would allow him to leave behind a rich heritage of insight, knowledge and 

ethical principles about economy.  

As a religion, Islam offered three definitive and broad moral principles of 

economic organization of a society evolved in the initial phase of Islamic 

history. These are: the principle of ownership which clearly delineates 

private and public property, principle of wealth creation, which is based on 

voluntary trade and price freedom and; the principle of wealth distribution 

by circulation and assignment of rights.  

Without private property rights, there is no incentive for an individual to 

conduct commerce and to advance materially. However, an absolute 

ownership of private property, which disregards appropriate use of property, 

is constrained by Islam. The gifts of nature- water, fire and grass- are treated 

as commons and absolute private ownership is denied as these resources are 

commonly owned by generations. However, if a man uses these gifts of 

nature to produce something- for example, his own house, then this no 

longer remains property of commons, it becomes private.  
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Wealth can only be created and expanded through an attitude of savings 

and mutual consent in a process in which entrepreneurs and traders enjoy 

high level of freedom.  

  Believers, do not consume your wealth among yourselves in vanity, but 

rather trade with it by mutual consent. (Qur’an 4:29) 

Finally, what we rightfully earn remain ours, however a small portion of 

that wealth is pre-assigned to others- both members of the family and of 

society, even if they do not claim any rights. Even this right is further 

diluted upon death, as inheritance laws minimizes discretionary powers.  

Based on a reading of the primary sources of knowledge in Islam, we can 

derive specific institutional tenets which can be used to operationalize these 

principles. These tenets are price freedom, free trade, market regulations, 

sound currency, riba free banking, low and flat taxes, reliance on voluntary 

contributions, and strict inheritance distribution. We briefly present them 

here
1

.  

One of the central debates in economics is about prices. Qur‖an is silent 

over price control (tas‘ir) and therefore we are left with the traditions of the 

Prophet Muhammad -hadith- as a benchmark to understand religious notion 

on the price control within the Islamic framework. According to a tradition 

of the Prophet, tas‘ir is forbidden, as it is injustice, and as the prices are 

determined by God. There are various hadith conveying this message. 

According to one of them: 

 

At the time of the Messenger of God, the market price rose in Madinah. 

The people said, “O Messenger of God, fix the price.” He replied, “God is 

the taker and the disposer, the provider, and the controller of prices. I 

hope that when I meet Him none of you will have a claim against me for 

an injury concerning life and property
2

.” 

 

 

1

 A detailed description of these principles and institutions has been provided 

in Salman, A. (forthcoming): Islam & Economics: Markets, Morals and 

Justice. Author is grateful to the Acton Institute for granting permission to 

reproduce some contents here.   

2

 Al-Tirmidhi, Vol. 3, P-597, Abi Dawood, Vol. 3, P-272 
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Thus, in principle, economic freedom is guaranteed and there is a strong 

rationale for believing that it is economic freedom of both buyers and sellers 

that constitute the central pillar of Islam‖s economic philosophy. 

Trade, during both wars and peace, was critical for pre-Islamic Arabs. 

They were known for undertaking global trade caravans- exchanging 

precious metals which Arabia possessed with silk from China or spices from 

India. In such a trade-oriented society, it is not a surprise that the first 

institution which the Prophet of Islam established after migration to 

Madinah, after the mosque, was the marketplace. It wasn‖t the first 

marketplace in that city, in fact four marketplaces existed already. However, 

he introduced unique features in his new marketplace. He required that trade 

be allowed to take in that market freely, without any charges or fees 

imposed on market participants, and appointed supervisors to prevent any 

fraud. It was a market without tariffs but with strong ethical rules. 

By instituting an essentially tax-free market, Muhammad took a 

competitive advantage over others, which helped in redirecting the trade to 

the new community of Muslims. In doing so, he was laying down 

fundamental characteristics of a market economy. The underlying 

motivation, as we will see, was justice, fairness and moral conduct.   

The Islamic traditions assume prevalent market prices as true 

representative of the costs for the seller and value for the buyer. However, 

this information may be distorted by certain unethical and unlawful actions 

by market participants besides natural factors like famines. The Islamic 

jurisprudence has defined five sources of intended distortion of price: ghabn 

(intentional over-valuation or under-valuation); ghish (cheating about the 

product features or adulteration in the product); najsh (Bidding up the price 

by a third party in the presence of the buyer and seller without an intention 

to actually buy); ihtikar (hoarding) and mawama (fore-buying). These forms 

of distortions were identified by the Prophet himself and are thus considered 

unlawful with consensus. Since they were practiced in the times of the 

Prophet, their practical meaning was well-understood by the people of the 

age, and therefore the exact implications of prohibition in these cases were 

explained by the interpreters of hadith and jurists. 

When the Prophet established the institution of hisbah (market inspector), 

he delegated enforcement of this regulatory framework to this institute. One 

can readily observe that the enforcement of such a framework did bring 

parity between trading parties as well as between producer and consumer. It 

should be emphasized that despite this comprehensive framework of 
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business regulations, the Prophet did not introduce any forms of price 

controls. For him, it is obvious, that price controls were unfair in their very 

nature and he quickly established norms- and legal boundaries- to remove 

characteristics of unfairness from business practices of his times. This was a 

model of an essentially free market with a strong rule-based regulatory 

regime.  

It can be established without any doubt that Islam does not allow lenders 

to charge interest on cash loans. This prohibition is same regardless of the 

interest rate, purpose of loan and financial status of beneficiary. On the 

other hand, there seems to be less clarity among Islamic economists about 

how modern commercial banks create money due to fractional reserve 

banking. This is done on the back of a central bank which relies on discount 

rate for credit allocation preferences. For Islamic economists, the fiat 

currency, banks once Islamized, and the financial system they create are 

legitimate. It is where more research is needed both on empirical and legal 

grounds.  

We should understand that the banks have evolved over centuries and in 

their social evolution, they have addressed several shortcomings in their 

model. They have ridden themselves off from highly exploitative functions 

particularly pertaining to interest. Under an Islamic economy, the banks as 

they function today take deposits, undertake trading and investment and 

provide financing facilities. As these functions entail provision of services 

while incurring costs, there will be a price tag, which can be a combination 

of fee, interest and share in the profit/loss depending on the nature of 

contract. Therefore, we do not need a separate "Islamic banking" system, 

and modern banking infrastructure is able to provide these services  except in 

the case of explicit interest-bearing cash-loans which will be prohibited. 

Other forms of non-banking riba transactions are also disallowed.  

Another issue of importance is the position of currency. It is difficult to 

take a clear position for a gold-backed currency or a fiat currency based on 

the Islamic precepts. However, what is clear that for Islamic principles, 

sound money holds a central importance. It is also clear that the backing of a 

central bank or a federal government is subject to changes in the geo-politics, 

which brings unsoundness in the money and has a great propensity of loss in 

the wealth for the holders of the currency. A stable government helps in the 

stability of exchange rate, but a change in the government brings instability. 

Therefore, an external benchmark for currency valuation, which may or 

may not be gold, sounds a better economic policy. This valuation should 
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also take into account actual economic situation, such as production levels, 

in a country.  

Islam provides for adequate mechanisms for social protection and public 

finance though most jurists have restricted zakat to a very narrow purpose of 

poor relief. If taken in its true spirit, the low and flat rates of zakat leave 

businesses and professionals alike with higher disposable incomes which they 

can invest or consume as the need may be. The low rates of these Islamic 

taxes also keep a check on the size of the government and once we accept the 

divine nature of these rates, then we can also provide a much desired 

certainty to tax payers about their liabilities. One obvious advantage of a 

Shari’ah compliant government, in this case, will be that this fiscal policy 

will not be alterable by the government functionaries and the elected 

politicians. If the principle of nisab is applied widely, then we can argue 

against imposition of sales tax or a value added tax as everyone irrespective 

of income has to pay some amount of tax at an equal rate. A society will be 

better off by allowing its economically poor segments to save more and to 

spend more rather than having to part a portion of their wealth in the form 

of a government administrated tax.  

The role of voluntary giving, both as a single transaction and as an 

institution is highly regarded. In Shari’ah, a waqf is a voluntary, permanent, 

irrevocable dedication of a of portion of one‖s wealth- in cash or in kind to 

Allah, typically allocated for a defined religious or charitable cause. The 

Prophet Muhammad himself introduced  a permanent source of income for a 

pre-defined charitable purpose, having observed this practice in a Jewish 

tribe and adopting it as an Islamic institution of welfare.  

The Prophet has said:  

 

When a person dies, his deeds are cut off except for three: 

continuing charity, knowledge that others benefitted from, and a 

righteous son (or daughter) who supplicates for him
3

. 

 

During Muslim civilization‖s golden age, waqf propertiesproliferated 

across the Muslim territories. These endowments were ring-fenced from 

government interference. These properties were eventually taken over by 

the governments during colonization and were then handed down to 

 

3

 Al-Tirmidhi, hadith No. 1378 
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national governments after independence. Muslims lost a formidable social 

institution during this transition.  

It is remarkable to note that while the Qur‖an has only described broad 

principles about economic policy, it has mentioned an explicit formula of 

distribution of inheritance. There is a strong rationale for this divine 

guidance: in the matter of inheritance, feelings of individuals and prevalent 

circumstances are likely to influence the distribution, which can result into 

injustice- and certainly into dispute.  

Muslims should note that the Prophet Muhammad (PBUH) was not a 

"revolutionary" who established a system from scratch, but rather a social 

reformer. He did not invent any new commercial law or economic policy. 

However, based on his divine guidance, he introduced measures that enabled 

a fair and just society to develop. He proscribed price control, because from 

his own experience he knew that it was unfair to traders. When he 

introduced various options of use of land that had been conquered by the 

Muslims army, he was creating choices for his community while also 

thinking for future generations. When he proscribed Muslims to take others‖ 

property unlawfully, he reinforced an important principle of a fair society. 

When he forbade usury in lending, he was eliminating an instrument of 

economic exploitation of his time.  

Islamic teachings inspire many elected governments in Muslim-majority 

countries, and it is high time for them to consider applying these principles. 

In fact, any government, Muslim or non-Muslim, interested in an economic 

system based on freedom and fairness, should examine these institutional 

tenets. Were some non-Muslim states to take a lead in implementing these 

reforms, that would set a good example for others to follow.  

 

Ali Salman 

Kuala Lumpur 
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In his book, Early Islam and the birth of Capitalism, Benedikt Koehler 

(2014), has argued that the foundations of capitalism as an economic 

system were sowed in the fifteenth century interactions between 

Arab and Sicilian traders in Italy. The cities of the vast Muslim 

empire were hotbeds of free market and open trade. It is reported 

that the Prophet Muhammad proscribed price fixing and state 

intervention in price setting. It is also reported that the Prophet 

honoured all trade pacts with enemy tribes even during war, except 

transactions related to weapons, as he saw trade as critical to human 

life and civilisation. It is therefore quite ironic that in the global 

community of Muslims that he founded, today there is scant 

understanding about the Islamic concepts of open trade and a market 

economy. This is not helped by the fact that almost all scholars of 

Islamic Economics have generally avoided the question of prosperity 

and wealth creation and have instead used their energies to talk about 

interest free banking and wealth distribution.  

Islam & Liberty Network organized its 6
th

 international 

conference “Building an Islamic Case for Open Markets” in 

Islamabad with the support from the Iqbal Institute for Research & 

Dialogue (IRD) Islamabad. The present volume comprises all the 

papers which were presented in the conference.  

As the Nima Sanandaji argues in his book “The Birth of 

Capitalism: The Middle East” private enterprise, market economy 

and ideological support for free exchange are often assumed to have a 

Western origin. The true root of these practices and ideals are 

however found in the pre-Islamic and Islamic Middle East. Market 

practices, economic theories and even industrialization in Europe 

evolved not independently but as a continuation of the Middle 

Eastern market tradition. Nima presented the crux of his book 

through a video-recorded message for the conference.  
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In his paper, Ali Hassania argues that “Manṭiqat al-Firāq”, a Shiite 

economic theory, points to an area in religion without any legal and 

religious source. This theory was firstly presented by Allamah Sayed 

Muhammad Baqir Ṣadr (d. 1981) in his book “Our Economy” 

(Iqtiṣādunā). According to the theory, religion has allowed the 

Islamic ruler to lay down rules and regulations in certain social 

matters, especially in economy, taking into account the rules and 

according to the needs of time. 

Afzal Pervez argues that with the case of open markets comes five 

main areas to consider when judging the Islamic legality of open 

markets. These are: (a) the notion of profit and wealth creation, 

allowing for (b) free trade, which then brings about the implication 

of the (c) concept of welfare and (d) consumer protection, whilst 

regulating the (e) size and role of government in Islam. These five 

areas consecutively go hand in hand when a system of open markets 

dominates the way nations and people trade. 

Noor Fatima, argues that in the light of the history of 

development of capitalism an Islamic provision and its economic 

productivity, we believe that it is fair to conclude that Islam has not 

been an obstacle in the system of market economy in Muslim states. 

She argued that Islam as religion and culture dimension interacts 

with the formal institutions of the state and in this case the property 

rights institutions. Private property rights are sacred in Islam. There 

is no restriction, except some ethical regulations of free market 

economy and property rights in Islam. The interest is forbidden and 

risk sharing is encouraged in Islam to promote the welfare for other 

individual. 

What does Islamic tradition offer for social protection? As 

explained by Md. Thowhidul Islam, Waqf is “the permanent 

endowment by a Muslim of any of his property for a purpose 

recognized by the Muslim Law as religious, pious or charitable.” It is 

a permanent arrangement, which becomes immediately effective, and 

cannot be kept in abeyance; and it can never be confiscated. From its 

inception, Waqf has been an integral part of the development of 
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Muslim society. Thowdilul Islam shared that during the peak of the 

Islamic civilization, the waqf land occupied anywhere from one-third 

to three-fourth of the land mass.  

Mustapha Radji presents an interesting comparison between Sufi 

and Salafi Muslim groups while analysing their approaches to free 

markets based on a survey in Algeria. The results are controlled for 

age, education and social status. While Sufi Muslims tend to have 

more acceptance for open and competitive markets, Salafi Muslims 

offer greater resistance to the taxation powers of the government.  

In her co-authored paper, Hina Haq, presents an Islamic 

perspective on the emerging cryptocurrency and concluded that it is 

in harmony with the Islamic consideration of governance, regulation 

and market compliance.  

Humaira Shahid argues that the economic model of Madinah was 

not a finance-backed economy, but rather a trade-backed economy. 

Shaykh Umar Vadillo presents the case of Islamic Gold Dinar and 

presented it as the solution of monetary crisis.  

The cross-country comparison by Jani Kinnunen takes a hybrid 

approach to the relation of economic freedoms and GDP by firstly 

finding out separate similar clusters of countries, then using principal 

component analysis to reveal the most important factors explaining 

the variance of the large set of variables and taking a short look at 

correlations of qualititave factors such as state‖s view on religion, 

while transforming also freedom variables to qualitative classes to 

find out which variable classes are related and could explain the other 

variables. 

Fatiha Talahite argues that on the base of the Maghrib countries, 

the adaptation of property rights for more justice and equity to 

women in the Muslim world, is blocked by an institutional 

framework inherited from colonization, split between 

"conventional" rights and personal status. In this dichotomous 

framework, while the conception of the property right falls under 

the civil code and reproduces the Western model, the gendered 

property rights, especially in inheritance, are fixed by a personal 
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status code which appears archaic and outdated. To reconcile these 

two opposite parts of the law, some claim the generalization of 

Shari'a to the entire body of law, while others, on the contrary, 

advocate "modernizing" the personal status code, separating it from 

religion. Fatiha proposes to open a reflection on the property right 

itself, relying both on contemporary criticisms of conventional 

model - in particular, the Theory of Commons - and on the ethical 

approach to Islamic Economics and Finance challenging the 

neutrality and universality of Western economic thought. 

Hafas Furqani speaks on the issue of distribution in economics. 

There is a concern among scholars on how justice can be achieved in 

distribution. Various theories have been proposed to answer that 

problem, such as strict egalitarianism, the difference principles of 

John Rawls, resources-based principles, welfare-based principles ala 

utilitarianism, desert-based principles, and libertarian principles. The 

theories differ in the object of distribution, goals of distribution and 

the basis of a just distribution. According to Hafas, the Qur‖an has 

outlined several guiding principles on distribution such as the 

principle of kasb (whereby individuals must put their effort to attain 

his livelihood and the effort is the basis for a just reward), rizq (Allah 

has allocated provision to individuals upon His discretion and hence 

inequality will exist in society as part of test in human life), amānah 

(all wealth essentially belongs to Allah SWT and individuals hold it 

as a trust which requires responsibility and accountability), huquq 

(there are rights of others in personal wealth that should be delivered 

obligatorily and voluntarily), infāq (spending wealth in the way of 

Allah, fi sabilillah, which also means spending for personal and social 

wellbeing is the only options in Islamic concept of distribution), and 

‘adalah (establishing justice in distribution at personal and social level 

is the aim of Islamic distribution). These principles set the 

foundations for distributive justice framework and direction of 

Islamic distribution scheme towards an establishment of a just and 

equitable society.  
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Muhamad Iksan presents his paper on the public opinions based 

on surveys conducted in Indonesia and Malaysia. Two surveys 

revealed public opinion could be a starting point to understand 

public support for market friendly reform and market 

mainstreaming. From two surveys, there is a need to continue 

popularizing the idea of economic liberalism – in this case is free 

trade, economic openness and economic freedom in general sense- by 

choosing partners along the way. It is important to know more on 

taxonomy of political attitude toward free market reform – the 

Indonesian case informed us- technocrats, politicians, bureaucracy, 

media, civil society organizations and academia. 

Majdi Al Mustapha analyses a case study of his country, Lebanon 

tracing important developments since the 19
th

 century. Lebanon has 

had a great benefit from having a “laissez-faire” economy throughout 

history. As can be seen throughout its history, the greater the 

amount of economic freedom and less intervention, the greater it was 

able to prosper and create wealth for all citizens. 

Raza Naeem presents a historical study on the historical figure of 

Sindh Sufi Shah Inayat (d. 1718) who lodged a struggle to bring 

collective farming as a socialist mode of production and mode of 

distribution in the era of feudalism. Raza considered Shah Inayat as a 

visionary having pre-empted socialism whose experiment failed.  

Saba Kausar in her paper compares the financial performance of 

Islamic and conventional stock prices in Pakistan‖s equity market 

using Karachi Meezan Index as a proxy of Islamic index and the 

Karachi Stock Exchange Index is selected as a proxy of conventional 

index.  

Admir Cavalic sheds light on the an Islamic understanding of 

Corporate Social Responsibility. His paper argues that CSR is not 

contrary to liberal principles, since by maintaining relationships with 

stakeholders and the use of CSR, the company achieves a certain 

competitive advantage, which ultimately leads to profit. Also, 

according to Admir, CSR is not contrary to Islam. Islamic companies 
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have a legally and socially binding obligation to act in accordance 

with certain ethical principles.  

By publishing this volume, we hope to have advanced the debate 

on Islam and Economics by presenting an Islamic case for open 

markets and institutional tenets of a comprehensive system. We hope 

that this will trigger new and empirical questions and will help 

improve the understanding of the students of Islamic economics and 

will provide some fresh insights for academics and practitioners.  

 

Ali Salman 

Kuala Lumpur 

Husnul Amin 

Stockton University, New Jersey, 

USA 
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Abstract 

Enterprise, market economy and ideological support for free 

exchange are often assumed to have a Western origin. The earlyroot 

of these practices and ideals is however found in the pre-Islamic and 

Islamic Middle East. Market practices, economic theories and even 

industrialization in Europe did not evolved independently but as a 

continuation of the Middle Eastern market tradition. 

Keywords: Capitalism, Market Economy, Islam, Limited 

Government, Middle East. 

Introduction 

For long, the significance of the private sector in ancient times has 

been downplayed. Historians‖ attention naturally gravitates towards 

the actions of political leaders, who made sure that their accounts 

were recorded for posteriority. Palaces of stone have survived the 

sands of time better than the clay and wooden buildings in which 

commerce occurred. British archaeologist and historian, Peter 

Moorey explains; why we should be aware of how records from the 

ancient world, exaggerating the role of the state and downplaying the 

role of private markets (1999, 13). “As the majority of surviving texts 

come from the archives of palaces or temples they exhibit the 

timeless tendency of bureaucratic documentation to stress the 

significance of large-scale public labour forces, whose control 

generated the texts, over the activities of private labour.” 
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Another historic material gives insight into the significant role 

that the private sector played in ancient Middle East. Over time, 

historians have found and translated a large number of clay tablets 

and papyrus rolls from ancient Middle Eastern civilizations. Writing 

primarily developed to record economic matters, and much of the 

writings are reports of various economic transactions. These 

documents show that private ownership played an important role in 

early civilization. Yale Law School Professor Robert Ellickson and 

attorney Charles Thorland explain that in all historic periods 

studied, individual private land ownership existed at least to some 

extent in Mesopotamia (1995, 336). 

The First Enterprises and Market Models 

Evolved in Ancient Babylonia and Assyria  

Of particular interest are the tablets that have survived from the 

Assyrian and Babylonian civilizations, which depict the birth of the 

first entrepreneurs and the first market-based economies. When 

describing economic affairs these tablets often refer to the tamkãrum. 

In the 1950 book The Old-Babylonian Merchant, the tamkãrum is 

described as an agent of an economic enterprise, involved with trade 

and money-lending (Leeman, 1950). Klaas Veenhof and Jesper Eidem, 

who has written about the history of the Old Assyrian Period, 

explain that the concept of tamkãrum seems to have somewhat 

different meanings in different tablets. Broadly, however, the word 

referred to early capitalist entrepreneurs. The tablets show that the 

markets in which the tamkãrum were involved included quite 

advanced concepts, such as commercial partnerships and even joint 

stock ventures (2008). 

Gojko Barjamovic subsequently writes about ancient texts from 

Assyria, dating some 4 000 years ago, which describe the merchant 

entrepreneurs of the time. The texts confirm the existence of widely 

developed financial institutions, specialized agents of trade, complex 
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partnerships and juridical foundation for this trade network. This is, 

in essence, evidence of a relatively complex market model. The 

entrepreneurial merchants also played an important role in the 

governing of ancient Assyria. Barjamovic furthers(2011, 160-161): 

“Direct textual evidence goes back to the 1930s BC, but the network 

of trading colonies in the region may well have been established 

generations earlier. The texts we have come from the archives of an 

Assyrian merchant colony settled at the site of Kültepe (ancient 

Kanes) near Kayseri in Central Turkey. They reflect a widely 

developed system of financial institutions and judicial establishments 

with a trade based on specialised agents, complex partnerships and an 

extensive physical infrastructure geared to accommodate it.” 

The Assyrian trade produced modern credit innovations such as 

“promissory notes which do not mention the creditor by name, but 

refer to him as tamkarum, ―the merchant/creditor.‖ In a few cases, 

such notes add at the end the phrase ―the bearer of this tablet is 

tamkarum.‖ This clause suggests the possibility of a transfer of debt-

notes and of ceding claims, which would make it a precursor of later 

―bearer cheques‖” (Veenhof, 1999, 83). In his book The Invention of 

Enterprise, the American economist Michael Hudson gives some 

examples of the early Middle Eastern entrepreneurs when he 

describes “the Egibi and Murashu families of Babylonia in the 

seventh through fifth centuries BC, who created novel commercial 

strategies to manage estates and provision the palace and its armed 

forces” (2010, 9). 

The tamkãrum of Babylonia and Assyria are the first known 

entrepreneurs, and initially they worked for the temple and palace 

economies of the region. With time, the tamkãrum gathered capital 

of their own and became independent capitalists. A comparison can 

be drawn with the manufacturing firms that were developed in 

China and Eastern Europe, when these economies were opened to 

the global marketplace in the last decades of the 20th century. 

Initially, many of these manufacturers were subcontractors to 

foreign multinationals, but as the subcontractors built up capital and 
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market knowledge of their own, they became independent actors. 

Similarly, the tamkãrum switched from working with the palaces 

and temples, to having a more independent role in the marketplace 

(Hudson, 2010). The palace and temple economies can thus be seen 

as the birthplaces of the first entrepreneurs and the first market-based 

economic model.  

What the free agents of economic enterprise will be called today, 

who search for personal profit and act on a market-place with private 

ownership and voluntary exchange? The obvious answer is private 

entrepreneurs. This is essentially what the tamkãrum of ancient Iraq 

and Syria were, and they were to the extent of contemporary 

knowledge, the first of their kind. Initially, they worked in 

partnership with the temples and palaces, but gradually they moved 

towards being independent entrepreneurs. The economic model 

which developed in the thriving civilizations of ancient Mesopotamia 

was not a fully free-market model, and neither a centrally planned 

one; it was rather a mixed economy in which profit-seeking 

activities, private property, and private enterprise were of central 

importance. 

Some of the tamkãrum became specialized financial investors 

(capitalists) while others specialized in carrying out trade and 

manufacture (entrepreneurs). By analysing records from this time, 

researchers have identified a contrast between the entrepreneurs and 

the passive financial backers. Cornelia Wunsch, a researcher of 

Languages and Cultures of Near and Middle East, explains that 

entrepreneurs and investors often worked in partnership, much like 

the arrangements found in the modern business world: “These 

partnerships commonly were formed between a senior financial 

backer (the sleeping agent) and an on-thespot junior partner who did 

the actual work. Drafted as an interest-free debt contract, they 

implied that the backer would recoup his original capital upon the 

dissolution of the business, so that only the profits were shared and 

either reinvested or distributed in regular intervals. Such partnerships 

were neither new nor unique, as similar forms of enterprise are 



Enterprise and Free Markets: The Historical Evolution 

|15| 

known from the beginning of the second millennium BC under the 

name of tappûtum” (2010, 51). 

The first market tradition in human history, which evolved in 

ancient Middle East, competed with other economic models such as 

feudalism, tribalism, and state control. In rural areas, much of the 

population was mostly self-sufficient farmers. In the cities of the 

Middle East, this tradition however continued to flourish over the 

centuries. Today we believe that it was Adam Smith, the father of 

modern economics, who first described the phenomenon of 

specialization in the marketplace. This makes perfect sense according 

to modern Western thinking. Accompanied with this view is the idea 

that the first well-functioning market economies developed in 

Europe and that Adam Smith was the first to describe how the 

invisible hand of the market made society prosperous. However, 

Xenophon gave an almost identical description of specialization on 

the marketplace when writing about the economy of ancient Persia – 

2 000 years before Adam Smith was born (modern translation in 

Grey, 1933, 32). The invisible hand of the market was evidently at 

work in the Middle East already then.  

In the book Foundation of the Market Price System, Milton 

Shapiro notes that Smith was indeed “twenty centuries after 

Xenophon” in explaining the phenomena of specialization on the 

marketplace (2007, 32). Perhaps the fact that two intellectuals, 

separated by two millennia, reached similar conclusions was a mere 

coincidence. Another explanation is that Adam Smith copied the 

ideas of Xenophon, but without giving credit. In the book; A 

Companion to the History of Economic Thought, Todd Lowry 

refers to unpublished notes from Adam Smith to claim that Smith 

had read the work of Xenophon and developed his ideas from this 

reading.Without crediting the Greek historians observation of the 

pre-Islamic Middle East: “Adam Smith‖s discussion of the pin factory 

is frequently credited with characterizing modern economic theory, 

since it was in this texts that he elaborated the point that 

specialization is limited by the extent of the market. Meek and 
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Skinner‖s publication of a new set of dated notes of Smiths lectures 

identifies his development of this point in 1763, and his lecture reads 

like a paraphrase of Xenophon‖s discussion of the role of the 

carpenter in small and large cities. Marx quoted the passage from 

Xenophon in full and attributed to it the formulation of division of 

labor as correlated with the extent of the market while emphasizing 

quality, not quantity, in production” (2003, 18). 

The Arab Market Tradition and Islam  

In the book Early Islam and the Birth of Capitalism, Benedikt 

Koehler (2014) asserts that contrary to mainstream Western 

thinking, capitalism originated in pre-Islamic and Islamic society. 

The background of this development is traced to Arabia, where the 

harsh climate made it impossible to support an agrarian society. 

Engaging in trade was the only route to prosperity, which made 

Arabia a fertile ground for market economy to develop. The 

tradition of enterprise and market exchange existed in pre-Islamic 

civilizations of the Middle East. With the birth of Islam, a 

renaissance for this tradition occurred. Society was more advanced 

now, with more advanced technologies, a higher population 

concentration and links to China and India, which had evolved their 

own market, based economic models. The enterprise tradition that 

evolved in the Middle East during the early age of Islam was 

therefore more sophisticated than the pre-Islamic tradition. 

The background for this market revolution can be found by 

studying the economy of pre-Islam Arabia. The people who 

inhibited this region were industrious and produced valuable items 

for consumption and export. Already Gaius Aelius Gallus, the 

Roman Prefect of Egypt who led a Roman expedition to conquer 

Arabia in 24 B.C., made some observations on the livelihood of the 

Arab tribes. He reported that the nomads lived on livestock and 

hunting. The Arabs extracted wine from palm trees and oil from 
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sesame seeds. Parts of Arabia were fertile in palm groves and timber, 

others in agricultural land. Gold mines, bee farms, and aromatic 

herbs from trees were other sources of wealth (cited by Hoyland, 

2001, 45-46). Throughout the centuries, aromatics were one of the 

main export products of Arabia. Arabs obtained frankincense and 

myrrh from trees in the form of gum resin. The resin contains a 

small quantity of volatile oil that gives an aromatic fragrance. 

Frankincense and myrrh can be used on their own or with a variety 

of other ingredients to produce perfumes, incense, and even 

medicines. They were useful for expelling bad odours as well as for 

getting rid of insects. Due to these properties, they were highly 

desired in homes that could afford them (ibid, 103). 

The production of valuable trade goods was an important source 

of income to Arab tribes. West Arabia had gold mines, in which gold 

nuggets were found in abundance in underground galleries. South 

Arabia had silver. The ancient community of Radrad in modern-day 

Yemen populated by Persians, had access to flowing water and palm 

trees. They also had silver mine, from which enough silver to mint a 

million coins was mined. The village is said to have had 400 furnaces, 

creating so much heat that any bird that flew over the village would 

be roasted (ibid, 110-111). Gold, silver, frankincense, myrrh, and 

other export goods made the Arabian Peninsula a wealthy region. 

Yet, the desert climate did not allow for the production of certain 

necessary goods. To survive, Arab communities relied on specialized 

manufacturing of export goods, and acquired much else that they 

needed through trade. While communities in many parts of Europe 

could be largely self-sufficient, producing most of the foods and 

goods that they needed to survive without the need for much outside 

trade, this was not really an option for Arab tribes. The land in 

which they lived in created many reasons to export and import. The 

climate difference meant that trade was more lucrative and necessary 

for Arab communities. This can explain why merchants throughout 

history have been highly respected in Arab communities, and in 

general in Middle Eastern, but not in European societies.   
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This market tradition continued during the Golden Age of Arab 

society. In fact, the founder of Islam, the prophet Muhammed 

(PBUH), was himself a merchant. In the book Who is Muhammed 

Peace be upon him, Khurram Murad writes about the early life of 

Muhammed, before he founded Islam (1998, 11): 

“As Muhammed grew up, to earn his livelihood he pastured 

sheep and goats, as have done most prophets. His uncle and guardian, 

Abu Talib, also took him along with him on his travels with the 

trade caravans to greater Syria. He, thus, gained experience in 

trading. Because of his great honesty and diligence and the business 

acumen he showed in trading, he was soon being sought after to take 

charge of other people´s merchandise, i.e. for those who could not 

travel themselves, and to trade on their behalf. At the age of 25, 

Muhammad married a lady named Khadijah. A widow, Khadijah was 

15 years older than Muhammed. She was a rich merchant of 

Makkah, and Muhammad had managed some of her trade affairs. It 

was she who proposed marriage. Khadijah remained Muhammad‖s 

wife and his closest friend and companion all her life till her death 25 

years later. She bore him six children, of whom four daughters 

survived.” 

Hazrat Khadija is distinguished and regardedas one of the most 

important female figures in Islam and this all came further into light 

when she became the first wife of the prophet. She lived 

monogamously and happily with Muhammed. Only after she passed 

away did he take on numerous other wives. Khadija, who is 

commonly regarded by Muslims as the “Mother of the Believers,” is 

a rare example of a female entrepreneur that made a mark on history 

already during the Middle Ages. She was amongst the most successful 

tradersto have clothed the poor and assisted her relatives financially. 

When the tribe of Quraysh in Mecca gathered their caravans to 

embark upon the summer journey to Syria or the winter journey to 

Yemen, Khadija‖s caravan equaled the caravans of all other traders of 

the tribe put together. Given that both Muhammed and his first wife 

were merchants, and lived in a society, which celebrated trade, it is 
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no surprise that Islam is largely supportive of the market economy. 

Even Western sources have begun to acknowledge this link. The 

website Oxford Islamic Studies Online gives this description of the 

relationship between Islam and capitalism: 

“Islamic concepts of capitalism can be found in Quranic support 

for and protection of individual rights to private property, 

commercial honesty, and competition tempered by concern for the 

disadvantaged, and in hadith reports on the virtues of pious 

merchants. Some Muslims are opposed to Western capitalism because 

it served as the means by which the imperial West destroyed 

indigenous commerce and industries, blocking the paths of 

independence and prosperity. Muslims also denounce the primary 

concern for profit making over human welfare. The current trend in 

Islamic economics is the quest for identification of Islamically 

authentic concepts and trends. Islamic economics has developed since 

the 1970s. Current theories stress the primacy of private property, 

free enterprise, cooperation between the private sector and the state, 

cooperation between Muslim firms and governments internationally, 

the need for just redistribution of wealth within and between 

Muslim nations, and environmental preservation. Major state-

supported Islamic banks seek to centralize investment and power 

while sharing risk and profit and avoiding interest payments at fixed 

rates. Rather, they offer depositors shares in gains and losses.” 

Islam, Market Renaissance and Early Industrial 

Revolution 

Shortly after the foundation of Islam, the Arabs conquered many of 

their neighbours, giving rise to Islamic Caliphates. The centre of 

political, economic, and cultural power shifted from the Arabian 

Peninsula to Persia. Baghdad, which is located close to the previous 

Persian capital of Ctesiphon in present-day Iraq, became one of the 

most important Islamic cities. Baghdad, Ctesiphon and Babylon can 
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be viewed as a continuous urban tradition – with the urban centre 

shifting geographically with the changing of the river landscape of 

Iraq. For centuries, Baghdad was the capital of the Muslim Abbasid 

Caliphate, in which a social environment, which allowed for the 

market dynamism of the ancient Babylonian age returned. The root 

of this transformation had been laid not only in ancient Arabia, but 

also in Persia. The Sassanian king Khosrow had made wide-ranging 

reforms of the tax system and the institution of property rights. Tax 

assessment was changed so that government agents based it on 

surveys of the land. Taxes were collected on a fixed amount of 

money per unit of surface area, varying according to the nature of 

the land and the crops sown. Judges were responsible for the 

registration of property rights of the land. In the new system, land 

ownership and transfer of land ownership were made simpler. After 

the Arab conquest, this system was further developed. Arab leaders 

imposed heavy taxes on agriculture, from which much of 

government revenues came. Less heavy taxation was imposed on 

industries, precious metals, and cattle. The state also provided strong 

property rights – laying the foundation for a market for the selling, 

buying, and leasing of land. The property rights of individual 

landowners at the time were much stronger in Iraq than in Europe. 

Europe had a largely feudal system, with limited monetization and 

instead much barters (van Bavel, 2016).  

Balthassar Jozef Paul van Bavel explains that sometime after the 

spread of Islam, a balanced social context developed in ancient Iraq, 

in which property owners, village notables, merchants, townsmen, 

legal scholars, military officers and government bureaucrats all held 

secure positions in society. This stability allowed for development of 

an advanced free market model (2016, 49-50): “Within this relatively 

balanced social context, factor markets in early medieval Iraq grew in 

volume and dynamism. These markets were building to a 

considerable extent on pre-existing institutions, developed during 

earlier phases of market dynamism in the preceding centuries or even 

millennia. The old Babylonian period, at the beginning of the second 
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millennium BC, and the neo-Babylonian period, especially the long 

sixth century BC, for instance, had seen thriving output markets but 

also markets for land and labour. The extent and volume of these 

factor markets are difficult to ascertain, but we do know that their 

importance in Iraq rose and declined over time.” 

The Islamic Golden Age lasted from the 8th century A.D. to the 

13th century. During this period, much of the Middle East and 

North Africa was ruled by various caliphates. This was an era of 

scientific progress, economic development, and cultural 

achievements. It is important to keep in mind that an early industrial 

revolution occurred during this era.  

In the book A Concise History of Islam, Muzaffar Husain Syed, 

Syed Saud Akhtar, and Babbudin Usmani describe the important 

technological breakthroughs that allowed for early-mechanized 

production. Water- and windmills were used to create the early 

mechanical power that drove the industry (2011, 55): “A variety of 

industrial mills were used in the Islamic world, including fulling 

mills, gristmills, hullers, sawmills, shipmills, stamp mills, steel mills, 

sugar mills, tide mills, and windmills. By the 11th century, every 

province throughout the Islamic world had these industrial mills in 

operation, from al-Andalus and North Africa to the Middle East and 

Central Asia. Muslim engineers also employed water turbines, and 

gears in mills and water-raising machines, and pioneered the use of 

dams as a source of waterpower, used to provide additional power to 

watermills and water-raising machines. Such advances made it 

possible for many industrial tasks that were previously driven by 

manual labour in ancient times to be mechanized and driven by 

machinery instead in the medieval Islamic world.” 

Advancements in mechanized production went hand in hand 

with improved agricultural methods. The progress in the Medieval 

Islamic world can be described as a miniature industrial revolution, 

which occurred in the Middle East many centuries before the famous 

industrial revolution of 18th century Britain. Syed and Akhtar 

explain that many industries were developed in the Muslim industrial 
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revolution. These included: early industries for agribusiness, 

astronomical instruments, ceramics, chemicals, distillation 

technologies, clocks, mechanical hydro- and wind-powered 

machinery, matting, mosaics, glass, pulp and paper, perfumery, 

petroleum, pharmaceuticals, rope-making, silk, sugar, textiles, and 

weapons. Early factory complexes (tiraz) were built for these 

industries. Knowledge of these industries was transmitted to Europe, 

encouraging early European industrialization. For example, Egyptian 

artisans in Greece founded simple glass factories in Europe in the 

11th century (ibid). 

Damascus swords are a famous example of the Medieval Arab 

world‖s excellence in manufacturing advanced products. The swords 

were first made in the eight century A.D. and are renowned for their 

sharpness. According to legend, the blades could cut a piece of silk in 

half as it slowly fell to the ground, and also maintained their edge 

after cleaving through stone, metal, or even other swords. This 

workmanship has been lost in history, and the Europeans who faced 

Damascus swords in the Crusades were never able to replicate them. 

In 2006, the renowned scientific journal Nature published a research 

article, in which a team of materials researcher at Dresden University 

in Germany claimed to have found the secret of these Arabic blades: 

Damascus swords were made of a steel called wootz. The research 

team found that the steel had nano-meter-sized tubes imbedded in it; 

similar to carbon nanotubes used in modern material technology 

(Reibold et al., 2006). 

It remains somewhat of a mystery how the metalsmiths 

incorporated carbon nanotubes. Modern nanotechnology did not 

exist at the time. A likely explanation is that the metalsmiths 

serendipitously developed an advanced manufacturing method that 

gave rise to carbon nanotubes, without understanding precisely what 

they were doing. Organic fibers were likely inserted in the metal 

through a sophisticated process, leading to the creation of nanotubes. 

The details of the technique are lost in time, but the resulting metal 

is a truly impressive feat of engineering. It is a testament of how 
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much ahead of its time the industrial production of the Islamic world 

was already during the early Middle Ages, a period in which Islamic 

Middle East and North Africa were characterized by economic 

liberty and dynamism. The market-friendly institutions of Islamic 

Golden Age society seems to have strengthened the already existing 

market tradition of the Middle East, North Africa, Pakistan and 

other parts of the world influenced by the expansion of Islam. 

Europe Imported The Concept Of Enterprise 

From The Middle East  

The concept of enterprise was, according to our latest knowledge, 

developed in ancient Babylonia and Babylonia around 2 000 BC. 

Gradually markets and enterprise wandered via Crete to Mycenaean 

Greece and then to Europe. The market model, Michael Hudson 

explains (2010, 51), was “adopted circa 750 BC [in Greece and Italy] 

in a context less conductive to enterprise and with fewer institutional 

checks and balances on debt, dependency, and economic 

polarization. Clientage came to be viewed as a natural state of affairs 

as economic attitudes changed from those in the Near East.” The 

market model here differed from that of Mesopotamia in that the 

wealthy Greek and Roman families controlled handicraft 

production, credit, and trade directly rather than via palaces and 

temples. However, the Greeks and Romans viewed commercial 

enterprise as corrupting and demeaning and mainly left it to persons 

of low standing, such as foreign businessmen from Middle Eastern 

cultures. This explains why merchants from the Middle East played a 

vital role in trade and enterprise in Europe for many centuries, and  

why the provinces of the Roman Empire in the East were famed for 

their wealth compared to the European provinces. 

Europe was for many centuries, even millennia, and a place in 

which market-based practices were less evolved than in the Middle 

East. European Renaissance, a period of cultural and scientific 
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progress, came as a time changer;marked the transition between the 

Medieval and Modern Europe. This transformation started in Italy 

during the 14th century and was closely linked to the development 

of proto-capitalism. Already at the beginning of the 13th century, 

Italian city-states such as Florence, Venice, and Genoa had begun 

developing sophisticated market economic institutions. The 

merchant class was a strong political faction in these cities, and it 

pushed for protection of property rights and a system of relatively 

free enterprise. Private manufactories in the cities produced clothes, 

shoes, glassware, leatherworks, jewellery, elaborate metalwork, and 

other goods to be marketed in other cities and countries. Through 

commerce and enterprise, the Italian city-states grew prosperous. 

With economic freedom,political freedom also found its way. The 

combination of wealth and freedom seems to have paved the way for 

the Renaissance. The Renaissance, as well as the Italian free market 

model, would with time be emulated by other European societies, 

laying the foundation for Europe‖s success. It is important to bear in 

mind that the Italian market model, in turn, was inspired by market 

practices in the Islamic world. 

The Italian market model was in many ways revolutionary. It 

was arguably a more sophisticated model of free enterprise.Yet it did 

not develop in a vacuum. Rather, the Italian proto-capitalism built 

upon inspiration from the market economy that had existed in the 

Middle East and North Africa during the Islamic Golden Age. One 

illustration of the historical importance of the Italian market model 

is that it was the birthplace of modern accounting. Yet, this practice 

seems also to have been a further development of practices in Islamic 

societies (El-Halaby and Husseiney, 2016).  

The market model that developed in the Italian city-states can be 

regarded as the beginning of the European industrial revolution. 

While what we today refer to as the industrial revolution began with 

steam power factories in Great Britain, the earlier factories of Italy 

contributed to important advances in manufacturing technology that 

made the later industrialization process feasible. The East gave 



Enterprise and Free Markets: The Historical Evolution 

|25| 

inspiration to the Italians. For example, ceramics were for several 

centuries imported to Italy from the Islamic Middle East and China. 

These advanced industrial luxury goods caught the interest of the 

prosperous Italians, and encouraged local production. Some of the 

inspiration was gained from contacts with the Middle East and 

North Africa, and other inspiration came from Europeans in the 

Iberian Peninsula (Spain and Portugal), where many Islamic 

craftsmen resided (Pastore, 2006). 

Building upon this inspiration potters, metalworkers, and other 

manufacturers in cities such as Venice produced items, which clearly 

mimicked the patterns and quality of goods from Turkey and other 

parts of the Middle East. The Italian entrepreneurs not only learned 

from the Islamic world, but also refined the production methods 

further. Thus, they began to export goods to the Islamic world, 

which previously only had been imported from there. In the book 

Cultural Exchange in Early Modern Europe, Deborah Howard 

writes (2007, 158-159): “Glass-makers in the thirteenth- and 

fourteenth-century Venice had learned much from the technological 

skills of Islamic glass-makers. From the fifteenth century onwards, 

their expertise, combined with an increasing scale of production, 

enabled Venetian glass-makers to satisfy the demand in the Levant 

created by the decline in local production. By 1590, almost 20 per 

cent of total output from the Murano glass factories was exported to 

the Ottoman Empire (Turkey, Syria and Egypt).” 

In terms of the complexity of the production methods, the Italian 

market model advanced beyond the achievements of the Middle 

Eastern and North African market model. The torch of capitalism 

was passed from the East to the West. This was the beginning of the 

process, which made Europe the economic and technological 

powerhouse of the world, which in turn would lead to Europeans 

militarily and politically, dominating the world for centuries. The 

development did not only occur in Italy, but also the Iberian 

Peninsula, which was the meeting place between Christianity, Islam, 

and Judaism. While the clash of cultures resulted in lengthy conflict, 
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the Europeans also learned from the market principles of the Islamic 

world. 

The Intellectual Tradition Of Voluntary 

Exchange Evolved In The Middle East Before It 

Did In The West  

The ancient Babylonian and Assyrian civilizations were evidently 

market-friendly, yet few philosophical texts from this era have 

survived to our date. The first known text, which clearly states free 

market policy, however originates from this region, during the time 

of the Persian Empire. The story is about how Cyrus the Great was 

educated as a young prince. This famous leader was the first to spread 

standardized gold coins around the Middle East wrote an early 

declaration of human rights and founded the Royal Highway, which 

would later link to trade networks in Central Asia and China to give 

rise to the famous Silk Road. That Cyrus encouraged market 

exchange as an adult seems to be no coincidence, as he was thought 

the importance of free market policy as a prince. 

Deborah Levine Gera gives a modern translation of this account, 

in which young Cyrus, a prince at the time, is talking with 

tomother, Mandane (1993, 74): “Cyrus assures his mother that he is 

well versed in justice, so much so that he has in the past been 

appointed by his teacher to judge others. This is unusual, for while 

Persian youth are encouraged to bring wrong-doing peers to trial, the 

judging and punishment of such children are normally left to their 

adult teachers. Cyrus tells Mandane that he was quite successful as a 

judge, but was once punished for producing an ill-judged verdict. The 

Persian prince‖s case here is a provocative one, and Xenophon 

adroitly makes use of it to turn from the Persian interest in justice to 

Greek controversies on the topic. When a tall boy forcibly exchanges 

his too small coat for a smaller boy‖s too large one, Cyrus decides 
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that each boy should keep the better-fitting coat. His teachers then 

flogged him for the verdict, explaining that it was his task to judge, 

not the fit of the garment, but its rightful owner. The coat had been 

taken by force, and since what is lawful is just and what is unlawful 

is violent or unjust, Cyrus must decide a case according to the law.” 

The story of the coat is a clever allegory, which explains why it is 

important to maintain a free marketplace. Typically, when the 

stronger (tall boy) forces the weaker (smaller boy) to certain 

economic transactions, we will see the strong benefiting and the 

weak losing out. If such a case had been presented to the young 

prince, it would be obvious that it was unjust. However, the story of 

the coat adds a complexity, as the transaction favours both parties. 

The young Cyrus mistakenly believes that the rule of law should be 

based on whether the economic exchange favoured both parties or 

not and thus rules it considered justly. His teachers, who explain that 

the rule of law should uphold private property rights, flog him for 

this wrong verdict and that an exchange should be judge only based 

upon whether or not it is voluntary. This story is important because 

it conveys that the ancient Persians sought to communicate the idea 

that the state should judge economic affairs from the perspectives of 

voluntary exchange and private property rights rather than 

efficiency. This is the very foundation of the free market system. The 

story is easy to remember yet sophisticated enough to explain that 

free market exchange is not characterized by mutual benefit, but by 

private property and mutually voluntary exchange. 

In most likelihood, more examples of market friendly intellectual 

thinking from this period existed which have been lost to history. 

Philosophical texts from the Islamic Golden Age however have 

survived to a higher degree. Hamid S. Hosseini writes about the 

Islamic economic tradition in the book A Companion to the History 

of Economic Thought. He explains that medieval Muslim writers 

held a much more favourable view of economic activity and wealth 

accumulation than contemporary Christian thinkers did. Hosseini 

cites several influential Persian Muslim thinkers, who praised wealth 
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accumulation and self-interest. He notes (2003, 36): “The economic 

realities of medieval Islamic society - exemplified by the importance 

of markets, the merchant class, productive activity, trade and the use 

of credit and partnership in trade - required a theoretical explanation 

on the part of thinkers. This complexity also necessitated the 

opinions of Islamic jurists on the permissibility of economic 

activities. The intellectual sophistication and curiosity of Islamic 

thinkers (particularly Persian thinkers), the realism of the writes of 

the “mirrors of the princes” [Medieval textbooks instructing rulers 

on policy] (of Persian origin) and that of Islamic jurists who dealt 

with people‖s everyday problems, and the rationalism of Muslim 

philosophers, itself influenced by the rationalism of Aristotle and 

that of the neo-Pythagorean Bryson, provided the needed instrument 

for the explanations and legal (Islamic) opinions. It is due to these 

influences that the medieval Muslims, particularly Persians, produced 

much economic analysis.” 

The 13th-century theologian and reformer Ibn Taymiyyah, born 

to an Arab father and a Kurdish mother, carefully analyzed the 

concepts of supply and demand on the marketplace (Islahi, 2014, 27): 

“Rise and fall in prices is not always due to an injustice by certain 

individuals. Sometimes the reason for it is deficiency in production 

or decline in imports of the goods in demand. Thus, if desire for the 

good increases while its availability decreases, its price rises. On the 

other hand, if availability of the good increases and the desire for it 

decreases, the price comes down. This scarcity or abundance may not 

be caused by the action of any individuals; it may be due to a cause 

not involving any injustice, or sometimes it may even have a cause 

that does involve injustice. It is Almighty Allah who creates desires 

in the hearts of people.” 

Several Muslim scholars pointed to the importance of low tax 

rates to stimulate economic activity. The most prominent supporter 

of low taxes was Ibn Khaldun. Born in 14th century Tunisia, 

Khaldun was a prominent scholar and one of the founders of 

economics and social sciences. He states (1969 translation by Franz 
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Rosenthal of original Arabic manuscript from 1377-1381, 230): “It 

should be known that at the beginning of a dynasty, taxation yields a 

large revenue from small assessment. At the end of the dynasty, 

taxation yields a small revenue from large assessment. The reason for 

this is that when the dynasty follows the ways of Islam, it imposes 

only such taxes as are stipulated by the religious law, such as charity 

taxes, the land tax, and the poll tax. These have fixed limits that 

cannot be exceeded.” 

Khaldun believes that a just government in accordance with 

Islamic lawshould impose low taxes. This stimulates business activity 

and thus creates wealth, which makes it possible to collect more 

taxes with a low a tax rate. However, rulers tend to increase the tax 

to benefit them. By doing so, they leave the Bedouin tradition of 

moderation and respect for others‖ private property. High taxes hurt 

commerce and trade. When tax rates are raised to pay for a bloated 

government, it will finally cause the tax base to shrink so much that 

the government cannot meet its obligations. High tax policies can 

thus lead to government collapse. The Laffer Curve economic 

concept describes how high taxes undermine economic development, 

was originally evolved by Ibn Khaldun. Arthur Laffer, whose 

observation in 1974 gave name to this curve, himself acknowledges 

that the theory originally was developed centuries earlier by Ibn 

Khaldun (Laffer, 2004). 

Besides Khaldun, there are numerous other Muslim scholars who 

contributed to free-market economics and whose work deserves a 

renaissance in the modern world. Al-Mawardi, who was born in the 

10th century, believed that public borrowing by the state should 

only be considered as a last resort and in rare cases. Abu Yusuf, an 

8th-century chief judge of Baghdad who wrote a treatise on taxation 

and fiscal problems of the state, thought that development projects 

whose benefit is general should be financed through public revenues. 

However, projects that benefited specific groups should not be part 

of public expenditure, but rather funded by the particular group 

itself. Yusuf applied cost-benefit analysis when he wrote: “the 
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authorities must cancel the project of digging any canal whose 

damage is greater than its benefits” (Islahi, 2014, 23-24). 

Another example is Nasreddin Hodja, a satirical philosopher, 

following the Islamic mystical tradition of Sufism, who lived in 

present-day Turkey during the 13th century. Nasreddin, a wise man 

with profoundingphilosophy, spread through easy to remember 

stories became so popular that these stories are still having a hold in 

Turkey, Armenia, Iran, other parts of the Middle East and even 

central Asia. A typical Nasreddin story has a subtle humor and a 

pedagogic nature. Several of the stories make fun of tax collectors 

and advice rulers to reduce the tax burden. One example is the story 

of Nasreddin and the King. Nasreddin‖s explanation for the first 

question from the king falls short of being correct, but reflects the 

folkly wisdom that the philosopher became famous for. The reply to 

the second question is also typical of Nasreddin, who much like Ibn 

Khaldun believed that high taxes would harm society. By winning 

the king‖s favour with the first answer, the philosopher risks his neck 

by advising the king to lower the tax. The story goes as follows: 

“Nasreddin was well-known for his intelligence and wisdom. The 

king invited him to join his hunting to the nearby forest. The forest 

was not very far from the palace but the king and his guards had to 

take a winding road along the beach before coming to the forest. 

When the group was taking a rest at the beach, the king washed 

his hands and face with the sea water. He tasted the salty sea water. 

Then he asked Nasreddin, ―Nasreddin, can you explain why the sea 

water is salty?‖ ―Yes, Your Majesty. Sea water does never move. It‖s 

always in its place. It doesn‖t go anywhere. Unfortunately, man has a 

bad tendency to throw his garbage to the sea. To prevent the water 

from smelling bad, our forefathers put much salt in it. That is why it 

is salty now‖, Nasreddin explained. 

The king was very satisfied with the answer. Then the group 

continued this journey. About 100 meters before the forest the king 

saw the wreckage of a house. The roof was scattered everywhere. 

The wall was broken and fell down. On the broken wall there was 



Enterprise and Free Markets: The Historical Evolution 

|31| 

an owl building its nest. The owl was growling. The king asked, 

―Nasreddin, what is the owl saying to me?‖Nasreddin answered 

carefully, ―He says that if Your Majesty does not stop torturing the 

people with the high tax, this kingdom will fall down just like the 

wall” (Hariyanto, 1995, 23-24). 

It is notable that not only deep intellectuals, but also a popular 

philosopher such as Nasreddin Hodja – arguably one of the most 

important philosophers of the Islamic world – advocated limited 

government. 

Conclusion 

The practices of enterprise, financial investments as well as market 

economy as an institution and intellectual tradition are typically 

traced to Europe. This is however, misleading, as available material 

clearly shows that the first enterprises and market-based models 

evolved in the ancient Middle East. More than a thousand years after, 

these concepts spread to European civilizations, which at the time 

were less market-friendly than the contemporary Middle East. After 

the arrival of Islam, a market renaissance with accompanying 

advanced in agriculture and an industrial revolution based on wind 

and waterpower occurred in the Middle East, North Africa and other 

Muslim nations. Significant advances were made in economic 

practices such as bookkeeping, in economic science based on studies 

of the advanced market model, which evolved, and in the intellectual 

tradition of supporting private ownership, voluntary exchange and 

limited government. 

With time, Europe would give rise to what we today know as 

modern capitalism with inventions such as the corporation, stock 

markets and intellectual property rights. Economy as a science as 

well as the philosophical tradition of free exchange, rational self-

interest and private property evolved to new heights in the Western 

context. The industrial revolution, which was born in Europe and its 
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colonies, gave rise to a material wealth revolution and accompanying 

technological advances. There can however be no doubt that all these 

ideals and practices before had evolved in the Middle East during the 

Islamic and pre-Islamic era. A greater understanding of how the 

Middle Eastern tradition inspired that of the West, and of why the 

Middle East fell behind, is needed in order to gain a better 

understanding of human progress and the obstacles in the way of 

such progress. 
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Abstract 

This paper will discuss Madina al-Munawarah at the time of the first 

Muslim community as an economic model for humanity. The 

fundamental principle upon which we set our discussion is that: “the 

revival of Islam is the return to the ―amal of ahl al-Madina.” Under 

this foundational principle, in order to eliminate Riba, economy 

needs to understand not just, what is haram (riba), but to understand 

the connotation of what is graded as halal: what is the alternative 

model to riba. We also state that without a model it is impossible to 

create an alternative. Instead, without a model, we find ourselves 

simply making cosmetic changes to a capitalist model, which is 

entirely constructed upon riba.  

It is important to notice that during the entire 20th century the 

general position of the modernist Islamic movements wereto 

reconcile Islam with Western capitalism, termed as “islamisation”. 

This approach promised to make capitalism compliant to the Shariah, 

but the reality came as quite contradictory. Instead of capitalism, 

Shariah was reformed, in compliance with modern ideology of 

capitalism. Thus, all sectors changed the outlook from Western to 

Islamic but the essence remained the one,negated by Islamic 

principles of Medina.  

This paper will focus on Pakistan as a location and reference, as 

to how the model of Medina can be re-implemented. Prime Minister 

of Pakistan Imran Khan has declared repeatedly that the model of the 

“New Pakistan” will be the model of Madina. This research will 

highlight the principles of Medina that are supposed to be 
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implemented in Pakistan. It is my intention that together with the 

blessings of the Prime Minister a “Madina Research Institute” will be 

set up in Lahore to give continuity to what this paper recommends.  

The idea of a Madina Research Institute is to bring the best 

scholars in the world to Pakistan, to create new political and 

economic narratives that are project and problem-solving oriented, 

using the model of Madina as a template. All this is achievable and 

with in the due range as far as we are hopeful and ready to accept the 

model and principles.  

If Madina is our model, we need to understand more about the 

principles followed in Madina. The purpose is to understand Madina 

within Madina. This means, the conscious attempt to understand 

Madina without the precondition and prejudices of living and 

operating in our current capitalist economic model.  

As a matter of introducing the reader to the subject, researcher 

has focused onfour topics: 

Madina economics vs. Islamic economics 

The difference between the two approaches to economics 

The Business model of Madina 

Examination of how business and the organisation of labour 

happened in Madina 

The Welfare model of Madina 

Exploration of how Madina solved the question of welfare 

The Madina of Imran Khan 

Basic guidelines of how to use Madina as template for Pakistan 

Madina Economics vs. Islamic Economics  

Tracing back to Madina is the rediscovery of our real economic 

model. Madina challenges the Riba-based economy of banking and 

fiat money. It also challenges the capitalist individualistic values and 

the ethics of the West. On the other hand, we have something new 

called the Islamic Economics, which is, in researcher‖sview, just an 
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extension of the Western capitalist model. This is an attempt at 

Islamisation of capitalism, reminding us of some of the steps taken 

in, not too distant a past. What results did these steps produce is all 

too evident to be specifically mentioned. The Islamic Economics in 

practice here is not to make capitalism compatible with the Shariah, 

but this Islamic Economics  making Shariah compatible with 

capitalism,  

The colonial complex that still sits in our roots is the sole cause 

of still backing the capitalist ideology. Removing the Western lens of 

prejudice would make us see that Madina was: public markets instead 

of supermarkets; gold dinar and silver dirham instead of promissory 

notes; caravan traders instead of shopkeepers; ―Qirad‖ instead of 

banking. While British exalted individualism under the Adam 

Smith‖s motto of ―greed is good‖, the economy of Madina 

empowered the community while recognising the individual. Thus, 

fair-play (equal opportunity for everybody) stands over profit.  

The economy of Madina was essentially a trading economy. 

Capitalism, on the other hand, is a financial, debt-based economy. In 

capitalism, the overall system circulates with debt while the Madina‖s 

model minimalized the debt business.  The concept of national debt 

is also a thanksgiving to the Western tool of modern economy.  

In practice, the model of Madina is based on public markets and 

caravanserais — that is the marketplace belongs to all the people 

(waqf), not private ownership. In capitalism, the market place 

disappears in favour of privately owned shops, malls and 

supermarkets. In practice, the model of Madina is based on guilds, 

that is, professional organisations that share both key assets (means 

of production) and liabilities (social credit) where competition and 

collaboration between the professionals is balanced. In capitalism, 

the mode of production is one owner with 1,000 employees, which is 

actually the model of the East India Company — the factory system.  

When Hindustan and China were the richest countries in the 

world (before the East India Company destroyed us), they were 

based on guilds or biradaris (brotherhood based on profession and 
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not castes). In fact, all pre-capitalist societies, including all Islamic 

societies since Madina, were based on guilds. Guilds and their 

regulations became forbidden under British law,in both occupied-

Hindustan and occupied-Egypt. Before the British, guilds were the 

most powerful institutions, autonomous in decision-making and the 

backbone of the economy. Our present biradari system is a mere 

relic of it. Originally biradaris represented solidarity and 

brotherhood, which is opposite of capitalist factory system, based on 

shareholder profits that are based on monopoly and wage slavery of 

the masses.  

Markets, caravanserais, guilds, dinar, dirham, caravans, qirad, 

shirkat, zakat, waqf are some of the Institutions of Madina. Using 

today‖s technology, we can replicate all these institutions in the 

digital world. Blockchain technology offers the best possibilities to 

introduce asset-based crypto-currencies, based on gold and silver; 

open markets create open trading platforms that can guarantee the 

possession as well as the ownerships of the goods, which is 

indispensable to creating Islamic trading. Most important part of the 

blockchain technology would be the creation of true Islamic Finance 

not based on collateral but on social credit, that can be validated and 

tokenized. These will represent the most important turning point on 

the transformation of the world economy. Madina represents the end 

of three evils of trading: Riba, unjust taxation and monopoly. 

Altogether, the blockchain technology could be most suitable to 

integrate the economy of Madina with the digital world.  

The Business Model of Madina  

If Madina is the template for a new Pakistan, can Madina teach us 

about business models? Is there a Madinan business model? The 

Madinan model is the caravan model. The caravan is a guild of 

traders. This model lasted for hundreds of years among Andalusians, 

Ottomans and Mughals. Can this model be viable in Pakistan today? 
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Yes. Can this model benefit all Pakistanis instead of just a few? Yes. 

Before we look into the details let us solve an underlying puzzle. 

Why we have not been able to see the model of Madina before?  

The reason remains that though the land stands holy and sacred 

to Muslims all across the globe, we have been logged into the western 

ideology up to such an extent that despite of all wrong doings, we 

kept on finding justification or validation for them in Madina. This 

is how orientalists taught us to look ―down‖ at our history.  

Paradigm shift,when Microsoft launched Encarta in 1993, most 

people predicted that -with such a capitalist giant behind it- the 

success of the largest encyclopaedia in human history would be 

inevitable. Yet, from small beginnings, a free and user-generated 

Wikipedia became larger than Encarta by 2001. By 2009 when 

Encarta announced its closure despite its 62,000 articles, the English 

Wikipedia had already exceeded 3.1 million articles. The giant was 

defeated. Uber, a peer-to-peer ridesharing, its triumph was as 

overwhelming as Wikipedia‖s. The impact in business modelling was 

so great that people started to talk about Uberisation. Concepts such 

as autonomy, devolving decision-making and infrastructure sharing 

became commonplace in business science. This was a paradigm shift.  

The Caravan Model, Rasulullah, SAW, was a caravan trader (not 

just a trader). A caravan was a fraternity of traders, like the original 

craft-based biradari. Members shared resources -commonly owned as 

a waqf- based on “everything-as-a-service”. Members trusted and 

vouched for each other, which led to a new groundbreaking 

conception of credit worthiness based on their socially recognized 

integrity. The caravan was based on solidarity, but balanced with a 

healthy competition as individual traders.  

By comparison, a capitalist export company typically would 

consist of an owner and several hundred employees. The employees 

do their assigned jobs and decisions are centralised in the 

management. The management chooses what to buy and what to 

sell. If this model had existed in Madina, Rasulullah, SAW, would 

have been an employee of an export corporation instead of a caravan 
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trader. In the caravan model, each trader makes its own decisions and 

manages its own risks. Decision-making evolves from uniformity to 

coordinated multiplicity. This results in greater efficiency. 

Historically the caravan has proven as the most efficient system of 

trading ever. Measured against the overall benefits to society (rather 

than individual profit), efficiency-oriented models are clearly better 

than profit-oriented models: monopolies are profitable but harmful 

to society. Autonomy: members choose which caravan journey they 

wish to participate and how much they wish to participate. 

Openness: the caravan is an open network; the only condition to 

join the caravan was to prove your honesty and mastery of skills to 

your peers. The Caravan of Madina belonged to the people of 

Madina.  

The principles of the Caravan model are worth understanding: 

cluster organisation and development, balance between collaboration 

and competition, autonomy of labour, social collateral or social 

credit-worthiness, open networks and training at work 

(apprenticeship). Furthermore, we must remember that this is the 

Sunnah of our beloved Prophet, SAW, and the best people in 

history, the people of Madina. This is our paradigm shift.  

Where do we start? The practical horizon for the caravans is 

CPEC, in a larger vision is the Silk Route (BRI). There cannot be a 

Silk Route without caravans. To create caravans we need 

caravanserais, a section of the market reserved to foreign traders. 

There cannot be caravanserais without public market places. The 

larger objective is building 25 new trade cities, around public markets 

and caravanserais in key strategic locations across Pakistan. A good 

strategy must have a well-defined scientific outlook and long-term 

vision. Then we can take the first steps: the first market, the first 

caravanserai, first caravan. A good example could be to establish a 

Lahore-Yiwu market place, between our Punjabi capital and the 

International Market-city of Yiwu in China. Both markets will create 

a caravanserai. Using reciprocal hosting: Lahore caravanserai will 
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host Chinese traders, and the Yiwu caravanserai will host our Lahori 

traders. Thus, the first caravan will be set.  

The essence of the caravan is the guild. All pre-capitalist societies 

were based on guilds. From Europe to China, everywhere labour was 

organized in guilds since recorded times. European guilds for various 

reasons degenerated over time into cartels. Then accused of being a 

monopoly were legally abolished during the age of the liberal 

revolutions to give way to the capitalist factory system which 

alienated the organized labour force into a mass of helpless wage-

earners. The guilds did not die of natural causes but they were 

murdered. Two reasons that come notable, for the demise of the 

guilds include; the initiation of fractional reserve banking and the 

destruction of the public market.  

Colonialism continued legally abolishing guilds wherever they 

found them in order to establish their own banking-driven private 

enterprises. In Egypt, guilds and waqfs were outlawed shortly after 

the British conquest. In Bengal first, and then the rest of Hindustan, 

the systematic destruction of the traditional craft-biradari system was 

used to de-industrialize the entire subcontinent and to empower the 

East India Company‖s monopoly factory system. Ironically, the 

spoils of Hindustan (the richest nation on earth before the tragic fall 

of Bengal) paid for the industrial revolution in England. The ruthless 

British banking elite, not content with making miserable their own 

working class, exported banking capitalism like a plague to the 

world. In Europe, the reaction to capitalism gave birth to socialism, 

which originally (before Marx) focused on the return to a communal 

based economy, an economy that cared about people. Britain 

responded by elevating their capitalist riba ideology to a pseudo-

science called Economics. This fallacious doctrine allowed to 

rationalized spoliation, robbery, manipulation, starvation and wage-

slavery to the emerging pro-British local elite. The indoctrination 

was so deeply rooted that it has lasted until today and still dominates 

our Pakistani educated elite. 
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Capitalism is not a mode of production rather it is a corrupt 

mode of controlling the flow and creation of money.. The guilds are 

the natural way of organizing labour and they represent the business 

model of all Islamic societies in the past. Islam encourages and 

promotes industrialization and mechanization as the means of 

improving human condition, but denies capitalism. Capitalism has 

tried ideologically mix machine and fractional reserve banking as a 

unique phenomenon. It is false. They are two distinctive matters. We 

want industrialized guilds leading technological innovation, but we 

affirm as Allah says in the Quran: Allah and his Messenger have 

declared war on riba (harb min Allahi wa rasuli).  

The Welfare Model of Madina 

Welfare is not an activity of governing but the purpose of governing. 

That is to say, not one, but all the activities of governing are 

motivated for the welfare of its people. 

One of our greatest scholars alive on the study of early Madina, 

Dr Asadullah Yates, in a paper entitled “Welfare in the Early Days of 

Islam” starts the illuminating dissertation with a ground-shifting 

statement: “the primary source of welfare is Allah taala Himself and 

His Messenger, may the peace and blessings of Allah be upon him.” 

Welfare starts from Allah, Who grants us life in all its infinite details 

and its overwhelming complexity. By recognizing Allah as the 

primary source of welfare, then we can understand that mankind‖s 

welfare is only a secondary source. At our best, we are only tools of 

Allah‖s bounty and generosity. Allah sent us His Messenger (saw) as 

a mercy and as a model of mercy from one to another and Madina is 

the accomplishment of Rasulullah‖s (saw) model of welfare granted 

upon the whole of mankind.  

In order to avoid misunderstanding, I want to underline our 

departure from the administrative interpretation of welfare that we 

have inherited from colonial culture: welfare is not state care, or 
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charity organizations. Both constructs are artificial exploits, which 

barely cover up the tip of injustices, often supported by the same 

institutions and corporations that perpetrate or cause the injustice. 

Both constructs justify – therefore, preserve- the exploitative nature 

of a society built upon bigotry and theft such as it happens in the 

West and we have for too long, too readily imitated. That is not the 

welfare of Madina. Our welfare is foundational, rather than 

fortuitous, to our understanding of organised society.  

I would focus only on two fundamental ideas about the Welfare 

of Madina: ―imarat (urban waqf) and zakat (welfare prescribed as 

obligatory worship). The ―imarat‖, which literally means 

development or construction, is a forgotten concept. The Ottomans 

called it imaret, and it was the foundational urban unit, upon which 

cities were developed and progressed. The Ottoman imaret was an 

urban complex consisting of mosque and public market, and often 

complemented with madrassa, library, hospital, hamam and hospice. 

All these institutions inside the ―imarat were waqf. The public 

market, although free to trade within it, generated enough revenue 

to cover the maintenance cost of the other institutions, which 

delivered their services free or with nominal fee.  

The art of building new cities was the delicate understanding of 

the bonding of people into communities and unique urban planning. 

In early Islam, new cities were formed around the mosque and 

market, that is to say, waqf was the center of the creation of new 

cities. Andalucians excelled in this art and successfully created 

numerous new cities in their European lands. No Andalucian city 

could be found without its central mosque together with the suq and 

the funduq (Arabic for caravanserai or the part of the market 

reserved for foreign traders). Following the same model, all new 

Ottoman cities started building around imaret as the central pillar of 

the city. Consequently, all new neighborhoods expansions in existing 

cities were also built around a central imaret.  

Ibn Khaldun refers to the establishment of ―imarats as the means 

to distribution of wealth that allows “Islam and the Muslims to 
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flourish” and indicates that the largest part of the treasury should be 

dedicated to this end of building and expanding the ―imarat. The 

public market building consisted of two distinctive zones: one was 

the trading area which was free- from-fees for traders (as free as a 

mosque is to pray); and two was the service area which generated 

income based on the provision of logistic services to traders and 

amenities to consumers. The service area consisted of specially 

designed compartments and buildings attached to the main market 

area such as long-term, short-term, and security types of merchandise 

storage, light workshops, professional offices and public amenities. 

As argued by the great historian Halil Inalcik, “in rebuilding 

ottoman cities and regenerating commerce and the economy the 

construction of imarets played a fundamental part.”  

The colonial British rulers allowed the mosques to continue but 

confiscated all the waqf system transforming them into source of 

income for themselves, while destroying people‖s welfare. While no 

city of the past was built without the public market and its 

caravanserai, (section of the public market reserved for foreign 

traders), today no Muslim cities after colonization have a public 

market nor is a single caravanseraioperating. The traditional markets 

once deprived of their waqf status, they became malls of private 

shops, and the caravanserais became shops or hotels. The private 

shops and later the supermarket, which did not exist in Madina or 

Muslim cities during Muslim rule, became the new cultural fashion 

during colonial and post-colonial times up until today.  

Zakat is a form of worship. It is paired with salat in importance 

in the Qur‖an: salat and zakat. One is no good without the other. 

For a Muslim it is an obligation, the denial of which  seems as 

treason against Allah and against His community. The first Jihad of 

Islam was against the people who refused the payment of zakat. 

Zakat is incumbent in all Muslims, all business and all mines within 

the known exceptions. We must not forget regarding this matter, the 

khums (one fifth) of all mineral production (gas, oil, coal, etc.) and 

the ushr.  
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Zakat is collected, not given. Zakat is not voluntary charity. It is 

an obligation. Our new government must appoint zakat collectors as 

required by the Shariah. These are highly ranked people from among 

the most honorable individuals directly answerable to the ruler. 

They operate like notaries. For transparency and efficiency, the 

work of the collectors could be integrated in blockchain technology. 

Thus, guaranteeing the incorruptibility of the records.  

Zakat and the architectural waqf represent a comprehensive 

system of welfare that does not depend on Government budget. It is 

the way of our tradition in Madina.  

The Madina of Imran Khan  

In the year 2048, the population of Pakistan will reach 300,000,000. 

That is 100 million more than today. That is the equivalent 25 new 

cities of 4 million inhabitants, that is, 25 cities twice the size of 

Rawalpindi. That is a lot. We are going to need many houses, a lot of 

new economy and subsequent new jobs. Where are we going to find 

those jobs for our people?  

If you ask our well-intentioned experts from the public and 

private sector, they will mumble solutions and half solutions around 

the mantra of new technologies, advance manufacturing, robotic 

industries, and the like. This discourse is hardly original. We have 

heard it in private talks, conferences and seminars everywhere. The 

experts are echoing what is the current discourse of other experts 

around the world. There is a catch to all this talk, an elephant in the 

room. Technology increases productivity –which is great–, and 

therefore reduces the amount of required human labour. When it 

comes to the creation of jobs, technology is the solution and the 

problem at the same time.  

Rasulullah, S.A.W said; “9/10th of the risq (provision) comes 

from trading”. Trading is the inexhaustible source of our future jobs. 

The tertiary sector of the economy is the key to our jobs. The 
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revival of trading is the revival of services. In addition, if we do it in 

the way of Madina, it will produce 90 percent of our present and 

future jobs.  

The primary sector of our economy (agriculture) is already 

saturated. The secondary sector (industry) can expand but it will 

produce as many jobs as it loses to remain competitive. The tertiary 

sector of services is where we have to find the jobs. The answer is in 

Madina.  

The central institution of Madina is the public market place. 

When Rasulullah, S.A.W went to Madina he made a mosque and a 

market almost on arrival. We know what a mosque is, but we have 

forgotten what the market of Madina is. If you travel to the Hijaz 

today, you will find the mosque but the market does not exist. Shops 

and malls have replaced it. The original market of Madina was the 

first come first serve open trading space. It was publically owned or 

waqf, like the mosques. The Market granted the right to trade to all 

the citizens. Big or small all traders were equal in the market place. A 

section of the market was reserved for foreign traders. That section 

was the caravanserai. The caravanserai was an invitation to the world 

to come and trade in Madina.  

Islam from a social point of view was a commercial revolution. It 

expanded like a wind of liberation throughout the world creating the 

first true globalisation. From Spain to China, it created a network of 

open markets and caravanserais that feed the necessities of traders 

organised in caravans.  

The Silk Route has returned to Pakistan with CPEC. However, 

CPEC has not yet become the turning point of our economy as we 

predicted. It will become the turning point if we add to the existing 

infrastructure the breath of Madina. That is CPEC plus 

caravanserais. That means the creation of 25 new cities along the 

corridor. Not industrial sites, not more malls,instead 25 cities built 

around the central feature of caravanserais.  
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Abstract 

My paper takes its premise vis-à-vis  the central theme of the 

conference by arguing that a case needs to be made, not for ―Islamic 

open markets‖ or ―Islamic capitalism‖ but for Islamic Socialism, and a 

return to the concept of welfare in Islam, as exemplified three 

hundred years ago by Sufi Shah Inayat Shaheed (1655-1718) and his 

movement; which symbolized social justice, civil liberties, equality 

and radical democracy at a crucial time in the Indian subcontinent 

when the Mughal Empire was crumbling and such values were non-

existent. In that the majority of the Sufis of Sindh had abandoned the 

preaching and practice of social justice and had become purely 

worldly landlords. However Shah Inayat was neither one of the 

traditional Sufis who rather than changing the conditions, preached 

patience and contentment; nor was he amongst those religious 

scholars according to whom the equal distribution of wealth was the 

foundation of ―Muhammadan equality‖. His slogan was ―Jeko Khere 

So Khaye‖ (He Who Tills has the Right to Eat) i.e. his firm belief was 

that the fundamental demand for ―Muhammadan equality‖ is that 

farming should be done on collective principles, where everyone 

should participate equally in the productive process and distribute 

the product amongst each other according to their need. Thus a full 

100 years before the birth of Karl Marx; 150 years before the advent 

of the Paris Commune; 200 years before the advent of the Sindh 

Hari Tehreek; and 250 years before the advent of Zulfikar Ali 

Bhutto, Shah Inayat and his movement symbolized the principles of 

radical democracy, economic equality and social justice in practice 

which became a threat to the ruling Kalhora rulers in Sindh when it 
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successfully set up an agricultural commune in Jhok, and began to 

spread among many districts of Lower Sindh. Despite the fact that 

Shah Inayat had tried to make collective farming i.e., socialist 

method of production and distribution a custom in the era of 

feudalism, which was far ahead of its time, the experiment ended in 

defeat. Based on original research and original translations of Persian 

and Sindhi accounts of the period, the paper explores the singular 

achievements of Shah Inayat and his movement in fostering a 

successful example of social justice, equality and radical democracy 

and evaluates the causes of its success and failure, as well as its 

astonishing relevance in the 21st century, where talk of the sanctity 

of private property and free markets is rife. Given that 2018 marks 

the 300th anniversary of the martyrdom of Shah Inayat and that our 

history textbooks usually talkad nauseam about the invasions of 

Muhammad ibn Qasim, Mahmud Ghaznavi and Ahmad Shah 

Abdali, this is a timely endeavor to resuscitate and re-emphasize the 

legacy of Shah Inayat, a son of the soil, with regards to social justice, 

economic equality and radical democracy for our new generation in 

the 21st century.   

Introduction 

―Be it Mansur or Sarmad, sweetheart, or Shamsul Haq Tabrizi 

In your lane O beloved, everyone was beheaded‖ 

(Sachal Sarmast) 

 

The Indus Valley is the guardian of our past and the glad tidings 

of our future. This area too is the birthplace and the resting place of 

the oldest civilization of the subcontinent, which has seen many a 

great rise and fall in the history of the last three to four thousand 

years; and has been the arena for countless nations and religions. The 

Dravidians bound by their cult of Shakti-worship, the Aryans who 

followed the Vedic faith, the Iranians who followed the sage 
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Zoroaster, the Greeks who worshipped Zeus and Apollo, the 

Buddhist Huns and Kushans, and the Arab, Iranian, Turk and 

Afghan adherents of Islam have all inscribed their marks here one 

after the other. Sindhi culture is actually described by the beautiful 

mixture of all these civilizations. 

But a time also came when the society lost the abilities to move 

forward by sinking in the quicksand of the past and then 230-245 

years passed that a true warrior of the faith showed us the way 

forward by establishing the manner of collective mode of economy. 

He dreamed about the “yet uncreated garden” in this autumn-scarred 

land and in return for the realization of his premature golden dream 

attained martyrdom. The name of this well-intentioned sage was 

Shah Inayatullah. In the town of Jhok, which is located 35 miles 

from the city of Thatta, his tomb is even today the site of pilgrimage 

for the high and low and people come from afar to shower flowers of 

devotion at his grave; but very few people know the reasons and 

dynamics behind the martyrdom of Shah Inayat. 

The year of birth of Shah Inayat is unknown but this much can 

be said with certainty that he was born in a God-fearing family of 

Thatta in the 17
th

 century during the period of Emperor Aurangzaib 

Alamgir. His great grandfather Makhdoom Sadho Langah was a 

resident of moza (village) Nasriya pargana (subdivision) Bathora, 

Thatta District. He had not migrated from Iran or Turan, but had 

emerged from this very soil and belonged to the Langah nation. 

Makhdoom Fazalullah, the father of Shah Inayat was an 

“unpretentious ascetic”. Mir Ali Sher Qaane is silent about the early 

education of Shah Inayat, but writes, ―The pir who knows the truth, 

whose foundation is the sharia, the teacher of teachers, the vali of the age, 

the one who is popular in the assembly of God, Shah Inayatullah sufi 

initially toured and travelled a great deal in search of truth and after a 

long time met Shah Abdul Malik in the Deccan.‖ After benefitting from 

his company, Shah Inayat turned to Delhi and obtained the revealed 

knowledge from a sage named Shah Ghulam Muhammad. But the 

teacher was so influenced by the personality of the student that he 
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came to Thatta alongwith Shah Inayat. Shah Ghulam Muhammad 

preferred the path of tariqat (the path of sufis) over shariat (religious 

law) ―therefore the ulema of Thatta presented him for penalization in the 

shariat court because the people of God have always been harassed by the 

ulema.‖ Shah Inayat advised Shah Ghulam Muhammad to return to 

Delhi so the latter went back to Delhi and Shah Inayat settled in 

Jhok. 

When Shah Inayat came of age, the sun of the Mughal Empire 

was setting swiftly. Aurangzaib passed away in 1707 in Aurangabad 

in the Deccan in a state of great disappointment. After him, civil war 

for the royal throne initiated and the chaos which spread in the 

country is known to every student of history. In 1713 Farrukhsiyar 

ascended the throne after murdering his paternal uncle; in the short 

space of six years, six claimants to the throne were killed and just one 

died naturally. This tumultuous period is also the period of Sufi Shah 

Inayat. He was also martyred during the reign of Farrukhsiyar. 

The Movement of Sufi Shah Inayat 

At the time when Sufi Shah Inayat began educating and preaching in 

Jhok, most of the mystics, Sufis and syeds of Sindh had become 

purely worldly landlords, forgetting their professional obligations. 

When the light of Sufi Shah Inayat‖s knowledge and wisdom, piety, 

empathy and selfless service to humanity spread, followers began to 

flock around him. But Sufi Shah Inayat was not one of those 

traditional Sufis who exhort patience and contentment rather than 

changing the circumstances and teach people to accumulate the 

wherewithal of the Hereafter by saying that worldly life is of limited 

duration. He also was not one of those religious scholars for whom 

only an equitable distribution of wealth is the foundation of 

Muhammadan equality. Although if the resources for producing 

wealth for example land, factories, workshops and banks, etc. are the 

personal property of a few individuals, how is equitable distribution 
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of wealth possible? Sufi Shah Inayat had decoded this secret of the 

law of economics that the real thing is the productive process and 

real equality is that which is established during the productive 

process rather than the distribution, otherwise a band of thieves and 

looters too consume by mutual sharing. The reality is that fair 

distribution of wealth in the productive process is not even possible 

without equitable participation, so Sufi Shah Inayat emphasized 

equitable participation in the productive process. It was his firm 

belief that the fundamental demand of Muhammadan equality is that 

farming be done on collective principles, everyone should participate 

equally in the productive process and should distribute the produce 

according to their need. The fakir devotees of Sufi Shah Inayat 

happily accepted this proposal and got busy in collective farming. 

Collective farming was not the human invention of Sufi Shah 

Inayat but much before him, the custom of collective farming was 

prevalent too in the era of the tribal system. It is possible that during 

the period of the Sufi this method could be prevalent among some 

Kohistani nations especially the Baloch, and he might have felt its 

benefit. It is also not beyond speculation that he might have been 

influenced by the Mahdavi Movement of Syed Muhammad Jaunpuri 

(1443-1505) because the latter lived in Thatta for one and a half to 

two years during the period of the Samma ruler Jam Nanda, and 

many people including Mian Adam Shah Kalhora became his 

adherents. Syed Muhammad who had claimed to be the promised 

Mahdi was a very learned sage. He had named his Mahdavi 

brotherhood as a daira (circle), which is a symbol of complete 

equality and eternity. There was no distinction between high and 

low, rich and poor in his circle. The devotees would live collectively 

in the circle and would equally divide basic necessities. 

Sufi Shah Inayat‖s experiment was very successful. The fakirs 

living in Jhok did not have to give their share of the produce, not do 

forced labour or be part of the “partnership in tyranny” (sitam-

shariki) ritual payment to the patvaari kanungo (district officer). So 

the fame of Sufi Shah Inayat soon spread far and wide and news of 
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his new experiment was everywhere. In addition, the fakirs of 

Saadaat Bulri who had been devotees of their landlords until now 

began to enter the devotional circle of Shah Inayat. So it is narrated 

in Tohfa-tul-Kiraam that:  

―The derveshes who were initially attached with the Bulri family 

upon seeing the growth of the order of Sufi Shah Inayat abandoned 

the saadaat to become a member of this new order.‖ 

 

So ―the party of fakirs began to rankle like a thorn in the eyes of 

the hereditary pirs of Sindh.‖ 

 

The popularity of this movement did not only lead to the 

reduction in the number of devotees of the family of Saadaat family, 

but the peasants of Babu Paleja and the surrounding areas were also 

affected. ‘The fakirs of Sufi Inayat were also mischief-making in their 

lands, meaning they were preaching collective farming.’ The result was 

that the peasants of the landlords began to demand that the method 

of Sufi Shah Inayat should also be practiced in our lands. But the 

landlords were not at all prepared to accept the principle of equitable 

participation in production. They had felt that unless this 

revolutionary mischief was not dealt with immediately, the feudal 

and landed system in Sindh would fall in danger. So in order to stem 

the danger, the landlords, among whom Syed Abdul Vasay, the heir 

to Shah Abdul Karim of Bulri; Sheikh Sirajuddin, the heir of Sheikh 

Zakariya Bahauddin; Noor Muhammad bin Manba Palijo and Hamal 

bin Laakha Jaat, landlords of Palejani were in the forefront, pleaded 

with Mir Lutf Ali Khan the subedar of Thatta to prevent Sufi Shah 

Inayat from collective farming; but Sufi‖s land had been forgiven by 

the state (these were a special category of land which was granted to 

schools and madrasas for their expenditure or to ulema, scholars and 

the family of saadaat for their subsistence as forgiveness). The subedar 

had no authority over it. So he did not find it suitable to intervene 

from the side of the government, but gave the landlords permission 

to deal with the Sufi and his fakirs as they wished. At the cue of the 
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subedar, the landlords suddenly attacked the town of Jhok but were 

defeated disgracefully, although many fakirs were killed and people 

suffered from financial losses. The heirs of the martyrs filed a suit in 

the royal court against this lawlessness of the landlords; the court 

ordained that, ‘The criminals should give an account of the blood of 

innocents in the presence of the king. Because they violated the royal 

decree, therefore in lieu of blood money according to the royal 

constitutional act, their lands were given to the heirs of the slain.’  

The spirits of the peasants on all sides rose with this legal victory 

of the fakirs and the terror of official authorities and landlords also 

no longer remained as of old, in fact 

 

―Most of the poor and the rest of these districts began to live 

peacefully in the protective refuge of this man of God (Sufi Shah 

Inayat) after their deliverance from the oppression of the landlords.‖ 

 

This tells us that the peasant movement of Sufi Shah Inayat had 

spread to many districts in Lower Sindh and because of the support 

of the Sufi, the people had become so powerful that the landlords 

could not dare to touch them. Meanwhile  ‘the number of fakirs 

distressed by the oppression of the time also began to increase day by day 

and calls of Hama Uust (God is Everything) began to rise from every 

nook and corner, dome and monastery.’ 

Perhaps Farrukhsiyar thinking that Mir Lutf Ali Khan was 

treating the fakirs leniently replaced him in 1716 with Nawab Azam 

Khan as the subedar of Thatta. The landlords took advantage of this 

change and began to poison the ears of Azam Khan by backbiting. 

Maybe the Nawab had personal ill-will against Sufi Shah Inayat as 

well. It is said that once when Azam Khan went to meet Sufi Shah 

Inayat, the fakirs stopped him saying that the former is busy in 

chanting and reading some special verses from the Holy Quran. 

When he met the Sufi Azam Khan said that, ‘It does not behoove an 

ascetic to have guards at his door.’ The Sufi unhesitatingly replied that, 
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‘It is appropriate so that a worldly dog may not enter.’ This matter 

became the cause of a personal grudge for Azam Khan. 

This tradition maybe right or wrong, but Nawab Azam decided 

to crush the movement for collective farming and began stoking the 

flames. He demanded dues from Sufi Shah Inayat which had been 

“forbidden by the sovereign”. The Sufi responded by saying what 

right of collection do you have when these dues have been forgiven 

from the king. The nawab was agitated with this answer. He wrote a 

complaint to the king after consulting his deputies and executive 

officials that Sufi Shah Inayat and his fakirs were claimants to the 

throne and refusing to follow the orders of the caliph of Allah. 

Farrukhsiyar, without investigating this incidental matter ordered 

the rebels to be forced to obey at the point of the sword. 

Immediately after getting permission from the Centre, Nawab 

Azam Khan began preparing for an assault on Jhok. He sent orders 

to virtually all the nobles of Sindh to assist him with their soldiers. 

 

―(Azam Khan) had secured orders of assistance to Mian Yar 

Muhammad Kalhora, all the landlords and all the people of this 

region who had old enmity with the fakirs. So he attacked the fakirs 

by assembling such an army the likes of which could not be counted 

and was even greater than ants and locusts and had been gathered 

from Sibi, Dhadar and the area upto the sea.‖ 

 

Sufi Shah Inayat was a peace-loving sage. When he heard about 

the opposition of the landlords and the military preparations of 

Azam Khan, he became sorrowful that, ‘I had not brought this trade in 

the bazaar of love for all this and neither did I want that such uproar be 

created so as toprepare a field of conflict.’ When the armies of the 

enemy moved towards Jhok, the fakirs presented a proposal that 

why don‖t we attack them on their way so that the royal army does 

not have an opportunity to arrange its ranks and Jhok be spared 

from siege but ―the God-conscious Shah did not allow forestalling.‖ 
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Jhok was a peaceful settlement of fakirs, not a military 

cantonment. Apart from their “paper” swords which had wooden 

handles, any arms which they had were a small wooden cannon, 

whereas the enemy were armed with “iron cannons used to kill 

elephants”. But from the letters of Mian Yar Muhammad (the ruler 

of Bukkur Khudayar Khan Kalhora) and Meeran Singh Khatri 

Multani which had been written from the battlefield, it seems that as 

per the ancient tradition,  strong ramparts of raw earth were present 

around Jhok and a deep ditch was also dug which was filled with 

water. 

The letter which Mian Yar Muhammad had written in Farsi to 

his son Mian Noor Muhammad during the siege informs that the 

royal army reached Jhok by departing from the Uthal River on 

October 12, 1717 or a few days before; and settled at a distance of 

one mile from the settlement, although the number of invaders and 

fakirs could not be known. It is known from the letter of Meeran 

Singh Khatri Multani that ―the party of Nawab Azam Khan was 

small” and fighting actually took place between the huge army of 

Khuda Yar Khan and the fakirs. He writes that the “fortress of 

mischief” was besieged on one side by Khuda Yar Khan “guns which 

threw lightning and islands (?) which made thunder-like confounding 

noise began to punish the enemy” and on the other side Nawab 

Azam Khan set up a fortification and “raised an uproar of war with 

arrows.” Meeran Singh has clarified the military superiority of his 

benefactor Mian Khuda Yar Khan and the inferiority of the royal 

army with great prudence. He narrates the party of fakirs to be 

10,000 riders which is totally inaccurate. What to talk of horses, they 

even did not have so many men. Mian Yar Muhammad has written 

in his letter while narrating the night-attack by the fakirs that the 

latter were 1700 afoot in number that “in reality the spirit of all the 

mischief-makers existed.” One can speculate from this that the total 

number of fakirs was no greater than 2000-2500 and they did not 

possess firearms at all. 
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The incident of the night-attack took place on October 12, 1717 

on the same night as the day the royal army besieged Jhok. Mian Yar 

Muhammad writes that, 

 

―It was Sunday night. Our army had laid siege. Still three hours of 

night remained that 1700 of the mischief-makers somehow reached 

the army on foot with the intention of a night-attack and advanced 

into the army at many places and began to attack without fear or 

hesitation, so many men of the army fell in battle although our 

braves bent over backwards to prove themselves and only a handful 

of mischief-makers were able to escape with their lives.‖ 

 

―In this night-attack most of the Panhwar among Qasim son of 

Gohram and Syed Bola, lawyer of Thatta, and Ahmed Bobkani and 

our brothers of the Odhija nation and other landlords as well were 

killed.‖ 

 

When this attack took place, the soldiers who were appointed for 

guarding near the tent of Mian Yar Muhammad ―went here and 

there‖ (perhaps deliberately) but it was all well that the two sons of 

Mian Yar Muhammad, Mian Dawood and Mian Ghulam Hussain, 

and his brother Mir Muhammad ibn Mian Naseer Muhammad were 

present at the scene of the incident. In the ensuing battle, Mian 

Ghulam Hussain was injured. 

Two months passed during the siege but the royal army despite 

being armed with cannon and gun dared not capture Jhok. 

Meanwhile Sahibzada Syed Hussain Khan and several landlords 

reached Jhok with the reinforcements as per the order of Nawab 

Azam; but perhaps at the same time a flood came and “there was 

such an abundance of water around the ―fort‖ of Sufi Inayat that no 

trace of land could be seen for four or five miles.” Nevertheless the 

Sahibzada‖s army crossed the water somehow and set up a 

fortification near the ramparts of Jhok. Mian Yar Muhammad, while 

singing odes to this unparalleled achievement of his able son scatters 



The Socialist Sufi of Sindh 

|63| 

pearls in such a way as if the hero had emerged victorious in the 

seven labours of (ancient Persian hero) Rustom. He writes that 

 

―The army of the king is victorious and 

The heart of the enemy is burning with sorrow 

The army of the king is smiling and 

The enemy has thrown its turban from the head like a bud 

The heart of the army of the king is very happy and 

The enemy is lying like owls in the wilderness 

The army of the king is glad and successful 

The enemy and its army is unhappy and stricken 

The army of the king is very satisfied and 

The enemy is surrounded with grief at every moment 

The face of the army of the king is blooming with joy 

The enemy is humble and unfulfilled 

The army of the king is majestic and 

The enemy is after its own life 

The army of the king strikes terror in hearts and 

The lips of the enemy are silent like the dead 

The asset of the army of the king is victory 

It is raised like an arrow which pierces the chest of the enemy‖ 

 

In the end he writes that the Sahibzada of exalted fortune will 

soon murder or arrest “he who is the ill-willed accursed.” (Sufi Shah 

Inayat) 

Two months passed since this matter but neither the force of 

resistance of the fakirs diminished and neither could the royal army 

subdue them. Then it happened that one morning “the awesome 

khan and nawab of exalted place” riding on elephants came near the 

ramparts of Jhok “like lions and braves” and addressed the “braves of 

your battle and warlike courage” that “first you blow these ramparts 

in the air with cannon and gun like a cleaner of cotton and then we 

will burn the harvest of life of the fakirs to dust with the fire of 

swords.” But some spy of the Sufi was present there by coincidence. 
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He alerted the fakirs about this plan of the enemy therefore this plan 

did not succeed. 

The siege continued for four months. The fakirs did not have 

cannons and guns therefore they had no other resort except a night-

attack. This method proved so effective that according to Mir Ali 

Sher Qaane  

 

“The attackers had reached the brink of destruction. Sufi Inayat 

had directed the fakirs to conduct the night-attack in utmost silence, 

but one night some fakir inadvertently chanted the Ism-e-Zaat 

(Allah) and others also joined in, thus revealing friends and enemies 

in the army and most of the fakirs were consumed by the sword.” 

 

Due to the presence of spies in the royal army and the narrative 

that the “friends and enemies were revealed” in the army because of 

the chants, one gets the impression that a few fakirs had secretly 

joined the army of the enemy and kept trying to make the ordinary 

soldiers their sympathizers. Since the royal soldiers were soldiers on 

hire and had no personal opposition to Jhok, neither any personal 

interest attached with it, therefore to turn their allegiance from the 

nawab and the landlords was not so difficult. This speculation is 

further strengthened by the length and failure of the siege. 

The defeat of the night-attack did damage the fakirs but their 

spirits did not decline and they kept fighting the enemy as before. 

Eventually when there was no prospect of gaining victory over the 

fakirs, the enemy resorted to deceit and fraud, and on January 1, 

1718 a proposal of peace was presented before Sufi Shah Inayat. 

“Muhammad Khan, son of Mian Khuda Yar Khan Kalhora and 

Shahdad Baloch, military commanders, etc. placing the Koran in 

between promised that the lives and property of the fakirs would not 

be harmed." Some comrades of Sufi Shah Inayat tried to reason with 

him a lot that these oaths and terms and conditions are tricks of the 

enemy. Do not buy into their deceit and continue with the fighting 

but how could the pious Sufi doubt an oath over the Koran, so he 
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accepted the peace proposal. The entrance to Jhok was opened and 

the royal army captured the town without any resistance or 

bloodshed. Afterwards Sufi Shah Inayat was brought with great 

respect in the tent of Nawab Azam Khan on the pretext of signing 

the peace deed but immediately after reaching there, he was arrested 

and put in handcuffs and chains.    

Then the fire of royal vengeance reached Jhok and a general 

massacre of the fakirs began. Their homes were burnt. Their assets 

were looted and the ramparts of the town were razed. The collective 

farming of Jhok drowned in blood. Neither the sowers of the seed 

survived nor the reapers of the crop. On the betrayal of Mian Yar 

Muhammad Kalhora, Shah Inayat said the following verse: 'The 

oppressor had promised (by touching his beard), it [the beard] was just like 

the tail of a dog.’ 

After destroying Jhok, Nawab Azam Khan returned to Thatta 

and Sufi Shah Inayat was summoned in the court. Mir Ali Sher 

Qaane narrates that the questions and answers between the subedar 

and the sufi is a “lengthy story.” In short whatever the questions put 

by the nawab, Sufi Shah Inayat answered them in the language of 

Khwaja Hafiz Shirazi. 

 

Nawab Azam Khan (NAK): ―Tell why you created this 

disturbance?‖ 

Sufi Shah Inayat (SSI): ―The day God ordered the sky to revolve 

And embellished the planet Mercury with the assembly of seven 

small stars 

Such was my fate assigned from the court of God 

Why am I to blame, this was written in my fate‖ 

 

The poet Sheikh Muhammad Raza who was sitting next to Azam 

Khan said: 

―Friend wake up from the state of dreaming 

Refrain from frivolous talk, this is your time of reckoning‖ 

SSI:―I was not allowed entry into an alley of good repute 
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If you do not like, then change the Divine order‖ 

NAK: ―Then get ready for a calamity.‖ 

SSI: ―The scourge of allegiance is like the flame of gold.‖ 

NAK:―Why did you defame yourself and become a victim of 

misfortune.‖ 

SSI:―If a lover does not bear the burden of reproach, what else can he 

do 

No hero possesses a shield for the arrow of death‖ 

NAK:―Now that you are about to be killed, what is the use of 

beating about the bush.‖ 

SSI:―The person whose heart is alive with love never dies 

The stamp of my eternity is affixed to the register of the universe‖ 

NAK: ―Why did you abandon the obedience of the ruler of the day?‖ 

SSI: ―How can we disciples turn our faces towards the Kaaba 

When our pir‖s face is turned towards the tavern‖ 

NAK: ―Now why do you mourn the failure of your desires.‖ 

SSI: ―When I abluted at the spring of love 

 

At the same time I saluted every article of existence seven times‖ 

 

When Azam Khan saw that this person is neither afraid of him 

nor repentant over his actions, and does not plead for a pardon of his 

life, he ordered for the insolent sufi to be put in prison. While 

walking away, Shah Inayat recited this verse: 

―O cupbearer get up, take ten cups 

Bring dust over the sad days‖ 

 

On January 7, 1718, the 15
th

 of Safar 1130 A.H. Sufi Shah Inayat 

was beheaded by the order of subedar Azam Khan. In his last 

moments, he was reciting the following verse: 

―You have released me from the chains of existence 

 May Allah bless you now and hereafter‖ 
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Sufi Shah Inayat was martyred. Innumerable fakirs were put to 

the sword and the town of Jhok was destroyed but such was the state 

of fear and despair of the ruling elite that they trembled at the very 

name of the fakirs; therefore Azam Khan had a proclamation made 

that if anyone let out the word “Allah (the Ism-e-Takbeer (God is 

Great) of the fakirs) out loud, he would be beheaded.” Analyzing this 

order, Mir Ali Sher Qaane writes that, “Praise be to Allah! What 

Divinity, that heads would roll at taking His Own Name, but such is 

the route of lovers.” 

We cannot say that the story of the dialogue between Azam Khan 

and Sufi Shah Inayat is based on reliable evidence or the creation of 

the imaginative flight of some good-humoured admirer of Sufi 

Shaheed; but there is no doubt that Sufi Shah Inayat kept firm on his 

principle of life. Not even for a moment was there a stumble in his 

steadiness of feet. 

According to the description of Tuhfa-tul-Kiraam, Mian Yar 

Muhammad Kalhora was awarded the villages of Lakri, Danda, 

Hajam, Dornak, Rajab, Pasar,Pachata, Thore and Daya Sain Dana 

from the area of Shamadati and Chachkaan as a prize. That is how 

the first experiment of collective farming and equal distribution of 

wealth in the Indus Valley came to an end. 

Conclusion 

Sufi Shah Inayat had tried to bring collective farming meaning 

socialist mode of production and mode of distribution in the era of 

feudalism. However, much worthy of admiration and praise this step 

of his maybe, and worthy of respect the sacrifices of his comrades, 

but nobody has authority over the law of social evolution. However 

great a revolutionary any person is and how much he is intoxicated 

with the passion for social service, cannot take precedence over this 

law. The desire of Sufi Shah Inayat was very noble but destinies do 

not change by mere wishes. His dream was very fortunate but he had 
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dreamt about it at least two centuries in advance, when to make this 

dream a reality neither material conditions were present, nor the 

objective conditions were suitable. Neither the productive forces had 

progressed so much that the end of feudalism became inevitable and 

nor a consciousness of their historic character was created among the 

workers whose task it is to bring the socialist revolution (even now 

this consciousness is not there) The working class of the 18
th

 century 

in Sindh could not even think that political power should be seized 

from the nawabs and landlords to achieve power for themselves (the 

people of Jhok did not even reflect on capturing Thatta, what to talk 

of Sindh). In this situation, the experiment of Sufi Shah Inayat 

necessarily had to fail, so it did, albeit due to the deceptions of 

external powers rather than internal weaknesses. 

Sufi Shah Inayat had no perception of the historic significance of 

his experiment and neither could he guess how deadly the movement 

for collective farming could prove for the landlords. Seemingly, this 

movement was no more than the waves of a pebble in the closed 

water of some small pond, but the Sufi was unaware of the reality 

that the energy of stormy surges is hidden in these waves which have 

the ability to emerge and wash away the whole feudal system like 

sticks and sprigs. He also did not have the ability to lead an armed 

struggle of the people. For example, when the fakirs advised that the 

army of the nawab should be attacked on its way by going forward 

so that the enemy would not get an opportunity to line up and 

surround Jhok, Sufi Shah Inayat refused forestalling and made do 

with just defensive contest. That is how the fighting was decided 

even before fighting broke out because defensive war is generally the 

preamble of defeat. (The same mistake was also committed by the 

besieged army in Delhi in 1857 and provided the English the 

opportunity to take armies and supplies from Punjab and other areas 

to attack Delhi)  By besieging themselves they gave a free hand to the 

enemy and broke their connection with the people of Sindh. This is 

the reason that the peasants of Sindh could not own the selfless 

struggle of the fakirs as their struggle. The result was that the fakirs 
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of Jhok had to fight this war alone. No supporter or helper of theirs 

was created in Sindh; and this war of the fakirs could not assume 

greater importance than a momentary and local accident. 

Whatever this trial but is it any less of a historic feat that by 

undertaking the first successful experiment of collective farming he 

proved that if landowners and landlords do not intervene, farming 

can be done with more good style and feelings of affinity and mutual 

assistance rather than rivalry and enmity develop; and it is also clear 

that the oppressive power of the state until now has always 

supported the interest of the upper classes against the people. Alas 

that that the mention of the invasions of Muhammad ibn Qasim, 

Mahmud Ghaznavi and Ahmad Shah Abdali is made with great 

emphasis in history textbooks, but our new generation is not even 

aware of the name of Sufi Shah Inayat Shaheed.        

This tradition of the sacrifice of the fakirs was further illuminated 

by Shahal Khan Kalhora, Naseer Muhammad Khan and Din 

Muhammad Khan, but woe to the expediencies of our historians 

who avoid the movement of the fakirs as if it is some ugly stain on 

the pages of history. (These people would plough and sow land 

collectively and utilize the produce according to their need) It is true 

that it was impossible for this socialist movement to succeed within 

the confines of feudalism, but who can deny the sincerity and good 

intentions of the Kalhora fakirs? Also, is it any less of a historic 

achievement that because of their sacrifices, an independent state 

emerged in Sindh after centuries; but alas that this independence was 

short-lived. First Nadir Shah came to loot, then Ahmad Shah Abdali 

subordinated northern Sindh, and when deliverance from Kabul was 

achieved, the East India Company came knocking. 

And as Sajid Sarshaari says in his poetic tribute to Shah Inayat 

titled Jhok Men (At Jhok): 

―The fragrance which has perfumed the whole of Sindh, “Sajid” 

That fresh flower of the bouquet is to found at Jhok‖ 
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Notes 

____________________________ 

 

Most of the quotations in this paper are from ―Maqalaat-us-Shuura‖ 

(1760) and Tuhfat-ul-Kiraam (1766), two books greatly detailing the 

conditions of Shah Inayat. These books are authored by Mir Ali Sher 

Qaane, who is an eminent historian, poet and biographical 

memoirist of Sindh, who wrote 42 books. Although he was a news-

writer of the court of the Kalhoras, who were sworn enemies of Shah 

Inayat, but he always mentions Shah Inayat with great respect and 

deference and narrates his conditions with great impartiality. The 

most superlative account in Urdu is to be found in ―Sufi Shah Inayat 

Shaheed: Personality and Art‖ (2012) by Dr Manzoor Ali Veesrio, 

published by the Pakistan Academy of Letters in its “Architects of 

Pakistani Literature” series.  
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Abstract 

It is a widely held idea that well-being goes hand-in-hand with 

economic and political liberties. This paper attempts to quantify the 

relationship within the Islamic world. Data on 37 countries and their 

economic freedoms together with an index and sub-indices of 

economic freedom, GDP per capita, and its growth rate over the 

years 2008-2015. 26 variables are used to group the countries by 

clustering analysis. The data is then put under a two-stage statistical 

analysis: The most meaningful factors are, firstly, constructed by 

principal component analysis, which is, secondly, extended using 

multiple correspondence analysis i.e., MCA. PCA is done with all 

quantitative variables for the entire dataset, as well as, for each 

cluster separately, while MCA considers the entire set of countries 

and categorical classes of variables. Islamic countries appear to have 

certain distinctive features, while other results are found in similar 

studies conducted on other countries. For example, GDP per capita 

correlates heavily with most of the considered freedom variables, 

although with certain policy exceptions. Property rights weight 

heavily on the total variance against the other individual freedom 

variables. Similarly, reliability of police, judicial independence, and 

impartiality of courts show up as the next most important variables. 

Results, along with certain future challenges are presented. 

Keywords: Clustering, Economic freedom, GDP, Principal 

component analysis, Multiple correspondence analysis 
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Introduction 

The purpose of the study is to analyse, which freedom variables are 

the most meaningful ones in explaining the variation of freedom and 

GDP per capita in the Islamic world. Islamic countries are handled in 

comparison to each other, while interpretations are done also with 

respect to the findings of the research literature on other regions of 

the world; religion is considered as a basis of data set of countries and 

interpretations, including a state perspective in the sense that Islamic 

countries can be categorized into Islamic states, countries with Islam 

as the state religion, neutral states with Muslim majority population, 

and secular states with a Muslim majority. The geographical regions 

comprised of the 37 Islamic countries based on their level of Fraser 

Institute‖s Freedom Index, are depicted in Figure 1 together with 

countries ordered by the freedom level. 
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Figure 1: Geographical regions and the levels of overall 

freedom index (author‖s graph) 

 

Clear, but Complex Relationship of Freedom and GDP 

Economic freedom and long-term development are connected and it 

seems that countries allowing their citizens more economic freedom 

typically achieve higher well-being, longer lives, better health and 

education
1, 2, 3

. Figure 1 shows the Freedom Index and GDP per 

person, in year 2015, of the 37 Islamic countries (left) under this 

study having a correlation of 0.41, while a fitted logarithmic line has 

R
2

 of 0.17; and for globe (right), R
2

 = 0.54 and corr = 0.36. Islamic 

countries are shown with dark dots also on the right side of Figure 1. 

The figures can be taken as suggestive of a relationship. 
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GDP and GDP growth has been studied extensively. There is a 

strong evidence on positive effect of freedom variables on GDP and 

growth
1,2,4,5,6,7,8

. However, the relationship can be complex and causal 

directions are not self-evident. For example, there may be a threshold 

resulting in contradictory views regarding freedom
9

.Variation in 

economic freedom is found to significantly explain the variation in 

the economic growth rate and the overall economic freedom (Fraser 

Institute‖s freedom index) which seems to cause economic growth, 

but the causality (in the sense of Granger-causality
10

) is ambiguously 

found to run both ways
8

. 
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Figure 2: Freedom Index and GDP per capita in 2015 

(author‖s graphs) 

 

On a level of individual freedom, variables constructing freedom 

indices (e.g. the Fraser Institute‖s Economic Freedom of the World 

Index, which is used in this study, Heritage Foundation‖s Index of 

Economic Freedom, or Freedom House‖s Freedom in the World 

Index), accordingly; private property is found specifically important 

for growth
8,9

, while labour freedom, financial freedom, fiscal 

freedom
7

, and trade openness
11 

not in all studies, but with some 

datasets. It is additionally suggested that the categories of government 

size and regulatory policies have robust effects on economic growth, 

as well as, also changes in variables related to labour, credit, and 

business regulations have a causal effect on economic growth 

together with the level of property rights
8

. Causal effect may further 

have several channels, e.g. an increase in economic freedom may lead 

to increase in foreign direct investment enhancing economic 

progress
12

. Further, such institutional factors as democracy and 

quality of governance
13,14

, as well as the interactions between 
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different economic institutions and policies
8

, can be crucial, but out 

of the scope of this paper. 

Selected Global and Regional Evidence  

Gurgul and Lach (2012)
15

 suggest significant (Granger-) causality 

from growing economic freedom to economic growth, from2000-

2009, of transitional countries, which had joined the EU; they report 

weak evidence on opposite causality. They also show evidence on the 

hypothesis that countries under rapid transformation can get 

sizablebenefits from increasing freedom than already more stable 

jurisdictions. Further, they found that the Central and Eastern EU 

countries in transition benefited from trade openness and labour and 

business freedom, and specifically from monetary and fiscal policy, 

but also freedom from corruption, reduction of government size and 

expenditure and freedom to trade internationally was shown to 

support GDP per capita growth. Georgescu et al (2018)
16 

found 

Western cluster economically more advanced and openthan 

European cluster by most measures, but they also deviated from each 

other by the components explaining the variation of freedom 

variables and GDP per capita, while Ireland and Luxemburg had the 

highest GDP per capita in the EU and belonged to the most-free EU 

countries in 2016. In the EU, both East and West, the rule of law 

including property rights, government integrity and judicial 

effectiveness explained most of the variance of all freedom variables 

and GDP per capita; Kinnunen et al (2017)
17

 studied 36 OECD 

countries using the same variables, 2009-2016, and reported financial, 

investment and business freedoms together with property rights to 

explain most the variance in different country clusters, while also 

freedom from corruption played important role, specifically in 

Southern Europe, Russia and Brazil. 

South African Development Community‖s (SADC) member 

countries, show similar evidence using data from 2000 to 2009: 

Overall economic freedom (Granger-) causes the growth in GDP per 

capita
18

. The 13 countries under study also show causality from 5 



Islamic Countries Clustered and Analysed 

|79| 

individual freedom components (which are actually still categories 

constructed by individual components), however, with differing 

effects, while also the individual categories are bi-directionally 

related, i.e., increase in one freedom component improves other 

freedom components, which can lead to a multiplier effect. Gorlach 

and le Roux (2015)
18

 found the overall economic freedom the most 

important variable on growth, more so than also significant 

economic openness and gross fixed-capital formation, while 

government consumption and debt had negative or insignificant 

effects. Of the individual freedom components, regulation on labour, 

credit and business had the largest effect on growth together with 

freedom to trade internationally. Goetzee, C, and Kleynhans (2017)
19

 

used three overall economic indices (ones from Heritage foundation, 

Fraser Insitute and Freedom house) showing that, between 1995-

2016, greater economic freedom (Granger-)caused economic growth 

in South Africa. 

Pelaez (2009)
20

 studies 103 countries grouping them into five 

regions of Free, Mostly Free, Islamic, Latin American, and then new 

EU member countries. His research concluded that Muslim World 

faced an overall decline from 1995-1999. By 2007, Islamic countries 

hadgotten closer to the levels of Latin American group, while the gap 

somewhat widened to the group of new EU countries. While the 

seven breathable countries (including Hong Kong, Singapore, USA, 

UK, Ireland, Australia and New Zealand) had the highest freedom 

scores in the fields of business freedom and property rights, even 

their freedom from government wasnot statistically significant, 

different from the respective government spending in neither Islamic 

nor Latin American countries. The groups‖ biggest differences were 

in the right to own property protected by judiciary. Freedom from 

corruption was another problem-area of Islamic countries at the time 

pointed out by Pelaez
20

.  

Türedi (2013)
21

 studies 12 Islamic countries (Turkey, Indonesia, 

Azerbaijan, Malaysia, Pakistan, Yemen, Egypt, Bangladesh, Nigeria, 

Saudi Arabia, Iran and Tunisia) over a period of 1995-2010., 
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Heapplies both Fraser Institutes and Heritage Foundations aggregate 

indices to show, by fixed effects panel data, that the overall economic 

freedoms have statistically significant effect on GDP per capita 

growth. His findings concluded thatonly trade openness was shown 

to have negative effects, after controlling for physical and human 

capital and ICT technology. Using the data from 13 countries (Malta, 

Morocco, Oman, Syria, Tunisia, UAE, Algeria, Bahrain, Egypt, Iran, 

Israel, Jordan and Kuwait) of Middle East and North Africa 

(MENA), 2000-2009, Panahi et al (2014)
22

in another significant 

research criticise aggregated freedom measures like the indices 

discussed above. The problem arises from the inability of an index to 

reflect the complex economic reality. They, however, show that an 

index is positive correlated with economic growth, but they argue, 

that a greater level of an economic freedom index should not be a 

goal if economic growth is the purpose. This is because; some of the 

categories of the (Fraser) index are insignificant, while some 

categories have statistically significant negative effects. Interestingly, 

they find against earlier evidence, after controlling for various 

variables, that legal structure and security of property rights was the 

only one with significant and negative effect, while the largest 

significant positive effects on growth comes from freedom from 

credit, labour and business regulations and from trad openness 

against Türedi (2013)
21

. 

Čavalić (2015)
23

 points out that Islamic countries can be defined 

in various ways including, e.g., countries, where Islam is a state 

religion, where Sharia law is the basis of national legislation, whether 

a country belongs to Organisation of Islamic Co-operation (OIC), or 

which has a Muslim population. The study takes in 52 countries 

using the definition of Islamic country Čavalić (2015)
23

, is where 

Muslims represent the majority population, and notes that this 

naturally leaves out considerations of cultural, sociological, and 

historical differences. The paper uses Heritage foundation and Fraser 

Institutes freedom data of 2012 until 2014Čavalić (2015)
23

 describe 

the 52 countries as a group. The most noticeable is a steady decline of 
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the average score of property rights, the most important aspect of 

economic freedom as the basis of a market economy system, from 

40.24 in 1999 to 29.77 in 2014 (which wasreported as 2000 and 2015, 

but in fact represent years 1999 and 2014). Also, the score of freedom 

from corruption, 30.87 is particularly low (world score, 42,2).  

The reasons behind such a low score of property rights have been 

discussed in the researches of Faccini (2013)
24

, Gutmann and Voigt, S. 

(2018)
25

, Al Ismaily et al (2017)
26

. Faccini (2013)
24

 explains this aspect 

by institutional history of Islamic countries through less free Arab 

and Ottoman Empires, which gave Islamic law a high stature. 

European colonization, which supported European type of 

institutions of which, the ones under British Empire were freer than 

previous French and Soviet ones, withmore contemporary 

movements, for example, Westernization, promoting different forms 

of revival of Islam. The colonial history can be seen, e.g. in relative 

high freedom of Persian Gulf countries, while replacement of Soviet 

institutions is seen in the development of freedom in former socialist 

countries such as Albania, Kyrgistan and Kazakhstan. Gutmann and 

Voigt, S. (2018)
25

similarly discuss the problem rule of law and its 

compatibility with policies pursued in Islamic countries. Rule of law 

stands above all, making it equally applicable to all the citizens of the 

land. It not only restricts the common individuals but also restrains 

the political up sets and ruthless decision makings. Gutmann and 

Voigt, S. (2018)
25 

acknowledge that there are wide variety of schools 

of thought and interpretations of Islam, but they look for potential 

points of conflict between the concept of rule of law and, e.g. 

traditionalism and liberalism of these schools. Their main 

explanation for the problems of rule of law is the interaction, instead 

of independence, of the rules of religion and the rules of general 

society and political system. Their concept is related to this paper‖s 

category of Legal System and Property rights, which consist of the 

rule of law, security of property rights, an independent and unbiased 

judiciary, and impartial and effective enforcement of the law (cf. 
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Gwartney et al, 2018
1

). They are represented by 9 individual 

variables.  

On the other hand, Islamic countries have a free hand and market 

than the world in terms of fiscal freedom (84,59 vs. world score of 

77.4) and government spending (71.29 vs. world score of 61.7)
23

, and 

their importance cannot be neglected although on economic 

outcomes. It has been more debatable than that of property rights. 

Overall, on average, Islamic countries have gotten steadily 

welcoming since 1999, reaching the world average in 2014 with the 

overall economic freedom score of 57.7, while the world average is 

60.04
23

.  

This paper in general begins with clustering analysis, where the 

37 countries are grouped to four clusters. The subsequent principal 

component analysis (PCA) is used to analyse the most important 

variables, explaining the variation of the set of all of our variables. 

Principal components are constructed and formulated one by one for 

the total set of 37 countries and for each of the four clusters, 

considering all freedom variables behind the Fraser Institute‖s 

Freedom Index. Before the concluding discussion, a multiple 

correspondence analysis is conducted on the total set of 37 countries, 

using broader classes of freedom categories, GDP, growth, and state‖s 

view on religion, which are all handled as qualitative categorical 

variables.  

Data Used 

The data under analysis is gathered for countries shown on Table 1. 

The list of the 37 countries is provided with their cluster numbers 

and explanation. Status of religion and Muslim population of the 

next two columns are gathered using World Atlas and Nations 

Online
1

. The subsequent columns present GDP per capita in 2015 

and Freedom index, both in year 2015.  
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Table 1: Countries under analysis arranged into 4 clusters by 

their similarity of freedom features 

Country Cluste

r 

State‖s view 

on religion 

Muslim 

populatio

n 

GDP 

per 

Capita 

(PPP $, 

2015) 

Freedo

m Index 

(2015) 

Azerbaijan 1 Secular state >90% 16698.9 6.4 

Bangladesh 1 Secular state >70% 3132.6 6.3 

Burkina Faso 1 Secular state >50% 1596.3 5.9 

Guinea 1 Secular state >70% 1758.3 5.8 

Mali 1 Secular state >90% 1919.2 5.9 

Mauritania 1 Islamic state >90% 3601.6 5.6 

Morocco 1 State 

religion 

>90% 7296.9 6.3 

Niger 1 Neutral 

state 

>90% 908.2 5.7 

Nigeria 1 Secular state >50% 5670.6 6.4 

Pakistan 1 Islamic state >90% 4695.7 5.9 

Senegal 1 Secular state >90% 2293.9 6.2 

Sierra Leone 1 Neutral 

state 

>70% 1314.3 5.8 

Tunisia 1 State 

religion 

>90% 10765.9 6.3 

Bahrain 2 State 

religion 

>70% 43926.5 7.4 

Brunei 2 State 

religion 

>70% 74600.2 6.8 

Kuwait 2 State 

religion 

>70% 68476.3 6.6 

Malaysia 2 State 

religion 

>50% 25001.6 7.2 

Oman 2 State 

religion 

>70% 39873.4 6.6 

Qatar 2 State 

religion 

>70% 119749.

4 

7.4 

Saudi Arabia 2 Islamic state >90% 50723.7 6.2 

United Arab 

Emirates 

2 State 

religion 

>70% 66569.4 7.5 
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Algeria 3 State 

religion 

>90% 13724.7 4.8 

Chad 3 Secular state >50% 2067.1 5.3 

Iran 3 Islamic state >90% 16500.9 5.3 

Libya 3 State 

religion 

>90% 14847.2 5 

Yemen 3 Islamic state >90% 2308.6 6.2 

Albania 4 Secular state >50% 10970.5 7.5 

Bosnia-Herzegovina 4 Neutral 

state 

>50% 10932.5 6.6 

Egypt 4 State 

religion 

>90% 10095.6 5.7 

Gambia 4 Secular state >90% 1568 7.2 

Indonesia 4 Neutral 

state 

>70% 10367.7 7 

Jordan 4 State 

religion 

>90% 8491.1 7.5 

Kazakhstan 4 Secular state >70% 23524.1 7.2 

Kyrgyzstan 4 Secular state >70% 3237.6 6.9 

Lebanon 4 Secular state >50% 13352.7 6.9 

Tajikistan 4 Secular state >90% 2640.6 6.8 

Turkey 4 Secular state >90% 23388.5 6.8 

 

GDP per Capita and Growth Rates 

After building up a list of countries under analysis, data on 

economic freedom variables, GDP per capita, and 1-year GDP 

growth is collected. The World Bank‖s data, 2008-2015, for GDP per 

capita (in purchasing power parity USD with a base-year 2011) and 

its 1-year growth rate of the 37 Islamic countries are firstly matched 

with the 24 freedom variables, behind Fraser Institute‖s Freedom 

Index
2

.  

Freedom Index and Underlying Variables 

Fraser Institute‖s 24 freedom variables as well as, their freedom 

index (25
th

) based on the previous ones, are used in this study. The 

institute published recently EFW panel database for consistent time 
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series data.  The 24 variables fall under 5 broader classes, which also 

form five aggregated variables themselves. Only the five major 

variables are used in clustering, section 3.1, while in more detailed 

subsequent principal component analysis of section 3.2, the focus is 

on the 24 underlying freedom variables, GDP per capita and growth, 

which are used in PCA (instead of the freedom index or the broader 

class variables). They include the following: 

Size of government: 1A) Government consumption; 1B) Transfers 

and subsidies; 1C) Government enterprises and investment; 1D) Top 

marginal tax rate; 

Legal system and property rights: 2A) Judicial independence; 2B) 

Impartial courts; 2C) Protection of property rights; 2D) Military 

interference in rule of law and politics; 2E) Integrity of the legal 

system; 2F) Legal enforcement of contracts; 2G) Regulatory costs of 

the sale of real property; 2H) Reliability of police; 2I) Business costs 

of crime; 

Sound money: 3A) Money growth; 3B) Standard deviation of 

inflation; 3C) Inflation: most recent year; 3D) Freedom to own 

foreign currency bank accounts; 

Freedom to trade internationally: 4A) Tariffs; 4B) Regulatory trade 

barriers; 4C) Black-market exchange rates; 4D) Controls of the 

movement of capital and people; and 

Regulation: 5A) Credit market regulations;5B) Labor market 

regulations;5C) Business regulations. The section headings are in 

boldface capital and uppercase letters. 

Clustering Analysis 

There are various possible reasons to use data clustering methods. 

For example, with a lot of variables these methods can be used to 

reduce complexity/dimensionality, and/or they can be used to reveal 

hidden patterns in the data. There exist a wide range of data 

clustering methods, some falling under supervised methods, some, 
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like K-means clustering and principal component analysis (PCA) 

used in this study (PCA) and its regression-based counterpart Factor 

Analysis (FA)
 27, 28, 29

. 

K-means clustering uses the 5 broader class freedom variables (size 

of government, legal system and property rights, sound money, 

freedom to trade internationally, and regulation) and GDP per capita 

and its 1-year growth rate, totally 7 variables to group the 37 Islamic 

countries into 4 clusters. Using the broader categories of variables,it 

isensured that countries are not dropped outdue to missing data, 

while more specific data may not add value to the clustering. Table 1 

showed the assigned clusters. It is typical, based on conducted 

clustering analysis that countries stay in same clusters. No cluster 

belonged to more than two clusters during the eight-year analysis 

period. A country is assigned to its final cluster to which it has 

belonged most of the eight years; if a country is assigned to two 

clusters as often, then the latest year‖s assignment determines 

country‖s final cluster.  

Appendix A summarizes how GDP per capita is plotted against 

freedom variables. This gives a quick glance at possible relations of 

the variables. It seems clear that most of freedom variables correlate 

positively with GDP per capita; 5-6 variables show different 

behavior: Size of government in the form of 1A (government 

consumption) and 1C (government enterprises and investment) is not 

clearly positively correlated with GDP. The same unclear relations 

are seen by sound-money variables 3B (variation in inflation) and 3D 

(freedom to foreign currency bank account), although the last one is 

possibly positively related. This is interesting as they represent 

aspects of fiscal and monetary policies, respectively. Also, 4C (black-

market exchange rates) shows rather negative correlation with GDP, 

while4D (controls of the movement of capital and people) again is 

not clear from the plot, but it is likely still positively correlated. 

K-means clustering leads to 4 clusters of sizes 13, 8 5 and 11. 

Afterwards, K-means algorithm is implemented and used to cluster 

countries together, based on their similarities. The intuition behind 
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K-means is that it conducts an iterative process, starting from some 

initial center values/centroids and assigns the closest case 

observations of each centroid; after assignments, new centroid is 

calculated, and assignments are conductedagain. This will be repeated 

until the cases do not get new assignments. Shortly, the k-means 

procedure can be divided into three phases: 

Initialization of centroids. This is typically done randomly; 

Finding closest centroids for all cases and assigning them to the 

clusters; and 

Computing centroid means; and returning to 1) until the process 

stabilizes. 

Principal Component Analysis (PCA) 

Principal component analysis (PCA) is used to perform 

dimensionality reduction, i.e., to reduce the number of 

features/variables of a complex dataset. PCA is an old method, but it 

is ever more used as the available data and thus available variables 

keep increasing. PCA may reveal hidden simplified structures that 

underlie  (cf., Shlens, 2014
28

), by transforming original variables into 

a smaller set of new variables known as principal components (PCs), 

which are not linearly correlated with each other (they are 

orthogonal). If the original variables are already uncorrelated 

(orthogonal), PCA is not going to produce useful results as, in such 

case, it only orders the variables in decreasing order by their 

variances. In this study with the 26 variables used in PCA, this is not 

a case and we can expect significant reduction in dimensions. Shortly, 

the conducted PCA process can be explained as follows. 

PCA implementation, firstly, requires normalization of original 

variables by subtracting the mean of each variable and by scaling, 

typically through dividing by the standard deviation. This will make 

sure that all variables are in the same range; otherwise the 
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transformed new variables, PCs, will favor the variable with largest 

scale of values, which would be GDP per capita in dataset. 

After we compute the correlation matrix, we obtain two tests 

indicating the suitability of the data for factor detection. The KMO 

(Kaiser-Meyer-Olkin) measure of sample adequacy indicates the 

proportion in our variables that may be caused by underlying 

factors. For the entire dataset of 37 countries, the value 0.834 (>0.5) 

indicates that the PCA is applicable to our data. Bartlett‖s test of 

sphericity checksthe hypothesis that the correlation matrix is an 

identity matrix; the significance 0.000 (< 0.05) indicates that the 

PCA is applicable. Similarly, for all four clusters, KMO measures 

indicate adequacy and significances show that PCA can be applied. 

By the principle of cumulative proportion of the explained 

variance from Table 2, we will retain 7 PCs, which explain 72, 8% of 

the total variance for the entire dataset of 37 countries. Appendix B 

shows the corresponding tables for each cluster. The selection of the 

number of PCs depends, in general, on the tolerance level and the 

wanted precision. For the 13 countries of cluster 1, 7 PCs, explaining 

76.7% of the total variance, are retained. For the 8 countries of 

cluster 2, we retain 8 PCs, explaining 83.3% of the total variance. For 

the 5 countries of cluster 3, 5 PCs, explaining 80.1% of the total 

variance, are retained, and, for the 11 countries of cluster 4, 7 PCs, 

explaining 78.3% of the total variance, are retained. 

 

Table 2: Total variance explained – all countries 

All Countries: Total Variance Explained 

P

C 

Initial Eigenvalues Extraction Sums of 

Squared Loadings 

Rotation Sums of 

Squared Loadings 

Tot

al 

% of 

Varia

nce 

Cumula

tive % 

Tot

al 

% of 

Varia

nce 

Cumula

tive % 

Tot

al 

% of 

Varia

nce 

Cumula

tive % 

1 8.8

38 

33.99

2 

33.992 8.8

38 

33.99

2 

33.992 6.7

58 

25.99

3 

25.993 

2 2.5

77 

9.913 43.905 2.5

77 

9.913 43.905 2.4

38 

9.375 35.369 

3 1.9 7.657 51.563 1.9 7.657 51.563 2.3 9.104 44.473 
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91 91 67 

4 1.8

67 

7.181 58.744 1.8

67 

7.181 58.744 2.3

42 

9.009 53.482 

5 1.3

97 

5.373 64.117 1.3

97 

5.373 64.117 2.3

11 

8.888 62.369 

6 1.2

36 

4.755 68.872 1.2

36 

4.755 68.872 1.4

22 

5.47 67.84 

7 1.0

17 

3.912 72.783 1.0

17 

3.912 72.783 1.2

85 

4.944 72.783 

8 0.8

81 

3.387 76.171     

 

  9 0.8

22 

3.162 79.332 

1

0 

0.6

78 

2.607 81.94 

 

Afterwards it is required to compute the covariance matrix of the 

original data, i.e., the variances of each variable with respect to other 

variables. A covariance matrix gives eigenvalues, which represent the 

relative variance of variables indicating the amount of variance 

explained by each principal component, PC. The eigenvectors are 

the weights used to compute the PCs‖ scores, thus, they determine 

the PCs. 

PCs correlate with original (normalized) variables. These 

correlations, or eigenvectors, are called loadings (the columns of 

Table 3 for the entire data of 37 countries). They simply show the 

amounts of loads that are shared with original attributes, i.e., how 

much the variation in variables is explained by PCs. The PC with the 

greatest loading is considered as the most meaningful of the new 

variables.  

The components,withabsolute values, greater than 0.5 will be 

considered. They are highlighted on grey in Table 3. Frequently, 

numerous variables load moderately on each component, in 

comparison with the ideal situation in which each variable strongly 

loads on only one component. To improve this fact, Table 3 shows 

the performed rotation on the components after the PCA, to aim at 

obtaining the simpler situation, when the coefficients of a 
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component are close either to 1 or to 0. As the PCs are linear 

combinations of the original variables weighted by their 

contribution to explain the variance, the PCs can be formulated as 

follows. 

All countries: The coefficients of the components in each PC are 

the bolded in Table 3 for the 31 countries of our dataset (as 6 

countries of our original dataset are excluded due to missing data for 

some variables). The first PC is the most important as it explains the 

largest part of the variance in the data; in overall, PCs are in 

decreasing order of their importance: 

 

Table 3: Component matrices with eigenvectors (loadings) – all 

countries 

All Countries: Rotated Component Matrix 

Freedom Variable Principal Component 

1 2 3 4 5 6 7 

GDPperCap 0.55

1 

0.11

1 

0.35

2 

0.05

3 

0.53

2 

0.10

5 

0.07

9 

1Yr_Growth_of_GDPperCap 0.04

4 

0.12

2 

-

0.12

6 

0.01

6 

-

0.09

6 

-

0.74

5 

0.12

4 

1A_Government_consumptio

n 

-

0.39

3 

-

0.15

6 

-

0.00

1 

-

0.17

1 

-

0.76

6 

-

0.07

6 

0.01

6 

1B_Transfers_and_subsidies -

0.10

8 

0.16

3 

0.08

9 

-

0.69

0 

0.09

6 

-

0.20

1 

-

0.39

4 

1C_Government_Enterprises 

_and_investment 

-

0.05

0 

0.02 0.01

2 

-

0.01

5 

-

0.08

6 

0.00

1 

0.89

8 

1D_Top_marginal_tax_rate 0.26

9 

0.00

8 

0.83

7 

0.01

6 

0.14

4 

-

0.01

8 

0.06

0 

2A_Judicial_independence 0.87

0 

0.00

2 

0.23

1 

-

0.02

0 

0.18

8 

-

0.03

5 

-

0.07

5 

2B_Impartial_courts 0.89

8 

0.16

0 

0.08

3 

-

0.04

0.04

4 

-

0.08

-

0.14
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4 9 3 

2C_Protection_of_property_ri

ghts 

0.93

5 

0.03

6 

0.11

5 

-

0.00

2 

0.04

5 

0.00

1 

-

0.01

9 

2D_ Military_interference 

_in_rule_of_law_and_politics 

0.59

7 

0.05

6 

0.17

9 

0.25

0 

0.31

2 

0.05

3 

0.12

4 

2E_Integrity_of_the_legal_syst

em 

0.64

8 

-

0.02

9 

0.07

4 

0.27

0 

0.34

9 

0.13

7 

0.12

2 

2F_Legal_enforcement_of_con

tracts 

0.12

5 

0.00

5 

0.06

6 

0.80

1 

0.22

5 

-

0.14

8 

-

0.20

9 

2G_Regulatory_restrictions 

_on_the_sale_of_real_property 

0.29

3 

0.05

2 

0.31

1 

0.72

0 

0.19

4 

-

0.05

9 

-

0.03

9 

2H_Reliability_of_police 0.91

3 

0.15 -

0.01

1 

0.09

6 

0.09

9 

0.04

6 

-

0.05

3 

2I_Business_costs_of_crime 0.73

2 

0.29

4 

0.00

2 

0.22

7 

0.23

8 

-

0.03

8 

0.01

3 

3A_Money_growth 0.10

1 

0.25

8 

-

0.07

1 

-

0.02

5 

-

0.11

4 

0.69

3 

0.18

5 

3B_Standard_deviation_of_infl

ation 

-

0.07

4 

-

0.00

9 

-

0.30

0 

-

0.15

3 

-

0.78

5 

0.11

2 

0.23

1 

3C_Inflation_of_most_recent_

year 

0.20

5 

0.73

7 

-

0.23

9 

-

0.01

3 

0.08

2 

0.25

2 

0.03

0 

3D_Freedom_to_own_foreign 

_currency_bank_accounts 

0.17

4 

-

0.13

9 

0.69 0.46

1 

0.12

3 

0.03

4 

0.06

0 

4A_Tariffs 0.00

6 

0.67

7 

0.39

2 

0.16

4 

0.25

5 

0.14

5 

-

0.10

6 

4B_Regulatory_trade_barriers 0.60

8 

0.08

9 

0.15

2 

0.17

3 

-

0.17

0 

0.23

8 

0.09

2 

4C_Black_market_exchange_r

ates 

0.08

0 

0.61

2 

0.21

7 

-

0.09

-

0.24

-

0.03

0.16

5 
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7 1 4 

4D_Controls_of_the_moveme

nt 

_of_capital_and_people 

0.49

7 

0.32

4 

0.25

4 

0.33

6 

-

0.39

5 

0.22

6 

-

0.06

0 

5A_Credit_market_regulations 0.24

2 

0.68

6 

-

0.08

6 

-

0.08

5 

0.12

9 

-

0.18

1 

-

0.08

8 

5B_Labor_market_regulations 0.29

4 

0.36 0.57

5 

0.01

5 

0.06

9 

0.15

7 

-

0.20

8 

5C_Business_regulations 0.81

9 

0.20

4 

0.22

9 

0.22

8 

-

0.00

2 

-

0.06

9 

-

0.01

8 

PC1 = 0.935*2C_Protection_of_property rights + 

0.913*2H_Reliability_of_police  

        + 0.898*2B_Impartial_courts + 

0.87*2A_Judicial_independence 

        + 0.819*5C_Business_regulations + 

0.732*2I_Business_costs_of_crime  

        + 0.648*2E_Integrity_of_the_legal_system + 

0.608*4B_Regulatory_trade_barriers  

        + 

0.597*2D_Military_interference_in_rule_of_law_and_politics + 

0.551*GDPperCap 

PC2 = 0.737*3C_Inflation_in_most_recent_year + 

0.677*4A_Tariffs  

        + 0.686*5A_Credit_market_regulations + 

0.612*4C_Black_market_exchange_rates 

PC3 = 0.837*1D_Top_marginal_tax_rate + 

0.69*3D_Freedom_to_own_ 

            foreign_currency_bank_accounts + 

0.575*5B_Labor_market_regulations 

PC4 = 0.801*2F_Legal_enforcement_of_contracts + 

0.72*2G_Regulatory_restrictions_on_ 

            the_sale_of_real_property -

0.69*1B_Transfers_and_subsidies 
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PC5 = -0.785*3B_Standard_deviation_of_inflation -

0.766*1A_Government_consumption 

PC6 = - 0.745*1Yr_Growth_of_GDPperCap+ 

0.693*3A_Money_growth 

PC7 = 0.898*1C_Government_enterprises_and_investment 

 

PC1 is seen to represent mostly legal system and specifically 

property rights. It explains > 40% of the total variance of all 

freedom variables. In general, legal framework, freedom to trade, and 

business, labor and credit regulations cover most of the first two 

PCs. On the category level, sound money is followed in importance, 

while government size explains the least of the 5 categories. Next, 

PCs for each cluster are formulated, while the coefficients are taken 

from the tables of rotated component matrices seen in Appendix C.  

 

Cluster 1: the retained seven principal components can be written 

as: 

 

PC1 = 0.850*2B_Impartial_courts + 

0.785*2C_Protection_of_property_rights 

        + 0.774*2A_Judicial_independence + 

0.591*5C_Business_regulations  

        + 0.575*2H_Reliability_of_police  

        + 0.567*2D_ 

Military_interference_in_rule_of_law_and_politics 

PC2 = 0.908*2F_Legal_enforcement_of_contracts  

        + 

0.865*2G_Regulatory_restrictions_on_the_sale_of_real_property  

- 0.817*3B_Standard_deviation_of_inflation + 0.659* 

GDPperCap  

        + 

0.553*3D_Freedom_to_own_foreign_currency_bank_accounts 

PC3 = - 0.767*5A_Credit_market_regulations + 

0.719*2E_Integrity_of_the_legal_system  
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         + 0.708*4B_Regulatory_trade_barriers  

         + 

0.603*4D_Controls_of_the_movement_of_capital_and_people 

          - 0.521*1B_Transfers_and_subsidies 

PC4 = - 0.879*1D_Top_marginal_tax_rate + 

0.750*2I_Business_costs_of_crime 

          - 0.516*1A_Government_consumption 

PC5 = - 0.842*1C_Government_Enterprises_and_investment  

         + 0.741*5B_Labor_market_regulations 

         + 0.630*4A_Tariffs 

PC6 = 0.756*3A_Money_growth + 

0.723*3C_Inflation_of_most_recent_year 

PC7 = 0.852*4C_Black_market_exchange_rates 

 

Cluster 2: PCs are formulated as: 

 

PC1 = 0.876*2B_Impartial_courts + 

0.827*2A_Judicial_independence  

        + 0.824*2H_Reliability_of_police  

        + 0.758*5C_Business_regulations + 

0.641*2C_Protection_of_property_rights 

        + 0.581*2I_Business_costs_of_crime 

PC2 = 0.912*1A_Government_consumption - 

0.868*2E_Integrity_of_the_legal_system 

        + 0.739*3B_Standard_deviation_of_inflation 

PC3 = 0.912*4A_Tariffs + 0.767*1D_Top_marginal_tax_rate  

        + 

0.765*3D_Freedom_to_own_foreign_currency_bank_accounts + 

0.522* GDPperCap 

PC4 = 

0.794*4D_Controls_of_the_movement_of_capital_and_people 

          - 0.750*1C_Government_Enterprises_and_investment 

PC5 = 

0.799*2G_Regulatory_restrictions_on_the_sale_of_real_property  
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          - 0.744*5B_Labor_market_regulations + 

0.608*2F_Legal_enforcement_of_contracts 

PC6 = 0.816*3C_Inflation_of_most_recent_year + 

0.699*1Yr_Growth_of_GDPperCap 

        + 0.682*3A_Money_growth 

PC7 = - 0.899*2D_ 

Military_interference_in_rule_of_law_and_politics 

PC8 = 0.799*5A_Credit_market_regulations 

 

Cluster 3: the principal components are: 

 

PC1 = 

0.916*3D_Freedom_to_own_foreign_currency_bank_accounts  

+ 

0.866*2G_Regulatory_restrictions_on_the_sale_of_real_property  

 + 0.806*4B_Regulatory_trade_barriers + 

0.783*1D_Top_marginal_tax_rate 

 + 0.780*2F_Legal_enforcement_of_contract - 

0.741*1B_Transfers_and_subsidies  

 + 0.643*2D_ 

Military_interference_in_rule_of_law_and_politics 

 + 0.562*5C_Business_regulations + 

0.531*2C_Protection_of_property_rights 

PC2 = 0.844*2I_Business_costs_of_crime + 

0.818*2H_Reliability_of_police 

 - 0.750*5B_Labor_market_regulations + 

0.735*2B_Impartial_courts 

 +0.616*3B_Standard_deviation_of_inflation 

PC3 = - 0.867*2E_Integrity_of_the_legal_system 

 + 

0.798*4D_Controls_of_the_movement_of_capital_and_people + 

0.772*4A_Tariffs 

 - 0.768*2A_Judicial_independence - 0.737*GDPperCap  

 + 0.509*1A_Government_consumption 
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PC4 = 0.831*1C_Government_Enterprises_and_investment  

 - 0.678*3C_Inflation_of_most_recent_year - 

0.539*5A_Credit_market_regulations 

PC5 = -0.889*1Yr_Growth_of_GDPperCap + 

0.696*3A_Money_growth 

 

Cluster 4: PCs of the last cluster are: 

 

PC1 = 0.939*2B_Impartial_courts + 

0.878*2A_Judicial_independence  

 + 0.829*2C_Protection_of_property_rights + 

0.717*2H_Reliability_of_police 

 + 0.614*5C_Business_regulations 

PC2 = 0.791*2F_Legal_enforcement_of_contracts - 

0.732*4B_Regulatory_trade_barriers 

 - 0.714*3B_Standard_deviation_of_inflation 

 + 

0.714*2G_Regulatory_restrictions_on_the_sale_of_real_property 

PC3 = 0.767*3A_Money_growth + 

0.649*5B_Labor_market_regulations  

 + 0.673*3C_Inflation_of_most_recent_year 

 + 0.527*2D_ 

Military_interference_in_rule_of_law_and_politics 

PC4 = 0.870*GDPperCap + 

0.634*1C_Government_Enterprises_and_investment 

 - 0.546*1A_Government_consumption 

PC5 = 0.708*4C_Black_market_exchange_rates + 

0.675*5A_Credit_market_regulations 

 + 0.642*4A_Tariffs + 0.517*2I_Business_costs_of_crime 

PC6  =0.817*2E_Integrity_of_the_legal_system - 

0.749*1Yr_Growth_of_GDPperCap 

 +0.581*4D_Controls_of_the_movement_of_capital_and_pe

ople 

PC7  =0.789*1D_Top_marginal_tax_rate  



Islamic Countries Clustered and Analysed 

|97| 

 + 

0.721*3D_Freedom_to_own_foreign_currency_bank_accounts  

 + 0.640*1B_Transfers_and_subsidies 

Multiple Correspondence Analysis (MCA) 

Following Kassambara (2017)
30

, the multiple correspondence, 

analysis (MCA) was conducted on 9 variables: the 5 category-level 

freedom variables, freedom index, state‖s view on religion, GDP, and 

the 1-year growth of GDP using the data from year 2015. MCA is a 

similar method for categorical (qualitative) variables as PCA is for 

quantitative variables. Dimensions below correspond to the principal 

components (PCs) in PCA. Here, also freedom variables were 

transformed to low, medium and high qualitative classes, so that a 

country is assigned to a low class if its variable value is lower than the 

1
st

 quartile level of the dataset of 37 countries. It is graded to a 

medium class if it belongs to a range from the 1
st

 to 3
rd

quartile and 

ranked high when it is larger than the 3
rd

 quartile level. For example, 

Low-Free-Ind indicates a low class of the freedom index, Med-Free-

GovSize represents the medium class for Government size, and Hi-

GDP represents higher than the 3
rd

 quartile level of GDP. 

On the right side of Table 4, the most important factors for five 

first dimensions are seen (corresponding to loadings of Table 3 in 

PCA). The first dimensions explain most of the variation in data 

(like PCs in PCA). Here, the 1
st

 dimension explains 20.1%, of total 

variation, the 2
nd

 explains 14.1%, and the five first dimensions 

explain cumulatively 60.9%. Freedom categories of both high and 

low (international) trade (Hi-/Low-Free-Trade), high and low 

freedom index (Hi-/Low-Fee-Ind), high and low regulation (Hi-

/Low-Free-Reg), high and low legal system and property rights (Hi-

/Low-Free-Legal) and high GDP (Hi-GDP) explain most of the 1
st

 

dimension (Dim1), while also state religion and low GDP are 

meaningful for the dimension. For the 2
nd

 dimension (Dim2), secular 
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state (and state religion), medium legal system and property rights, 

high freedom of government size are the most important factors, 

while high 1-year GDP growth, low freedom index, high freedom of 

sound money (Hi-Free-Money) and low freedom of (international) 

trade play a role. 

By squared correlations (not making a difference between 

low/medium/high classes), (qualitative) freedom index 

(Quali_Freedom_Index), freedom to trade internationally, freedom 

from regulation and GDP per capita are the most important 

categories explaining the 1
st

 dimension, while state‖s view on religion 

explains somewhat both the 1
st

 and the 2
nd

 dimension. Freedom from 

government size and sound money, explains somewhat the 2
nd

 

dimension, while 1-year GDP (per capita) growth is the least 

meaningful of the qualitative categories used in MCA. They are all 

significant showed by small p-values (Table 4). 

All variable categories can be plotted (including 

low/medium/high classes; the figure is not included here) with 

respect to the 1
st

 and 2
nd

 dimensions. On the first quadrant,  high 

GDP, high freedoms of regulation and legal system and property 

rights partly with state religion are clustered together, i.e., they are 

related and correlate the most significantly with the two dimensions, 

while the same is true for high freedom index and high freedom to 

internation trade with respect to the 1
st

 dimension. On the second 

quadrant, low freedom index and low freedom to international trade 

together with low freedom from regulation and the Islamic state are 

related and explain together the both of the two dimensions. On the 

third quadrant, high 1-year GDP growth and neutral state correlate 

mostly with both dimensions, while low GDP only with the 1
st

 

dimenson and high freedom of government size and secular state 

correlate with the 2
nd

 dimension. On the fourth quadrant, high 

freedom index explains the 1
st

 dimension and high freedom of sound 

money the 2
nd

 dimension.  

  



Islamic Countries Clustered and Analysed 

|99| 

Table 4: Qualitative variables (left) visualised categories of 

variables (right) w.r.t. dimensions 

Qualitative Variables Categories 

Dim1 

 

 

 

 

  

  R
2
 p-value 

  

  

5_Quali_Regulation 

0.6

95 

1.747E-

09 

  

  

4_Quali_Freedom_to_Trade_Inter

nationally 

0.6

76 

4.864E-

09 

  

  

Quali_Freedom_Index 

0.6

66 

8.044E-

09 

  

  

GDPperCap 

0.6

24 

5.969E-

08 

  

  

2_Quali_Legal_System_and_Prope

rty_Rights 

0.5

53 

1.137E-

06 

  

  

StateViewOnReligion 

0.3

26 

0.0042

06 

  

  

      

  

  

Dim2 

  

  

  R
2
 p-value 

  

  

StateViewOnReligion 

0.5

31 

1.296E-

05 

  

  

1_Quali_Size_of_Government 

0.3

73 

0.0003

61 

  

  

2_Quali_Legal_System_and_Prope

rty_Rights 

0.3

64 

0.0004

61 

  

  

3_Quali_Sound_Money 

0.3

20 

0.0014

12 

  

  

GDPperCap_Growth_1yr 

0.2

47 

0.0080

59 

  

  

Quali_Freedom_Index 

0.2

44 

0.0086

12 

  

  

4_Quali_Freedom_to_Trade_Inter

nationally 

0.2

40 

0.0094

41 

  

  

5_Quali_Regulation 

0.2

04 

0.0205

15       
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Figure 3 has shown the similar plots for each variable classes with 

respect to the 1
st

 and 2
nd

 dimensions separately. Medium classes of all 

variables can be seen closest to the middle, i.e. where they are the 

least meaningful correspondents for the 2 most important 

dimensions. Left-side quadrants are related to high variable classes 

and  stated religion, while right-side quadrants are typically related to 

lower variable classes as all other classes of state‖s view on religion. 

 

 

Figure 3: Factor map of variables and categories w.r.t. 1
st

 

and 2
nd

 dimensions 

 

In general, the greatest dispersion of freedom variables away from 

the center (having the largest correlations on dimensions) is seen in 

legal system and property rights, freedom to trade internationally, 

freedom from regulation and freedom index, with depriciating results 

in government size and  money. Of the GDP and its growth, only 

high classes are meaningful, while classes of state‖s view on religion 

are moderately dispersed. 
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Conclusions 

The paper took a hybrid approach to the relationship of economic 

freedoms and GDP by intially finding out similar clusters of 

countries and then,by using principal component analysis, PCA, to 

reveal the most important factors explaining the total variance of the 

large set of variables. Furthermore correlations of qualititave factors 

such as state‖s view on religion were discussed, freedom variables 

were transformed to qualitative classes to find out which variable 

classes are related and could explain other variables. 

Four clusters were formed.  Each cluster wasanalyzed by PCA, 

utilizing individual freedom variables. The entire set of 37 countries 

wassimilarly analysed by PCA, as well as, multicorresponde analysis, 

MCA, focusing on a big picture through considering only the 

broader categories of the freedom variables.  

Future research recommendations include; an analysis of Islamic countries 

using policy factors and required methods, to study the mechanics from(/to) 

freedoms to(/from) GDP and other well-being and measures of 

development. As the direction of causality is not always clear, specifically 

between GDP (gworth) and freedoms, possibly controlling, e.g., for natural 

resourses can be a fruitful approach. Comparative analysis with other 

regions and countries of the world can further lead to important policy 

recommendations. 

NOTES 

                                                        

1

 See: https://www.worldatlas.com/articles/islamic-countries-in-the-

world.html  and http://www.nationsonline.org/oneworld/muslim-

countries.htm 

2

 See Fraser Institute‖s variables and definitions: 

https://www.fraserinstitute.org/economic-freedom/datasetand 

https://www.fraserinstitute.org/economic-freedom/approach; World Bank 

data: https://datacatalog.worldbank.org/dataset/world-development-

indicators 

 

https://www.worldatlas.com/articles/islamic-countries-in-the-world.html
https://www.worldatlas.com/articles/islamic-countries-in-the-world.html
http://www.nationsonline.org/oneworld/muslim-countries.htm
http://www.nationsonline.org/oneworld/muslim-countries.htm
https://www.fraserinstitute.org/economic-freedom/dataset
https://www.fraserinstitute.org/economic-freedom/approach
https://datacatalog.worldbank.org/dataset/world-development-indicators
https://datacatalog.worldbank.org/dataset/world-development-indicators
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APPENDIX A: BIPLOTTING FREEDOM VARIABLES AND GDP

 

APPENDIX B: TOTAL VARIANCE EXPLAINED  

Cluster 1: Total Variance Explained 

P

C 

Initial Eigenvalues Extraction Sums of 

Squared Loadings 

Rotation Sums of 

Squared Loadings 

Tot

al 

% of 

Varia

nce 

Cumula

tive % 

Tot

al 

% of 

Varia

nce 

Cumula

tive % 

Tot

al 

% of 

Varia

nce 

Cumula

tive % 

1 7.2

37 

27.83

5 

27.835 7.2

37 

27.83

5 

27.835 4.3

75 

16.82

7 

16.827 

2 4.1

27 

15.87

3 

43.709 4.1

27 

15.87

3 

43.709 3.8

26 

14.71

5 

31.542 

3 2.6

43 

10.16

5 

53.874 2.6

43 

10.16

5 

53.874 3.1

35 

12.05

7 

43.599 
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4 1.6

82 

6.471 60.344 1.6

82 

6.471 60.344 2.8

59 

10.99

5 

54.594 

5 1.6

58 

6.376 66.72 1.6

58 

6.376 66.72 2.2

81 

8.771 63.365 

6 1.3

53 

5.202 71.922 1.3

53 

5.202 71.922 2.0

67 

7.95 71.316 

7 1.2

31 

4.735 76.657 1.2

31 

4.735 76.657 1.3

89 

5.341 76.657 

 

Cluster 2: Total Variance Explained 

P

C 

Initial Eigenvalues Extraction Sums of 

Squared Loadings 

Rotation Sums of 

Squared Loadings 

Tot

al 

% of 

Varia

nce 

Cumula

tive % 

Tot

al 

% of 

Varia

nce 

Cumula

tive % 

Tot

al 

% of 

Varia

nce 

Cumula

tive % 

1 5.4

84 

21.93

4 

21.934 5.4

84 

21.93

4 

21.934 4.2

97 

17.18

9 

17.189 

2 5.2

79 

21.11

7 

43.051 5.2

79 

21.11

7 

43.051 3.4

86 

13.94

3 

31.131 

3 2.4

99 

9.995 53.046 2.4

99 

9.995 53.046 3.2

93 

13.17 44.302 

4 1.9

02 

7.609 60.655 1.9

02 

7.609 60.655 2.2

85 

9.141 53.443 

5 1.6

71 

6.682 67.337 1.6

71 

6.682 67.337 1.9

84 

7.935 61.378 

6 1.5

52 

6.208 73.545 1.5

52 

6.208 73.545 1.9

68 

7.873 69.25 

7 1.3

3 

5.319 78.864 1.3

3 

5.319 78.864 1.9

45 

7.781 77.032 

8 1.1

1 

4.442 83.306 1.1

1 

4.442 83.306 1.5

69 

6.274 83.306 
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Cluster 3: Total Variance Explained 

P

C 

Initial Eigenvalues Extraction Sums of 

Squared Loadings 

Rotation Sums of 

Squared Loadings 

Tot

al 

% of 

Varia

nce 

Cumula

tive % 

Tot

al 

% of 

Varia

nce 

Cumula

tive % 

Tot

al 

% of 

Varia

nce 

Cumula

tive % 

1 9.5

92 

36.89

2 

36.892 9.5

92 

36.89

2 

36.892 5.8

7 

22.57

7 

22.577 

2 4.7

58 

18.29

9 

55.191 4.7

58 

18.29

9 

55.191 5.3

04 

20.40

1 

42.978 

3 2.9

4 

11.30

9 

66.5 2.9

4 

11.30

9 

66.5 5.0

91 

19.58

1 

62.559 

4 2.2

24 

8.555 75.055 2.2

24 

8.555 75.055 2.7

65 

10.63

4 

73.193 

5 1.3

07 

5.029 80.083 1.3

07 

5.029 80.083 1.7

91 

6.89 80.083 

 

Cluster 4: Total Variance Explained 

P

C 

Initial Eigenvalues Extraction Sums of 

Squared Loadings 

Rotation Sums of 

Squared Loadings 

Tot

al 

% of 

Varia

nce 

Cumula

tive % 

Tot

al 

% of 

Varia

nce 

Cumula

tive % 

Tot

al 

% of 

Varia

nce 

Cumula

tive % 

1 5.1

35 

19.75 19.75 5.1

35 

19.75 19.75 4.0

67 

15.64

1 

15.641 

2 3.9

05 

15.01

9 

34.769 3.9

05 

15.01

9 

34.769 3.2

88 

12.64

6 

28.286 

3 3.3

19 

12.76

6 

47.535 3.3

19 

12.76

6 

47.535 2.7

44 

10.55

3 

38.839 

4 2.7

38 

10.53

1 

58.065 2.7

38 

10.53

1 

58.065 2.6

55 

10.21 49.049 

5 2.2

83 

8.781 66.847 2.2

83 

8.781 66.847 2.6

39 

10.15

2 

59.201 

6 1.9

08 

7.338 74.185 1.9

08 

7.338 74.185 2.4

96 

9.602 68.803 

7 1.0

61 

4.079 78.264 1.0

61 

4.079 78.264 2.4

6 

9.461 78.264 
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APPENDIX C: ROTATED COMPONENT MATRICES OF CLUSTERS 
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Abstract  

“Manṭiqat al-Firāq”, a Shiite economic theory, points to an area in 

religion without a biding legal statement. Presented by S.M.B. al-Ṣadr 

in his book Our Economy, according to the doctrines set forth, 

religion has allowed the Islamic ruler to lay down rules and 

regulations in certain social matters, taking into account the rules, 

according to the needs of time. In his book, Ṣadr divides the 

economic school of Islam into two parts: The part ―Islam‖; has laid 

down its laws and rules, and so they are unchangeable. The part 

―Islamic State‖ is responsible to determine the laws and it must lay 

down the law and order with regard to the needs of time. He is 

arguing that the Prophet (PBUH) used to perform it as well and 

made legislations as the ruler of the society (not as the Prophet), has 

called the latter “Manṭiqat alFirāq”. In his opinion, this type of 

Prophet's laws is not permanent and stable in the Islamic school of 

thought. The present paper aims to review the theory and analyze 

Islamic scholars‖ opinions concerning it. There are defenses and 

criticisms about the theory; e.g., some argue that this theory 

expresses appropriate materials for treating both governmental and 

non-governmental narratives, but does not provide a criterion for 

separating them from each other. His evidences to prove the theory 

and his claims of contradiction between the theory and Qur‖anic 

verses and narratives have faced criticism also, claiming the 

comprehension of Islam and its decrees all these aspects are taken 

into consideration. 

Keywords: Islamic Economy, “Manṭaqat al-Firāq”, Sayed 

Muhammad Baqir al-Ṣadr, Muslim Scholars, Islamic State 
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Introduction and Background  

The theory of “Manṭiqat al-Firāq” (منطقة الفراغ) among the Sunni 

scholars is more popular and historical than Shi'as, and they often 

refer to it as “Manṭiqat al-‘Afw”(منطقة العفو).
1

 Some have compared it to 

the theory of “Maṣāliḥ Mursala” (مصالح مُرسَله)
 2

 or “Maqāṣid al-

Sharī‘a”(مقاصد الشریعة)
 3

in Sunni jurisprudence, as well. What has 

inspired this belief in Shiite societies in recent years, is its proposal 

by Martyr Sadr (1350-1400 AH)
 4

 in the field of jurisprudence, law 

and economics, and so it is widely believed that this theory is based 

on the initiatives of this Shi'a jurisprudent. Martyr Sadr attempts to 

find out the status of divine law in social life, explaining the 

authority and legislation of the Islamic state. According to the 

definition, “the purpose of Manṭiqat al-Firāq, in the Islamic Sharī'a, is 

a set of cases and affairs in which the Islamic Sharī'a gave rights of 

legislation and implementation to the walī (ولی) or the state, under his 

rule or approval, so that a ruling is appropriate for the changing 

conditions is issued and compulsory this legislation should be such; 

as to guarantee the general objectives of the Islamic Sharī'a”.
5

 

Ali Akbar Ḥā‖rī, a student of Sadr and a Shi'a scholar, believes 

that the theory of Manṭiqat alFirāq has been considered in terms of 

content among both Sunni and Shi'a groups from the early Islamic 

era. This concept has been described in the form of “Manṭiqat al-

Firāq” in some of the martyr Sadr's writings, and so some have 

thought that he has created a new theory. While this is one of the 

basic concepts in the history of Islamic thought, the term of Manṭiqat 

al-Firāq is a product of contemporary age
6

. 

In the writings of some Shi'a scholars, concepts of this theory can 

be traced evidently, such as in Sheikh Ansārī‖sand Mohammad 

Hossein Nā‖īnī.The latter in his book “Tanbīh al-'Ummah wa Tanbīh 

al-Millah”
8

discussthe issue of “religious rules without textual 

backgrounds”, stating that: “In the time of Occultation (ghaybah), the 

provisions of these decrees were given to the jurists.”
9

 He points in 

the area of law making to “prescribed” and “non-prescribed” 
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sentences. One can also find the footprint of the theory in the 

opinions of the Iranian Constitutional Movement, in which the 

constitutionalists distinguished the common (customary) affairs from 

the religious ones
10

.Ayatollah Modarres, an Iranian rebel Shi'ite 

scholar against the regime of the time and during the Constitutional 

Movement, also considered administrative matters as subject to the 

current rules
 11

. Allāmah Tabātabāei, a famous contemporary Shiite 

scholar and interpreter, considered the “partial decrees related to the 

current events that are rapidly changing due to the change of time, 

from the ruling powers of Islam”
12

. Ayatollah Khomeini, known as 

Imam Khomeini in Iran, the leader and founder of the Islamic 

Revolution of Iran, forced on the notion that “the government is a 

branch of the absolute authority of the Prophet (PBUH)”, 

considered the government as one of the early decrees of Islam, 

conferring extensive authority for the Islamic ruler
 13

. Others referred 

to the “Sharī'a Purposes” (مقاصد الشریعة) and “the Way to Purposes”, 

believed that the former is to be fixed and the latter is to be 

considered as a variable
14

.  

Among the Sunnis, Ibrahim ibn Musa al-Shāṭibī (d. 790 AH), 

apparently, was the first one to mention the “Sharī'a Purposes” in his 

book “Al-Muwāfiqāt fī 'Uṣūl al-Sharī‘a”. Shāṭibī, then was 

excommunicated because of discussing this theory. Mohammed bin 

―Āshūr later published this book in Tunisia, 1315 AH, which 

discussed the “Sharī'a Purposes”.  

Among many views, what distinguishes the theory of “Manṭiqat 

al-Firāq” is the definition and delimitation of a “specific region”, 

which, due to its evolution, continued changing, and non-firmness, 

the ruler and Islamic government can, in accordance with the 

principles, rules and objectives, lay down laws that are appropriate to 

the circumstances
 15

. This paper aims to discuss and analyze the 

“Theory” from various theoretical and practical aspects. What is 

important to know, is to reach the necessity of the theory, it‖s in-

depth and clear meaning, it‖s evolution by, before and after Sadr, it‖s 

conflictions with Sharī―a and Islam, and its practical aspect in human 
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life and Islamic government. Some of the aspects are discussed and 

evaluated 
16

 in this research. 

The Belt of Lacuna: Primary Theory  

In 1993, Sadr in a brief but useful treatise, while giving response to a 

request from a group of his students and scholars of Lebanon, wrote:  

 

“when we say Islamic Sharī'a is the only source of legislation 

it means: the Constitution is due to Islam, and other laws of 

the Islamic Republic in the light of those laws in the Islamic 

Republic are issued as follows: The fixed laws of the Sharī'a, 

which are fully established in jurisprudence, are, to the 

extent that they are related to social life, the firm part of the 

constitutional laws, whether or not they are specified in the 

Constitution. Wherever the Sharī'a decrees are controversial 

by the jurisprudents, all social opinions are valid, but the 

power to elect each of them (as a law) is the responsibility of 

the Legislature, which is done on the general interest. 

Wherever the Sharī'a does not have a binding and decisive 

decree of considering something as obligatory (wājib) or 

forbidden (ḥarām), the Legislature elected by the people can 

lay down any law that it considers appropriate, provided 

that it is not in conflict with the Constitution. The realm of 

these laws is called “Manṭiqat alFirāq”, including all areas 

Sharī'a has given authority to men in order to choose and do 

freely.”
17

 

 

Sadr did not explain more than this in his letter, but he firstly 

discussed this theory extensively in his famous book “Our Economy” 

  .and discussed it (اقتصادنا)
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The Belt of Lacuna: Extensive Theory in “Our 

Economics”  

In this thorough study, Sadr has tried to introduce Islamic economic 

school with the help of economic concepts and legal system of Islam. 

According to his view, to achieve this, a scattered and separate study 

of economic judgments is not enough, but instead of researching 

directly in the economic system, it should be investigated in the legal 

system, because each of the individual sentences and orders, in their 

appropriate place, would become meaningful and effective only in 

the light of legal system itself.  

Accordingly, he speaks of a sphere of social life in which the 

lawmaking responsibility falls to the government, and the holy 

legislator (shāri') deliberately leaves “binding decrees” in this area, in 

order to allow lawmakingin accordance with different conditions and 

meet the needs of time and place, as well:  

 

“In fact, the Islamic economic doctrine consists of two 

sides, one side which is filled on the part of (formerly by) 

Islam in a completed form admitting of no change or 

modification. And the other side which forms the belt of 

lacuna (Manṭiqat alFirāq), the business of the filling of which 

Islam left to the ruler (walīyy ul-'amr) or the ruling 

authorities to be filled in accordance with the demands of 

the general aims and objects of Islamic economics and the 

expediency of the requirement of every age.
18

 

 

He says then:  

 

“Now when we speak of the belt of lacuna we mean by it 

as related to the Islamic legislation and its legislation texts 

and not as it is related to the practical situation in which the 

community of Islam lived during the period of the Prophet 

(PBUH). That lacuna the great Prophet (PBUH) filled to as 
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the aim of the Islamic law in the field of economics 

demanded in the light of the conditions and the 

circumstances in which the then Islamic society lived. 

However, it was not that when the Prophet set out to fill 

this lacuna, he did it his capacity as a prophet, the 

promulgator of divine law, invariably fixed and established 

for every place and time. As to render this particular filling 

as the mode of action of the Prophet in filling up that 

lacuna- interpretive of patterns of permanent legislation, but 

filled it in his capacity or a ruling authority (walīy al-l’amr) 

charged on behalf of Islam with the duty of filling up the 

belt of lacuna in the existing law, in accordance with the 

expediency of conditions and circumstances.”
19

 

 

Sadr then concludes the three followings:  

 

“Firstly: the foundation of the Islamic economic doctrine 

cannot be accomplished without the inclusion of the bell of 

lacuna in its search and the estimation of the possibilities of 

this lacuna as well as the extent to which it is possible for 

the process of filling it to share with belt which was filed on 

behalf of the Sharī―a in the early days of Islam for the 

realization of the aims of Islamic economics. But if we 

neglect to do so it would near the apportioning of the 

possibilities of Islamic economic with a view to its statistic 

elements not with a view to its dynamic elements”.
20

 

 

Secondly, the species of the legislation which the prophet 

affected to fill the lacuna, were not injunctions of permanent 

nature. The Prophet did not issue them in his capacity, as 

the promulgator of the permanently established injunctions 

(which admit no alteration, change or modification) but in 

the sense of his being a ruler and guardian of the Muslims. 

In overall, they cannot be considered a permanent part of 
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the economic doctrine of Islam. They throw light largely on 

the operation of filling up of the lacuna, which must be 

carried out according to the expediency of the circumstances. 

It should be made understandable regarding fundamental 

aims and objects, to which the Prophet adopted his 

economic policy, a thing that always helps filling up the belt 

of the lacuna in the light of these aims.
21

 

 

Thirdly, the economic doctrine of Islam on this basis is 

completely bound up with the system of rule in the field of 

practice. There would be little chance of the lacuna in the 

economic doctrine (system), in the absence of these elements
 

22

. 

 

Sadr then explores in detail the issue and finally concludes that 

the responsibility of the Islamic state in the economy can be 

summarized in two principles of “social security” and “social balance. 

23

 He believes that the achievement of these goals depends on the 

legislative system and therefore all the laws in all fields should be the 

basis for the realization of this vision. In this regard, the Islamic 

Sharī'a has established fixed sentences that are necessary, useful and 

indispensable for this purpose (such as the lawfulness of trade and the 

unlawfulness of usury). However, it has entrusted a large part of the 

provision of legal requirements to the Government in order to carry 

out them with respect to permanent religious laws and social 

expediency:  

 

"The principle of state intervention in economic affairs is 

one of the main principles of Islamic economics. According 

to this principle, the government has broad powers to 

control and monitor economic activities. The boundaries of 

government powers include not only the implementation 

and enforcement of fixed laws and regulations, but also the 

“bell of lacuna”. The government, on the one hand, is the 
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executive body of the permanent religious decrees and, on 

the other, is a regulator that needs to be formulated and 

implemented in accordance with social requirements and 

conditions of the day. In the implementation of the law, it 

puts a check upon people‖s transacting business with interest 

(usury) or acquiring authority over land without reclaiming 

it and enforces social and economic laws and regulations 

directly. Likewise, it carries out itself the dicta with which it 

is directly concerned, for instance, it implements the 

principle of social security and general social balance in 

accordance with the way Islam has permitted for the 

realization of those principles. In the legislative sphere, the 

State will intervene to fill up the lacuna zone (gap) which 

the Islamic enactment of laws has left to it so that it fills up 

according to changing circumstances in the form which will 

guarantee the general aims of Islamic system of economy 

and will realize the Islamic picture (shape) of social justice.”
24

 

Proving the Theory  

To prove the theory, Sadr presents an argument, which can be listed 

as follow:  

“Lateness” and “Eternity” of the Sharī―a  

Some of the students of Sadr believe that among the most important 

roots in the discussion of the belt of lacuna are “lateness” and 

“eternity” of the Sharī―a25

. Sadr argues that the lateness and eternity 

of Sharī'a of Rasul Allah (PBUH) require mechanisms for it to adapt 

itself to the necessary conditions and changes over time. One of these 

mechanisms is the power of Islamic state in the belt of lacuna. On 

this basis, the ruler has the power to make variable decisions in this 

field in order to play an effective role in the immortality of Islam. 

Therefore, he has considered it as a vital element in the Islamic 
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doctrine that leads to the continuation of the form of Islam and 

learning it in all 
26

. 

Comprehensiveness of Sharī'a  

Many of the criticisms and oppositions to the theory go against its 

meaning of the principle of the “fullness of Sharī'a”; i.e., its area 

contains of cases without a canonical decree and to believe in such a 

sphere in Sharī―a means there is a deficiency in it. Sadr states that 

comprehensiveness is examined only in the context of decrees 

(aḥkām) and not in other aspects of religion. In the jurisprudence, 

scholars have argued it as the rule of “nafy-u khuluw-I al-waqā’I' ‘an 

al-ḥukm”. He accepts this rule according to the Divine knowledge 

and mercy, which requires Allah to perform the best law for His 

creatures 
27

. On the contrary, it expresses the comprehensibility of 

the form and the power of the law, to keep in pace with diverse ages 

because the Sharī―a has not left the zone of lacuna in a form that leads 

to the lack of proper attention or deficiency
28

. He proves its 

arguments by presenting examples, indicating that the cultivation of 

a land by an individual is by its nature, an operation legally 

permissible and the head of the State has the right to forbid the 

functioning, according to exigencies of time and circumstances
29

, as 

well as, he points to three narratives in Sunni and Shiite sources
30

. He 

also argues that the claim that Islam is only organizer of individual 

behaviors not social is not suitable because it is impossible to 

differentiate between the behavior of the individual and the society 

from each other, since the social system in embodied in the 

individual behaviors
31

.  

Proofs of Belt of Lacuna  

From the Qur‖anic verse 4: 59, it is concluded that the necessity of 

obeying the Ruling Authority (walīy al-l’amr) in any era and time, 

and the necessity of this obedience requires, commanding and 

forbidding in certain affairs in which a direct assignment has not 

been prescribed from the holy legislator (shāri'), i.e. belt of lacuna 
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(Manṭiqat al-Firāq)
32

. This is the most important proof rendered by 

Sadr to prove his theory.  

Four narratives have been brought to limelight, to make this theory 

clearer, including: Prophet (PBUH)‖s forbiddance from not 

bestowing extra water and herbs, his prevention from buying a green 

fruit, unlawfulness of renting a land in special cases, or Ali b. Abi 

Ţālib‖ commandments, concerning limits of fees as well as his advises 

to the merchants. All are not concluded in lawful and unlawful 

decrees of Sharī―a, but are under the decision of the Head of the 

Islamic State
33

. 

Delimitations in the Theory  

As mentioned before, after the exact meaning of the theory, what 

mostly challengeable is focused on the delimitation of a “specific 

region” and “the proper authority” (walīy al-l’amr) for issuing affairs 

of the belt of lacuna. Afterwards, the issues of its “decrees (aḥkām)” 

and “criteria/standards” are considerable, as well.  

Specific Region 

According to the verse 4: 5, Sadr proves the era of the belt of lacuna, 

limiting it to any allowed (mubāḥ)
35

 affair in its prime nature, on 

which no biding prescribed decree (Sharī―a) has been issued
36

. Sadr 

allocates this theory only to non-compulsory recommended 

(mustaḥab), makrūh, and mubāh decrees.  

Moreover, he divides man‖s relations into two kinds of relations with 

the nature – the wealth – which isexemplified in his mode of their 

production, and his control over them (the modes and man‖s 

relations) with man, and relations with the other humans, his 

brothers, which are reflected in the rights and privileges which this 

or that man has acquired
 37

. Islam, as we picture (conceive) it, 

distinguishes between these two species (classes, categories) of 

relationship. It is of the opinion that the former change with the 

passage of time, but the latter by its nature is unchangeable
 38

. Islam 
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disagrees as to this with Marxism, which believes doctrinally that 

man‖s relation with man changes in accordance with the change of 

his relation with nature and links the form of distribution with the 

mode of production. It refuses the possibility of the discussion of the 

problems of the society except in the frame of its relationship with 

nature. It is, therefore, but natural, on this basis, for Islam to offer its 

principle of theory and law which is, as such, capable of regulating 

the relationships of man with man in diverse ages
39

.  

Sadr finally concludes that it is on this basis that Islam has composed 

“the zone of lacuna”, in the juridical form; in order to reflect and 

keep pace with the dynamic element, the change of relationship 

between man and nature
40

. On this regard, some of his students 

disputed on the limits of the era of lacuna and presented different 

views, some of which are similarly on Sadr‖s views and some are 

opposite to him.
41

 

Proper Authority 

As for the delimitation of “the proper authority” (walīy al-l’amr), who 

according to Sadr is responsible for executing affairs in the belt of lacuna, 

there are disputes as well. He delivers two kinds of Islamic state in his 

different writings: 1- divine state, which is designated from the holy Prophet 

(PBUH) and the Twelve Infallibles (Imams) (pbuth) without interfering of 

people. In such, the main guarantee for the Islamic state is that the Head 

must be immune from sins and error (being Infallible or ma'ṣūm)
 42

. 2- 

During the Occultation, based on the verse 42: 38 (wa amruhum showrā 

baynahum), if there is no clear legal text (naṣṣ), the community can choose a 

person as the Head of the Islamic state or decide on the decisions they have 

made in the form of a council (consensually)
43

. In fact, he is responsible for 

matching the affairs of the Islamic government and the basic laws with the 

divine religion.  

It seems that Sadr did not specify the meaning of walīy al-l’amr. Through his 

divisions of the kinds of states and his statements, it is realized that he 

believed in three examples of the proper authority for the Islamic state in the 

period of Occultation: authorities elected by people (shawrā), jurists (fuqahā), 

caliphate and succession of the community (nīābat and khilīfah of ‘Ummah)
44

. 

There is no consensus among the students about the relation between the 
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three theories, especially since the third view that seems to be the sum of the 

views of the former (first and second), and it is not known when it was 

involved in his mind
 45

. Sadr‖s views indicate that the public interference or 

their representatives in the issues of “the belt of lacuna” is justified only via 

consultation and finally the walīy al-l’amr or Marja'īyat (or capable just 

Mujtahid) is he who supervise such affairs in order not to be contradictory to 

the Divine Law
46

.  

Decrees (aḥkām) of the Belt of Lacuna 

Sadr in his writing, divides decrees (aḥkām) into the decrees of the Belt of 

Lacuna and the decrees of Sharī'a47

. He distinguishes between Sharī'a‖s 

calling them “rules” and “teachings”
48

. As he points to some features of 

“rules”, we can understand that they are as the same as the decrees of the Best 

of Lacuna in his mind. In addition he differentiate between the position of 

the Holy Prophet (PBUH) as the decider of the Belt of Lacuna from his 

position as the messenger of permanent decrees; the latter belongs to his state 

of prophecy and mission, but the former goes back to his state of walī al-

'amr (guardianship/authority)
49

. In short, the difference between the decrees 

of Sharī'a and the decrees of the belt of lacuna can be considered in three 

cases. These cases are mentioned as, 1- the stability and durability of the 

former and possibility of changes of the latter. 2- The existence of Sharī'a 

proofs for the decrees of the former and no need for its existence in the latter. 

3- The difference in the status of the Prophet (PBUH) as the sender of 

Sharī'a decrees or theauthority to issue rulings in the belt of lacuna.  

Criteria of the Belt of Lacuna 

Something must be mentioned here that although Sadr considers decrees of 

the belt of lacuna across to the decrees of Sharī'a, it does not mean that the 

walī ‘amr or the head of the Islamic community can do and decide on his 

own decision without any certain rule. Usually the criterion on this issue is 

based on two basic and very important items: “justice” (‘adālat) and 

“interest/expedient” (maṣlaḥat). Unfortunately, we do not have any specified 

standard or criterion at hand, since Sadr did not make it clear in his writings. 

The Islamic economics in his book (Our Economics) and his paper “Ṣūratun 

‘An 'Iqtiṣād al-Mujtama'I al-'Insānī” (Picture of the Economy of the Islamic 

Community), remain prominent feature of his work. In his paper, he 

determines the importance of the flexible and changeable elements in Islamic 

decrees in order to have a good life, and then emphasizes on merging these 
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elements into “the common criteria” of the permanent decrees of Sharī'a in 

order to reach “a complete and sound Islamic economy”. In this regard, to 

infer these elements from the common criteria, he requires these three: First, 

the Islamic consciousness of the permanent elements and a deep 

understanding of its criteria and its general implications. Secondly, a 

complete understanding of the nature of the period we are in and its 

economic conditions, and the study of the goals that these common criteria 

restrict, as well as the ways in which it is supposed to be implemented. 

Thirdly, the legal and jurisprudential understanding of the limits of the legal 

authority (walī 'amr) and the acquisition of the procedural structures that 

would convey those changeable elements within the framework of the ruler 

ship‖s qualifications and limits of guardianship (wilāyah)
50

.  

Regarding to his theory in his economic writings, we detect that his 

“common criteria” are as follow:  

1. The Sharī'a, whose all textual elements and decrees have a single 

trend and together go forward to a single goal. Therefore, if we 

detect the goal of the holy legislator (shāri'), it could be a good 

criterion for the belt of lacuna
51

.  

2. The textual reasons for permanent decrees, which could be 

considered for the decrees of the belt of lacuna
52

 

3. Islamic values emphasized by Islam, such as equality, goodwill, 

justice, which the head of the Islamic community must consider 

them in his own decisions of the belt of lacuna
53

.  

4. The manner of the holy Prophet and his successors (Imams in the 

statement of Sadr) in confronting with changeable decrees, i.e. their 

decisions and the causes of such actions could be good criteria for 

the ruler of the Islamic State in the same occasions
54

. Meanwhile 

Sadr points to some Islamic notions of “poverty” and “trade”. They 

are different in meaning with other systems such as Marxism and 

Capitalism
 55

.  

5. Goals set forth general texts, which determined some limits for the 

Islamic Ruler and obliged him to fulfil or close to them
56

. 

In addition, he mentions some other criteria in different occasions; For 

instance, on “social justice”, he believes that the provisions of these decrees 

are realizing the requirements of social justice in each period differ in 

different economic conditions of the society.
57 

 “Public interests/expediencies” 

is one of Sadr's other points in this regard, and he considers the principle of 
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government intervention in the zone of lacuna in order to protect public 

interests. “Islamic ideas” (al-mathal al-Islamīya) are among the other points 

mentioned in Sadr's works that these decrees must be compatible with 

them
58

.  

In this context, in the works of his disciples, also found an abundance of 

criteria, not coherent but fragmented. For example, some of them cite two 

criteria in this regard: one is the “interests/expediencies of the community” 

based on the conditions of the period in which the community is living and 

the other, is the consideration of these interests from the point of view of the 

“general Islamic principles”. It must be kept in mind that these are not only 

from the “material” point of view, including the values and purposes for 

which Islam cares
59

. Others in reply to a question about the rules of the 

decrees of the belt of lacuna as a guarantee to prevent their distortion, 

mentioned to the “purposes of the legislator” and the “provisions of the 

decrees” as public standards
60

. These criteria are so important in terms of 

jurisprudence that some of his students considered the traditional and 

jurisprudential expertise to infer these decrees
61

. Hence, it should be noted 

that the decision-making power in such a field is due to the jurisprudential 

expertise, required by jurisprudents.  

Conclusions  

This research strived to introduce, discuss, and prove the Shiite 

jurisprudential economic theory of Manṭiqat al-Firāq. As per the teachings of 

Sadr, the theory is proved by Quranic verses, narratives, Prophet‖s and 

Imams‖ actions, and rational reasoning. It indicates to a set of affairs in which 

the Islamic Sharī'a gave rights of legislation and implementation to the walī 

or the state under his rule or approval, so that a ruling, which is appropriate 

for the changing conditions, is issued and compulsory this legislation should 

be such as to guarantee the general objectives of the Islamic Sharī'a. Though 

the theory is apparently new by its name, its context and origins are rooted 

in the early Islam, since the necessity of obeying the authority of walīy al-

'amr has been raised in the Qur‖an (4: 59).  

Protests and critiques have been developed in this theory, most of which 

refer to its necessity of existence and determination of limits (in “specific 

region”, “proper authority”, “decrees”, and “criteria”). The main opposition 
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to its existence is based on some Prophetic traditions, such as “Halal of 

Muhammad is Halal forever until the Day of Resurrection and Haram of 

Muhammad is Haram forever until the Day of Resurrection” or “there is no 

event unless it has a legal decree” and so on
62

. Certainly, this theory is 

accepted both religiously and rationally, because over time, the needs of 

society are changing, and new conditions require new rules for the well-

being and prosperity of the Islamic community. The zone of lacuna is 

necessary for the prosperity of the Islamic society and does not mean the 

lack of Islam, but it is completely accordance with the comprehensiveness of 

Sharī'a. It must be kept in mind that the belt of lacuna is not something that 

is not stated in Sharī‖a at all.It allows the ruler to issue and enforce a ruling, 

based on the “justice” and “expediency” of the community and according to 

religious standards, known as “common criteria”, including: the goal of 

Sharī'a, the textual reasons for permanent decrees, Islamic values, the 

manner of the holy Prophet and his successors in changeable decrees, and 

goals stated in general texts. In fact, the main decree of the belt of lacuna is 

only for affairs, which are Mubāḥ (permitted), in their prime nature, and the 

ruler could not decide on his own. The jurisprudent or mujtahid must 

adequately supervise rulings and laws, based on Sharī'a. “Social justice” and 

“public security” must be the mainstream of the ruler in all aspects of 

people‖s life, especially in economic affairs, and issues such as equality, 

brotherhood, justice, etc., must be primarily considered.  
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Abstract  

Wealth has gone from a prehistoric labour market of agricultural 

sowing and reaping one‖s own product to a system of online 

currency trading via the likes of Bitcoin. Wealth is usually generated 

via systems of markets, from day-to-day trading within the physical 

market place to the electronic trade of shares and stakes. Dependent 

on the system of a particular society, this can be done via ―open 

markets‖ or controlled trade systems usually controlled by a 

government. With all of these factors, comes an issue of morality 

which raises the question of ethical standard by which trade and 

market system should be regulated. In an Islamic perspective, the 

basic fact is that Islam covers moral and ethical codes of all aspects of 

a Muslim‖s life. The world today is much more global than it was 

1400 years ago, where trading from the United Kingdom with a 

businessman in China is no hassle at all and can be done in minutes. 

With the case of open markets come five main areas to consider 

when judging the Islamic legality of open markets. These are: (a) the 

notion of profit and wealth creation, allowing for (b) free trade, 

which then brings about the implication of the (c) concept of welfare 

and (d) consumer protection, whilst regulating the (e) size and role of 

government in Islam. These five areas consecutively go hand in hand 

when a system of open markets dominates the way nations and 

people trade.  

Keywords:  liberty, morality, nature, capitalism, ethics, fairness, 

equality.  
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Building An Islamic Case For Open Markets.  

Liberty, Wealth and Morality.  

Liberty is the core value of any working of a human being, from a 

person‖s ability to exist to a person‖s ability to develop. However, 

this notion itself is still debated as to what it actually means; a simple 

idea is based on freedom, and some believe it is rather a limited 

freedom when living in a society. Whatever definition of liberty is to 

be chosen, it is agreed that it covers the way humankind interact 

with one another and the extent to which the processes of society 

govern each person. This governance is measured by the ―liberty 

scale‖ that demonstrates how much it could control a person. With 

the question of liberty comes about the question of how wealth is 

generated. Wealth has gone from the prehistoric labour market, sow 

and reap one‖s own product from the land to a system of online 

currency trading via the likes of Bitcoin
1

. Wealth is usually generated 

via systems of markets, from day-to-day trading within the physical 

market place to the electronic trade of shares and stakes. Dependent 

on the system of that particular society, this can be done via ―open 

markets‖ or controlled trade systems usually controlled by a 

government. With all of this comes an issue of morality and by what 

ethical standard should trade and the market system be regulated 

against. In an Islamic perspective, the basic fact is that Islam covers 

the moral and ethical code of all aspects of a Muslim‖s life. The world 

today is much more global than it was 1400 years ago, where trading 

from the United Kingdom with a businessman in China is no hassle 

at all and can be done in minutes. With the case of open markets 

comes five main areas to consider when judging the Islamic legality 

of open markets. These are: (a) the notion of profit and wealth 

creation, allowing for (b) free trade, which then brings about the 

implication of the (c) concept of welfare and (d) consumer protection, 

whilst regulating the (e) size and role of government in Islam. These 
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five areas consecutively go hand in hand when a system of open 

markets dominates the way nations and people trade.   

Wealth and Profit Creation  

Shariah (Islamic Law) is a legal system slightly different to Judeo-

Christian law as in rather than having three distinctions of actions 

that are commanded, permitted and forbidden, the Shariah has five 

which are commanded, recommended, permitted, disapproved and 

forbidden. This shows the scope of acceptance of acts in Shariah, and 

further defines the common maxim that suggests Islam to be easy and 

moderate. Creating wealth is not an act neither forbidden nor 

disapproved by the Shariah, and in many cases it is rather encouraged. 

The examples of two Prophets of God, the King-Prophet Solomon 

(PBUH) and Prophet Jesus (PBUH) define in the simplest of ways 

how God oversaw the richness or poverty of these chosen ones and 

elected His vicegerents based on their sanctified qualities. Prophet 

Solomon (PBUH) was a King, with kingship comes wealth, riches 

and glory. It is recorded in the Quran that Prophet Solomon (PBUH) 

prayed “My Lord! Forgive me and bestow on me sovereignty such 

shall not belong to any after me”.  (Al-Quran Surah 38:5). With this 

prayer and all the other makings of a King, Prophet Solomon 

(PBUH) went on to become one of the richest and most powerful 

monarchs of the time.  Then there is the example of Prophet Jesus 

(PBUH), who is known to have lived a life of poverty. This is the life 

chosen by Prophet Jesus (PBUH), and he was equally favoured by 

God alongside Prophet Solomon (PBUH). This sets the tone for the 

notion of creating wealth in Islam. It can be accumulated in 

abundance, and it can be entirely discarded too. But the conditions 

required for any of these choices is humility, thankfulness and piety. 

In any case, it is summarised that the accumulation of wealth should 

reflect the central moral and ethical code of Islam, and any 

mechanism relating to this is conducted with the consciousness of 

moral law. Similarly, profit making is something that drives the 

creation of wealth and is in many situations the only way wealth is 
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created. An instinct of human nature to work and produce is driven 

by reward, as reflected in the notions of Heaven and Hell. Any 

business that depends solely on the profitability of its own product 

or service depends on profit to ensure costs are fulfilled and losses are 

avoided with the safety of profit savings. This in its raw meaning is 

very compatible with Islam; one is simply safeguarding their business 

and livelihood through building profit, which in turn creates wealth.  

Wealth Creation and Capitalism  

The most original way of profit making has been through the buying 

and selling of goods and services. Or in a company, an employee 

buys and sells for their employer to generate profit and subsequently 

take a cut of that for their own self. The driving force and supportive 

ideology of profit making comes from ―capitalism‖, an economic 

system used by many nations across the world but varied to befit the 

nature of that nation. An agreed definition of capitalism is; ―a system 

wherein all of the means of production (physical capital) are 

privately owned and run by the capitalist class for a profit, while 

most other people are workers who work for a salary or wage (and 

who do not own the capital or the product)‖
2

. This definition does 

not mean people are restricted to the so-called ―capitalist class‖, this is 

a dynamic class where people can move in and move out of. It 

simply explains the role each person plays in society and its function 

of generating income. There are several features of capitalism which 

enable its functioning. In any capitalist system, private property is a 

must, where any person can own their property and deal with it 

accordingly. From this property they may make profit or other 

income. This idea ultimately stems from the autonomy of an 

individual who has the right to exist in their own space, to sustain 

their own lives. It allows for the independent growth, sustenance and 

development of an individual. These are prized characteristics in 

Islam, as humans are recognised as being distinct from animals 

through our ability to grow intelligently using logic, common sense 

and education.  Humans ultimately develop autonomy to make their 



Liberty, Wealth and Morality 

|139| 

own decisions and satisfy their needs to live and function. In the 

early dawn of man, to live off the land through labour was the only 

method of survival and societal functioning. In Islamic theology, the 

early dawn of man was a small number of humans, directly 

descended from Adam (PBUH) and Eve (PBUH), so the need of 

complex economic models simply did not exist. God states in the 

Quran that ―[We] have made you nations and tribes that ye may 

know one another‖ (Quran 49:13). This one verse sets the basis to the 

law of society, on how we acknowledge each other and co-exist with 

one another. It is accepted without much explanation that 

humankind is divided in the form of race, which comes with 

ethnicity. This then reflects a person‖s nature and nurture which 

translates into religion, nationality and culture. As time passed from 

Adam (PBUH) and Eve (PBUH), nations and tribes became more 

defined, bigger and more spread out. People started to own property 

and develop societal functions to co-exist. This emphasised the 

importance of the recognition of another‖s nation and tribe. This 

meant interaction and relations between various different tribes and 

nations at large which gave rise to trade.   

However, an important lesson is to be taken from the creation of 

Adam (PBUH), specifically regarding the ―Tree of Eternity‖ or 

Shajrahtul Khuld’. This is the very famous story within the 

Abrahamic texts regarding the luring of Adam (PBUH) to sin by 

Satan. The Tree of Eternity is vaguely mentioned in the Quran, as a 

tree in Heaven or the Garden of Eden which possesses knowledge 

and power. Yet the linguistic definition of it shows a deeper meaning 

and lesson from God. Firstly, this tree represents morality and the 

responsibilities of humans to act in certain moral ways. When they 

(Adam and Eve) both ate from the tree, they came to the realisation 

of their nakedness and immediately covered up, thus learning 

morality. Further to this, the word Shajarah or Tree connotes to the 

meaning of the accumulation of something around itself. A tree 

begins from a seed, which roots itself into the ground in order to 

sprout a stem to eventually grow branches and leaves. These features 
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of a tree are what make the Tree of Eternity such an important 

metaphorical lesson. To add to this idea of growth is the type of tree 

it is, that of Khuld or Eternity. The basic definition of eternity is to 

never end, to constantly exist. Ultimately Adam (PBUH) and Eve 

(PBUH) were enticed by Satan to take from this Tree of Eternity out 

of greed for the pleasures it may bestow. This is a similar example to 

the hunger of wealth and power. By technicality, wealth and power 

are eternal matters that humans naturally yearn. However, the 

couple wanted that for themselves, to earn from the tree only for 

themselves (as they were the only humans in Heaven) and as a result 

were cast out of Heaven by God. This means God provides 

sustenance, wealth power and all things pleasurable, yet makes it a 

sin to amass any worldly pleasure greedily sought for. However, 

God forgave the couple eventually when they learnt to be grateful of 

His sustenance.   

Leading on from the story of Creation, God talks about the 

creation of wealth in a more explicit manner in other chapters of the 

Quran. He sets out boundaries that should not be transgressed when 

accumulating wealth. An example of this is the act of pride, to bring 

oneself above others in esteem by being proud to the point of 

arrogance. Al-Qalam (Ch 68, Quran) talks about those ―simply act 

because he has wealth‖ (verse 14) and how God will punish those 

people. This is a clear indication from God to ensure that no act is 

done that will bring about an evil consequence, so accumulation of 

wealth is not sinful, yet if it used as a tool for sin, it is forbidden. 

This ultimately sets out the Quranic guidance on the morality of 

accumulation of wealth. The Quran again discusses the distraction 

wealth can have on one‖s morality, such as the chapter of At-

Thakathur or the Competition, which is very relevantly named. This 

chapter of the Quran starts with the verses, “competition in [worldly] 

increase diverts you, until you visit your graves” (Quran 102:1 and 

102:2). The key word here is ―diverts‖ as God simply forbids the act 

of being diverted from the end destination of a human, and 

ultimately his judgement in the Court of God. This does not suggest 
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that one should not compete in this world for wealth, as long as it 

does not divert one from the end goal, which is to be righteous and 

worship God. This defines the general rule of Shariah on the 

accumulation of wealth and it is what sets the basis for any act of 

wealth and profit making.   

Moral Obligation 

To allow for a simple answer to the moral obligations of 

accumulating wealth is the process of purification and charity of such 

wealth.  The main teaching in the Quran is that of the ―Lords of 

Mecca‖, the merchants who had run the Holy City, especially its 

economy. God addressed these people as those who “considers 

himself free of need” (Quran 92:8) as their wealth provides all the 

sustenance one can imagine. These people are specifically the likes of 

Abu Lahab and Abu Jahl. None of their revenues would be purified, 

as not only would it come from illegal and immoral sources such as 

brothels, but it would not be given away or divided amongst the 

needy. Even the revenue collected to fund the Ka‖aba would be used 

by themselves under disguise for the maintenance of the sacraments. 

From this story is derived the notion of the post Hijri system of 

Zakah i.e., an obligation on Muslims to annually pay 2.5% of their 

wealth and savings to the less fortunate. ―Zakat literally means “that 

which purifies”. It is a form of sacrifice which purifies worldly goods 

from impure means of acquisition‖
3

. This act is done in a complete 

system of non-reciprocity, as no returns or secular benefits are to be 

sought out. This set percentage allows for all to play an equal part in 

their giving to charity, from different levels of wealth scale. This 

obligation excuses those who are themselves suffering from poverty 

and those who do not hold such wealth or savings. This in fact is a 

way of Shariah recognising the difference amongst people in their 

wealth, allowing for a more dynamic approach to the creation and 

distribution of wealth. In a socialist economic theory, this system of 

Zakah would not be determined by one percentage but would differ 

according to the wealth held by individuals. In fact, it would aim to 
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neutralise the capital and reduce financial growth, ultimately seeking 

to disallow the potential of a better contribution by the wealthier 

classes for Zakah
4

. This financial levy allows for the ―stimulating [of] 

economic activity by transferring substantial purchasing power to 

the have-nots‖, subsequently still allowing economic growth and 

capital
5

.   

Free Trade 

The integral concept of Open Markets is the notion of free trade; the 

definition in its most simple form is trade which is free of any 

restriction and border. Admittedly, free trade is a rare phenomenon 

in the modern world as there is a rise in protectionism and 

regulations. Free trade was more common in the onset of cross-

nation trading from the dawn of human civilisation. It was the only 

understood mechanism of market place as it existed through one‖s 

own initiative not that of a state, government or institutional 

financial setup. Free trade allowed the poor and rich to trade and 

earn profit, as there were no regulations on what could be bought or 

sold. A poor man could sell his mud pot for a loaf of bread or a rich 

man could sell his gold for a property. It is trade in its most ―raw‖ 

sense. Yet with any system like this, financial security and equality 

are at risk, yet paradoxically equality can also be enhanced.    

Islam is a religion of equality, for this was set out in the plainest 

of teachings by the Noble Prophet (PBUH) that ―a white has no 

superiority over black nor does a black have any superiority over a 

white‖ (Hadith 1623) (Al-Bukhari 984). This meant that inequality is 

not tolerated in Islam, as the period in which the Quran was revealed 

was a time where inequality was rife. As aforementioned, the lessons 

learnt from the likes of Abu Lahab and Abu Jahl, a pivotal factor in 

producing such inequality and evil was the imbalance of wealth 

distribution. The way wealth was distributed amongst the Arabs was 

a form of free trade. This means there was little or no regulation 

with the market place which is a factor of free trade. The problem 

here is obvious; lack of regulation meant a higher chance of 
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exploitation of labour and trade, which was an issue in the pre-

Islamic era. However, it is important to note that the system in 

Mecca in the pre-Islamic period was not that of a state or nation, but 

an individual enterprise of communities. It was Medina where the 

first State of Islam was set up after the Hijri, and this is where free 

trade becomes more relevant to be analysed. This is because free 

trade relates more to the export and import between nations, 

considering factors of tax and tariff, rather than trading between 

individual people. A free trade policy is ultimately a capitalist policy, 

as it allows nations to create capital and enhance economic growth. 

The Ottoman Empire had free trade policies in place, as it was a large 

empire creating economic and political alliances with the world. 

These alliances or treaties were called the ―Capitulations of the 

Ottoman Empire‖ and were with the European powers as the Empire 

sat in the middle of Asia and Europe, the biggest economies of the 

world. Whilst the capitulations were to assert influence and 

dominance of the empire, it was ultimately a system of trade.  

The treaties allowed for tariff on exports and imports to be a low 

of 3% in 1740 (AD), which was revolutionary at that time as tariffs 

were uncommon for international trade. This consistent system of 

automatic taxation on trade was advanced in its era but was abled by 

the rigid structure of statehood. While this cannot be defined as free 

trade as trade is not free, it is a very good and close example to what 

is to be titled as free trade. Whilst some criticised this system as 

―injury done by unrestrained competition‖, others praised it as 

―respective progress in wealth and industry‖
6

. However, the question 

here is, why is there a question of restrain when it comes to 

individual private property. Free trade was still productised by the 

manufactured goods and services of private ownership, yet tariffs 

were imposed by the state, as they are today, when trading. This is 

the defining case for libertarianism, to be free of political and social 

constraints. Libertarianism is a philosophy that advocates for the 

complete disassociation of the state from private property and wealth 

creation. So, to suggest something should be restrained is to suggest a 
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form of oppression, according to libertarianism. As aforementioned, 

there may be injury done by unrestrained competition, but at the 

same time the more restrain the less economic growth. So, for the 

Ottomans to have a 3% tariff on trade was a way to regulate the 

market, capitalise trade and ensure it does not spiral out of control. 

This seems to be a striking balance in upholding personal liberty and 

ensuring the existence of morality.   

Monopoly and Oligopoly 

Morality and free trade clash when there arises enforced injustice and 

inequality beyond the control of society. As discussed earlier, the 

Shariah does not disallow the creation of wealth, profit or capital 

gain, but it does suggest that moral good plays a central role. As the 

Ottoman Empire being the largest Islamic Empire to grace this earth, 

advocates free trade system, it shows how free trade worked and still 

continues to work till this day. A flaw that exists in free trade and 

open markets is the creation of Monopolies and Oligopolies. A 

monopoly is the control of supply of a certain product/service to 

purchasers and users by a single individual. On the other hand, an 

oligopoly is the control of certain products/services by a number of 

people, supplying to purchasers. Monopolies arise from lack of 

competition or the exploitation of market for one‖s own gain. 

Monopolies can only survive if any competition that does arise is 

dealt with in order to diminish it, upholding the current monopoly. 

The historic monopolies were first established based on the natural 

commodities of earth; minerals, stones, metals and textile. The 

landowners and business elite would seek to control the supply and 

demand of such commodities in order to maintain their own capital 

gain, disallowing anyone else to hack into the market. This leading 

to injustice and unfair inequality resulted in oppression, control and 

corruption, all things that go against basic Shariah. In a way, 

monopoly is a natural factor of free trade, no limitations or 

regulations on its processes are imposed. Yet the Ottoman Empire 

did a great job by ensuring that immorality was dealt with through 
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their capitulations and adherence to Shariah, especially the 

distribution of Zakah and opening of safe trade routes for merchants. 

However, in another outlook of free trade, which allows anyone and 

everyone to trade with their private property, it can be argued that 

the removal of tariffs and government involvement can help in the 

case of destabilising monopolies, thus, opening the market to all.  

―A monopoly can seldom be established within a country without 

overt and covert government assistance in the form of a tariff or 

some other device. It is close to impossible to do so on a world scale. 

[…] – In a world of free trade, international cartels would disappear 

even more quickly‖
7

.   

In this sense, the only thing that would be fair to impose on free 

trade is light regulation to ensure that the market place is safe from 

the development of monopolies, especially those of public service 

such as water supply. This should not prohibit or hinder the 

processes of free trade, but help maintain it on a moral perspective, 

to ensure that individual liberty remains and society has equal 

opportunity.    

Moral Comparison 

In any situation, without a legal, moral or ethical framework, no 

concept will thrive. The fact that the early Islamic period had a 

strong system of law and order did allow economic growth. The key 

detail in the early Islamic period was that of the occupation of the 

Noble Prophet (PBUH). The birth of the Noble Prophet was 

different to that of his predecessors such as Prophet Jesus (PBUH). 

He was born into a family of merchants and married a successful 

entrepreneur. Many important lessons are taken from this noble 

birth, such as the equality of men and women, the safeguarding of 

the innocent and in this case the proactive approach to trade and 

business. The Noble Prophet (PBUH) was orphaned as an infant and 

had to make his own way in life. He was not granted Prophethood 

until the age of 40, hence he spent his life working as a merchant 

where he met his wife. Being born in Mecca, a baron valley with the 
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sole economic generation from pilgrimage to the Black Stone of the 

Ka‖aba, in order to enhance economic growth, the merchants had to 

travel in caravans to neighbouring nations for trade. Fast-forward to 

the creation of the city state of Medina, the Noble Prophet (PBUH) 

set up a new marketplace for trade as a result of the failing markets 

of the previous traders. Clearly, production and trade are necessary 

for the creation and maintenance of a city and this was something 

the Noble Prophet (PBUH) knew well considering his past 

profession. An interesting factor in the development of this new 

market was that no tax was to be collected and allowed the initial 

occupiers of the space, Jewish or Muslim, to retain that space until 

they leave – respecting private property (Mājah 887). Both 

characteristics that of no taxation and respect for private property, 

are quintessential factors to the system of Open Markets and free 

trade. The Noble Prophet is said to have kept the regulation of 

market to minimum, only fulfilling that which the Quran ordered, 

―enjoining what is good and forbidding evil‖ (Quran 3:104). An 

example of this was the erecting of an illegal tent by a member of the 

Banu Harithah clan, that restricted the trade of those who were 

already there, it was ordered to be burned down. This market was 

accessed by merchants from across the globe to establish trade links 

under the security of no or minimum tariffs and proper legal 

framework. This is again reinforcing the idea that as long as one‖s 

actions remain within the moral boundaries of Shariah, it could 

bring more economic growth. This was also seen with the ways of 

the first Caliph of Islam, Abu Bakr (ra), specifically in his Inaugural 

Speech of Caliphate. He spoke about how he would uphold the laws 

of the Noble Prophet, maintaining what he set up and wished, 

ensuring a solid continuity within the state for all its citizens, 

regardless of race, religion or nationality. He ensured his people that 

he would be a leader not above the law
8

. This legal framework is 

what kept the economy of the new state growing, trade expanding to 

nations farther than before, disallowing tax and tariff, upholding 

fairness and justice.   
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Liberty and Morality -Conclusion  

God created humans with a characteristic so intrinsic and special to 

humans, that is Free Will. To be free to make one‖s own decisions 

and freely adhering to the tenants of faith prescribed by the 

scriptures. With this liberty comes the duty and responsibility to 

uphold the values of morality, to be the vicegerents of good we were 

made to be; to allow those around us the state of liberty, creating and 

enhancing opportunities to develop; spiritually, morally, 

economically and intellectually. Allowing one to own their property, 

to trade with whomever and when they chose to do so is a cause of 

liberty. To disallow the artificial make-up of state and nation to 

govern every aspect of one‖s life is noble cause, as each human has 

the responsibility to adhere to co-existence in a harmonious manner. 

To allow for free trade and economic cooperation between nations 

and people is a tenant of liberty, wealth and morality.    
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Abstract 

The issue of property rights is central to contemporary theories of 

economic development. The neo-institutional theory studies the 

effects of property rights on the behaviour of individual agents. The 

Western model of property rights, due to its economic supremacy, is  

regarded as the most efficient model. On the contrary, a popular 

belief about economies of developing countries is that if it fails to 

rise, it is because of their insufficient property rights. Recent works 

have focused on gender inequalities in access to property, in both 

industrialized and developing countries; highlighting how gender 

inequality affects poverty and economic growth. Until the last 

century, women under Muslim laws enjoyed much more 

advantageous property rights than women in the West. However, 

today, Muslim countries are ranked last in the world in terms of 

women's access to property. In an attempt to solve this paradox, this 

paper returns to the history of women‖s property rights, both in the 

West and in the Muslim world. The hypothesis is that the 

modernization of the law, during the colonial and postcolonial 

periods, has mainly contributed to excluding women from owning 

property. 

Keywords: empowerment, equality, gender, inheritance, Islam, 

property rights, patriarchy, waqf, women 
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Introduction 

The issue of property rights is at the core of contemporary 

development theories, which emphasize the role and quality of 

institutions. The neo-institutional theory studies the effect of 

property rights on the behaviour of individual agents, to show that, 

under the assumption of free contractual relations between agents, 

the model of property right that tends to impose is the most efficient. 

Arguing the economic supremacy of the West, these theories 

consider the Western model of private individual ownership as the 

most efficient. With respect to developing countries, on the contrary, 

it is believed that if their economies fail to take off, it is because their 

property rights systems are inefficient.  

Recent works have focused on exploring gender inequalities in 

access to property. According to these researches, the inequality in 

economic world exists because the women are considered inferior, in 

both industrialized and developing countries. As a result, property 

rights are no longer viewed solely from the perspective of economic 

efficiency, but also from their effects in terms of gender equality and 

women's empowerment. The question is whether these objectives 

converge, or gender equality has an economic cost? In other words, 

does the most efficient model of property rights lead to gender 

equality or not? It is particularly important for Muslim countries, 

which are supposed to "modernize" and enforce their property right 

systems in order to make them more efficient, while speeding up 

access to equal rights for men and women. In these countries, 

property rights, historically based on Muslim law, showed great 

diversity across cultures and regions. They have undergone profound 

upheavals because of colonial and postcolonial policies, the latter of 

rather socialist or liberal inspiration according to the periods and the 

countries. In this paper, we try to articulate the issue of women's 

property rights within the larger framework of a system of property 

rights based on Muslim law, in terms of both equity and economic 

efficiency. 
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After an introduction on the importance of property rights in 

contemporary economic theory (1), this paper briefly compares the 

history of women‖s property rights in the West and in the Muslim 

world (2). The hypothesis developed in the third part (3) with 

particular reference to the Maghreb, is that the “modernization” of 

the law during the colonial and postcolonial periods has mainly 

contributed to excluding women from owning property. The 

conclusion gives some proposals to link the issue of women's 

property rights to the Islamic property right paradigm, in terms of 

both equity and economic efficiency. 

Property Rights in Economic Theory 

The Western Conception of Property Rights 

 Property rights define and organize the relationship of men to 

land, resources, objects, assets, but also the relationships between 

them. They have a dual character, marked both by the need for 

sustainability and the need to adapt to the transformations of society 

and economy. While rooted in the long history, they are subject to 

continuous changes and adjustments, which do not necessarily relate 

to their definition, but also affect the institutional, legal and 

regulatory framework in which they are exercised. These changes 

can be very slow, so it is common for many property regimes to 

coexist or compete.  

For lawyers, property is a rule of law that gives to an owner most 

known uses of an asset but its definition depends on the legal 

framework of reference. Two major legal systems of European 

origin, Common law and Civil law, became hegemonic in the world, 

first with colonial and imperial expansion, then with the building of 

the post-colonial State and finally with globalization. Even though 

they are very different, both are mainly rooted in Roman law. In 

particular, the conception of individual property rights, in both 

systems, is based on a definition derived from Roman law. It is a 
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right over a property allowing a natural or legal person to use it as he 

wishes (usus), to draw from it profit (fructus) and to part with it 

(abusus). A formal property right is materialized by a title deed.  

Economic Theory and Property Rights 

In the history of the western economic thought, the issue of 

property rights has been at the center of the controversy between the 

liberal and socialist currents. The first made individual private 

property the foundation of the  self-fulfilment of the individual (John 

Locke). The second was for a long time focused on the criticism of 

individual private property and the search for collective alternatives, 

ranging from the abolition of private property (collectivization, state 

control) to various forms of limitation of this right in the name of 

the collective interest (for Proudhon, “property is robbery”). Karl 

Marx delegitimized bourgeois property through his thesis on the 

primitive accumulation of capital and advocated collective ownership 

of the means of production by the working class (socialization). 

While Socialist utopias have been hampered by the failed 

experiments of total or partial abolition of private property in the 

countries of real socialism, the recent period has consecrated the 

triumph of individual private property.  

In Western liberal political philosophy (Thomas Hobbes, John 

Locke, David Hume), the subjective (only one person can be vested 

with this sacred right) and exclusive (there can be no simultaneous 

ownership of the same object) character of the right of ownership 

refers to the axiom of the individual's autonomy. Based on this 

vision, economic theory has retained the principle of exclusion to 

define the right of ownership as the ability to control the use of a 

thing to the exclusion of other.
1

 

 

1

 Therefore, to be susceptible to private appropriation, a good must be rival 

and excludable from the use by others. Otherwise, they are public goods 

(Olson; 1965; Oström, 2003). 
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Property rights are fundamental in economic theory. “Most 

elementary economics texts make the point that a system of property 

rights ―forms the basis for all market exchange‖, and that the 

allocation of property rights in society affects the efficiency of 

resources use”. (Cole and Grossman, 2002: 317). Moreover, “the 

assumptions of well-defined property rights underlie all theoretical 

and empirical research about functioning markets” and “the 

literature further assumes that when rights are not clearly defined, 

market failures result” (ibid.). Despite this importance and unlike 

what could be expected, there is no consensus in economic theory 

about what property rights are. On the contrary, according to the 

two former authors, property rights “are defined variously and 

inconsistently in the economics literature. Moreover, the definitions 

offered by economists sometimes are distinctly at odds with the 

conventional understandings of legal scholars and the legal 

profession.” This vagueness suggests that such emphasis on “property 

right” refers to its sanctity for the liberal political philosophy, and is 

more of a belief than a rational scientific approach. 

Property Right as an Economic Institution 

As an institution
2

, the right of ownership was first viewed as 

extrinsic to the economic sphere
3

. In the neoclassical model, the 

economic agent is defined as an individual who owns one or more 

factors of production - land or natural resource, capital, labor - but 

the initial allocation of these factors is considered given.  

 

2

 The word “institutions” is polysemous and its meaning differs according to 

disciplines and currents in the human sciences. In this article, we adopt an 

economic definition: set of rules, norms, conventions, which determine the 

relationships between agents (North, 1990). 

3

 In contrast, heterodox schools, such as the American institutionalism and 

Marxism, have from the beginning integrated institutions in their theoretical 

apparatus. 
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Whereas in the neoclassical paradigm, institutions are considered 

as an external fact, neo-institutionalism make them an endogenous 

factor whose emergence, characteristics and transformation can be 

explained in economic terms. Defined as rules or constraints on 

individual behavior, institutions can be formal or informal
4

. 

Transaction cost theory analyzes the effect of institutional factors on 

transaction costs, uncertainty, and externalities, while property 

rights theory focuses on the effect of property rights on the behavior 

of agents.  

The Property rights theory elaborated from the 1960s (Demsetz 

1967; Alchian, Demsetz, 1973) studies the effect of property rights on 

the behavior of individual agents under the assumption of free 

contractual relations between agents. It asserts the economic 

superiority of individual private property over any other form of 

property (state or collective). This is considered to be the most 

complete property right, in the sense that, as it permits the owner to 

do whatever he wants with his property, it is an incentive to manage 

property optimally and to maximize the output. Thus, the 

attribution of property rights to persons in a clear distribution 

would be the condition for economic efficiency.  

The formalization of property rights through legal state-

sanctioned instruments (documentation, certification, clear definition 

of legal entitlements) does reflect one of the fundamental 

assumptions of law and economics. Well-defined property rights 

affect economic efficiency in limiting transaction costs, according to 

the Coase theorem. 

Two main features of this conception are commonly assumed by 

law and economics literature: the neutrality and universality of 

property rights; the predominance of economic efficiency over 

 

4

 A formal institution is a mandatory rule that is enforced by a third party 

(usually the state) while standards of behavior, conventions, codes of conduct 

are considered informal institutions. 
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justice. This led to reproach to this theory having forgotten that 

within the term ―property right‖, there is the word ―right‖, which also 

means ―justice‖. As Deakin & al. (2017: 193) said, “property rights are 

too important to be left to economists”. Towards the end of the 

1960s, the theories of justice (whose main figures are John Rawls, 

Robert Nozick and Michael Walzer) question the dogma of 

individual private property in the light of the principle of justice. 

Economists draw arguments for this in order to give an ethical 

foundation to the economic theory of property rights. 

The neo-institutional theory is based on the transaction costs 

theory as well as on the property rights theory. Transposed to the 

macroeconomic level, this approach amounts to studying the impact 

of these factors on growth and development. The success or failure of 

a development trajectory is analyzed using the notions of "initial 

conditions" and "persistence of institutions". These, generalized in 

the long history, led to the explanation of the economic development 

of the West by the superiority of its model of property rights (North, 

2005). At least, a simplified and streamlined version of this model, 

because, in the West as elsewhere, the reality of property rights is 

complex and heterogeneous, as a product of the local history, culture, 

institutions.  

As developing countries are concerned, on the contrary, it is 

believed that if their economies fail to take off, it is because of their 

inefficient property rights. Thus, the Western model is 

"recommended" to them insistently, especially to attract foreign 

direct investment (Dabla-Norris, Freeman, 1999).  

Today, there is a renewed interest in the concept of property 

right with the neo-institutionalist development theory. It emphasizes 

the role and quality of institutions in the context of the 

generalization of the market economy and its rules. For De Soto 

(2000), the origin of underdevelopment outside the Western world 

can be traced back to the persistence of local and not formalized 

economic structures, which prevent people from entering the official 

market and transform their labour and belongings into capital. For 
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him, the Third World countries will not eliminate poverty unless 

they embrace the juridical language and practices of the global 

economy. De Soto emphasizes in particular the need to formalize 

property rights, including for very small activities in the “informal” 

sector
5

. The questions that arise therefore are the following:  Is the 

Western conception of the property right compatible with the 

Islamic conception? Is there an Islamic conception of property rights, 

and what is it?  

Islam and Property Rights 

General Principles 

Right and obligation: First, it should be noted that there is a bias due 

to the translation of the Arabic word haqq to "right" in English 

(droit in French). This hides the fact that the conception of the right 

in Islam differs fundamentally from that of the West.  The Western 

legal-economic thought conceives the individual as both: the source 

and beholder of any right, a ―right‖ that is, in the end, ―a power 

conferred to the person.‖ (Chehata 1973) According to the Islamic 

tradition, on the contrary, the haqq reflects a conception of the 

reality as being essentiality ethical, a product of God‖s Will in the 

unity of the creation” (Cattelan, 2017: 29). Thus, for this scholar, 

“the haqq is not conceived anymore as the ―right‖ of a single person 

in opposition to the ―right‖ of another person, but (both) the right 

and the obligation (Kamali, 1993) make sense ―only within the unity 

of the two ―elements‖ ” (ibid.). 

God property and human property: In absolute terms, in Islam, 

the property is that of God alone. According to the holy Qur‖an 

people are considered to be Allah's trustees in his wealth. Thus, man 

 

5

 For a critic of de Soto‖s theory, see Kingwill & al. (2006) and Nyamu-

Musembi Celestine (2006). 
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receives his goods from God who is the owner and who places His 

trust in him. Man must then use it according to God's rules so that 

society as a whole can benefit from it. Human property is recognized 

and does not contradict its absolute divine dimension. The property 

of humans over material goods is either individual or collective. In 

the case of indivis, owners may request that what belongs to them in 

undivided ownership be shared between them (each one then 

receives his individual lot). Contrary to divine right, the human right 

of property is limited. Islam allows human beings to enrich 

themselves and does not advocate poverty. On the other hand, the 

behavior of the one who has made a fortune must be virtuous. He 

must pay the religious tax and give alms to the poor. The 

accumulation of goods is possible without limit of quantity. But it is 

conditioned to the lawfulness of this accumulation which requires 

the legality of the sources of the enrichment. The two lawful 

methods of enrichment are labour and trade. The waqf or habous is a 

property that a person has rendered to God. It presupposes that the 

person who gave it away in waqf previously owned certain property. 

Thereafter, it does not belong to anybody, it has left the property of 

the person to be regarded as falling henceforth only of the property 

of God, but in such a way that those whom the person has 

designated can benefit from it.  

The contractual nature of property:  The  Quran and the Sunna 

direct Muslims to fulfil their contracts. Contracts are considered not 

only binding but sacred, and fulfilling them is considered part of the 

faith”. Prophet Mohammed's hadith,  “Muslims are bound by their 

Stipulations,” (Raslan, 2006). Sharia is very flexible with regard to 

contract law. The principle of contractual freedom prevails. As long 

as the prescriptions of the Sharia are respected, the parties are free as 

much on the substance as on the form of the contract.. They can 

develop their own law through contract without undue formalities. 

Custom and practice of the parties or the trade can also form a basis 

for enforceable contract rights. Once the parties have agreed on the 

content of the contract, the contract becomes mandatory on the sole 
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basis of this meeting of the wills. This binding force is of prime 

importance in Sharia because contractual obligations are sacred in 

Islamic law. This sacredness of the contract is binding on both 

individuals and states. States must respect the treaties they sign in the 

same way that individuals must respect the contracts they conclude. 

The parties are free to decide which obligations they want to submit 

to. However, some contracts are prohibited. These prohibitions may 

either refer to the objects of the contract or to the types of 

obligations that are provided for in the contract. Imprecision in 

contracts (gharar) is prohibited. This rule prohibits the parties to a 

contract that would be speculative or uncertain. In order for a 

contract to be legally valid from a Sharia perspective, the parties 

must have sufficient knowledge of the contract's subject matter and 

its value and ―effective control‖ over it. Accordingly, sales that are 

prohibited under Sharia include: sales of unknown values, sales 

where the object is too uncertain to be realized, sales where the 

future benefit is unknowable, and sales with inexactitude” (Raslan, 

2006). These contracts could be close to gambling where chance plays 

a big role. This rule thus comes to protect public morality by 

forbidding believers to enrich themselves by speculating. 

Justice, not morality : For Chehata (1971), the way in which an 

act was judged morally good or bad in the religious realm of Islam 

was quite different from the way in which the same act was qualified 

as legally valid or invalid in the temporal domain of Islamic law. For 

this author, Islamic law was secular and not canonical, in the sense 

that it was concerned with civil sanctions for breach of duty, not 

with moral punishment for bad intention. This system was designed 

to ensure that a person receives justice, not that one be a good person. 

The Renewed Interest for the Islamic Conception of 

Property Right 

Several contemporary phenomena lead to renewed interest in 

property rights in Islam. As these phenomena take place in the 

economic sphere, the need is felt for a modernization of the 
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economic approach of property rights in Islam. In this paper, 

researcher will only list some of these phenomena without being able 

to address them each : The raise of modern Islamic banking and 

finance ; the rehabilitation and modernization of the waqf, a kind of 

property right particular to Islam (Çizakça, 2000); the contemporary 

debate on the rules of inheritance in Islam, questioning gender 

inequality ; the growing inequalities in the global world attributed to 

the hegemony of the western model of property right, and the debate 

on an alternative conception of ownership (Von Benda-Beckmann, 

2006); the debate on bioethics (does the individual have a right over 

his own body that allows him to do anything with it?); the debate on 

environment and the limits to be made to individual private property; 

the new theory of the Commons and its definition of property right 

as a bundle of rights (Oström, 1990); legal pluralism in both Muslim 

and Western countries (Cattelan, 2017); the WTO Agreement on 

Intellectual Property Rights (Trips) and the issue of intangible 

property; etc. In what follows, we briefly address the two last issues. 

Legal pluralism: Discussing Islamic economics, Valentino 

Cattelan (2017) applies a legal plural approach to property rights: 

“Islamic economics embodies a property theory that is alternative to 

the conventional one”.[..] This property theory gives rise to a 

paradigm of economic justice that is unique to Islam.” He reviews 

the moral approach to Islamic economics, and “challenges through 

legal pluralism the neutrality and universality of conventional 

property rights” assumed by law and economics literature. For him, 

the distinctive conceptualization of legal, commutative and 

distributive justice that belongs to Islam makes Islamic property 

rights unique. He assumes that “the unique paradigm of Islamic 

economics can contribute to the promotion of a ―plural market‖ in 

the global economy.” 

Is intangible property possible in Islam? The majority of scholars 

accept intangibles as property (Raslan, 2006). However, Hanafi 

school considers ―physical possession‖ (Heiaza), as the only acceptable 

criterion for money or wealth (Mal). Hanafis contend that there is 
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no precedent in the Holy Qur'an, in Sunna or in the juristic views of 

the Muslim jurists where an intangible object has been subjected to 

private ownership or to sale and purchase. They accept only 

tangibles as Mal and eventually property, and admit intangibles, or 

Manfa'a, as Mal only if they become the subject of a contract. The 

three other schools (Maliki, Shafie, Hanbali) all agree that the proper 

criterion should be usefulness, thus, they accept both tangibles and 

intangibles as property. They assume that everything that is useful to 

people will have value for them and become the object of their 

transactions and they refer to prevailing customs or Urf to determine 

what is considered useful and valuable in society. As we have seen, 

Shari'a is very flexible with regard to contract law. The principle of 

contractual freedom prevails, thus, the divisibility of intellectual 

property rights without limit is quite acceptable. While the owner 

maintains his title to the property, he could authorize others to use 

or exploit the property for a return subject to the conditions and 

limitations put forth in their agreement. Accordingly, the practice of 

granting exclusive and nonexclusive licenses is consistent with Shari'a 

(Raslan, 2006). However, intellectual property contracts have a 

characteristic that could be contradictory to the Shari'a. They are 

often marked by an important hazard (gharar), either because the 

intellectual property object of the contract is  ill defined or secret, or 

because the amount of the remuneration is unknown. 

Gender and Property Rights  

Gender inequalities in access to ownership and their 

economic effects 

The issue of property rights appeared only recently in gender studies 

and feminist studies (Dickenson, 1997), whether about the land 

(Jacobs, 2013; 2010) or other assets (Deere, Doss, 2007, 2006). These 
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works come from different disciplines (sociology, anthropology) but 

they are particularly rare in economics. 

Despite the importance of the concept of property rights for the 

economic paradigm, economics has remained silent about gender 

inequality in property rights. Property rights theory emphasizes the 

importance of enforcing full property rights for economic efficiency. 

The concern is not equal access to property but rather economic 

efficiency. Only recently, works have focused on gender inequalities 

in access to property as a cause of women's economic inferiority in 

both industrialized and developing countries (Talahite, 2017). Bina 

Agarwal, a pioneer in this field, said: "Economic analysis and policies 

concerning women have long been concerned about employment, in 

defiance of a determinant of the situation of women, namely the 

gender gap in ownership. The gender gap in ownership and control 

of assets is the most critical factor contributing to the gender gap in 

economic well-being, social status and empowerment” (Agarwal, 

199
4

). As a result, property rights are no longer viewed solely from 

the perspective of economic efficiency, but also from their effects in 

terms of gender equality and women's empowerment. The question 

is whether these objectives converge, or on the contrary, gender 

equality has an economic cost? In other words, does the most 

efficient model of property rights lead to gender equality or not? 

(Braunstein, 2007; Braunstein, Folbre, 2001).  

This issue is particularly important for Muslim countries, which 

are supposed to "modernize" and enforce their property rights 

systems in order to make them more efficient, while speeding up 

access to equal rights for man and woman. In these countries, 

property rights, historically based on Muslim law, showed great 

diversity across regions and cultures. They have undergone profound 

upheavals because of colonial and postcolonial policies, the latter 

based on socialist or liberal principles, depending on the periods and 

the countries. Today in the Maghreb, the debate is polarized solely 

around the claim of gender equality in inheritance rights. In this 

paper, I try to articulate the issue of women's property rights within 
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the larger framework of a system of property rights based on Muslim 

law, in terms of both equity and economic efficiency. 

Until the last two centuries, women under Muslim laws enjoyed 

much more advantageous property rights than women in the West. 

However, today, Muslim countries are rankedlowest in the world in 

terms of women's access to property. In an attempt to solve this 

paradox, let us return to the history of women's property rights first 

in the Muslim world, then in the West. 

Women‖s property rights in the Muslim World  

As we have seen, it would be methodologically wrong to equate the 

Islamic notion of property rights with the present Western 

conception. On the other hand, it would be illusory and completely 

anachronistic to seek in the reference texts of Islam a conception of 

equality between women and men as we understand it today, 

knowing that this is very recent and has, as a standard, only a few 

decades of age. In fact, the idea of equal rights between men and 

women only emerged in Western countries in the first half of the 

twentieth century, at a time when the Muslim world had already lost 

its autonomy and was generally under direct or indirect European 

domination.  

When we talk about women‖s property rights in Islam, there is on 

one hand a majority of rights that are gender neutral, in the sense 

that women enjoy them in the same way as men. On the other hand, 

there are rights that could be designated as gender-specific, in the 

sense that they are defined differently by gender. However, they are 

not systematically at the expense of women. Some are rather to their 

advantage, like the mahr6 or certain inheritance rights, even if they 

 

6

 Usually translated as dower. Actually, Mahr is neither dower nor dowry as 

they were known in the West. Indeed, as the woman possesses a legally 

complete personality, she can own in all property goods on which neither 

her parents nor her husband have no rights, not even a look. Thus, 

economically, Mahr represents an “important transfer of property” (Tucker, 
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do not take directly gender as a criterion but rather the place in 

filiation. Others, such as the so–called inheritance half-share rule, 

disadvantage daughters over sons. 

There is a lot of research done on women and property rights in 

Islam, most of them on the pre-reform ottoman period. Many 

scholars agree that the Islamic norm gives women a great amount of 

property rights. According to Judith Tucker, in Islam “the kind of 

discrimination against women that we find in the marital 

relationship, where most rights (to divorce, child custody, etc.) are 

strongly gendered in favour of the male, does not characterize the 

law when it comes to matters of access to the material goods of 

society” (Tucker, 2008: 25-26) 
7

. Certain aspects of Islamic law in the 

pre-reform period have struck this American historian as very 

progressive. “Once a woman came on age (signalled by reaching 

puberty), she like a man, was to have complete and independent 

possession of her property; no man, neither father nor husband, had 

any right to the ownership, enjoyment or disposal of her property. 

She had full legal capacity as far as her private property was 

concerned.” Judith Tucker was surprised by this “absence of 

discrimination against women as property holders”, compared with 

the situation in Europe into the pre-modern period. For instance, in 

Renaissance Florence, a woman “was legally required to have a male 

guardian for her property and her person without whom she could 

not enter into any legal agreement. Her property typically consisted 

of her dowry, given to her by her natal family in the understanding 

that she would have no further claim on family property, and her 

husband could use the dowry as he liked as long as he obtained her 

 

2008: 47).  

7

 Some Western ―translators‖ of the Qur'an confused Qawâma with the 

“incapacity of the married woman” in Roman law (see below). One of them, 

Arthur J. Arberry (1955, quoted by Tucker, 2008: 25), misinterpreted the 

beginning of the verse 34 surah 4 (An-nisa) as following: “Men are the 

managers of the affairs of women”.  
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passive consent”. On the contrary, she  says, “the prevailing 

substantive rules of the Islamic legal system designated the dowry as 

the private property of the bride over which her husband had no 

claim whatsoever. Furthermore, a female was entitled to set a 

portion of the estate to a number of her relatives, and although in 

general she was only entitled to one half the share of her male 

counterparts, this inheritance was also her inviolate private property” 

(Tucker, 2008: 25). 

Under the Islamic standard,
8

 married women could own, inherit 

and bequeath her properties. She legally had greater control over her 

property than under Roman law because she not only had possession  

but also managed the property that she brought with her or acquired 

during her marriage. Under this regime of separation of property, 

"neither spouse had a legal right or interest in the property of the 

other" (Fay, 1998: 119). 

The fact that the Holy Qur'an is very explicit in favour of 

women's property rights allowed for a historical continuity of these 

rights, despite the social and political pressure to their restriction, 

made possible by customary rules, notably the circumvention of 

women's rights to inherit land in order to avoid fragmentation of the 

family patrimony
9

. Thus, throughout history, women have had the 

opportunity to acquire and manage properties independently and 

they have widely seized this opportunity, as shown by many studies, 

notably on the Ottoman Empire (Deguilhem, Talahite, 2017) 
10

. One 

of the institutions often used by women to manage their properties 

was the waqf. 

 

8

 Unlike Christianity, Islam, born in the 7th century, cultivated its own 

standard distinct from the Roman conception of law and institutions. 

9

 For example, in the case of North African Berbers (Mahé, 2001), state-

owned Miri lands in the Ottoman Empire and tribal lands of Pakistan 

(Tucker, 2008). 

10

 This was truer in urban areas than in rural or tribal where property 

remained tied to the land. 
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The waqf or habous, a Central institution for women's properties: In 

Islamic law, the waqf endowment is a gift in perpetuity by an 

individual to a work of public utility, pious or charitable. This mode 

of ownership, which can be found earlier in history, took on an 

unprecedented form in the early days of Islam (Çizakça, 2000), 

becoming a basic economic institution (Koeler, 2015) and spreading 

widely throughout the Muslim world and beyond. Notably, religious 

waqf was supplemented by family waqf and monetary waqf. With the 

waqf ahli or family waqf, “an individual could insulate his private 

property from the play of inheritance law by naming beneficiaries of 

his or her choice: it was a legal means to remove all or part of a 

patrimony from the effect of that law (..) thereby limiting it 

fragmentation through inheritance” (Tucker, 2008: 155). The 

historian Randi Deguilhem (2003) has shown that the waqf is gender 

neutral, in that there is no formal difference between woman and 

man to create, manage or benefit from waqf. During the Muslim 

world history, women have often used this institution to make an 

investment (agriculture, real estate, hammam, hospital, school..) and 

thus protect their assets by making them grow, while giving up 

individual property. Even though the waqf endowments could 

sometimes be used as instrumental in the disinheritance of women, 

that is, to circumvent the Islamic rule of including women in the 

inheritance. -For example the North African Berbers (Berque, 1958; 

Khalfoune, 2008), - women to manage their property have mostly 

used the waqf institution, and even men have often privileged 

women relatives when they set up a family waqf.  

Numerous studies carried out over different periods and in 

different parts of the Muslim world (Baer, 1983; Fay, 1997; 

Doumani, 1998; Tucker, 1998; Deguilhem, 2003; Isin, Üstündağ 

2008), especially in the Ottoman area, revealed the presence of many 

women among the founders of waqf (20 to 50% according to the 

studies). For Miriam Hoexter (1998: 8), "Gender studies are one of 

the areas in which Waqf research has made a major contribution". 

The result of this research for our knowledge of women's property 
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in Islam goes well beyond the case of the waqf, in the sense that it 

attests that women had broad access to property. Indeed, only the 

property owned by the founder, could be put in the form of waqf. 

These studies show that not only did women own property but also 

they were often administrators, and that it was not an exceptional 

phenomenon limited to an elite. They give an image of women freely 

disposing of their property and actively engaged in economic and 

financial activities. As Tucker (2008: 154) said, “the impression we 

have that women did trade and manage real estate is further 

reinforced by the very active part they played in the institution of 

the waqf”. 

Women‖s Property Rights in the West, 18
th

-19
th

 Centuries 

Despite the importance of the concept of property right for 

economics, for a long time, economists have remained silent about 

gender inequality in the right to ownership. The explanation for this 

paradox lies firstly in the fact that at the time when western 

economics laid its theoretical foundation, women were largely 

excluded from property. Especially in Great Britain, the motherland 

of economics, which has given modern economic theory some of its 

most prestigious founders, both classical (Smith, Ricardo) and 

neoclassical (Marshall, Jevons, Edgeworth).  In this country, during 

most of the 18
th

 and 19th centuries, the law deprived the married 

woman from any legal existence and dispossessed her of all the 

property (including income from her own labour) for the benefit of 

her husband. According to the principle of coverture, stated by the 

lawyer William Blackstone: "The very being of legal existence of the 

woman in suspended during the marriage, or at least is incorporated 

and consolidated into that of the husband; under whose wing, 

protection and cover, she performs everything (..) and her condition 

during her marriage is called her coverture" (quoted by Dickenson, 

1997: 83). As Judith Okin (1989:30) said, “Upon marrying, women 

became legal nonperson (..). The Common law (..) automatically 

transferred all of the wife‖s personal property – as well as control 



Building an Islamic Case for Open Markets 

|168| 

over, and the income from, her real property - into the hands of her 

husband”.  

Contrary to a stereotyped view, this legal dispossession of the 

married woman did not come from the Middle Ages, during which 

women enjoyed relatively more extensive property rights, even 

though there were often rights of use, under customary rules 

(Goody, 1990, 1983; Goody and al., 1986).  It was introduced in the 

18th century and was maintained until the early 20th (Okin, 1983; 

Holcombe, 1983; Braunstein & Folbre, 2001). This system lasted 

until the end of the 19th century. Covering the Victorian era (1837-

1901), it is contemporary with the industrial revolution.  

This hardening of the law towards women reached the continent, 

in the form of the "incapacity of the married woman" introduced by 

the Napoleonic code (1804).  

This decline in the married women‖s property rights was 

contemporary to the nascent western modernity, marked by a 

profound change of the notion of property itself, in the sense of its 

rationalization, simultaneously with the raise of the capitalist market 

and its institutions. The women's property rights history in the West 

shows that the emergence of western capitalism went with the 

expulsion of women (especially wives) from access to property. This 

deprivation took its most absolute form in the legal principle of 

coverture in Common Law's countries.  

It was not until the enactment of the two Married Women's 

Property Acts (1872 and 1882), under the pressure of women's 

struggle, that the United Kingdom, followed by most of the North 

American and Canadian Common Law provinces, granted married 

woman the right to inherit, bequeath, possess and dispose  property, 

keep and spend  salary, manage  affair, enter into contracts. This new 

legislation was inspired by a parallel legal regime based on the courts 

of equity, recognizing the separate ownership of women in a 

marriage contract. In this legislation, different from the Common 

law, separate patrimony could be created for the wife and put into 

the form of a trust for its sole and separate use. Not subject to the 
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marital control nor attached to its creditors, this patrimony was 

generally managed by a trustee. This contract could give women 

property rights, including the right to contract and make a will. 

However, the use of these courts to allow married women to obtain 

a special status protecting them from the worst abuses of the 

Common Law was costly and only used by wealthy women (Okin, 

1983). 

It is interesting for our purposes to say something about the 

history of that court. The Court of Chancery of England and Wales 

was originated in the Norman curia Regis introduced at the time of 

the Norman Conquest (1066). It was a court of equity that followed 

a set of loose rules to avoid the slow pace of change and possible 

harshness (or “inequity”) of the common law. The Chancery had 

jurisdiction over all matters of equity, including trusts, land law, the 

administration of the estates of lunatics and the guardianship of 

infants. 

The idea of a trust originated during the Crusades of the 12th 

century, when noblemen travelled abroad to fight in the Holy Land. 

As they would be away for  years, it was vital that somebody could 

look after their land with the authority of the original owner. As a 

result, the idea of joint ownership of land arose. The common law 

courts did not recognize such trusts, and so it fell to equity and to 

the Court of Chancery to deal with them, as befitting the common 

principle that the Chancery‖s jurisdiction was for matters where the 

common law courts could neither enforce a right nor administer it. 

The use of trusts became common during the 16th century, although 

it made the law in this area far more complex. The court‖s sole 

jurisdiction over trusts lasted until its dissolution in 1875. 

According to the authors who have sought the origin of the 

English trust (Makdisi, 1998, 2005; Verbit, 2002; Kohker, 2015), this 

institution was probably inspired by the Muslim waqf, introduced in 

England at the time of the Crusades. It is interesting for our purpose 

to note that in order to develop a new law granting married women 

property rights, the English legislator has resorted to a model 
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originating in Muslim law, which ultimately is not surprising, 

knowing that at that time, married women in Islam enjoyed 

extensive property rights and legal personality
11

. However, in Islam, 

a woman could directly create and administer a waqf, without having 

to go through a trustee. 

With the Married Women's Property Acts, the Commonwealth 

countries were thus taking a lead on the Continent where legislation 

took more time to evolve. In France, it was not until 1965, seventeen 

years after the Universal Declaration of Human Rights, that a reform 

of matrimonial regimes put an end to the legal incapacity of married 

women, allowing them, inter alia, open a bank account or sign a 

labour contract without marital consent. 

This episode in the women‖s history in Europe and throughout 

the whole Western world, which has seen the deprivation of married 

women of their property rights and, hence, of their legal existence, 

had implications that go far beyond these countries. 

Indeed, it was at this time that the western legal systems, the 

French Civil Code and the British Common Law, spread throughout 

the world, both on the European continent conquered by Napoleon, 

and in the colonial empires, mainly by the force of weapons 

(Grimaldi, 2003).  

After the enactment of Women‖s property Acts in common law 

countries at the end of the 19
th

 century, the principle of gender 

equality spread very gradually in the West. It was not until he 

Convention on the Elimination of all Forms of Discrimination 

against Women (Cedaw, December 1979) that it became an 

international standard, but its implementation, including in Western 

countries, is still far from effective (Talahite & Deguilhem, 2017).  

 

11

 In France, the Napoleonic code (1804) was also inspired by the Islamic 

conception of marriage as a civil contract (Cherfils, 1999), which allowed 

divorce, whereas in Catholicism it is a divine sacrament impossible to break. 

However, by introducing "the incapacity of the married woman", it 

deprived the wives of individual rights, including property rights. 
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Cedaw entered into force as an international treaty in September 

1981 after its ratification by 20 countries. It is now ratified by 179 

out of 185 countries. It recognizes "women's rights to own, inherit, 

and administer property in their own name". It requires "the same 

rights for both spouses in respect of their possessions, acquisitions, 

management, administration, enjoyment and disposition of 

property", and "the same rights to each spouse in the ownership, 

acquisition, management, administration, enjoyment and disposition 

of property, both free of charge and for valuable consideration". 

A Decolonial Approach to Gender and Property 

Rights 

Property Rights and Colonization 

Neo-institutionalists have studied the impact of colonial institutions 

on development trajectories. Douglass North (1990) contrasts the 

success of the American colonies - which he attributes to 

decentralized political institutions imported from England, including 

property rights that promote competition and economic 

development - with the failure of the former Spanish colonies, where 

centralized feudal institutions were established. Laporta & al. (1999) 

argue that countries that inherited the Common Law have benefited 

from institutions that are more protective of property rights than 

those of Civil Law
12

.  

These theories are open to many criticisms. The extension of 

economic theses - such as Coase's theorem - to politics and history 

has been challenged (Vahabi 2011), while the argument has been put 

 

12

 Assessing the effect of institutions inherited by Western powers on the 

GDP of their former African colonies, a study ranked Great Britain first, 

followed by France, Belgium and then Portugal (Bertocchi and Canova 2002, 

cited by Zouache, 2014:133). 
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forward that the political choices of decision-makers, while dictated 

by self-interest, do not necessarily lead to the most efficient 

institutions (Acemoglu, 2003). Similarly, the transition from the 

microeconomic to the macro-economic level, and then the projection 

of this model over the long history, raise thorny methodological 

questions
13

.  

These theories, which envisage development as a competition 

between nations, even between peoples
14

, are based on a tautological 

reasoning: the West has succeeded thanks to the superiority of its 

institutions
15

; the West's success is proof of the superiority of its 

institutions. Jeffrey Sachs (2003: 38) denounced the ethnocentric 

nature of this vision, which attributes "high levels of income in the 

United States, Europe, and Japan to supposedly superior social 

institutions"
16

. For Daron Acemoglu and James Robinson (2015), 

"inclusive" institutions (including private property rights) have a 

positive impact on economic growth, while "extractive" institutions, 

which aim to capture resources by self-serving political elites, have a 

negative impact on development. These authors examined the impact 

of colonization strategies, as initial conditions, on the economic 

development paths of colonized countries (Acemoglu et al., 2001). In 

 

13

 For example, the question of measuring GDP for the distant past. 

14

 The term “institution”, as in Douglass North (2015), then tends to take on 

the meaning of culture, religion or civilization. 

15

 It would be enough to measure economic "success" in terms of criteria 

other than GDP (inequalities, environmental impact) to bring down this 

whole construction (Stanziani, 2015). Moreover, the insolent growth of the 

Chinese economy with institutions inherited from the communist system 

should encourage a review of this model. 

16

 Quoted by Abdallah Zouache (2014:146), who underlines this drift, 

drawing parallels between former American institutionalists (Veblen and 

Commons), influenced by 19th century racist ideas, and neo-institutionalists, 

who, behind the classification of institutional systems, re-establish a 

hierarchy between peoples, which they attempt to justify "scientifically" by 

cultural differences. 
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the former (United States, Canada, New Zealand), strong European 

immigration would have favoured the import of institutions from 

the settlers‖ countries of origin, particularly property rights. While 

elsewhere (Africa, Latin America, South Asia, the Caribbean), the 

weakness of colonial settlement would have led the colonial power 

to favour a predatory political power that had no interest in adopting 

the “efficient” institutions of the metropolis.
17

 

Actually, this approach only considers an explanation from the 

point of view of the colonizer's action and the dynamics he impels. It 

is he alone who writes history, who has the initiative, and it is his 

institutions that determine the trajectory, its success or failure. The 

colonized and its institutions are absent. Without taking the opposite 

of this approach by making the colonized the engine of history, our 

purpose is nevertheless to bring out a vision that restores his role, 

through his individual and collective action, and his institutions. To 

this end, it is important not to limit oneself to official institutions, 

but also to focus on so-called informal institutions, whose vitality is 

essential to economic activity. 

Our approach is in line with the postcolonial current in 

economics (Pollard et al., 2011; Zein-Elabdin, Charusheela, 2004), 

which consists first of all in deconstructing colonial historical data in 

order to reposition them under another paradigm, a prerequisite for 

any new interpretation. Our hypothesis is that development-friendly 

institutions could be those that inspire the confidence of economic 

agents - and not just foreign investors - in the sense that they 

crystallize their shared values, ethos or beliefs. These institutions can 

also emerge and become sustainable outside the State (Geisler, 2009)
18

. 

 

17

 However, this approach says nothing about the fate forced on indigenous 

peoples' institutions and the ethnocide of the first nations through the 

destruction of their institutions. 

18

 Exploring how individuals coordinate their behavior in the absence of a 

formal legal system and/or central law enforcement agencies, Robert Sugden 

(1986) modelled the emergence and evolution of property rights using 
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The “modernization” of the Law and the Exclusion of 

Women from Property 

As we have seen, before colonization and the Westernization of law 

and institutions, women in Islam were better endowed legally than 

in the West to face modernity, in terms of access to property and 

therefore participation in economic activity. How did this situation 

turn into its opposite? 

At the  time when Western legal systems - the French civil code 

and the British common Law - were expanding their hegemony 

throughout the world, Great Britain and France had the worst 

legislation in their history regarding women's property rights, 

especially for married women.  The women were excluded from the 

property and deprived of legal capacity, whether through the 

common law principle of coverture or through the “married 

woman's incapacity” in the Napoleonic Code. In contrast, in the 

Muslim world, women enjoyed far more property rights than in 

Europe, and therefore had more to lose than Western women. 

With Western hegemony, most dominated countries adopted the 

law of the dominant power, to which elements of their own law and 

customs were more or less integrated. Ownership rights, because of 

their crucial role in appropriating land and resources, were generally 

rewritten in the interest of the colonizer (Robertson, 2005; Bontems, 

2014, 2015; Bras, 2015a & b). While colonization has acted in various 

ways to reduce the ownership of indigenous women - 

marginalization of indigenous peoples, repression of local economic 

dynamics, expropriation - it has also been done by law. As exporting 

their legal system, the Europeans also exported the contradiction it 

contained between the declared ideal of equality and the denial of 

women's rights. This contradiction was reflected in the attitude of 

 

evolutionary game theory, showing that self-enforcing property rules can 

arise spontaneously from interactions between individuals, which find an 

equilibrium (Schelling point) from which none has an interest in deviating. 
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French feminists in the inter-war period: "while they criticized the 

1804 Civil Code as a source of the inequality of French women, they 

advocated its imposition in Algeria to supplant vestiges of Islamic 

law." (Kimble, 2006: 2).  

So, in most  Muslim countries, the legal system has been 

westernized, whether under colonial rule or at the own initiative of 

independent states, as in Turkey. However, this must be qualified, 

because part of Muslim law has been maintained. Under French 

colonial domination, this took the form of “personal status”.  

The Personal status as a Colonial Status  

Where is this concept of “personal status” coming from? Not from 

the Muslim law corpus, where this notion is absent. According to 

Wood (2016), it came from the influence of European law 

particularly French civil law. Botiveau (1993: 217) showed that the 

term el ahwāl al shakhsiyya (personal status) appeared for the first 

time in Islam under the pen of the Egyptian Quadri Pacha who 

studied law in France and drafted a Civil code of the family in Islam 

(1875), which was never adopted but served as a reference for 

codification. However, Quadri Pacha could not have derived this 

notion from the Napoleonic Code, since, as we have seen, it refers to 

personal rights, not personal status. Most likely, he would have been 

inspired by the Warnier law for Algeria. It is therefore from an 

exceptional colonial legislation that the personal status codes still in 

force today in Muslim civil law countries have emerged. 

French colonization introduced a particular status for Algeria, the 

“personal status”, for which was elaborated an exceptional legislation. 

While it submitted to the French law the establishment of real estate 

property, its conservation and transmission, the Warnier Law (1873) 

abolished both Muslim and customary property rules in Algeria. 

This lead to the “francization” of property (Bontems, 2015: 316). 

This submission to French law followed two different paths 

depending on whether it applied to "real rights" (droits réels), relating 

to tangible things, or to the "right of persons" (droit des personnes), 
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relating to citizenship, as both defined by the Civil code. While real 

rights were hereafter subject to French law, the legislator decided 

that the right of persons would only apply to Europeans, and he 

created a special status for Muslims, the "personal status".  In a report 

to the French Parliament (Assemblée Nationale), Eugène Warnier 

argues as follows to justify this legal imposture:  “We distinguish 

between the real status and the personal status of Muslims in Algeria. 

- We respect the latter, which touches on freedom of conscience, 

religion and the intimate life of the family in various ways; but we 

consider it our duty to retain the real status, the one that affects real 

estate interests, to submit it to French law, to the fundamental 

principles of our public law wherever the national flag flies" (quoted 

by Surkis, 2010: 45). 

In this way, Warnier surreptitiously introduced a new category in 

French civil law, that of "personal status". He replaced the 

distinction between two kinds of rights (real/personal) in a 

distinction between status, specific to Muslims. By this legal device, 

the legislator invented a couple of “soi-disant” real/personal status, 

that didn‖t exist in the civil law. Therefore, he was able to create a 

personal status for the Muslims, opening the way for a return to a 

category of the Ancient regime abolished by the French revolution. 

For memory, the French revolution was supposed to have abolished 

the status that existed in the feudal France, between the serve and the 

landowner, the aristocracy and the people, and replaced them with 

supposedly equal rights for all citizens.  

This innovation had two important consequences: Firstly, , for 

Muslims, the right of persons was changed to personal status, 

depriving them of their rights as citizens.; under the pretext of 

respecting the religion of the colonized
19

, in fact, Warnier placed him 

 

19

 At the time of the conquest of Algeria, the French had undertaken to 

respect the religion of Muslims, a commitment they subsequently failed to 

honor. Thus, the Treaty of Tafna (1837) stipulated in its article 5: Arabs 

residing on French territory shall enjoy the free exercise of their religion. 
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out of the citizenship
20

. Secondly, this personal status gave rise to a 

rewriting of Muslim law, by its integration into the French legal 

system. This task of francization of Muslim personal law was carried 

out by colonial lawyers, through what is known as the Algiers Law 

School (École de droit d’Alger) (Henry, Balique, 1979; Bontems, 2014). 

“In parallel to the senatus-consultum of 1865, a set of new laws helped 

to create a Muslim 'personal status' supposed to be unalterable and 

distinct from the modifiable 'real status' ” (Surkis, 2010: 28).  

This distinction between personal/real status for Muslims led to 

the invention of an immutable status for Muslims, including with 

respect to the rules of inheritance. While ―real rights‖ may be 

modified and adapted over time, Muslim personal status would 

remain static. The rest of the law, especially economic law, was 

francized, first to serve the interests of the colonizers (Robertson, 

2005; Bontems, 2014, 2015; Bras, 2015a & b). This legislation will for 

a long time freeze the Muslim family and relationships within an 

archaic legal framework, combining the French law patriarchal 

conception with elements, often the most retrograde, drawn from 

both the Islamic corpus and local customs
21

. In particular, many 

women's advantages, both in Muslim law and in custom (Clancy 

Smith, 2006), are sidelined and considered as ethnographic curiosities 

(Lim, Sait, 2007). This is precisely the case with respect to property 

rights, including the institution of the waqf which, unlike 

 

They will be able to build mosques, and perform their religious duties in 

every respect, under the authority of their spiritual leaders. 

20

 "While it promises to 'protect' this personal status, this law makes it a de 

facto institute. This right therefore symbolizes the insurmountable legal (and 

implicitly religious) difference of the "Muslim" - and therefore its non-

assimilable character" (Surkis, 2010: 46). Being a Muslim becomes a status. 

21

 Although referring to Islam, this legislation cannot be considered Islamic 

law. Islamic Law as a legal system - with its own modalities of functioning, 

its courts, its jurisprudence, its pluralism (Cattelan, 2017), its relation to local 

customs - was eradicated by colonization. 
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inheritance regulations, “has proven far more amenable to change 

and reform in the course of the 20th century” (Tucker (2008:165-166). 

According to the historian, “in most countries, waqf as a way of 

managing property has been seriously eroded by two pervasive 

trends: an increase in direct state control of the waqf institution, and 

the related restriction or even elimination of the family waqf”. As 

mentioned above, the family waqf was the one most used by women. 

In Algeria, while religious habous came under the control of the 

colonial administration, a large part of family habous endowments - a 

significant proportion of which were created, managed and/or whose 

output was for the benefit of women - has been expropriated and 

transformed into francized property.  

This French colonial personal status have been renewed and 

generalized by the postcolonial regimes in the Arab world
22

. 

Postcolonial regimes, born of a paradoxical claim of equality within 

western law system and recognition of their religious and cultural 

(more than legal) specificity have generalized the westernization of 

law: Egyptian civil code of 1949, inspired by the French civil law, 

was taken over by Iraq (1951), Libya (1953), Qatar (1971), Algeria 

(1975). These regimes have renewed the separation introduced by the 

colonizer between family law (personal status) which is to be a 

separate law, outside the general conception of the law in force, and 

the rest of the law. Because it does not belong to the same referent as 

the rest of the law, it cannot evolve in coherence with it and is 

condemned to remain archaic. 

As Judith Tucker mentions, “many countries including Syria, 

Egypt, Tunisia, Libya, the United Arab Emirates, Lebanon, Kuwait 

and Pakistan, have either abolished or greatly restricted the family 

waqf in way that limit the duration and/or the beneficiaries of the 

 

22

 "In the Middle East, [the] Egyptian Civil Code of 1949, with the 

provisions of the French Civil Code, has been received by a number of other 

states: notably by Iraq (1951), Libya (1953), Qatar (1971) and Algeria (1975) 

(..) "(Grimaldi, 2003). 
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endowment”. Finally, “the significance of family waqf for property 

management, for men and women alike, is now largely a thing of the 

past” (Tucker, 2008 : 166). 

Conclusion 

This paper tried to show that the adaptation of property rights, for 

more justice and equity to women in the Muslim world, is blocked 

by an institutional framework, which is inherited from colonization, 

split between "conventional" rights and personal status. In this 

dichotomous framework, while the conception of the property right 

falls under the civil code and reproduces the Western model, the 

gendered property rights, especially in inheritance, are fixed by a 

personal status code which appears archaic and outdated. To 

reconcile these two opposite parts of the law, some claim the 

generalization of Shari'a to the entire body of law, while others, on 

the contrary, advocate "modernizing" the personal status code, 

separating it from religion. For our part, we propose to open a 

reflection on the property right itself, relying both on contemporary 

criticisms of conventional model - in particular, the Theory of 

Common - and on the ethical approach to Islamic Economics 

challenging the neutrality and universality of the Western model of 

property rights. 
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Abstract 

In economic discourse, the problem of distribution in society is 

considered as an extension of consumption and production. 

Distribution is about distributing the output of production in the 

form of goods and services and also its factors of payment (interests, 

wages and profits) to the owner of the factors of production. The 

consumption of society will be efficiently distributed through 

market mechanism. The discussion, however, has been extended to 

include ―what‖ should be distributed and how ―distributive justice‖ 

can be achieved. Various theories have been proposed to answer that 

problem, such as strict egalitarian, the differences of principles of 

John Rawls, resources-based principles, welfare-based principles ala 

utilitarianism, desert-based principles, and libertarian principles. The 

theories differ in the object of distribution, goals of distribution and 

the basis of a just distribution. The theories are developed based on 

certain philosophical vision of its proponents upon observing the 

ideal structure of society. Some differences with Islamic principles of 

distribution could be seen. Islamic economics develops its concept 

and framework of distribution based on the worldview and teaching 

of Islam. Islam aspires to establish a just and equitable society 

whereby individuals‖ right over personal wealth is acknowledged, 

but public right to personal wealth is also guaranteed. Wealth 

concentration in certain hands in the society is not welcomed. 

Instead, wealth should be freely and justly circulated in the society at 

large. This paper aims at elaborating Islamic concept and principle of 

distributive justice by exploring the principles from the teachings of 

Islam in the Qur‖an. The paper also attempts to compare and 
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contrast the conventional theories of distributive justice with Islamic 

framework of a just and equitable distribution.   

Keywords: Distribution, Justice, theories, Islamic economics 

Introduction 

Distribution is considered as one of the central problems in 

economics. The issue has been extended from a mere allocation of 

output of production or income distribution in production function, 

to a fair and equitable allocation of resources, income and wealth. 

Scholars have put their intellectual effort to contemplate theories 

that would solve the problem of distributive justice. In this paper, we 

have collected various theories in conventional economic traditions 

to highlight the issues from an Islamic perspective. Islamic principles 

on distribution will be elaborated based on Islamic teaching in the 

Qur‖an and Sunnah.  

In Islamic economic system, the object of distribution would be 

something that is personal (from individual surplus), measureable 

and related to welfare of individuals and society. In this regard, the 

Qur‖an mentions the provision/income (al-rizq) and wealth (al-mal) 

as the object of distribution. The spirit of distribution in Islam is 

summed up in the statement “so that wealth is not circulated among the 

rich of you only [it should go to the whole segment of society]” (al-Hashr, 

59: 7). This means Islam prefers circulation of wealth, welfare, and 

income among society and Islam is against the concentration, block 

or prevention of wealth, welfare and income in certain hands. 

 

Meaning and Scope of Distribution  

The problem of distribution in modern economics is considered as 

an extension of the problem of production. Distribution is about 
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distributing the output of production. In this regard, the issue of 

distribution has to deal with the questions: for whom shall we 

produce? How is the output of production distributed among different 

factor of production? At a macro level, how is the national product 

distributed to the society? Distribution in this regard is the last stage of 

production in which goods or services reach final consumers. 

Distribution therefore will be structured based on the perspective of 

production and consumption in a society.  

In a later discussion, however, the problem of distribution has 

been extended from a mere asking of production output distribution, 

into a more substantive issue to include the problem of justice and 

equality in society. Hence, the question of how can distributive justice 

be realized in society? what consist of distributive justice? how can 

inequality in society be solved? and how to improve the capacity of the 

poor and the disadvantaged in society to be self-sufficient? also become 

the concern.    

Distribution is one of the economic aspects that received 

attention among Islamic economists. The discussion follows 

conventional economics framework by discussing distribution with 

other economic problems of production and consumption. 

However, there are some differences in perceiving the nature of 

distribution in an Islamic economy, goals of distribution and 

mechanisms of distribution.    

M. N. Siddiqi (1988), for example, argues that distribution should 

not be treated as a consequence of consumption (demand) and 

production (supply) as this perpetuates the false notion of consumer 

sovereignty, creating the illusion that people demand what they wish 

to consume, and producers organize production in accordance with 

these wishes, and finally distribution of the produce takes place 

according to the contributions made to the production process.  

Distribution, in an Islamic economy should be purposive with a 

clear direction of the objectives to be achieved. For Mannan (1990: 

15) distributive consideration should be treated as the fundamental 

basis for the allocation of resources in setting up priorities in the 
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production of goods and services which can influence the 

consumption process. The concern on distribution would determine 

priorities in production planning and influences the modes and 

means of production that in turn affects the behavior of enterprises 

in such a way that the behavior pattern introduces an 

interdependency of variables in the form of participation in the 

process of production.  

The implication of putting distribution as fundamentals in 

economic process would be in the production process whereby 

production will be organized by promoting the spirit of mutual 

reliance rather than self-reliance that would create an environment of 

economic security and viable social peace through a sense of 

belonging. Likewise in arranging the means of production, various 

modes of participatory production can be introduced that would 

meet the distributive justice criteria and setting up priority resources 

allocation into producing goods and services that would meet those 

criteria.  

Anas Zarqa (1984: 4) in this regard also notes that the scope of 

distribution problem in an Islamic economy is not confined to the 

functional income distribution only, but it would include the 

movement, transfer of goods and services among the people either 

through exchange in market mechanism and also transfer of wealth 

and income in society through obligatory measures, such as zakāh, or 

voluntary means such as hibah, sadaqah, inheritance, waqf and others, 

which can be between individuals directly or through the state 

regulation. 

Theories of Distributive Justice 

In Islamic economics, the issue of distribution is not about the 

allocation of resources per se. It is about a just allocation of resources. 

The problem of distribution is in the goals intended to be achieved 

upon allocating the resources in society which is justice. In other 
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word, the concern is about realizing ―distributive justice‖ that should 

consider the dimensions of individual interest and public interest, 

right and responsibility, and effort and surplus. 

Scholars have discussed the issue intensively. Various theories of 

distributive justice seek to specify what is meant by a just 

distribution of goods among member of society and provide moral 

guidance for the choice in the object of distribution and the basis of a 

just distribution in society have been produced. At least there are six 

well-known theories/principles discussing the issues, namely strict 

egalitarianism, justice as fairness (Rawlsian egalitarianism), resources 

based principles (Dworkinian egalitarianism), welfare-based 

principles, desert-based principles and libertarian principles. 

In this regards there are two concerns that trigger differences 

among the scholars, namely (1) the object of distribution of what is 

considered relevant to distributive justice (income, wealth, basic 

needs, welfare, preference-satisfaction, etc), and (2) on what basis the 

distribution should be made (equality, maximization, according to 

contribution, individual characteristics, etc). 

Strict Egalitarianism 

Strict egalitarianism theory of distributive justice calls for the equal 

allocation in all members of society whereby every person should 

have the same level of material goods and services. The principle is 

commonly justified on the ground that people are morally equal and 

that equality in material goods and services is the best way to give 

effect to this moral ideal (Lamont, 2013).  

Nevertheless, while it might look nice, the principle is criticized 

to have problems in two aspects, namely in the construction of 

appropriate indices for measurement (index problem) and the 

specification of time frame (specification problem).  

The index problem arises in distribution of material goods in the 

same level which is difficult to specify and measure. The proponents 

of this principle argue that instead of level, we could use bundle in the 

distribution of material goods and services. But the other problem 
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arises, namely the specification problem which involves time frames. 

The principle of strict equality requires that all people should have 

the same wealth at some initial point (also called as starting gate 

principles). But this might eventually lead to large inequalities which 

are also not favored by the proponents of this principle which 

specifies that equality should be in each time-frame. The principle 

also ignores the initial differences in society and equality of 

opportunity as it is more concerned on equality of outcome 

(Lamont, 2013). In addition, if everyone should have the same level 

of material goods and services, there will be a dilemma how to put 

reward to different effort and achievement (Baydhawy, 2012: 247).   

The Difference Principles 

Unlike strict egalitarian, the proponents of difference principles in 

distributive justice recognize that real world is not as equal in the 

strict sense and the wealth of an economy is not a fixed amount from 

one period to the next. Differences are a fact of life from person to 

person, society to society or nation to nation. John Rawls in his A 

Theory of Justice (1971) and Political Liberalism (1993) develops 

theory of distributive justice based on those differences. The theory 

is called as justice as fairness or also known as the difference 

principles.  

He argues that a distribution to be just if it maximizes the food 

that the individual with the least food receives. The Difference 

Principle permits some inequalities so long as the inequalities in 

question would make the least advantaged in society materially 

better off than they would be under strict equality.  

John Rawls proposes the following two principles of justice:  

Each person has an equal claim to a fully adequate scheme of 

equal basic rights and liberties. 

Social and economic inequalities are to satisfy two conditions:  

they are attached to positions and offices open to all under 

conditions of fair equality of opportunity; and they are to be the 

greatest benefit of the least advantaged members of society.  
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In (1) Rawls insists for equality of opportunity. In 2 (a), Rawls 

maintains its priority to the second 2 (b) whereby no sacrifice to 

basic liberties should be made in order to generate greater equality of 

opportunity or a higher level of material goods, even for the worst 

off. For 2 (b), Rawls uses an ―index of primary goods‖ to measure the 

benefits of people.  

Primary goods in this regard are classified into two classes. The 

first class comprises social primary goods, such as liberty, right, 

opportunities (which are the concerned of justice as fairness) and 

income and wealth (which is the concerned of difference principle). 

The second class comprises natural primary goods such as personal 

characteristics (Allingham, 2014).  

Nevertheless, the difference principle of John Rawls‖ conception 

of distributive justice is criticized on the grounds that it mostly 

ignores claims that people deserve certain economic benefits in light 

of their actions. In other word, some may deserve a higher level of 

material goods because of their hard work or contributions even if 

their unequal rewards do not also function to improve the position 

of the least advantaged. The libertarian also criticizes that the 

explanation of how people come to be in more or less advantaged 

positions is missing in the explanation of the difference principles 

(Lamont, 2013). 

Resources Based Principles 

Ronald Dworkin (1981a, 1981b) the proponent of this principle 

made a distinction between ―ambitions‖ and ―endowments‖. 

Ambitions cover the realm of our choices and what result from our 

choices, such as the choice to work hard, or to spend money on 

expensive luxuries. Endowments on the other hand refer to the 

results of brute luck, or those things over which we have no control, 

such as one‖s genetic inheritance, or unforeseeable bad luck.   

Inequalities might happen because of differences in ambitions and 

endowments. While Dworkin might allow differences according to 

ambition-sensitivity as a result from voluntary choices, he is not 



Building an Islamic Case for Open Markets 

|196| 

allowing inequality endowment-sensitivity if they result from 

disadvantages that have not been chosen. Therefore, those with 

unequal natural endowments should receive compensations, such as 

people born with handicaps, or ill-health, who have not brought 

these circumstances upon themselves, can be explicitly compensated 

so that they are not disadvantaged in their economic prospects 

(Allingham, 2014). 

Welfare Based Principles 

The focus in welfare-based principles is on maximizing the overall 

amount of some agreed-upon unit (or units) of welfare which could 

range from the subjective preferences of individuals to objective 

measures of welfare such as lifespan, access to education, healthcare, 

income, etc.  

In this regard, welfare-based principles do not focus on the actual 

pattern of distribution (e.g. equal shares for everybody) but on the 

net welfare-outcomes associated with patterns of distribution 

(Danaher, 2010).   

Advocates of welfare-based principles do not believe the primary 

distributive concern should be material goods or services since those 

goods have no instrinsic value but are valuable only in so far as they 

increase welfare. Likewise, it is also viewed that the concerns of 

other theories such as material equality (strict egalitarian), the level 

of primary goods of the least advantaged (difference principles), 

resources (resources-based principles), desert claims (desert-based 

principles), or liberty and entitlement (libertarian principles) are 

derivative concerns. They are only valuable in so far they affect 

welfare. Hence, distributive principles should be designed and 

assessed according to how they affect welfare, either its maximization 

or distribution (Lamont, 2013).  

Welfare-based principles of distribution are utilitarian in form. It 

has been defined in variously as pleasure, happiness, or preference 

satisfaction. The experience of pleasure, according to Jeremy 

Bentham, is the intrinsic value, and all other things had instrumental 
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value insofar as they contribute to the experience of pleasure or the 

avoidance of pain. J. S. Mill broadened this theory of intrinsic value 

to include happiness. Modern scholars, on the other hand, tend to 

define the intrinsic value consists in preference-satisfaction 

(individuals‖ having what they want). In this perspective, a just 

distribution would require to choose the distribution which 

maximizes the arithmetic sum of all satisfied preferences (unsatisfied 

preferences being negative) (Lamont, 2013).  

Some of problems in welfare-based principles of distribution is 

that the theory is based on subjective individuals‖ preference 

satisfaction and hence interpersonal comparison of welfare (utility) is 

difficult and hence might dilute social justice. The welfare-based 

principle is also criticized as making people as mere containers for 

wellbeing, rather than purposeful beings, responsible for their 

actions, creative in the environment and proactive in the situation 

within society. In addition, welfare-based approach ala utilitarianism 

is also criticized for not providing solution to the inequality since the 

concern is about rights and entitlements, and less about 

responsibility and contributions to the society. 

Desert Based Principles 

Desert-based principles of distribution argue that people naturally 

apply their abilities and talents, in varying degrees, to socially 

productive work that would generate social surplus in society. As a 

result of that, people are deserved to varying levels of income or 

other form of rewards. A just distribution would ensure that it is 

sensitive to the effort, contributions or compensation that people 

make to the social surplus. Distributions, in this regard, should be 

proportionate to contributions (Danaher, 2010).  

In this perspective, the proponents of this principle propose three 

broad categories to be the basis of the reward, namely:  

Contribution, whereby people should be rewarded for their 

work activity according to the value of their contribution to the 

social product.  
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Effort, whereby people should be rewarded according to the 

effort they expend in their work activity.  

Compensation, whereby people should be rewarded according to 

the costs they incur in their work activity.  

 

Some notes on this principle such as inexistence of measurement 

for contributions which can be vary such as costs, inputs, or efforts. 

It is also criticized that the principle might perpetuate inequality 

since people‖s ability to contribute is a function of pre-existing 

inequalities whereby those who are better-off can contribute more 

because they have more resources or they have a better education. In 

addition, it is a fact of life whereby human conditions vary whereby 

some are unfortunate and hence unable to contribute in production 

process. It would be unjust to make economic benefits depend on 

factors over which people have little control as in the case of the least 

advantaged segment of society. The proponents of this principle also 

missed the kind of responsibility and assistance to the disadvantaged 

in the society since they are lacking in having contribution, effort or 

compensation (Danaher, 2010, Lamont, 2013).    

Libertarian Principles 

Advocates of libertarian principles criticize any distributive ideal that 

requires the pursuit of economic patterns such as equality or 

maximization of welfare or of material goods. What is more 

pertinent is the demand for liberty or self-ownership.   

In libertarian perspective, any distribution of resources is 

acceptable provided it conforms to the principles of entitlement. 

Nozick (1974) argues that the justice of state of affairs is a matter of 

whether individuals are entitled to their holdings. Individual‖s 

entitlements are determined by three principles, justice in 

acquisition, justice in transfer and justice in rectification.  

In a legitimate acquisition, it is maintained that one naturally 

own oneself and by proxy one acquires legitimate ownership over 

those (previously unowned) features of the natural world with which 
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one mixes one‖s labor. Once one owns something, one is entitled to 

freely transfer it to another. In other word, a transfer is just if it is 

voluntary. Any distribution of resources that is arrived at following 

legitimate acquisition or transfer is just. However, current 

distribution may be the product of previously illegitimate 

acquisitions and transfers. In those cases, some rectification is needed 

(Danaher, 2010).  

Islamic Principles  

It is very clear that the above discussion on the principles of 

distributive justice that theoreticians on distributive justice advocate 

their particular principles by describing and considering ideal 

societies operating under them. Differences on what constitute a just 

and equitable distribution vary in accordance with the perspective of 

what should constitute the basis of distribution, object of 

distribution, tools and mechanism of distribution, and target and 

goal of distribution. The exercise, while it might be seen as an 

idealization of a good society, it is also a practical enterprise which 

provides solutions for society to adopt the principles in practical 

realities.  

Islamic concept of distribution is developed based on the 

teachings and guidance in the Qur‖an and Sunnah. As we shall 

elaborate, the concept is comprehensively discussed in those sources 

by taking into consideration the nature of human as individuals and 

in the context of societal life. The Qur‖an and Sunnah also provide 

the notions of provisions (rizq), effort (kasb), trust (amānah), 

spending (infāq) and others to be a reference in developing 

conceptual framework of distribution in Islam and hence distributive 

justice could be achieved. In addition, some institutional frameworks 

have also been outlined to set up and institutionalized distributive 

justice in society. As we shall see, the concepts are quite 

comprehensive, some of them are in line with the Western 

distributive justice theories, but some are not.   
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Distribution in Islamic economics covers a wide spectrum of how 

to share the provision (al-rizq) and wealth (al-mal) endowed by Allah 

in certain hand of individuals to the society at large, especially those 

who are in needs of it, for an equitable society. Islam while 

guaranteeing that everybody should get ―just reward‖ to what he/she 

has contributed (kasb), at the same time, also insists that wealth 

should not be circulated in the hands of rich elite in society (infāq). 

Likewise, wealth should not be enjoyed for mere self-satisfaction; 

instead, wealth should be redistributed to society since Islam insists 

that there is a right of others in personal‖s wealth (ḥuqūq). This 

principle comes from the very foundation of Islamic ontological 

belief that wealth is essentially belongs to Allah (rizqullah). Its 

distribution to mankind is upon His discretion. Human being holds 

wealth as an amānah (trust) that demands responsibility and 

accountability to spend it in right way (fisabilillah). For an equitable 

society, Islam outlines obligatory distribution through zakāh and 

voluntary spending through various kinds of charities (sadaqah, 

hibah, waqf) and others measures.  

Islamic Principles of Distributive Justice 

Distribution in Islamic vision is pursued within the objective of 

establishing a just socio-economic order and ensuring dignity of 

individuals in performing his task as an ―abd (servant) and khalīfah 

(vicegerent) of God (al-Dhariyat: 56; al-A’raf [7]: 129). The following 

guiding principles are some of the reference on basic teachings of 

Islam on distribution. 

Principle of Rizq (Provision) 

The Qur‖an reminds repeatedly that all natural means of production 

and resources which subscribe to man‖s living have been created by 

God which implies that all resources belong to Allah alone (al-

Baqarah [2]: 29 and Ibrahim [14]: 32). It is He who made them as 
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they are and set them to follow the laws of nature that make them 

useful for man. It is He also who allowed man to exploit them and 

placed them at his disposal (al-Jathiya [45]: 13).  

All creation/resources are created by Allah SWT for mankind as 

a whole and has been made subservient (taskhir) to human‖s benefit 

and he has been created in a perfect creation (ahsan taqwim) so that 

human can perform his role as servant of God (―abd Allah) and His 

vicegerent (khalīfah Allah) on earth. (al-Baqarah [2]: 29).  

Allah‖s provision (rizq) on each individual might be not similar 

(equal) with the purpose of testing individuals to have social concern, 

cooperation and dependency in society. The differences in initial 

condition (tafāḍul) is purposely designed by God in human life 

where some will get more portion than others due to natural 

difference in human capabilities and potential. The Qur‖an in this 

regards tells us that ―disparity in provision‖ is a fact of life which is 

not only natural and is also part of the Divine dispensation on 

human earthly life according to Lord‖s infinite wisdom.  

 

ف  م ۡق َم َم ف َم ف َ  ٰ م َم ف َ ۡق ي ِي ِق ِّذيىف ِۡي ْد م َي ضاْ ف ِ ُ ضِّذي ف ُ َم ين ذِ  م ف لَّ َم ققيف ف ۚف َ ذۡي يىف للر ف ف معقض ٍ۬ ف ب  ٰ م َم ف َ ضمق ك معقِّم لمف ب مِّذ  ضف ُ ه ذ  ومللل
 ََ ضون ُم َق ۡ َم يف  ه ذ  يف للل ِم يعَق ِي ِم ُ َف ء ف ف فۚ  مْد و ييهيف سم ف ُ ۡق ض ِم ف ُ ۡق ض ضہ مف ٰـن قم ي َف  

 

And Allâh has preferred some of you above others in wealth and 

properties. Then, those who are preferred will by no means hand 

over their wealth and properties to those (slaves) whom their right 

hands possess, so that they may be equal with them in respect thereof. 

Do they then deny the Favour of Allâh? (al-Nahl [16]: 71) 

 

ف  يىف َمف اد ضمقف ف مك ضا ُق ِم يي ذ ف ل مجمٰـ ۡ ٍ۬ ف ِِّم معقض ٍ۬ ف ب موققم ف ُ ضمق ك معقِّم معمف ب ُم ِم ف و ِقضي ف للقأف فم ٮ ِٕ مٰـد ۡقف خَم ض َم َم ع يىف جم ذِ  مف لَّ ضو ومه
ضمقف ف ۗ مٮ ك ت ْم  ء

 

It is He who hath made you (His) agents, inheritors of the earth: 

He hath raised you in ranks some above others: that he may try you 

in the gifts He hath given you (al-An‖am [6]: 165). 
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Principle of Kasb (Effort) 

Earth has been made as a place for man to strive for his livelihood in 

performing the task and trust (amānah) as ordained by Allah SWT.  

 

ف  يشم مٰـي م ف َمع ييہ ف ُ ضمق م ف ل مك ِق َم ع ف ومجم ِقضي يىف للقأف ف ف ۡق ذ ٰـَض ِ ُقف َمكذ  مقم ف ۗومل  
 

It is We who have placed you with authority on earth, and 

provided you therein with means for the fulfilment of your life (al-

A‖raf [7]: 10) 

 

Nevertheless, individual‖s self-provision is not something 

guaranteed except with effort and hardworking. The Qur‖an 

encourages individuals to travel on the earth and find the provision 

and enjoy it.  

 
ۦي يه ِق ضوْ ف َينف ِذۡي ضل م ف ومك يہ م كيب ِم يىف َ مٱَقشضوْ ف ف ضولا ٍ۬ف ُ ف ذمل ِقضم ضمضف للقأف ملمف ل مك يىف جمع ذِ  مف لَّ ضو ضف ف ۖه شضوِ ذ  قهيف للُّ مي ل  ف ومِِٕ

 

It is He Who has made the earth manageable for you, so traverse 

ye through its tracts and enjoy of the Sustenance which He furnishes: 

but unto Him is the Resurrection (al-Mulk: 15). 

 

And this is one of the basic principles of distribution in Islamic 

framework whereby everybody should strive to fulfil his own basic 

needs and other needs related to his wellbeing. Each will get in 

accordance with his effort (kasb) which also means differences in 

wealth ownership will occur.  

 
ضونمف  ُم َ ۡق ض ماف ُ ف ل ۡق ض ۡقف ومه ض ِم مٰـَ َۡق َف ف  ۡق ض مہ ذيي ُم ضو يي ضاْ ف ف فۖ ومل ُي َم ذ  ف ۡ يم ذ ف م ٍ۬ مجمٰـ ۡ  ف ِِّم يف َضلذ ٍ۬  ل

 

And to all are (assigned) degrees according to the deeds which 

they (have done), and in order that (Allah) may recompense their 

deeds and no injustice be done to them (al-Ahqaf [46]: 19) 
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From that principle follows another principle whereby the fruit of 

one’s effort is approved and considered as his legitimate ownership. The 

Qur‖an recognizes the right of holding private property as implied in 

severeal verses.  

 

ضوْ ف  مسِم ت ذ  ف لڪق يم ذ ف م ٍ۬ يب  مصي ذيجم ليف ن يلر ذ مف ف ۖل َق مسۡم ت ذ  ف لكق يم ذ ف م ٍ۬ يب  مصي ءيف ن ذيسماد يلُّ ف ۚف ومل  
 

For men there is reward for what they have earned, (and likewise) 

for women there is reward for what they have earned (al-Nisa‖ [4]: 

32) 

 

Therefore, it should be noted that the Qur‖an does not intend to 

have equality in a strict sense. Part of justice is to acknowledge the 

differences in provision of wealth in society. Those who put more 

effort, knowledge, capabilities and capacities will naturally get more 

portion in Allah‖s provision (rizq) than those who do not put effort, 

knowledge and lack of capabilities and capacities. Justice also means 

that everybody can enjoy the fruits of their effort in accordance with 

the effort they have put. Each will get share of in production output 

in accordance with the effort or capital contribution in a production 

activity (Qa‖dan, 1990: 100).  

 

ضاْ ف  ُي َم ذ  ف ۡ يم ذ ف م ٍ۬ مجمٰـ ۡ  ف ِِّم ضلذ ٍ۬ َي ضانمف ۚومل ُم معَق ذ  ف ُ َم يل ف ۡ مٰـِ َي ف ب َم ذ  مب م ف ِ  ف وَم
To all are degrees (or ranks) according to their deeds: for thy 

Lord is not unmindful of anything that they do (al-An‖am [6]: 132) 

 

يف  مٲل َقو يأف يف ب ه ذ  ييليف للل ب يىف سم ضونمف ف ٰـُِي ضجم قم يف وملل رِم يىف للضذ  و ل  َ ضف  قر مي ييَمف غ ِي ضؤَق قم ف لل ضونمف َينم ُي ققمٰـع مويىف لل مسقت اف ي ف لذ  ۡق ي ه
ۡقف  نِضسيہي َف يف ف ۚوم ُي ٰـِ ضجم قم ضف لل ه ذ  لمف للل مِّذ  مجِم ٍ۬ف ف ُ ف ِِّم َم ين ُي ققمٰـع ف لل ٰم َم ف َ ۡق نِضسيہي َف ف وم ۡق ي يه مٲل َقو يأف ف ب َم ٰ ف ف ۚن م ضسقَ ُ ۡق ضف ل ه ذ  مف للل ُم ٍ۬ف وَم ذ  ضا ًّ۬ ف ف ۚف ومك

ييَ ٍ۬ف  ف عۡم  ْ ر جق َف ف  َم ين ُي ققمٰـع ف لل ٰم َم ف َ َم ين ُي ٰـِ ضجم قم ضف لل ه ذ  لمف للل مِّذ    وُم
 

Not equal are those Believers who sit (at home) and receive no 

hurt, and those who strive and fight in the cause of Allah with their 
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goods and their persons. Allah hath granted a grade higher to those 

who strive and fight with their goods and persons than to those who 

sit (at home): unto all (in faith) hath Allah promised good: but those 

who strive and fight hath He distinguished above those who sit (at 

home) by a great reward (al-Nisa‖ [4]: 95) 

 

In line with this, justice also means to have equal opportunities 

and rights on Allah‖s provision such as right to live, right to work, 

right to education, right to peace and others. Preventing some from 

those rights through discrimination, marginalization and 

segmentation is not just as it would create an adverse situation 

whereby one group will get more than others.  

Principle of Amanah (Trust) 

Since all resources and provisions to mankind actually comes 

from Allah SWT, an individual has neither the right to be free in 

acquiring and exploiting these resources according to his own will, 

nor is he entitled to draw a line independently to decide between the 

lawful and the unlawful. Instead, it is for God to draw this line. The 

Qur‖an condemns the Midians because of their claims to possess a 

right to acquire and expend wealth in any way they liked without 

restriction of any kind (Hud, 11: 87). 

All resources and wealth are essentially a trust (amānah) under 

the sovereign command of God, within the limits imposed by Him 

and individual‖s ownership upon wealth should follow those 

limitations. The nature of ownership in Islam is that of trusteeship 

(amānah) and is subject to the terms of that trust (Hasan, 1988: 12).  

This puts one‖s attitude towards wealth in the right perspective 

whereby wealth should be acquired in the right means, keeping the 

moderation in ambition of wealth accumulation and enjoyment and 

being responsible in spending the wealth.  

Wealth should be acquired in the right and lawful means adhering 

the rules of halal and haram:  
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مة ف  مٰـر ۡ مكضونمف تي نف ت َف ف  اد لذ  مٰـطيليف إِٕ ِق يٱل ف ب ۡض َم ِق مي ضمف ب مٲل مك َقو َف ْ ف  ضاد مأقڪُض ماف ت ضوْ ف ل ِم َ ْم ف ء َم ين ذِ  م ف لَّ ه يذ  أف مٰـد ُ
ضمقف  ك ِي ف َذ ض ٍ۬ ْم َم  ف ۚعمنف ت

O ye who believe! Eat not up your property among yourselves in 

vanities: but let there be amongst you traffic and trade by mutual 

good-will (al-Nisa‖,4: 29) 

 

Wealth should be spent in the right attitude by keeping the 

moderation in ambition of wealth accumulation and enjoyment and 

having perspective of public interest instead of a mere self-pleasure. 

 
ف إِٕف  َم ين ذِ  َ  وملَّ ْم مو ف ِ يكم ميَمف ذمٲل ضوْ ف ومڪ نمف ب ضر مقت ممف ُ ضوْ ف ومل ضسرُي ممف ي نِمقضوْ ف ل َف ف   ذْم

 

And [they are] those who, when they spend, do so not excessively 

or sparingly but are ever, between that, [justly] moderate (al-Furqān 

[25]: 67) 

 

مف  وقل َف ف وم ضمق مٲل ضك َقو َف ف  ماد م ذ  ن ٍ۬ف إِٕ ِم  ِق يت ضمقف ُ ضف ف ٰۚـُضك ُمه ضف عِي ه ذ  ٍ۬ف ف ف ومللل ييم  ر ف عۡم جق َف ف   ۥۤ
ۡقف  نِضسيَض يذأف ف ل قر ٍْ۬ يقضوْ ف خمي نِ َف ضوْ ف وم طييع َف ضوْ ف وم مع م قف وملسق ضم مطمعقت ت مف َم ف لسق ذ ه ذ قضوْ ف للل مٱت ف ف ُۗ هۦي ِقسي م ف ن ذ  ُض َّ ف  ضوقم منف ُ ف وَم

يحضونمف  ِقَ ض قم ضف لل ۡض ف ه َم ٮ ِٕ مٰـد و ل مأ  ُ 
 

Your wealth and your children are only a trial, whereas Allâh! 

With Him is a great reward (Paradise). So keep your duty to Allâh 

and fear Him as much as you can; listen and obey; and spend in 

charity, that is better for yourselves. And whosoever is saved from 

his own covetousness, then they are the successful ones (al-Taghabun 

[64]: 15-16). 

 

Individuals are also required to be responsible in spending the 

wealth. For example, individuals are not allowed to misuse it in 

frivolous expenditure (al-Shu’ara [26]: 151) nor can he keep it in idle 

hoards (al-Ma’arij [70]: 18) or elsewhere that would distort wealth to 

function as public goods.  
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ضونيف ) طييع َف مف وم ذ ه ذ قضوْ ف للل مٱت ييَمف )ف (٠٤١ُ ضسقرُي قم مقرمف لل َف ْ ف  ضود ضطييع ماف ت يىف ف (٠٤٠ومل ِقسيُضونمف ف ض ف ُ َم ين ذِ  لَّ
يحضونمف  َ ضصق ماف ُ ف ومل ِقضي  )٠٤١(للقأف

 

“Therefore keep your duty to Allah and obey me, (150) And 

obey not the command of the prodigal, (151) Who spread corruption 

in the earth, and reform not” (al-Shu‖ara [26]: 151) 

 

In this regard, the principle of amānah would bring harmony 

between individual interest on the one hand and public interest on 

the other and also in putting the right perspective of short and long 

term interest.
1 

 

م  ني ةيف لَّدذ  مو  مي ضف لُۡ ِم ين ضونمف ۡي ِم م لضف ومللِ َفف ف ف للم ب  ف ومخمير ف  ْم مو ف ث َم ي ذ مب ُمف ِ ف خمير ف عِي يحمٰـ ۡض ٰـَ ف للصذ  مٰـ ۡض يي مٰـق  َمل ًّ۬ ف ومللِ
 

Wealth and children are an ornament of the life of the world. But 

the good deeds which endure are better in thy Lord's sight for 

reward, and better in respect of hope (al-Kahf [18]: 46). 

 

Principle of Huquq (Rights) 

Distribution in Islamic framework is developed based on the concept 

of haq (pl. huquq) which means rights to a share in something. In 

this principle, Islam acknowledges the right of individuals to enjoy 

the fruit of their efforts which become the personal right of wealth 

(al-ḥaqq al-khaṣṣ) while at the same time, Islam also declares the right 

of society (al-ḥaqq al‖-am) upon personal‖s wealth and individuals are 

asked to render the dues of the wealth to others.
2

 

 

ضف  ه ضوْ ف حمقذ  ت ْم مف ومء مر قم ث َف ف  ْد ذم ف إِٕ ۦۤ ي مريه مم ضاْ ف َينف ث موقممف حمصم ِّيهۦيف ڪضُ ْ ف ف ۖۥف ُ ضود قرُي ضس ماف ُ ضف ف ۚف ومل ذ ه ن ييَمف ف إِٕ ضسقرُي قم ف لل يبذ  ح َض ماف   ۥف ل
 

Eat of their fruit in their season, but render the dues that are 

proper on the day that the harvest is gathered. But waste not by 

excess: for Allah loveth not the wasters (al-An‖am: 141) 
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ذ ف  ضام ٍ۬ف )وملَّ عُق ف َذ  ۡقف حمقذ ٍ۬ ي يه مٲل َقو َف ف  يىد ف ف َم ضوميف ف (١٣ِين ر محق قم ليف وملل ٮ ِٕ اد يلسذ  ذ  ل
 

… and those in whose wealth there is a known right for those 

that ask and those that are dispossessed (al-Ma‖arij [70]: 24-25). 

 

Islam regulates certain amount in personal wealth should be spent 

to public benefits in the form of zakāh. Zakāh is the share of public 

right in personal wealth. Public right is also called as divine right (al-

ḥaqq al-ilahi) in the sense that delivering those to the society means 

returning back what has been received as a reflection of taqwa (God’s 

consciousness).  

 

ضم ك ف َِي مى  قو ذ  ضف للت ضه م َّ من مٰـكينف ي م ف ومل ضه م ؤ ماف َِّي م ف ومل ضه ضوم مف ۡضُ ه ذ  م لمف للل من منف ي ف ۚل  
 

It is neither their flesh nor their blood that reaches Allah, but 

what does reach Him is the taqwa (the sense of obedience) on your 

part (al-Hajj [22]: 37) 

 

In other verses, the Qur‖an stresses that unwillingness to share 

wealth with others by repelling the orphan and neglecting the 

feeding of destitute are equated to denial of the religion itself. 

Individuals who are reluctant to share their fortune with others are 

blamed as unthankful to Allah‖s provision (rizq) and deserve for 

punishment. 

 

ف ) َي يٱَّدذين ف ب مذذيبض ضك يىف ُ ذِ  ف لَّ ميقتم ِمء مف )ف (٠َف ييم مت قي ف لل مدضعذ  يىف ي ذِ  ف لَّ يكم مذمٲل ف ف (١ُ  ٰ م َم ف َ ضضذ  ح َم ماف  ومل
يسقكييَيف ) قم ف لل م مي ع (٢طم  

 

Have you seen him who denies the Requital? (1) So, he is the one 

who pushes away the orphan, (2) And does not persuade (others) to 

feed the needy (3) (al-Ma‖un [107]: 1-3). 
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Principle of Infāq (Spending) 

The concept of redistribution in Islamic framework is captured in 

the concept of infāq (spending). Individuals‖ wealth should be 

redistributed back to the society through infāq voluntarily or 

involuntarily (obligatory). Infāq is one of the repeated injunctions in 

the Qur‖an. It is mentioned at least 57 times in the Qur‖an in various 

forms. The Qur‖an also uses various terms in the context of spending 

(infāq) for the welfare of the poor and the needy such as zakāh (poor 

due), sadaqah (charity), iḥsān (benevolence), it‖ām (feeding the 

hungry) and etc which show the important of the concept for human 

life.  

The concept of infāq is often mentioned with the phrase fī 

sabīlillāh (in the way of Allah). It shows the ontological connection 

with the principle of amānah (trust) that the wealth is actually 

belongs to God and being given to human being as a test (fitnah) to 

be utilized for good purposes as we have explained. In this 

perspective, the wealth has been given from Allah and should 

therefore follow His wishes and rules of injunctions and prohibitions 

(fī sabīlillāh). 

 

مةيف  َق ضك ہ مىف للتذ  ل ف إِٕ ضمق ك قدُي ي يأف ققضوْ ف ب ضَ ماف ت ذ هيف ومل ييليف للل ب يىف سم ضوْ ف ف يق نِ َف ْ ف ف ۛوم ضود ِ سي حق َف ذ ف ف ۛف وم ف للل نذ  ييَمف إِٕ ِ سي ضحق قم ف لل يبذ  ح َض مف   ه
 

Spend in the way of Allah and do not cast yourselves into 

destruction with your own hands; and do good, for Allah loves those 

who do good (al-Baqarah [2]: 195). 

 

Infāq which is classified in two forms, obligatory spending and 

voluntary spending is actually a reflection of shukr (thankfulness) and 

taqwa (God‖s consciousness) to what Allah has endowed to 

individuals (Ali ‘Imran [3]: 92).  
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The Qur‖an cynically criticizes those who are reluctant to spend 

their wealth in the way of Allah while all resources and wealth in the 

heavens and the earth essentially belongs to Him (al-Hadid [57]: 10). 

Principle of ―Adalah (Justice) 

Islamic concept of distribution is based on the concept of justice. 

Justice, as a moral value, has been emphasized frequently in the 

Qur‖an. It also has been mentioned in various dimensions. For 

example, Justice (al-‘Adl) is the attributes of Allah SWT; He creates 

the universe and all that exists within macrocosmic in justice (al-

Rahmān, [55]: 7), human being (microcosmic) is also created in 

justice (al-Infitār, [82]: 7),  and also the Prophet and mankind duties 

as a khalīfah are to maintain justice in this world (Sād, [38]: 26). 

 

Justice (‘adālah) in distribution should be actualized in 

microdealings among individuals, and also in at a macro level of 

realizing socio-economic justice in society. 

 

َيف  من يد مٲَّ ويف للو َف ضمف  نِضسيك َف ف   ٰ م َم موف َ هيف ومل ذ  يل مف ل ء ْد م ضہُم ف ش يسطي يٱلق ٲَييَمف ب ذ  مو ضوْ ف ِ ضوْ ف كضون ِم َ ْم ف ء َم ين ذِ  م ف لَّ ہ يذ  أف مٰـد ف ُ
 ْ يير مق وف ُ َف ذ  ف  يي مكضنف غِم نف ُ ييَمف إِٕ مب ِر م ف ومللأف َي يہ مى ب ول َف ضف  ه ذ  مٱلل ضوْ ف ف ُۖ معُيل نف ت َف ف  مى  مو ضوْ ف لله يع ِ ذ  مت م ًّ۬ف َ مل ضف ف ف ف ُ ا ُم نف ت وف ف ومِِٕ َف ْ ف 

 ْ يير ِ ضانمف خم معَُم م ف ت يم مف كمانمف ب ه ذ  ف للل نذ  مإِٕ ضعريضضوْ ف ُ  ت
 

O you who believe, stand out firmly for justice, as witnesses to 

Allah, even as against yourselves, or your parents, or your kin, and 

whether it be (against) rich or poor: for Allah can best protect both. 

Follow not the lusts (of your hearts), lest you swerve, and if you 

distort (justice) or decline to do justice, verily Allah is well 

acquainted with all that you do (An-Nisā' [4]: 135). 

 

ييَمٍ۬ف ل ِي ذ ضطِم يُل ذ ف ل ُل  ضونمٍ۬ف وم موُ مست ف ي ذ  سي ف للِ ٰم َم ضوْ ف َ م ل لكت ذْم مإِٕ يين ذِ  ضونمَّ خسير َض ف  ۡض ضوه ۡمن وف وذ  َف ف  ۡض ضوه كمال ذْم  ومِِٕ
 

Allah warns those who take full measure but give less to others: 

Woe to those that deal in fraud. Those who, when they have to 
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receive by measure from men, exact full measure. But when they 

have to give by measure or weight to men, give less than due (al-

Mutaffifin [83]:1-6). 

 

Allah has sent down the Qur‖an which contains guidelines and 

parameters upon which justice in distribution could be established in 

society.  

 

يسطيف  يٱلق ف ب ذ  سض مقضوممف للِ يي نمف ل ْم ييز ف ومللم مٰـبم ضف لل كيت ۡض ِم م ف َمع ملِ نز َف ف وم مٰـ ۡي ذِي مي يٱب م ف ب ِم ضسضَ م ف ِ َِ ِسم َف ف  مقُم  ف ۖل
 

We have indeed sent Our messengers with clear proofs, and sent 

down with them the Book and the Balance, so that people may 

uphold equity (al-Hadid [57]: 25). 

 

The Qur‖an has explained the basic condition in society, the 

structure of society, the rights and responsibility upon wealth and 

society, with those guidelines distributive and social justice could be 

established.   

As has been highlighted that the Qur‖an highlights the sources 

for inequality in the Qur‖an as follows:  

Allah‖s provision (rizq) on each individual might be not similar 

(equal) in which Allah has preferred some above others in wealth and 

properties (al-Nahl [16]: 71; al-An’am [6]: 165).  

Those who put more effort, knowledge and skills deserve to get 

more rewards that those who are lazy or lack in knowledge and skills 

(al-Nisa’ [4]: 32; al-Ahqaf [46]: 19).  

 

In this regard, it is natural that some would earn more than they 

actually need and some just according to their needs while others 

would make even less than their basic requirements.  

Therefore, distribution problem will occur in society as a result 

of disparity in provisions. The Qur‖an in this regards put 

distribution problem as part of human life problem to be settled with 

human consciousness and arrangement.  
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To create that consciousness for distributive justice and to solve 

the problem of unequal distribution, the Qur‖an reminds the 

following: 

Disparity in distribution is part of test in human life whereby the 

poor is tested with poverty and the rich is tested with abundance. 

Therefore, the Qur‖an guides us to dispassionately accept this natural 

disparity and not to feel jealous or spiteful concerning the precedence 

that God has given one another. Instead, human should strive to 

succeed in this test whereby those who have more provision should 

be thankful (shukr) and spend it in the right way (fi sabilillah) and 

those who get less provision should be patient (sabr) so that social life 

harmony is established and he will be rewarded by the real reward in 

the hereafter.  

 
ف  معقض ٍ۬ ف ب  ٰ م َم ف َ ضمق ك معقِّم ف ب يهۦي ضف ب ذ ه لمف للل مِّذ  وْق ف َم ف ُ ذ  ِم مم مت ماف ت ضوْ ف ف ۚومل مسِم ت ذ  ف لڪق يم ذ ف م ٍ۬ يب  مصي ذيجم ليف ن يلر ذ ءيف ف ۖف ل ذيسماد يلُّ ف ومل

مف  َق مسۡم ت ذ  ف لكق يم ذ ف م ٍ۬ يب  مصي فۦۤ ف ۚن يهي ِ مِّق مف َينف ُ ذ ه ضاْ ف للل ُم ييَ ٍ۬ف ف ۗف ومسق ل َم ء ف َ ۡق م يف ش ض ِّذ ُي مف ڪم نمف ب ه ذ  ف للل نذ    ف إِٕ

 

“Do not cover what Allah has conferred more abundantly on 

some of you than others. Men shall have a share according to what 

they have earned, and women shall have a share according to what 

they have earned. Do ask Allah for His bounty. Allah has full 

knowledge of everything” (al-Nisa‖ [4]: 32).  

 

Disparity in distribution is part of the social economic life 

objective to create dependency and social concern in society so that 

cooperation can be established for mutual benefit. Likewise, 

disparity or structural differences should not therefore lead to 

exploitation such as in the form of caste, slavery, and etc.  

 

َمف  ي ذ مب ف ِ م ۡم َ ضونمف ِمحق مققسيَ ف ُ ۡق ض ه م ف َۚف قي ن ةيف لَّدذ  مو  مي ُ ۡق يىف ل ف ف ۡق ض مہ ييشمت ع ف َذ  ۡض مہ قن مي م ف ب ِق مسَم ف ِ قنض ح َم م ف ف ۚف  معِق ُم ف وِم
مجمٰـ ۡ ٍ۬ف  ف ِِّم معقض ٍ۬ ف ب موققم ف ُ ۡق ض مہ معقض ٍ۬ف ف ب ذ  ي قري خ معقِّ ٍ۬ ف سض ف ب ۡض ضہ معقض ذ خيذمف ب مت يي ذ  ف فۗ  ل
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“Is it they who distribute the Mercy of your Lord. It is We who 

have distributed their livelihood among them in the life of this 

world, and have raised some above others in rank that some of them 

may harness others to their service” (al-Zukhruf [43]: 32). 

 

The wisdom, according to Mawdudi (2011: 8) is that it will create 

a situation in society whereby there should be those who employed 

and those others who served, thereby creating avenues for growth of 

free enterprise, trade, commerce and agriculture, as well as different 

kind of vocations, employment and jobs in society.  

It is understood that human needs can only be obtained through 

cooperation and task division among them. Differences could assist 

in allocating resources to different people. Likewise, access to the 

resources should be equal among individuals and hence each can do 

their best in utilizing the resources. A social interaction in a 

mutually-beneficial interaction of accessing the resources and 

utilizing the resources for social benefits is the foundation of a just 

distribution. 

Disparity in distribution is to be solved through individual‖s 

consciousness obligatorily (through zakat) and voluntarily (through 

sadaqah, infāq, waqf, hiba and etc.) since Islam required that those 

who get more to share with others who get less. 

The spirit of distributive justice that permeates the whole scheme 

of Islamic distribution is echoed in the vital expression, “in order that 

it [wealth or property] may not make a circuit between the wealthy 

among you” (al-Hashr [59]: 7). Thus Islam promotes an equitable 

distribution of wealth in society and combats the accumulation of 

wealth and its concentration in the hands of the few. 

Distributive justice means to avoid the zulm (transgression) of 

God‖s limit by transgressing the right of others through unjustified 

action, preventing the wealth from circulation in society through 

iktināz, greediness by enjoying the wealth for self-satisfaction and 

reluctant to share with others. Individuals with those attitude 

deserved to be punished in this world and hereafter.  
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ضف  ضه يب مذذ ضع ف ن مسموقفم مممف ُ ل َذ  ف َمنف ظم َف م لمف  يف ف ِ ذ مب مى ف ِ ل ف إِٕ مِّذ  َض ف ي ذ  ضم ضف ۥف ث ضه يب مذذ ضع مي ف ُ ذ كقر ٍْ۬ف هۦي ب ٍ۬ ف ن مذْم ف ۥف َ
 

He said: "Whoever doth wrong, him shall we punish; then shall 

he be sent back to his Lord; and He will punish him with a 

punishment unheard-of (before) (al-Kahf [18]: 87). 

 

Therefore, to establish distributive justice is one of the concerned 

of Islam and society which does not establish justice is blamed by 

Allah. 

 

ُي ٍْ۬ وَق ف َذ  َق يكيِۡي ِم يم م ف ل ِق َم ع ضوْ ف ومجم مُ َ ذ  ف ظم مم ف ل ۡق ض مٰـِ ِ هَق مكق َف ف  مى د ققضر ف لل قكم يل ف ومت
 

Such were the populations We destroyed when they committed 

iniquities; but We fixed an appointed time for their destruction (al-

Kahf [18]: 59). 

 

Conclusion 

The issue of distribution is one of the biggest issues in economics. 

There is a concern among scholars on how justice can be achieved in 

distribution. Various theories have been proposed to answer that 

problem, such as strict egalitarian, the difference principles of John 

Rawls, resources-based principles, welfare-based principles ala 

utilitarianism, desert-based principles, and libertarian principles. The 

theories differ in the object of distribution, goals of distribution and 

the basis of a just distribution. 

The Qur‖an has outlined several guiding principles on 

distribution such as the principle of kasb (whereby individuals must 

put their effort to attain his livelihood and the effort is the basis for a 

just reward), rizq (Allah has allocated provision to individuals upon 
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His discretion and hence inequality will exist in society as part of test 

in human life), amānah (all wealth essentially belongs to Allah SWT 

and individuals hold it as a trust which requires responsibility and 

accountability), huquq (there are rights of others in personal wealth 

that should be delivered obligatorily and voluntarily), infāq 

(spending wealth in the way of Allah, fi sabilillah, which also means 

spending for personal and social wellbeing is the only options in 

Islamic concept of distribution), and ‘adalah (establishing justice in 

distribution at personal and social level is the aim of Islamic 

distribution). These principles set the foundations for distributive 

justice framework and direction of Islamic distribution scheme 

towards an establishment of a just and equitable society.  
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NOTES 

                                                        

1

Mawdudi (2011: 11) in this regards said: “the resources that were created by 

the Almighty are not intended to fulfil one‖s belly. In fact it is provided to 

mankind as provisions in their life, are intended to fulfil the needs and 

essential requirements of all His creatures. If by some chance, one has been 

able to gather more than his need, it simply means that the share that 

belonged to somebody else has reached him by default. It becomes a trust to 

him to deliver it to others”. 

2

 Public right is divided further into the following:(1) right of individual 

towards public wealth. This is the right of the needy and the poor on the 

public wealth in the bayt al-mal, and (2) right of jama’ah (society) in public 

wealth such as public goods, infrastructures, streets, buildings, bridge, 

hospitals, mosque, public defense, and etc.  
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Abstract 

This paper argues that there is ever growing demand to correlate 

between Islam and Economics. Property Right and private 

ownership is the basic concept of a liberal economic system. 

Property right is explained well in Islam and that an essential 

element for the market economy, this paper will discuss the Islamic 

perspective of the property rights.Keeping in consideration as to how 

far it is complementary with market economy. Can Muslim have 

fruits of their heritage to bring property rights of Islam as center to 

the structure of economic system? Islam emphasizes on a reasonable 

life and economically stablelife depends on free trade. Free trade 

demands a recognized system of property rights, as market base 

system demands a healthy competition of commodities, which 

ultimately needs the private property rights for the protection of the 

capital of the producers and owners.  The distribution of wealth is a 

main argument of Islamic Economic System, which helps the state in 

fair distribution of resources. Well-defined property rights, including 

procedures for recognition is one of the basic elements for the 

establishment of a market economy. Private property holds 

important place in Islamic perception and economic cycle.  

Keywords: Property Rights, Market Economy, Institutional setup, 

Islam and economics, Economic freedom 
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Introduction 

Human beings are partially material beings; therefore, they have the 

right to live and to sustain their lives with their own means and not 

trespassing on the rights of other fellow human beings.  As human 

physical survival requires the access on the material substances, 

therefore, this gives a right to the humans, to have a certain access of 

the material substances. The correlation between prosperity and 

property rights is inseparable.  The property rights therefore, 

provide an opportunity to the individuals to ruse and expand its 

resource through its own energy and input.  It can employ all what it 

takes for the full benefit of the capital development. The owner is 

interested in marginal benefit over marginal cost, which economists 

call an efficient outcome of a resource.   

The enforcement of property rights requires the laws and 

institutional arrangement which are governed by the government to 

ensure property, can only be executed by the institutional setup of 

property rights. This enables the society for generation of economic 

activity in a society. Everything from  land rights, to business, 

inheritances laws comes under the property rights.  

The rights of the private property are significant for the 

economic development of the state and society but also they are 

important for the individual itself, because the societies can flourish 

when rights and duties of the private property are sound and 

imposed in a state. There is a relationship between market and 

institution for economic performance in a state. The discourse on 

market and its institutional setup, primarily focuses on two main 

function; how can the cost of transaction be lowered and secondly 

how to enhance competition in a performing economic system. By 

explaining the institutional economics, Oliver Williamson
1

 has 

mentioned four level of institutional setup for analysis i.e.  

Customs, traditions, norms and religions, which change very 

slowly;  
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The institutional ―rules of the game – property rights and the 

working of the political system, the judiciary and the bureaucracy.  

The governance of the institutions.  

Resource allocation and employment.   

 

Though economist agreed that all four level of institutional setup 

as well, analysis is critically important for the economic enactment 

of a society. However, for the purpose of this paper, the second level 

of institutional set up is taken under consideration.  

Though the neo-classical economics has much been concerned 

with the economic development vis-à-vis role of international 

regimes after the failed decades of 1980 particularly through the 

lenses of Washington Consensus, where the role of private property 

has been recognized as savior for the non-performing economies. 

The developing countries were conditionality given against the aids 

and loans, where the privatization remained main component of the 

agreement with the developing countries and it was considered as 

key to the economic development.  

Economic freedom of individual and society remained the 

cornerstone of the market economy. However, economic freedom is 

particularly the concerned of the Muslim society.  

Islam has focused much on individual rights than the society, 

group or a private party. The ownership of a property is an 

instinctive nature of a human being as it is directly linked with the 

self-preservation and of course its survival. Market economy is the 

predominant characteristics of the market economy in the prevailing 

economic system of the capitalist societies around the world. 

Therefore, private property is the central to the market economy. 
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Why Private Property Rights Institutions 

matters? 

In the economic development literature, the property rights have 

been taken as presumption that underlay the work of the classical 

economist like Adam Smith. He emphasized on the comparative 

advantages and ability to compete as the absence of the private 

property was unthinkable. Therefore, he did not commit as such 

disregard to property rights in his legal work: 

“Nations prosper when private property rights are well defined 

and enforced. Now lives on an average income, about equal to 

average incomes in the United States in 1945. His North Korean 

cousin, if he manages to survive, exists by eating roots and grass. My 

colleague Nick Eberstadt points out how much diet and living 

standard smatter: seven year-old South Korean boys are 8 inches 

taller than North Korean boys.”
2

 

Alfred Marshall‖s through his writing in Principle of Economics 

reflection of the stronger believe that private property is the quality 

of the human nature and it can help in rapid progress of the society
3

. 

Many institutional and neo-classical approaches are now focusing on 

the area of inquiry for social macroeconomic and property has 

become very substantial element of economic structure of incentives.  

For Libecap
4

 Property rights provide the basic economic system 

that shapes resource allocation. He maintained that political entities 

form and impose property rights and laws, and that property rights 

reflect the conflicting economic interests and bargaining strengths of 

those affected.
5

 Like other social institutions, the institution of 

property Rights, defines the privilege attached with the right to the 

individuals to a certain resources which the individual owns. The 

institutions describes how exclude non-owners from access of that 

property, how to get economic rent and profit from that property, 

and selling and transferring that property. The chance of individual 

maximization of value of the economic rights is more useful for the 
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individual benefit but also it is more useful for the economic benefit 

of the society.  Barzel (1997) is of the view that Individual 

maximization implies that whenever individuals perceive that certain 

actions will enhance the value of their rights, they will undertake 

such actions. This always applies, whether the individuals operate in 

markets, firms, families, tribes, government, or any other 

organization
6

. 

A capitalist economy requires a fundamental system of property 

rights. The property rights are considered as human rights like other 

rights. The institution to protect the property rights of an individual 

in a state is also an important element of that system. Public 

authorities, usually enforce private ownershipsuch as courts, and 

hence can be characterized as a claim enforceable against others by 

formal law. Formal property rights defined and enforced by the state 

– an organization which has a comparative advantage in violence” – 

are believed to be clearer and more secure than informal property 

rights enforced by private power or community based norms, and 

hence the former are more helpful for economic growth
7

. As the 

fundamentally property rights, gives a right for efficient use and it 

helps in elimination of destructive competition for control of 

economic resources. The institutions for the property rights with 

well-defined rules and regulations gives birth to healthy competition 

which can generate a relative instead of absolute gains on basis of 

unhealthy competition.   

The degree of the assurance of the private property rights to the 

individual will effects the competition of the resources and market 

exchange values becomes more persuasive. The use of private 

property is controlled by the personal characteristics and certain 

features such as using their free time, abilities and efforts, are taken in 

loop. The right to property is a natural right and shares the 

characteristics of any natural right. The assurance of our free market 

economy is that it is our moral right.  

According to John Locke, the blending of an individual's labour 

with God's created universe produces private property. Private 



Building an Islamic Case for Open Markets 

|224| 

property results when something has been added by individual effort 

to transform previously un-owned property. In Locke's view, 

individuals form societies in order to gain the strength to secure and 

defend their properties. It follows that the purpose of the 

government is the preservation of property. Locke's main theme was 

that the ownership of private property is a natural right of every 

individual and that this right pre-existed government. The institution 

of Property rights has explicitly description regarding formal 

arrangements, including constitutional provisions, judicial rulings, to 

informal conventions and customs vis-à-vis uses of property. This 

ultimately affects the human economic behavior and ultimately 

economic development of the society. Because larger the competing 

interest of the economic actors, more the interest of the stakeholder, 

the more consensus will be built in the institutional performance.  

North (1990) has somehow abandoned the evolution of the 

institutions of private property and its correlation with the economic 

growth. By discussing the intuitional setup of property rights North
8

 

argues that rulers devise property rights in their own economic 

interests and that positive transaction costs result in the persistence 

of inefficient property rights.  The contrast between the neoclassical 

assumptions about the evolution of property rights evolving toward 

efficiency and the performance of economies (however defined and 

measured) is startling.
9

 He is of the view the state does have coercive 

power which it can employ in a way that it can thwart economic 

growth. In his view the societies particularly those are under-

developed, are unable to develop effective institutions of property 

rights, with low-cost enforcement of contracts, which is one of the 

most important reason of the economic stagnation of the society. 

Uncertainty in the behavior of the judicial system is also an 

important reason for negative performance of the economic 

performance. Therefore, path dependence is the core element for the 

property rights to perform in a given society because Property rights 

are associated with the economic incentives, which are ultimately 

fundamental determinants of economic performance. A built in 
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economic incentive in the property institution is must to get efficient 

performance through private property. Barzel
10

 (1989) has defined 

“that economic property rights is a right that an individual has over a 

commodity (or an asset) to be the individual's ability, in expected 

terms, to consume the good (or the services of the asset) directly or 

to consume it indirectly through exchange”.  He has discussed the 

property rights and its association transaction cost for an economic 

analysis. In his view, individuals cannot have absolute property 

rights and it can be changed depending on individuals‖ actions. The 

action is directly linked with the phenomena of the resource 

allocation. The past failure of economists to exploit the property 

rights notion in the analysis of behaviour probably stems from 

tendency to consider rights as absolute.
11

 Transaction cost associated 

with the property rights can affects its performance particularly if 

the cost of transfer, protection or holding that property is on rise 

then this does not reflect property rights protection fully.  

The literature assumes that least transaction cost associated with 

the property rights can generate better allocation of resources and 

economic organization. 

 Matthew
12

 has defined  that the "The fundamental  idea of 

transaction costs is that they consist of the cost of arranging a 

contract ex ante and monitoring and enforcing it ex -post, as opposed 

to production costs, which are the costs of executing a contract”. 

Eggertsson
13

 has also opined that negotiation costs and other 

transaction costs may block the reassignment of rights, and the initial 

partitioning of property rights by the state may have important 

consequences for the output of an economy. Thus, the property 

rights approach is not complete without a theory of the State that 

maintains, that property rights are formed and enforced by political 

entities, and that property rights reflect the conflicting economic 

interests and bargaining strengths of those affected.
14

. He finds an 

“interest-group theory of property rights” as a necessary 

modification to the optimistic view of the evolution of property 

rights from the earlier literature. The economic approach suggests 
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that, in the absence of transaction costs, their self-interest would 

always guide the members of society to contract for the 

establishment of political structures and systems of property rights 

that maximize the national wealth. 

Property Rights and Religious liberty 

Private owned properties always mark as critical instigators in the 

society. That‖s why the Karl Marx has put a condition of abolishing 

the private property for the communist state, because they all need 

to be equal, whereas  the private property rights gives rights 

individual to grow and flourish including trade and investment.  

The Capitalism has been the dominant economic order which has 

gone through the different stages of evaluation as mentioned by 

Khrushid Ahmad i.e., industrial revolution, to industrial capitalism, 

financial capitalism, welfare capitalism, state capitalism and now 

global capitalism
15

.Over the time, the capitalism takes an economic 

order that is grounded fundamentally on the principles of free 

market economy and private property rights. Islamic economic 

system and Socialism regards capitalism a separate factor of 

production as well as factor of payment i.e. it supports the capitalists 

to benefit from wealth accumulation.
16

 The element of profit plays a 

significant role in accumulation of capital in this system.  It has a 

greater influence on the distribution of resource of allocation i.e. 

what, how, why and whom. The Private property rights nevertheless 

remain the cornerstone of the capitalist system. In their edited book 

Jeffrey Williamson Lary Neal (2014), 
17

 have classified four proper 

elements:  

 private property rights, 

 legal framework for contract enforcement,  

 price-sensitive markets, and  

 supportive governments that promote trade, develop financial 

institutions and protect private property rights.  
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The capitalist economic system with its main characteristics of 

the private property, pronounces the freedom where state has no 

role to operate and exchange, can take place through the ownership 

of private property. The private property‖s basic purpose in a free 

market system is to have power of exchange. Whereas accumulation 

of money can give a capitalist, power to attract more money and 

power even without the proper exchanges values. In this kind of 

system generates, materialistic society as occupies to achieve their 

self-interest and generally care about others in society eliminates. 

This thus creates a frustrating society, as ownership of property 

concentrates in few hands of the society, creating economic 

imbalances and ultimately collapsing the system.
18

 

Capitalism has built its house on the principle of unfettered 

private enterprise, the profit motive and the mechanism of the 

market
19

. The Capitalism remains one of the major economic 

ideologies during last three centuries, fundamental remains on 

western premise that religion and morality of capitalism is not the 

solution of the economic problems, and economics should run by 

the market forces and behavior and not according to any moral 

conduct. Therefore, the religion and ethics got concerned with the 

capitalism and private property. This novel pattern of thought was 

characterized by an over powering greedy urge for profit making, 

wealth creation and the pursuit of affluence and power.
20

 Since 

Renaissance has brought the resurgence of new ideas between the 

Middle Ages and the Enlightenment, therefore, the latter contributed 

a lot in killing the idea of God as omniscient. This was time when 

earth became man‖s domain,as rightly stated in the research of 

Goudzwaard
21

, “a licensing of an unlimited and autonomous 

horizontal development.” In his view the Renaissance, initiated “the 

first primary impulse for that development.”
22

 

Decline of the morality vis-à-vis economics started and it was seen 

as death to the primitive or feudal social system. As Mirakhor and H. 

Askari
23

 (2017) explained that “this was to change in the seventeenth 

and eighteenth centuries, as thinkers changed the ideology of Europe 
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based on a God-centered cosmology to design and then to a wholly 

man-centered ideology”.  

The 16
th

 century up sets played a prominent role in bringing up 

this whole concept of capitalist economics and other related subjects. 

In the words of the Ghafoor Ahmad, “the new prototype was 

characterized by an over powering acquisitive urge for profit making, 

wealth creation and the pursuit of affluence and power”.
24

 

Contradictory natures of socialism and capitalism have been 

chaotic for market economy. Therefore, individual is deprived from 

the economic freedom of holding property or making profit. The 

collapse of socialism and its centrally-planned economies in the 

former Soviet Union and Eastern Europe has raised a host of critical 

questions for all concerned with the ideological future of mankind, 

heralding the 'end of history', or does it constitute yet another phase 

in the never-ending ebb and flow of history? 
25

 

Therefore, it creates a vacuum of system, which can answer the 

question raised above.  

Keeping in view the modes of socialism and capitalism with 

business and economics on loop, it is most needed to consider the 

perspective of religion regardingtheses ideologies.  The Islamic 

teaching of economics is emphasis on guideline of the economic 

happenings, as it does not focus on the materialistic approach, as 

capitalism does. Umer (1995) has narrated, “Islam enunciates equal 

distribution of goods and services, as Islam does not make people 

materialistic. It teaches about how to care other‖s interest as well. 

Islamic economic system has strength to overcome the weaknesses of 

both socialism and capitalism.”
26

 

Islam and Private Property Right Institution 

Religion is mutli-faceted. However, the teachings are clear and 

understandable regarding all aspects of life, yet debate of private 

property needs explanation and exploration.  
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Askari (2013) particularized that “the Islamic view would suggest 

that the Almighty would not leave humans without sufficient 

resources to perform the duties expected of them. Indeed, the Quran 

makes it clear that Allah has created sufficient resources to meet the 

needs of all humans at any time and He has done so dynamically, 

meaning that this sufficiency holds regardless of timeframe and 

population [49: 54; 8: 13; 3: 65; 21: 15]”.
27

  Zaman(2005) has further 

elaborated that “the assumption that at a cosmic, universal, and 

general level humanity (macro) faces scarcity would be untenable. 

This, however, may not be the case at the micro level. As one of the 

important tests of human experience on this plane of existence, 

individuals, and groups of humanity experience conditions of plenty 

as well as conditions of scarcity [15-18: 89; 37-42: 30; 34-36: 34]….The 

Islamic view of scarcity is thus in contrast to conventional economics, 

where there is never enough to go around”.
28

 

Keeping in view the mentioned concepts,in Islam use of private 

property and resources come with the social responsibility.Robert 

Solow in his investigation of exhaustible resources found that “the 

finite pool of resources should be used up optimally according to the 

general rules that govern the optimal use of reproducible assets. In 

particular, earlier generations are entitled to draw down the pool 

(optimally, of course!) so long as they add (optimally, of course!) to 

the stock of reproducible capital.”
29

 Despite these researches, the 

traditional model of economics goes against, making needs far greater 

than resources.  

After the failure of the Capitalism and centrally controlled 

economic system to provide and assure the wellbeing of the 

individuals of this world particularly the poor countries, Islamic 

Economic System remains the answer. Islam is not just an economic 

system, but also, a complete code of life. Shiekh (2009) is of the view 

that “comprehensive doctrine is not just concerned with one 

particular aspect of human life; rather it is concerned with all aspects 

of human life”.
30

Askari et al (2013) has referred that “believers are the 

first to recognize the strength of the belief in such people and then 
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by exercise of their free choice to follow and obey them” [59: 

4]. ..Even those with legitimate authority have been left with no 

degree of freedom to rule according to their own judgment… They 

must rely on Allah and the Messenger as the ultimate authority in 

judging rule-compliance”.
31

 In several verses of the Quran we get a 

clear message that ownership of everything belongs to Allah, (God).  

Jamil Badavi, quoted that “verse (3:26) says Unto God belongs the 

domain of Heaven and Earth and everything in between”.
32

  We can 

find many references in this context in the Quran, which reflects that 

right of ownership in total, belongs to God.  This however does not 

mean that human beings are deprived of the right to property but in 

the broader framework, the ownership belongs to Allah.  

Islamic system of economy has elaborated the main feature, 

which distinguishes it from capitalism. Mirakhor and Askari have 

highlighted that “in this economy wages and prices were considered 

paramount, where interest was prohibited, excess profits and wealth 

accumulation were considered unfavorably, where property rights 

accompanied responsibility and were not unlimited and where a 

conception of an omnipotent God guided the behavior of 

participants in the economy”. 
33

Adam Smith, a classical Economist 

had defined that the divine, the designer, the Author of Nature, God, 

prescribed rules of behavior, which humans translated into moral 

rules that governed the behavior of the market participant, where 

self-control, sympathy and just behavior limited self-interested greed 

could well be considered as an approximation of the Islamic vision of 

an economy.
34

 

Further development of 19
th

and 20
th

 century capitalism and 

neoliberalism has taken this basic concept of rules of behavior too far 

from the Islamic concept of private property and distribution of 

wealth where interest rates, profiteering and consumerism is the core 

of the free market. So the spirit of capitalism manifested as the glory 

of creation of capital driven by the movement of capital, whereas the 

spirit of the religion is to purify faith.  
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Islam values the private property rights of an individual. Islamic 

principles of economy encourage the market-based system and state 

is responsible for the enabling environment through distributive 

system of subsidies, Zakat and Usher, also encourage interest free 

economy and efficient use of resources on sustainable basis.   

Waqas et al (2016), have discussed that Islamic economic 

framework has been built on the following three fundamentals.
35

 

Possession 

Disposition of affluence 

Fair distribution of affluence 

The notion of possession and nature of affluences in Islam is 

different from capitalism and socialism in terms of moral values. The 

economic freedom in Islam is much associated with the principle of 

equality when answering questions of wellbeing of individual vis-à-

vis contemporary economic system. In perfect private ownership, 

owners capture the full benefits of their decision and bear the 

corresponding costs by excluding anyone else from using the 

resource, so they face a strong incentive for optimal asset use, 

maintenance and investment.
36

  Furthermore, along with rights of 

private property, Islam always exhilarates right of private investment. 

The institution of Zakat is available to ensure that there should not 

be any hoarding of wealth. Economic theory advises lower tax rate 

thus encouraging entrepreneurship to produce and higher 

tax,decreasing the incentive to produce. Private properties rights are 

appreciated because resourced governed by this regime are 

transferable by sale or gift at mutually agreed-upon terms.
37

 

Islam has considered property as sacred for the individual to 

possess, inheritance, use or transfer and this is a core for the market 

economy. Islam gives sanctity to private ownership and considers it 

as sacred right. The Prophet Muhammad (PBUH) in his famous 

farewell address at his last pilgrimage, declared: “O, people I surely 

your blood, your property, and your honor are as sacred and 

inviolable as the sacred inviolability of this day of yours, this month 
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of yours and this very town of you. Surely you will soon meet your 

Lord and you will be held answerable for your actions”.
38

 

However, there is strong difference between spirit of modern 

market economy and private property rights Islam.If we look at it 

with perspective of the institutional arrangement, concepts seek 

clarity as in research of Besley and Ghatak;by giving a theoretical 

foundation to the private property rights and economic performance, 

four main conduits for a state to provide secure property rights to 

get efficient economic performance are prescribed:
39 

Security channel whereby investment is expected to lead a flow of 

income, which needs to be protected against expropriation through 

secure, well-defined property rights. Such protection provides 

incentive to invest; by implication, insecure property rights could 

mean that firms or individuals fail to realize the fruits of their 

investment and efforts.  

Efficiency channel, enhancing the mobility of assets through 

transactions such that assets are transferred to those who can use 

them most productively.  

Reduced protection costs – secure property rights mean that 

individuals can devote fewer resources to protecting their property. 

Transactions facilitation – formally defined property rights allow 

for the use of property in supporting other transactions by using it as 

collateral to raise resources on the financial market. 

In Islam the concept of private property rights initiates from the 

concept of Khalifa, and therefore, the individual becomes the 

custodian, this concept has certain implication on the use of property 

for the wellbeing as compared to other contemporary economic 

system and modern market economy.   

Islam specifies the use, privileges and disposal of the private 

property. There are numerous injunctions in the Islamic law urging 

the followers of Islam to engage in productive activities and pursue 

legitimate monetary gains to improve their economic wellbeing.
40

 

The Qur‖ān and the Sunna has plainly stated “God is the sole owner 

of wealth and that people, as vicegerents of God, are merely trustees 
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or custodians. Qur‖ān” (20:6). In practice, however, the owner of 

private rights is not prevented to acquire legitimate property. 

Ownership is part of our responsibility as trustees of Allah on earth.  

The clear evidences of this are numerous as found in (Q9:104) it 

says:" Know they not that Allah doth accept repentance from His 

votaries and receives their gifts of charity, and that Allah is verily He, 

the Oft-Returning, Most Merciful?
41

 

Sharia endorses the economic freedom with an opportunity for 

the market forces to operate. According to Sunnah, extra-earned 

money is logical and acceptable as long as it is spent on commendable 

causes. Therefore, the interest is forbidden in Islam, as it is 

predetermined value of the property and transaction in a certain way. 

The Qur‖an encourages trade, O you who believe! Eat not up your 

property among yourselves in vanities: but let there be amongst you 

traffic and trade by mutual good-will . . .‖(4:29).
42

 Islam prohibits 

fraud, (Woe to those that deal in fraud, those who when they have to 

receive by measure from men exact full measure, but when they have 

to give by measure or weight to men give less than due‖ (83:1–3). It 

prohibits envy with the revelation that economic wealth is a positive 

sum game 
43

. The private property ownership in Islam is much 

associated with the social responsibility and charity. The Qur‖ān 

(22:41) states that “they are those who, if we establish them in the 

land, established regularly pray and give regular charity , enjoin right 

and forbid wrong...”
44

 

Islam has respected the priority rights as long as it is in 

conformity with moral laws and it has taken care of use of Private 

property and investment in a way that it should hurt the other 

person rights, as el-Mogaddedi
45

 has elaborated, “Each investment 

comes with certain risks, but highly speculative risks are not desired.” 

Islam is principally opposed to financial deals that can hurt another 

person, which is why a devout Muslim should not invest in goods 

such as alcohol or tobacco, or in sectors such as the weapons 

industry. Islam, puts a limitation on property waste, destruction, and 

opulent use, however it does not diminish the role of the market.  
46

. 
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Islam has also condemned wastefulness, discrimination, exploitation 

of poor‖s and rural of Islamic state have to prevent this through the 

effective institution of property rights.  Islam has also encouraged the 

wealthy people to share the burden of state and social responsibilities 

In the context of market economy, the Quran has acknowledged 

the significance of not only market by contracts of exchange and 

trade. The property rights contracts are applicable through legitimate 

institutions protected by the state.  In the state of Madina, Prophet 

(PBUH) forbade the obligation of taxes on trades of the individual 

merchants. He incentivized the non-Muslim merchants from outside 

Madina also to encourage the trade and access of goods and services 

from one to another market.  

The Qur‖ān (2:275) states that trade is permitted and usury is 

forbidden
47

. Therefore, Islam favors an economic activity in search of 

production for the market, to earn and possess private property 

without unlawful gains through unfair contracts or through hiding 

information.  In this connection Saleh
48

 has described that Islam 

favours the contracting parties should have perfect knowledge (to 

avoid market failure) of the counter values, intended to be exchanged 

as a result of their transaction. This freedom of contracting provides 

the parties involved with the flexibility to make a virtually open-

ended menu of financial transactions and instruments.
49

 

The restrictions imposed by Islam are rather not restrictions but 

in fact facilitations offered by Islamic principles, in order to maintain 

balance. Invariability or unspecified rate of return on capital is 

acknowledged in allocating resource. Uncertainty in transaction 

along with wealth accumulation in few hands is forbidden in Islam. 

The Qur‖ān (57:7) states: “And spend (in charity) out of the 

(substance) whereof He has made you heirs.” 
50

  The economic 

institutions in Islamic state are obliged for the distribution of the 

Zakat. The Quran (9:103) states: “Take alms of their wealth, 

wherewith thou mayst purify them and mayst make them grow…”. 

Whenever the property is reaching on the limits specified by Islam 

for the provision of Zakat, which is 2.5 percent of the possession of 
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property and wealth in a period of year, it is obligatory to disburse 

the Zakat. The relevant versus of the Quran and traditions of the 

Prophet (PBUH) has urged believers to do charity, Zakat and Alms 

and spend in the way of Allah, confirm by implication the right of 

an individual to own property.
51

 

As mentioned above, Islam does not put any particular restriction 

on the limit of private property. The Quran Says “……… unto men a 

fortune from that which they have earned, and unto women a 

fortune from that which they have earned……..” (4:32). It further 

says : “…….. And that man hath only that for which he make effort. 

And that his effort will be seen. And afterward he will be repaid for 

it with fullest payment…….” (53: 39-41). Thus there is no restriction 

or limit on acquiring of property provided it is acquired through 

permitted, fair , moral and legal mean…(2:195)  Again it says : “O ye 

who believe ! Spend of that wherewith We have provided you……..” 

(2:252)  It further says: “O ye who believe ! spend of the good things 

which ye have earned…” (2: 267). Yet again it commands, “Take alms 

of their wealth, wherewith thou must purify them…” (9;103).
52

 

Conclusion 

In the light of the history of development of capitalism, an Islamic 

provision and its economic productivity, we believe that it is fair to 

conclude that Islam has not been an obstacle in the system of market 

economy in Muslim states. Institutional setup is a deliberate effort in 

a Muslim state under Islamic teaching. Islam is a complete code of life, 

encompassing all sectors and areas. It focuses on trade, wealth and 

other financial aspects, keeping in mind that the stakeholders 

generate a fair system.Islam as religion and culture dimension 

interacts with the formal institutions of the state and in this case, the 

property rights institutions. Eventually, the individual behaviour in 

Islam for material gains as private property, guides according to the 

principle of Islam in a free market economy. Private property rights 
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are sacred in Islam. There is no restriction, except some ethical 

regulations as mentioned above. The interest is forbidden and risk 

sharing is encouraged in Islam to promote the welfare for other 

individual. 

Based on the discussion and analyses of modern economics we 

can conclude that market institution defined under capitalism and 

Islamic system of free market is not incompatible. Islam has given its 

own moral path to be tracked by the individual and the institutions 

with relations to business and private property rights. In capitalist 

free market, everything is made of commodity where Islam does 

have ethical dimension of the commodity and profiteering is not the 

spirit of Islamic free society. However, competitions are encouraged 

for the private property to produce better always competing is not 

favoured in Islam. The regulations of free market are posed as a 

question in Islamic welfare society. Islam has the intuitional setup for 

property rights clearly envisaging the right, duties, and privileges, 

along with the social responsibility of an individual who possess the 

private property. Islam does permit economic freedom to the 

individual; the difference is in the intent and spirit of private 

property possession, producing wealth and affluence in Islamic 

private property rights institutions and the western system of market 

economy. In Islam, welfare of human being is more focused than 

profiteering. The state thus has given the guidelines in Islam to 

ensure institutions for a market oriented economy for the sake of 

economic development.   
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Abstract 

Corporate Social Responsibility is the imperative of modern business 

and one of the prerequisites for achieving competitive advantage. 

Thus, in order to be socially responsible, it is important for a 

company to demonstrate a certain level of responsibility towards its 

stakeholders. This is based on Freeman's stakeholder theory, which 

has strong libertarian roots. Historically, the concept of social 

responsibility has been the subject of numerous discussions, but also 

different theoretical models. The pyramid of CSR is a theoretical 

concept that implies that CSR is presented by four dimensions: 

economic, legal, ethical and philanthropic responsibility. This 

concept has significantly influenced the acceptance of the social 

responsibility in the business world. Notions of CSR have been 

suggested to be consistent with an Islamic view of society. Based on 

that, the purpose behind this researchis to examine four different 

dimensions of CSR from the Islamic perspective. Paper also shows 

results from interviews led with Islamic authorities in Bosnia and 

Herzegovina regarding CSR. Finally, the paper offers 

recommendations regarding the creation of Islamic CSR model. 

Keywords: CSR, stakeholder theory, the pyramid of CSR, Islam, 

Bosnia and Herzegovina 

Introduction 

Corporate social responsibility (CSR) represents the paradigm of the 

present business. No matter the theoretical debates, or the companies 
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motives to engage in CSR activities, modern CSR practice represents 

the business reality that is expected from stakeholders and the 

general public. This concept has been imposed as a reality of business, 

no matter what the primary purpose of applying it. In addition, the 

concept of voluntary social responsibility is in line with liberal ideas 

or economic liberalism, mainly because it replaces the earlier role of 

the government. Considering that, there are more than 1.6 billion 

Muslims living in the world, there have been many questions in 

practice about the relationship between CSR and Islam. This is 

particularly noticeable in countries with a Muslim majority, where 

Muslim managers daily deal with socially responsible work and the 

development of different ethical issues that may arise.. Along with 

this, the largest part of the research involved the Carroll theory of 

CSR, as well as the stakeholder theory developed by Freeman in the 

late 1980s. The paper will present the concept of CSR. The second 

part of the paper seeks to explain the connection between Islam 

andtheories of CSR. Last part of the paper gives an analysis of the 

perception of CSR by Islamic authorities in Bosnia and Herzegovina. 

Corporate Social Responsibility  

Practically, the concept of CSR has been present for many years. The 

entrepreneurs, bankers, and merchants regulated mutual conduct and 

obligations with the use of customs and ethos but in the last few 

decades, there has been a significant scientific research on this 

concept
1

. Bowen offered first ever recorded definition of CSR, 

defining it as a commitment of the company to follow policies, to 

make decisions and to follow actions that are desirable within the 

scope and values of our society
2,3

. The prevailing model of CSR 

today emphasizes that CSR can be seen as economic, environmental 

and social responsibility towards all stakeholders and society at 

large
4

. The CSR relates to activities undertaken by companies to 

promote the social good, beyond direct interests and legal 
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regulations
5

, taken in order to achieve social legitimacy, greater social 

acceptance, and prestige
6

. Within the framework of CSR integrative 

theory, the theory of management emphasizes the importance of 

stakeholders for companies as vital part of their CSR activities
7

. 

Stakeholder theory, that identifies more stakeholders was developed 

by Edward Freeman, with roots that are deeply libertarian
8

. Today, 

this theory is one of the important tools for understanding 

organizational strategy and ethics.
9,10,11,12 

The basic thesis of this 

theory is that the organizational success depends on the quality of 

management of relationships with key stakeholders of the 

organization, which include all those that can influence the 

organizational misión.
13 

The theory is supported because of its 

descriptive precision, instrumental power and normative validity.
14

 

This CSR theory is in line with Carroll‖s pyramid of CSR. Starting 

from Sethi‖s model of social responsibility
15

 Carroll
16

 created a model 

of four categories of social responsibility: economic, legal, ethical and 

philanthropic responsibility. Together, these categories make the 

pyramid of CSR. Carroll‖s pyramid had a significant influence on the 

acceptance of CSR movement in the business community because it 

challenged the accepted dogma which assumed that individual 

entrepreneurs and companies must at the same time be business-

minded, ethical, socially and ecologically responsible.
17

 

CSR pyramid assumes that there is a hierarchy of different 

categories of CSR and that companies can enhance their own 

position within a particular category. After companies fulfill lower 

levels of CSR and answer the base needs of shareholders and law 

demands, then they can move to higher levels of social responsibility, 

which is beneficial to the entire society.
18

 In that hierarchy, primary 

is the economic responsibility because it is fundamentally related to 

the company‖s mission of making profits. Following the 

Friedman‖s
19

 argument on social responsibility, and relying on the 

original economic theory of Adam Smith, it can be concluded that 

by fulfilling an economic social responsibility, the company provides 

a social contribution through the fulfillment of consumer needs. 
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Economic responsibilities most dramatically impact shareholders and 

employees because if the business is not financially viable, both of 

these groups will be significantly affected.
20 

It implies liability to the 

law, i.e. to the legislator (government). Legal responsibilities are 

certainly important with respect to owners, but in today‖s litigious 

society, the threat of litigation against businesses arise most often 

from employees and consumer stakeholders. Unlike economic and 

legal social responsibility, which are precise in execution, ethical 

responsibility always implies a challenge in defining concrete rules. 

Ethical responsibilities affect all stakeholder groups. When an 

examination of the ethical issues business faces today is considered, 

they typically involve employees, customers, and the environment 

most frequently. Finally, philanthropic responsibilities most affect 

the community and nonprofit organizations,
21,22,23

 but also employees 

because some research has concluded that a company‖s philanthropic 

involvement is significantly related to its employees‖ morale and 

engagement.
24,25,26

 

The concept of CSR is deeply rooted in the governing ideas of 

today, primarily the liberal economy and nation-state. By accepting 

some of the fundamental assumptions of the liberal model, students 

of the CSR also accept the worldview and the political agenda of 

liberal philosophy.
27

 The practical development of the CSW follows 

remarkable developments at a time when individual governments 

withdraw from the economy, transferring greater social 

responsibility to companies ie there is a broader expectation of the 

social role of enterprises.
28

 Because of that managers develop 

decision-making processes where environmental reactions are 

anticipated and respect social values.
29

 Apart from the global trend, 

individual organizations today have a strong incentive to conduct 

CSR activities, because of the profit motive. Ignoring CSR could 

possibly jeopardize economic activities of the company. Business 

today without CSR implies failure, which is also shown by research 

into the motive for entering these activities. Aguinis and Glavas
30

 

conducted a comprehensive review of CSR literature, covering 700 
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academic sources from various fields including organizational 

behavior, corporate strategy, marketing, and HRM. It was found 

that the primary reason for firms to engage in CSR were the 

expected financial benefits associated with CSR, rather than being 

motivated by a desire to be responsible to society. While the 

implementation of ethical practices had positive results for most of 

the companies, few companies had a negative experience.
31

 

Numerous authors point out that companies can have different 

benefits from doing business in a socially responsible sense. Both 

Kotler and Lee point out that the application of corporate social 

responsibility brings corporate image and influence, enhancing the 

ability to attract, motivate and retain employees, reduce operating 

costs, increase market share, strengthen market ownership, 

strengthen corporate image and impact. increasing attractiveness for 

investors and financial analysts.
32

 Further, according to Bagnolia and 

Watts, a socially responsible business can benefit the company by 

attracting socially responsible consumers
33

, according to Maxwell et 

al. reduce the risk of imposing legislation
34

, and, according to Lyon 

and Maxwell
35

, reduce the risk of activity of activists and non-

governmental actors. It is important to emphasize the ever-wider 

trend in which socially responsible business plays an increasingly 

important role in attracting new ones, as well as motivating and 

retaining existing employees. Hopkins
36

 points out that socially 

responsible business is an important factor in motivating employees 

and attracting and retaining high-quality personnel. Companies 

cannot survive unless they take responsibility for the stakeholders 

and the welfare of the society in which they operate.
37

 

Islam and CSR 

If we understand the ethical roots of the of CSR, it is clear why not 

only the religion of Islam, but every other religion in the world has 

an extremely high connection with this concept. Religion is an 
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indispensable part of any debate on ethics, and so on the business 

ethics that is at the center of the CSR. The reason for this is that 

many religions have value frameworks regarding personal behavior 

meant to guide adherents in determining between right and wrong. 

These include the Triple Gems of Jainism, Judaism's Halacha, Islam's 

Sharia, Catholicism's Canon Law, Buddhism's Eightfold Path, and 

Zoroastrianism's "good thoughts, good words, and good deeds" 

concept, among others.
38,39

 This is also the case in business practice, 

as Khurshid et al.
40

 cite, a specific body of CSR literature has 

examined the link between religiosity and CSR, suggesting that 

religiosity influences individual preferences, managerial attitudes and 

decision-making.
41,42,43

 Religious individuals are likely to hold a 

broader conception of the responsibilities of corporations than 

nonreligious individuals.
44

 The relationship between religion and 

business ethics has been examined in lots of theoretical and empirical 

works
45,46

 and several of them have noted that the Hebrew Bible, the 

Rabbinic writings, the Qur‖an and the Sunnah are explicit 

concerning the ethical standards that are expected in particular 

business contexts
47,48,49

 

Moral base of CSR in Islam is Ihsan (Arabic: إحسان ʾnḥāāi hi,n ,nāḥi

 cḥon  t cm m ḥiniI p" ca  tnbip bc p n  cc i  p" gt nā ḥ mḥtt c ba

tḥiniIbi  ānii caḥnt,enm an) and showing it in both deed and action, 

a sense of social responsibility borne from religious convictions.
50

 

Muslims try to do good and beautiful deeds in this world, with the 

awareness that God is watching them all the time. Within the 

framework of an Islamic being, there is a certain, predefined need to 

make the world a better place to live, ie, to give maximum 

contribution in relation to the above. In short, by living according to 

the concept of Ihsan and applying it to all that a Muslim does, he/she 

will be rewarded and drench with mercy and forgiveness from 

Allah.
51

 In accordance with the above, it is recommended to do good 

in Islam «for Allah loves those who do good.»
52

 What is important to 

note, especially in the context of liberal ideas, is that Ihsan, and 

consequently the social responsibility of Muslims, is viewed only as 
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voluntary framework, as Usman et al.
53

 perfectly observe: The 

concept looks somewhat similar to CSR but Islam focuses on 

volunteer activities that have no purpose other than acquiring 

Allah's pleasure. It is specifically mentioned in the Holy Quran: «O 

People who Believe! Do not invalidate your charity by expressing 

favor and causing injury - like one who spends his wealth for people 

to see, and does not believe in Allah and the Last Day; His example 

is similar to that of a rock covered with dust and hard rain fell on it, 

leaving it as a bare rock; they will not gain control over (or benefit 

from) anything they have earned; and Allah does not guide the 

disbelievers.»
54

 The existing literatures on Islamic economics fails to 

provide a systematic model or framework of business practice similar 

to the notion of CSR despite the existence of a rich vein of the 

concept of social responsibility and justice in Islam.
55

 Khurshid et 

al.
56

 developt a Islamic CSR (ICSR) model, which still lacks a wider 

empirical testing. Farook
57

 writes about that ICSR derives itself from 

core principles in the Holy Qur‖an. The three major foundational 

principles for ICSR are: 

the vicegerency of mankind on earth; 

divine accountability; 

the duty on mankind to enjoin good and forbid evil.  

The principle of vicegerency denotes that mankind is the 

representative of Allah on earth and as such Allah has entrusted 

mankind with stewardship of Allah‖s possession. The principle of 

divine accountability flows from the vicegerency principle and 

denotes that individuals will be accountable to Allah for all of their 

actions on the Day of Judgment. The principle of enjoining good and 

forbidding evil encapsulates the responsibilities that Allah places on 

Muslims as trustees and vicegerents. The core principles of Islamic 

CSR are derived from Qur‖an and Sunnah,
58

 but in practice, Sharia is 

the source of Islamic CSR, but also for the rest of economic activities 

(through Muamalah Ammah and Muamalah). 

In accordance with the existence of Islamic principles and the 

application of Sharia, some authors like Usman Riaz Mira
59

 conclude 



Building an Islamic Case for Open Markets 

|250| 

that a company that claims to operate its functions according to the 

Shariah principles will naturally practice CSR. When it comes to 

ethics, Islam makes no distinction as to whether it is personal or 

commercial use. Business ethics cannot be separated from ethics in 

other aspects of a Muslim's daily life. Beekun and Badawi
60

 also 

claimed that mankind should not forget his/her role as God's 

steward or vicegerent on Earth. For Muslims that understand and 

practice this ethical system, it also contains its own enforcement. 

Thus, the Muslims see themselves as governors on earth, which is 

certainly in line with the stewardship principle within CSR, that is, 

that managers have a duty to provide benefits from their actions in 

society. This behavior will be awarded, as Elasrag
61

 makes the 

example, that the Holy Qur‖an has enjoined that the economic 

success of the business will flourish if it is underpinned by morality 

and businesses are reminded to «…give full measure when you 

measure and weigh with a balance that is true…».
62 

As noted, the Islamic approach to CSR can be viewed from 

multiple levels, however, within this paper, Carroll's and stakeholder 

CSR theories will be used. When it comes to Islam, lots of writings is 

devoted to treating stakeholders with respect. As Duski writes that 

Islamic companies must not violate in any way the property rights of 

those with whom they interact. This is important in the context of 

stakeholder theory. Within Islam, there are clear directives on how 

to deal with different stakeholders. In Islam, perfect honesty is 

enjoined in all business transactions, including how an employer 

treats an employee. Those who are in a better financial position and 

employ others have more responsibility to ensure that they treat 

people with fairness, remembering that all humanity is one.
63

 Azid et 

al.
64

 state that an Islamic firm, as part of the ethical economy, is 

expected to undertake its economic activity in line with normal 

conduct as enshrined in Islamic tradition. These fundamental human 

rights include the right to life, the right to equality before the law, 

the right to privacy, the right to protest, the right to justice and the 

right to participate. Justice forms the core of Qur‖anic prescriptions 
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and therefore Islamic companies must be just in all its dealings with 

employees, customers, and all other members of society. Similarly 

applies to the debtor: On the other hand, Islam advised its followers 

to act under the shadow of benevolence while dealing with the 

debtors. It is specifically mentioned in the Holy Quran: "And if the 

debtor is in trouble, give him respite until the time of ease; and your 

foregoing the whole debt from him is still better for you, if only you 

realize.”
65 

Carroll's Pyramid Social Response is a very interesting concept 

that lists four categories of corporate social responsibility. In 

accordance with Islamic teachings, it is possible to interpret four 

basic categories of CSR. In analyzing these responsibilities, we can 

begin from Al-Najjar
66

, as Efendić and Hadžić did
67

, incorporating 

four (4) objectives with eight (8) corollaries to his concept of maqasid 

al-shari'ah. Four objectives according to Al-Najjar include  

 safeguarding the value of human life (faith and human rights),  

 safeguarding human self (self and intellect),  

 protecting the society (posterity and social entity), and  

 safeguarding the physical environment (wealth and 

environment/ecology).  

The first objective corresponds to the company's component 

corporate responsibility, the second is the ethical component, the 

third is the philanthropic goal, and the last one is the economic one. 

Angelidis and Ibrahim
68

 argued that highly religious groups of people 

have greater concerns regarding the ethical value of CSR and a 

weaker orientation towards the economic value of CSR. Similarly, 

Dusuki and Yusof
69

 found that highly religious groups of people 

place more value on legal, ethical and philanthropic dimensions and 

less emphasis on the economic dimension of Carroll's model. In 

contrast, Agle and Van Buren
70

 found support for a relationship 

between religiosity and a positive attitude towards CSR in which the 

majority of respondents did not believe that religion was a factor 

influencing their attitude towards CSR. Prophet Mohammad and on 

the lives of many of his companions and their followers, who were 
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actively engaged in trade and who established ethical foundations of 

Islamic business practices at the beginning of religion
71

. Ali et al.
72,73

 

echoed this conclusion by stating that profit considerations are not 

independent of an ethical system, but are part of the prevailing 

norms that govern behavior and business exchange functions. These 

authors stated that "profit assumes a central place in Islamic ethics 

and, therefore, Islamic prescriptions do not condone profit that leads 

to exploitation and mischief in the marketplace".
74

 When it comes to 

the Islamic legal aspect, An Islamic market is categorized by certain 

norms that ensure the safety of both buyers and sellers. There are 

some ethical regulations in Islamic commercial transactions even in 

the absence of written contracts. These rules manifest a code of good 

manners, decency, and ethical excellence. All of these rules are 

consistent with the concept of legal and illegal practices in Islam and 

reflect the features of social responsibility in every aspect of 

transactions. According to Islamic ethics, the behavior, deeds, words, 

feelings, thoughts, and intentions of Muslims should be guided by 

such values as honesty, humanity, and respect for the law. Islam asks 

its followers to consider certain norms and moral codes and follow 

Islamic rules and regulations in their family affairs, business 

transactions, social affairs and interactions with others. Compliance 

with ethical behavior is part of Iman (faith); As such, social 

responsibility and justice are considered subsidiaries of the Muslim 

belief system.
75

 Islamic philanthropic responsibility Islam allows its 

followers to conduct business for profit without harming others or 

the environment. People are expected to ensure justice to 

stakeholders and welfare to mankind. Islam also encourages people 

to take appropriate measures to check the concentration of wealth in 

a few hands, to redistribute resources, to minimize social gaps and to 

share fortunes of the rich with unfortunate people in society by 

paying Zakat (alms) and Sadaqah (charitable donations). 
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Research of Bosnia-Herzegovina Musliman's 

Views of CSR 

In order to explore the attitudes of Islamic authorities in Bosnia and 

Herzegovina, we conducted the scientific method of questioning, 

using in-depth interviews and questionnaires. Questions for the 

interviews, as well as the structure of the questionnaires, were 

prepared on the basis of the earlier research, presented in the first 

two parts of this paper. A total of five in-depth interviews on the 

relationship between Islam and CSR were held as a preliminary part 

of this research. Out of the total of 100 questionnaires sent to the e-

mail addresses of certain Islamic authorities on various bases, 34 

responded. Last year, the author of this paper did another research 

related to this topic. Using a telephone interview, we examined a 

sample of 100 respondents who were representatives of companies 

from the territory of Bosnia and Herzegovina. Although we did not 

establish a criterion of religious affiliation, according to the results of 

the 2013 census in Bosnia and Herzegovina and the fact that we used 

a random sample, it is clear that at least 50 of these respondents are 

very likely of the Islamic faith. A similar study was carried out by 

Atan and Halim, In Malaysia with 147 respondents, Muslim 

consumers, which hasalso been presented in the paper. 

Through in-depth interviews and questionnaires, we received 

information that most Islamic scholars in Bosnia and Herzegovina 

believe that doing business in accordance with Islam is in itself 

socially responsible because it implies that the company fulfills all its 

social obligations. All 34 respondents, including those interviewed, 

said they believed that Islam encouraged CSR activities. They see 

CSR as something that is compatible with the ideas of Islam. 

Participants in the in-depth interviews often said that Islam 

recommends good, and it is deterring from evil, and that this is a 

universal parole that is applicable in Islamic business. Thus, the 

majority of respondents, 73.52% of them, say that the principle of 
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duty on mankind is to enforce good and forbid evil has the most 

connection with CSR (the other two ICSR principles were offered - 

the vicegerency of mankind on earth and divine accountability). 

Most respondents, 94.11% of them said that they agree with the 

claim that more religious managers are more socially responsible. 

Respondents however say they are not satisfied with the social 

responsibility of domestic managers or companies in Bosnia and 

Herzegovina (88.23% of them). Using the in-depth interviews, we 

have come up with valuable information regarding the perception of 

CSR from the context of Islam. At first we were wondering if they 

knew where the concept of CSR in Islam came from. Most 

respondents indicated that it was from Shari'a. We further asked 

whether they consider that ICSR should be mandatory for all 

companies or left to their goodwill. Most said it should be 

mandatory. When it comes to respondents, 70.58% of them state that 

CSR should be mandatory (by force) for companies. When it comes 

to categories of CSR, the majority of respondents, 94.11% of them, 

say that ethical and philanthropic responsibility are in accordance 

with Islam. 79.41% say that legal responsibility is in accordance with 

Islam, while the smallest number, 52.94%, say that economic 

responsibility is in accordance with Islam. In order to get even 

deeper insights into this, we asked respondents that through 5-6 

claims, using the five-step Likert scale, express the degree of 

agreement with certain categories of social responsibility, according 

to the Carroll pyramid of social responsibility - economic, legal, 

ethical and philanthropic responsibility. The highest average rating 

was given to philanthropic, ethical and legal responsibility, and 

lowest to economic responsibility, which confirms previously 

expressed preferences of Islamic authorities towards various 

categories of CSR. Finally, within this research, we were interested 

in the importance that Islamic authorities in Bosnia and Herzegovina 

give to individual stakeholders of the company. We examined the 

perceptions of the following stakeholders: owners, employees, 

customers, suppliers, government authorities, the wider community 
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and the environment. Observed by individual stakeholders, the 

greatest expression of agreement regarding the significance of the 

position of a particular stakeholder is given to employees (97.05%), 

customers (88.23%) and owners (88.23%). Somewhat less important 

is the government and the wider community, and least important 

suppliers (73.52%).  

As noted earlier, during 2017, we conducted another research 

about Carroll pyramid of social responsibility by examining the 

representatives of companies in Bosnia and Herzegovina. The results 

of the survey showed that 84% of respondents fully agree that their 

company has a high level of economic responsibility. Also, 83% of 

respondents fully agreed on the legal liability of their company and 

82% of respondents fully agree that their company is ethically 

responsible. When it comes to philanthropic responsibility, 77% of 

respondents fully agree that their company is responsible (by the 

norms of this CSR category). It can be concluded that company 

representatives, unlike Islamic authorities in Bosnia and 

Herzegovina, have a "classical" perception of the pyramid of social 

responsibility. Observed by individual stakeholders, within the same 

research, the greatest expression of complete agreement regarding the 

importance of a particular stakeholder is indicated for suppliers 

(85%). Thereafter, customers (84%) and government authorities 

(83%), and owners/shareholders of the company (82%). As is 

evident, as with the categories of social responsibility, there are 

certain differences in the perceptions of the importance of the 

stakeholders between Islamic authorities and company 

representatives. 

When it comes to similar research, Atan and Halim
76

 have 

researched perceptions of Islamic consumers in Malaysia. The 

findings of this research suggest that these stakeholders perceived 

legal responsibility to be the most important CSR dimension. This 

implies that they are law-abiding people as they are most concerned 

with whether companies are complying with the laws, rules, and 

regulations. The consumers were more concerned about companies 
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that conform to the rules and regulations as a good citizen, and not 

about whether companies achieve high levels of economic 

performance or support religious or ethical values. Although the 

survey was particularly targeted at Muslim stakeholders, Islamic 

value was not perceived as the most important dimension of CSR. 

Conclusion 

CSR implies that the company has other responsibilities besides the 

primary economic responsibility. As shown in the paper, this is not 

contrary to liberal principles, since by maintaining relationships with 

stakeholders and the use of CSR, the company achieves a certain 

competitive advantage, which ultimately leads to profit. Also, CSR is 

not contrary to Islam. Islamic companies have a legally and socially 

binding obligation to act in accordance with certain ethical 

principles. Consequently, CSR theories like the stakeholder theory 

and the Carroll pyramid of CSR are very compatible with the 

Islamic worldview, that is, the principles of business that are the 

result of the application of Sharia. As far as Bosnian Muslims are 

concerned, local Islamic authorities generally confirm CSR and 

Islamic connection. They give the greatest importance to ethical and 

philanthropic responsibility. Far less to economic responsibility. 

This can be explained by the fact that economic responsibility still 

causes certain prejudices and negative perceptions among the 

respondents, although, logically, this should be the primary 

responsibility because this is prerequisite for fulfilling all other 

responsibilities. What is still worrying is the orientation of Islamic 

authorities to the forced implementation of the CSR concept that 

may not be in line with the original CSR ideas, that place it in the 

domain of volunteerism of each organization or management. It can 

be concluded from the research that individuals, business 

representatives have a different view of the importance of the CSR 

categories and stakeholders, which leads to the conclusion that there 
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is a gap in thinking between Islamic authorities and ordinary 

Muslims. Finally, according to the above discussed elements, the 

following is recommended: 

More empirical research studies about the applicability of the 

ICSR model. This should be done with taking into account the 

cultural differences of Muslims around the world. 

Research on the voluntary character of CSR within Islam, which 

is compatible with liberal ideas that emphasize this aspect. CSR 

should be something that Islamic managers are willing to accept on 

their own, and not something that is forced by the government. 

Reducing the gap in thinking between theorists and practitioners 

of the ICSR, respecting the real situation and problems in business 

practice. 

It should be emphasized that Islamic CSR is still a young research 

area, and hence broader research is recommended on larger samples 

and within several countries, which could not be achieved by this 

research. This is in, fact, one of the disadvantages of this paper. That 

is why author invites all researchers to engage in the research of this 

dynamic and interesting area of Islamic economy. 
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Abstract  

This paper aims to examine Lebanon‖s prosperity during 3 different 

eras and link them with the level of economic freedom and economic 

intervention. Lebanon‖s first era of growth happened in the 19
th

 

century due to its openness to the European Markets. The second era 

happened right after the country‖s independence in 1943 and the 

third era happened in the 1990s after the civil war. The three eras had 

key common denominators which are: increasing economic freedom, 

limited government intervention, deregulation, low taxes and free 

trade.   

Keywords: Lebanon, Economic Freedom, Rafic Hariri, Civil War, 

Economic Policies, Reconstruction  

Introduction  

Lebanon witnessed 3 main eras during which it experienced fast 

economic growth. Given Lebanon‖s sectarian diversity a system had 

to be made that insured the freedom of all individuals. For this to 

happen, Lebanon‖s independence was built on a limited government 

system, personal freedom and the right to private property. These 

attributes remain key factors for any system to grow and prosper.   

Lebanon‖s first era of growth in recent history happened during 

the 19
th

 century where it manufactured and traded goods with 

European markets. Not only did this trade benefit both sides but it 

allowed foreign investments to flood the country and advance 

industries.   



Building an Islamic Case for Open Markets 

|270| 

Following its independence and with the help of its free-market 

economy Lebanon knew an unprecedented economic growth, with a 

huge inflow of capital to the country until the late nineteen sixties. 

This is considered to be the second era of growth, when the 

economy transformed into a services sector mostly but then 

witnessed the upsurge in industry as well. A wave of deregulation 

helped attract foreign investment and allowed Lebanon to become a 

commercial hub and a mediator between the western markets and 

the Middle East.   

The third era had been led by the former prime minister Rafic 

Hariri with his liberal economic vision favoring businesses to the 

public sector. The era was known for tax cuts, business incentives 

and reconstruction of infrastructure in order to attract businesses.   

The Creation Of Lebanon  

Lebanon gained its independence from the French mandate in 1943 

by becoming a founding member of the United Nations which stated 

under article 78 that the trusteeship shall not apply to territories 

which have become members of the United Nations.   

Given Lebanon‖s religious diversity, conflict arouse with each 

religious sector wanting to follow a certain ruling. The majority of 

Muslims wanted to join Syria and the Arab world whereas the 

majority of Christian wanted to stay under the protection of France. 

In order to prevent division between the two, it was agreed to have 

an Unwritten National Pact stipulating that:   

The President should be a Maronite Christian  

The Prime Minister should be a Muslim Sunni  

The Speaker of Parliament be a Muslim Shiaa  

The Deputy Speaker of Parliament and Deputy Prime Minister 

should be Greek Orthodox Christian.  
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Acomplement to the pact was the insurance that Lebanon 

becomes favorable to businesses and trade which was highly 

recognized in Lebanon since the Phoenicians (Mardini 2015). Hence, 

in 1943 Lebanon adopted the liberal economic system, and this 

system gave it a comparative advantage where it attracted Arab and 

foreign capital and investment (Mountain 1997).  

Many reasons were behind the laissez-faire economic system. 

First, decision makers were aware of the economic environment that 

existed after the world war. Second, they were aware of the 

inefficiency of government institutions to regulate or direct the 

private sector. This system was highly beneficial to the entrepreneurs, 

merchants and middlemen in the country. The benefits were even 

obvious due to the high influx of capital to the country as a result of 

the political instability in many Arab countries. (Hariri 2011)  

Lebanon Before Independence   

Before its independence, Lebanon was integrated into the world 

capitalist market in the nineteenth century through commercial 

exchange by which the European manufactured wares were traded 

for Lebanese cocoon, silk, olive oil and other primary products 

through European capital investment in the region. Back then 

Lebanon was part of the Ottoman Empire yet enjoyed to some 

extent a sort of independence.   

During the period of rapid growth in the 19
th

 century French 

economy, French silk producers began to invest in sericulture in 

Mount Lebanon, an area with cocoon breeding industry and a large 

pool of cheap labor. With growing French direct investment in the 

area, the silk industry became the most important economic activity 

from the mid-19
th

 century until the First World War.  

When the First World War had begun, silk-related products 

compromised over 70% of Mount Lebanon‖s production and more 
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than 60% of its exports. It is estimated that around 50% of the 

working population were employed in sericulture.   

The port of Beirut also benefitted from Europe‖s 

communications and transport revolution and its economic 

expansion. Due to this economic expansion during that time 

economic policies and investment emphasized on the expansion of 

ports, roads, railways to help businesses (Gates 1989).  

Lebanon In The 1940s And 1950s: A Middle 

Eastern Commercial Hub  

As a result of Beirut‖s growing intermediary role between European 

countries and the Arab ones, the financial sector almost doubled its 

shares between 1948 and 1957 from 3.8% to almost 7%. In addition, 

in the 1950s it was estimated that Beirut conducted about L.L. 1 

Billion of foreign exchange operations per year, and by 1951 over 30% 

of all private international gold trade went through Beirut.   

In addition, as a result of the improvements in Lebanon‖s 

transport systems (ports, airports, roads and railways), tourism 

became a major industry. The number of tourists grew from less 

than 30,000 in 1937 to about 216,000 in 1952 and over 544,000 in 

1957 (Gates 1989). This large influx in foreigners stimulated growth 

of the whole services sector and direct receipts from tourism 

increased almost five folds from 1951 to 1957.   

Given the capital city Beirut‖s evolving role between the West 

and Middle East, by the late 1950s Beirut had become a dominating 

city in terms of economic-financial activity, income, demographics, 

political society and infrastructure.   

Such great role was mainly due to Lebanon‖s policy since the 

independence facilitating the country‖s expansion as an externally 

oriented service economy. In order to encourage trade and finance 

and to attract foreign capital the government also liberalized the 

country‖s exchange rate system. In 1948 the Lebanese government 
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liberalized the country‖s black exchange market and allowed 

Lebanese capital to move freely throughout the world. It also lifted 

the remaining exchange restrictions between 1949 and 1952.   

Commerce and import trade increased over 25 times in value 

from 1938 to 1952. In addition, the value of transit trade increased 34 

times during the same period. The share of the tertiary sector as a 

percent of GDP was 62% in the 1950 and increase to 72% in the 1970 

(Gates 1989).   

In addition to the liberalizing measures taken, the Lebanese 

government refused state interventionism and the notion of 

industrial policy for which the association of Lebanese industrialists 

lobbied and distanced Lebanon from the political and economic 

movements of neighboring Arab countries by means of policies 

which dissolved Syrian-Lebanese Customs Union (Gates 1989).  

Lebanese Industrial Sector: Flourishing In The 

Absence Of Protectionism  

Throughout the period of 1947 to 1952, the government vacillated 

between supporting long-term policies that favored commerce, 

finance and the services and temporary expedients that assisted 

industry (Gates 1989).   

The industrial sector experienced a considerable expansion where 

industrial investment increased at an average rate of 21% annually 

between 1970 and 1974. In addition, within 12 years and up until 

1972 the share of manufactured products in exports rose from 12.5% 

to 30% (Mountain 1997).  

Lebanese industrial survival and growth, given the war in 

Palestine and closing the customs with Syria, was sustained through 

the capture of growing Middle East Markets. Before the dissolution 

of the customs union, approximately 60% of Lebanon‖s 

manufactured wares were marketed in Syria. Deprived of 

neighboring markets, Lebanon‖s industry searched for new regional 
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export outlets which it was able to capture due to its advantage of 

early industrialization in the Middle East.   

Lebanon‖s international service role appeared to be transforming 

to an industrial one as well by which it was selling manufactured 

goods to Arab markets for their raw materials while still maintaining 

its function as an intermediary between the West and the Arab 

World.   

In the years before the civil war, Lebanon enjoyed a state of 

minimum government intervention and a tax-free environment. This 

resulted in the increase of income and the export of Lebanese 

products to the international markets (William L. Ochsenwald 2018).  

Services Sector in Lebanon  

The services sector witnessed a rapid expansion during the 1950s and 

1960s especially in the banking sector. The number of banks 

operating increased from 23 to 93 in 16 years. Between 1960 and 1973, 

real per capita gross national product grew at an average of 5.6 

percent annually (Mountain 1997).   

The service sector before the war employed the largest 

proportion of labor and was responsible for the greatest contribution 

to GDP. This made Beirut an international banking and touristic 

hub. Given that these were service sectors that were most affected 

during the Civil War which started in 1975 (William L. Ochsenwald 

2018).  

Features Favorable for Growth Before the Civil War  

A number of features acted to influence the economic development 

in Lebanon which are:   

Limited government intervention in the economy. The share of 

public expenditure to GDP was around 12% reaching 20% only 

between 1958 and 1964 (Mountain 1997).   

High degree of monetary stability in addition to having a floating 

exchange rate.  
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Financial stability with low inflation, stable exchange rate and 

absence of public deficit and public debt.   

In the mid-fifties Lebanon was influenced by the Arab uprising 

against the state of Israel, the rise of Egyptian leader Jamal Abdul 

Nasser who surged as a leader to Arabs, and the influx of hundreds of 

thousands of Palestinians to the country from 1948 till 1967 fleeing 

from the war. Unfortunately, the Arab-Israeli war in 1967 had 

hindered any possibility of future growth due to the high risk and 

resulted in the closure of a number of banks.   

The situation got more politically intense until the outbreak of 

the civil war in 1975. This war had devastating effects and lasted 15 

years. The multi-sectarian system within the country can be 

attributed as one of the factors helping in the divisions that started 

the war since they were religious based.   

For the first 10 years of the civil war, Lebanon proved to be 

somewhat resilient to the war. However, the currency started 

plummeting in the mid-80s. During the war Lebanon was invaded 

twice by Israel which eventually led to the loss of confidence in the 

Lebanese Market and its national currency.   

Figure 1: Exchange Rates to the U.S Dollar 

 

The war resulted in a huge wave of emigration, including scientist, 

graduates and skilled labor. These were not the only consequences; 

tourism ceased trade and tourism through Lebanon shrank 

considerably; industry incurred heavy losses where many 



Building an Islamic Case for Open Markets 

|276| 

establishments were destroyed; and agriculture was in ruins. Inflation 

was also raised considerably during the 1970s and 1980s especially 

during the Israeli invasion which led to shortages. In addition, there 

was a sharp decline in scientific development and material losses 

estimated at 25 billion dollars (Hariri 2011).   

It should be noted that up until 1975 the country appeared to 

support liberal and democratic institutions yet in reality many 

regulations were put during the civil war that further hindered the 

economy‖s capacity to evolve.   

Peace Treaty Taif Agreement  

By the end of the war in 1990 Lebanon had witnessed a per capita 

GDP equivalent to one-third its level in 1975, a rise in public debt 

and the financing of public debt because of the high interest rates, 

extremely low investment levels and a loss in Lebanon‖s 

intermediation role between Arab countries and the western world 

(Mountain 1997).   

The civil war also led to high levels of unemployment and as a 

consequence a high level of immigration. The economy suffered 

greatly from the brain drain which further hindered growth. In 

addition, Lebanon‖s transportation infrastructure was in dire need of 

significant investment.   

Signed in the end of 1989 the Taif accord marked the end of the 

15 year civil war. The treaty was signed between disputed parties to 

end the devastating war which had caused hundreds of thousands of 

deaths and one million civilians displaced. The agreement was 

known as the Taif Agreement, which amended the constitution and 

allowed for Syrian guardianship. As a result, Lebanon reinforced its 

position as an Arab state. This accord also reaffirmed Lebanon‖s 

identity by reassuring that Lebanon is a democracy and is based on a 

free economy which encourages individual initiatives and the right to 

private property (Hariri 2011).  
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Third Era Of Prosperity: A Business-Oriented 

Model  

After the war, Rafic Hariri was selected as Prime Minister. He was a 

business tycoon who had made a fortune in Saudi Arabia, was close 

to the royal family and forged the peace treaty that ended the war. 

He was elected in 1992 and started immediately in implementing 

plans for reconstruction. His main objectives at first were to control 

inflation and the currency crisis that happened due to the war.   

He named the strategy for reconstruction “Horizon 2000”, which 

he considered as the way to revive the capital city Beirut as a regional 

financial and commercial centre. The intention from Horizon 2000 

was to give the private sector the leading role in the process of 

economic revival and growth (Hariri 2011).  The plan was organized 

on a sector by sector basis focusing on electricity, water, solid waste 

and telecommunication.   

Hariri‖s economic philosophy was to reinstate the glories of pre-

war Lebanon with a central economic role in the region and a 

business haven due to its high level of economic freedom. Such 

policies distinguished the Lebanese economy from most Arab 

countries which were known to be state controlled and many 

industries nationalized.   

It was also clear that the government after the war suffered from 

over employment, high inflation and inefficiency. Therefore, it was 

clear to him that in order to create a healthy economy there needed 

to be a separation from political powers. Hence he refused to 

introduce any change to the already oversized and inefficient 

institutions and wanted to get private firms into different sectors. 

From 1992 to 1998 Hariri worked on stabilizing the currency, where 

he succeeded in regaining the confidence in Lebanese markets.   

The early post-war period witnesses the rapid deregulation and 

the liberalization of Lebanon‖s war economy. Over a period of eight 
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years, the foundations of an expanded extraverted laisser-faire 

economy were laid.   

In order to establish a stable and independent currency, the 

government promulgated the 1949 monetary law and initiated an 

official gold buying policy. Thereby farthering the ultimate goal of 

establishing Beirut as the major financial and trade centre in the 

Middle East.   

Economic Recovery From The War  

In 1991, Lebanon started to recover and GDP grew at 38%. 

Unfortunately, this growth witnessed as setback in 1992 due to the 

wage correction which led to inflation and pressure on the Lebanese 

Pound. However, growth then averaged 7.1% between 1993 and 

1995. Inflation also decreased from a triple digit to a single digit 

within 4 years between 1992 and 1996. Government reduced its 

deficit from 56% in 1991 to 38.5% in 1993 thanks to higher 

collection rates and higher revenues from customs and real estate.  In 

addition, the central bank increased exchange reserves especially in 

gold in order to regain confidence in the economy. As a consequence, 

capital inflows to the country increased again.  

The Reconstruction Plan  

In order to regain confidence in the Lebanese market massive 

investments in infrastructure were needed. In the face of such 

massive investment the government also induced tax cuts which led 

to austerity measures resulting in the reliance on debt which 

increased dramatically and the reliance on indirect tax to fund the 

projects (William L. Ochsenwald 2018).   
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Horizon 2000  

The government led by Rafic Hariri created the Council for 

Development and Reconstruction, an independent entity responsible 

for planning, implementing and supervising the reconstruction plan. 

This plan had two objectives: provide the private sector with 

incentives through a financial environment conductive to work, 

secondly consolidate public confidence in the state and the future of 

the country.   

The projects covered all areas deemed necessary for business such 

as roads, electricity, water, wastewater, telecommunication and 

health.  Some of the big projects conducted back then were also the 

Beirut International Airport, Beirut Port and Sports City located in 

the capital. Beirut Central District was privatized and run by a 

stockholding company under the name of Solidere which helped 

attract investments and rebuild it without increasing government 

deficit.   

 

Creation of CDR  

The Council for Development and Reconstruction was established in 

1977 during the civil war. However, it remained in a dormant state 

until 1992 were it was considered as the main tool for the 

reconstruction projects. This council like IDAL is an independent 

entity and is directly and only associated with the presidency of the 

Council of Ministers. Amongst its duties is to get external funding 

for the reconstruction process. It was also assigned to implement 

projects that ministries themselves were not capable of implementing 

themselves. This entity was the main tool in reconstruct the 

infrastructure after the civil war.  
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Reforms Towards A Free Market Economy  

Tax Structure  

In order to revitalize the economy and given his knowledge in the 

business world, Rafic Hariri found it necessary to simplify the tax 

structure and provide many tax breaks in order to attract 

investments from abroad. He amended Law 144 with a new one 

(Law 282) which decreased progressive income tax rates from a top 

margin of 21% to 10%.   

IDAL  

The Investment Development Authority of Lebanon (IDAL) is the 

national investment promotion agency that was established in 1994 

with the aim of promoting Lebanon as a key investment destination, 

and attracting, facilitating and retaining investments in the country 

((IDAL) 2018). Such authority had the authority to ease the process 

of opening businesses in the country while also giving tax 

exemptions. In addition, he successfully passed through Law No.360 

that provided a framework for providing investors with a range of 

incentives and business support services. Some of the main incentives 

are long term tax cuts. In order for it to operate properly and 

without any political intervention, it was given administrative 

autonomy and only reports to the President of the Council of 

Ministers.  

Building Downtown of the Capital  

In order to rebuild the Downtown district in Lebanon, law 117 was 

passed which established a new private company in the stock 

exchange responsible of rebuilding downtown which attracted great 

investment into the area. The reasoning behind this was that in order 

to appropriate the lands within the area, real estate companies were 

established which replaced public sector funding, unavailable at that 

time, and helped administer the project. This publicly traded 
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company was also exempt from paying profit taxes for 10 years and 

from excess share value taxes.  

Liberalizing Key Sectors  

Between 2000 and 2002, the prime minister successfully passed three 

laws for the three main sectors in the economy: Electricity, water 

and Telecommunication.   

Electricity Sector: Dividing the sector into Production, 

Transfer and distribution  

In 2002, Parliament passed law 462 which created a regulatory 

authority to which its responsibility is the governance, regulation 

and issuance of licenses for electricity producers. It also meant to 

eliminate the state monopoly over the sector.  

This meant that any company would be allowed to enter the 

market produce electricity and sell. Such would have allowed huge 

companies to enter the market, bring capital and employ people in 

the sector.   

Water Sector: Establishing an efficient system in 

sustainable way  

In addition to the electricity law, his party worked on passing a law 

centralizing all water authorities within the country to 4 main 

entities known as law 221 passed in 2002. Centralization was not the 

intent of the prime minister, but rather forging the way for a second 

law that allows for private companies to invest in the sector. Even 

though the law was not passed until May 2018, it was laid down 

bank in 2000 according to managers in the Ministry of Energy and 

Water.   
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Telecommunication: A Regulatory Authority and the 

Privatization of State Owned Company  

The telecommunication law (Law 231) which was passed in 2002 had 

two new changes: First, it created a new entity known as the 

Telecommunication Regulatory Authority. This entity was 

responsible for encouraging competition in the sector and giving 

licenses to new companies. It was also responsible of handling 

disputes between telecom companies should they arise. The second 

change related to the transformation of the state-owned telecom 

monopoly “Ogero” into a new one under the name of “Liban 

Telecom” that would be privatized and put on the stock market.   

Consequences of Liberalizing laws  

The laws mentioned above would have allowed huge investments in 

the sectors and would have probably become leading sectors in the 

area. However, the three aforementioned laws are being ignored.   

The electricity law is still being neglected. The council of 

ministers has yet to agree on the members of the regulatory 

authority and therefore no one can get a license to produce 

electricity. The law was amended later on to allow the Minister of 

Energy and Water to issue licenses but due to political tensions none 

is being given. For more than 30 years the country has been 

experiencing outages that range between 3 hours a day to 18 hours in 

some areas.   

The same problem is apparent in the telecommunication sector. 

The law is being ignored because of a loophole. It states that the new 

telecom company should have a board of directors which has not 

been put by the council of ministers since the law was passed. This 

has kept the old state-owned company still working until today and 

the regulatory authority quasi-paralyzed since most of the authorities 

remain in the hands of the old company known as “Ogero”.  Such 

law would have allowed competition in the sector and encouraged 

foreign investments in the country. Today, Telecom prices are very 
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expensive and highly inefficient. Also, internet ranks among the 

slowest 5 countries in the world.  

Water is another example of poor governance. Lebanese citizens 

are supplied with only 40% of their needs from the government and 

have to rely on water tanks in order to fulfil their daily needs.  

Water tanks are 10 times more expensive than the government 

due to the cost of transporting them.  

The government grid is monopolized by the government and 

wastes 50% of the water transferred. In addition, due to the lack of 

sewer systems within the country water quality has deteriorated 

significantly. High traces of bacterial and chemical contamination 

has been found, it is being linked to the extremely high level of 

cancer diseases in the country, especially in areas close to river banks. 

Conclusion  

Lebanon has had a great benefit from having a “laissez-faire” 

economy throughout history. As can be seen throughout its history 

the greater the amount of economic freedom and less intervention, 

the greater it was able to prosper and create wealth for all citizens.  

The first era of prosperity in recent history was during the 19
th

 

century where it benefitted greatly from trade and was capable of 

exporting products to the European Market. It was also capable of 

benefitting from the rapid growth of the French economy first by 

the influx of foreign direct investment into the country and second 

from Europe‖s advancements in communication and transports by 

using them in its ports. This can be attributed to Lebanon‖s special 

geographic location and most importantly to the high level of 

freedom it had compared to other areas under the Ottoman rule.  

The second era of prosperity was after its independence. The 

liberal economic system and limited government intervention made 

Lebanon a hub for entrepreneurs, merchants and investors. Lebanon 

witnessed a huge influx of capital which made it easily capable of 
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sustaining a continuous trade deficit similar to the United States 

today. Not only did the services sector excel internationally but 

other sectors evolved as well like tourism and most importantly 

manufacturing. In addition, Liberalizing the country‖s black 

exchange market helped capital move more freely thus giving more 

trust to investors and increasing investment in the country. The 

refusal of the government to intervene in the market not only gave 

confidence to traders but also allowed industrialists to overcome the 

need of protectionist measures. It was also clear that the high levels 

of economic growth did not have inflationary consequences which 

would have become problematic had it occurred.   

The third era of prosperity which occurred after the civil war was 

already undermined by the brain drain over a period of 15 years of 

war and the death of thousands of people. Nevertheless, the 

economy recovered and was capable of growing at a fast pace with 

the political stability within the country and the reconstruction of 

part of the infrastructure in order to pave the way for businesses. In 

addition, the creation of a fairer tax system and giving incentives 

through IDAL helped attract more businesses to the country. It can 

also be argued that had the laws liberating the electricity, water and 

telecommunication sectors been properly enacted, Lebanon would 

have had a greater economic growth during the past 18 years. The 

electricity sector for example ranks 135
th

 out of 138 in quality 

according to the global competitiveness index for 2017.   
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Abstract 

The most important factor for defining and bypassing capitalism is 

that it understands the role and nature of money. For the last three 

hundred years, the despotic domination of the British pound and 

then the US dollar has immorally corrupted our economy and trade. 

The demise of the US dollar as the world‖s reserve currency is the 

most important political event of the 21st century. What will replace 

the US dollar will define the political landscape of our time. 

The Shariah currency is the gold dinar and the silver dirham. The 

present constitutional legal frame of our Muslim societies -a left over 

from the colonial days- sanctions the fundamental pillars of 

capitalism, namely: central bank, national debt and fiat money. The 

disruptive nature of new technologies such as blockchain (different 

from bitcoin) and the new geopolitical landscape created by the new 

China of Xi Jinping offers a new horizon to strategize the practical 

and viable return of a gold and silver currency. Together with the 

return of the dinar, new possibilities emerge to implement all the 

other aspects of muamalat, in particular, the public market and (non-

banking) Islamic finance. This concept stamps the challenges and 

opportunities ahead of us, defining the best strategies at hand for the 

return of the Shariah currency and muamalat. 

Keywords: gold dinar, silver dirham, fractional reserve banking, 

central banking, fiat currency, blockchain technology, aql. 
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The Age of Reason and the Coming Age of Aql 

Man, despite being God‖s servant and messenger on earth, has 

limited mind and reasoning. Allah has given man a unique power of 

cognition, which is “aql”. “Aql comes from the Qalb” –Allah says in 

the Qur‖an. Aql is to know with his heart. This power of the heart 

dominates and shapes the reason. Aql is the source of “basira” comes 

from the heart, while opinions come from reason from the brain. 

The heart sees and within that seeing the brain reasons. Incidentally, 

it is necessary to clarify that most translations in English of the 

world aql they say it is: reason or intellect. This is an incorrect 

translation and misunderstanding of the word aql. The real 

translation of aql would be the cognitive power of the heart.  

Rumi writes, “Be aware of what you fear, because what you fear 

is what you worship”. The same can articulated about love 

(passionate love). Be aware of what you love (the most) because what 

you love (the most) is what you worship”. The object of worship 

alters the meaning of things all around that object. Worship is not 

controlled with reason –although it alters reason-, is to do with the 

heart. Its by this capacity of the heart, humankind is able to worship 

Allah or worship other-than-Allah. 

Those who fear Allah, are free from any fear of other-than-Allah, 

and those are the people with the best capacity of Aql. The same 

applies to love. This visionary capacity of Aql increases in relation to 

your nearness to Allah, it can make you see beyond what is 

rationally obvious and frees you from your personal, cultural and 

historical conditioning. Freedom belongs to those who love Allah 

and fear Allah.  

Laws are very important to societies. Laws can liberate or oppress 

people. In the Laws what do we worship is at stake. Allah says in the 

Qur‖an: “The Hukm (legislating, commanding) is for none but Allah”. 

Allah has given His Laws. Mankind has no authority to deny them. 

When these Commands of Allah are denied and replaced with man-

made command, societal systems are disrupted.  
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In our times, Riba has been endorsed by Law. The systematic 

legitimization of Riba through laws happened through Constitutions: 

Central banks, paper money and national debt. The Muslims were 

not given a choice. Paradoxically, in the event of becoming 

independent from the colonial masters, we fell ever deeper to their 

prey.  

Many of us do not understand the movement and the origin of 

constitutionalism. Constitution was part of the liberal revolutions 

that shook off Christianity from their normative position and gave 

way to rational creation of laws. The argument was that mankind no 

longer needed a father god to dictate what is wrong and right, 

mankind had grown up from infancy. Constitutions, thus, emerged 

as the emancipation of man from god. Constitutionalism was the 

movement that represented that desire of emancipation from Church. 

In Muslim lands, constitutionalism was inherited from the colonial 

empires – constitutional monarchy like Britain or a constitutional 

republic like France.  

Protestant Christianity inspired the reformist Islam. This 

protestant Islam, mirroring protestant Christianity, was based on 

two factors: (1) a disproportionate personal morality (puritanism) 

that would practically eclipse social morality, (2) embracing 

capitalism by making usury legitimate. Just like Protestantism gave 

legality to usury in Europe, Islamic Reformism gave legality to riba 

in Islam. Exactly like, the Protestants gave legality to banking in 

Europe; the Islamic reformers gave birth to Islamic banks in the 

lands of Islam.  

Our generation finds itself trapped between capitalist 

constitutions left by the colonial powers and a protestant Islam that 

endorses personal morality obsessively focused on sexual behaviour 

while ignoring the social morality (Muamalaat) of Islam, and 

supports tacitly or explicitly Islamic banking and therefore Riba.  

Our constitutions endorse capitalism and a large number of 

scholars are after being unable to solve this problem, are now 

thinking of Islamising riba. This debate does not focus on other 
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alternatives. In reality, the debate between banking and Islamic 

banking is superficial and cosmetic dissembling of capitalism without 

resolving the core issues. Islamic banking is still an extension of 

capitalism not a cure of capitalism. Islamic banking still operates 

within the domain of usury of central banking: fractional reserve 

banking and paper money.   

What is Money in Islam? 

Money is any merchandise commonly accepted as a medium of 

exchange. Money is a commodity and cannot be a debt or a 

promissory note, because there are restrictions on the use and 

transfers of debt in Islamic Law. Money in Madina consisted of 

several items, gold and silver coins were some of them. The 

fundamental matter governing the question of money is that people 

are free to choose. Muslims in the past have used gold, silver, cereal 

grains, salt etc. as means of payment. Money is part of trading, what 

regulates trading is mutual consent. Allah says in the Quran: trade 

with mutual consent. That is the fundamental principle. No group of 

people, or the government have the authority to impose what is the 

medium of exchange.  

Some people confuse assaying a coin with establishing a 

monopoly on money. The government would regulate weights and 

measures. It is part of the function of the Hisbah to do so. Assaying a 

coin is part of establishing standards. It is conceivable that the 

government wants to be the authority to assay coins but the 

government cannot force the citizens to use those coins, even if they 

are assayed. On the other hand, the government can force the 

citizens not to use false coins, because it disrupts trading, and that is 

not imposing a monopoly, it simply imposes a standard of weights 

and measures. 

The money of the Shariah is the gold Dinar and silver Dirham. 

As Ibn Khaldun argues, because they are both mentioned in Qur‖an, 
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they have a reality in terms of weight and measure. The gold dinar 

and the silver dirham used to measure the nisab of zakat, have a 

weight in relation to the mithqal. The mithqal is a weight measure 

equal to 4.25 grams. The weight of the dinar is 1 mithqal and the 

weight of the dirham is 7/10
th

 of a mithqal. 

 In Islam it is obligatory to mint these coins and to make them 

available to people so that they can pay their zakat, and the value of 

the nisab can be calculated in terms of the market value of the coins. 

It is wrong today to calculate the zakat on the basis of the value of 

the gold or silver bullion (the material without minting), because the 

nisab is calculated on the basis of the minted coins and not in the 

value of the tibr (that is the value of unminted precious metals). 

Today the minting of the dinar and dirham has been eliminated 

by the monopoly, granted by the capitalist constitution, to the fiat 

currency issued by the Central Bank. Currency has been forced and 

the freedom of choice given by Islam has been taken away by 

financial capitalism. 

What is the Money we have Today? 

Promissory notes that are common in usage are the type of fiat 

money has their origin in banking institutions. This kind of money 

cycle is disruptive and dismantling for economic systems.  

Fractional reserve banking is the principle set up of capitalist 

ideology, both is dependent on each other, each supporting the other 

half and strengtheningthe western economic cycle.  

The fiat money enforced as legal tender or compulsory money on 

the people, came with the introduction of central banking. The 

purpose of the central bank is to protect the stability of the banking 

system.  

The Bank of England founded in 1694, is the first central bank. It 

was so efficient in collecting money that soon the idea was exported 

to all the other countries of Europe.  Another banking set up is of 
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private commercial banks. The commercial banks can practice 

fractional reserve banking under the protection of the law and the 

central bank. The commercial banks issue most of the currency in 

circulation, in a proportion of a proximately 20 to 1 in relation to 

the total money in circulation. That is for every 20 pounds in 

circulation only Bank of England issues one, the other 19 are issued 

by private banks. The actual proportion is much more today, in 

excess of 50 to 1. 

Therefore, the commercial banks have the right to issue money 

that they do not have. Meaningthereby that people have to pay 

inflation costs to private banks (as result of their right to create new 

credit) on the money they possess. This is the same as saying the 

private banks tax people. Banks sit comfortably in their position 

because they know they cannot be challenged legally.  

At the beginning of the XX century, it was argued by some 

people in the West, that since the banks do not have the authority to 

rob people by issue people‖s money, and since the people have to pay 

for the inflation that new paper money creates, the most logical 

conclusion would be that the banks have to be nationalised.  It was 

commonly argued at the time, that the nationalisation of banking is 

the most logical first step to eliminate the banking monopoly on 

money. By the same logic, in the path to an Islamic system, the 

nationalisation of banking should be the first step. The argument is 

the following: the issuing of new money cannot be in the hands of 

private institutions; either these banking institutions are prevented 

from fractional reserve practices or the banks have to belong to the 

people who pay the inflation, that is, the nation. Islamic banks, of 

course, operate like commercial banks and practice fractional reserve 

banking which cannot be justified in any way to the injunctions of 

Islam.  
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Fractional Reserve Banking 

Once you understand how the banks can lend money that they do 

not have, then a whole set of further conclusions follow. Firstly, 

population is overly taxed by banks. Secondly, unequal distribution 

of accumulated money, that actually belongs to the people of the 

region.  The bank simply appropriates itself of that money and then 

makes profit from it. This is how thesystem works. 

Capital accumulation disrupts the natural order of society. This 

so happens, when the accumulated money is distributed to interested 

tycoons and then profit is generated likewise. However, it is neither 

traditional nor Islamic. The concept of guilds was once practiced in 

Islamic domains; it is still relevant and if practiced, can bring massive 

changes to the existing system.  

Another aspect is fractional reserve banking as to is how the role 

of abused and abuser (which was so clearly defined in the classical 

texts against usury) become blurred. In the classical literature on 

usury, they always define the lender as the criminal abuser of the 

poor borrower who is in need (the abused). Yet today the borrower 

is not someone desperately in need; the borrowers are not forced 

into the hands of the usurers because they have no other choice; the 

borrowers in fact they queue in the bank to be “abused”. The word 

abuse does not fit into the description, more likely they want to 

borrow because they see an advantage. Well, if the abuser and abused 

pattern does not apply does it mean the evil of usury has disappeared? 

This is what many propagandist of usury argued. They said the times 

have changed and usury is no longer an evil. In the defence of this 

argument, they speak about the change in borrowing patterns of 

society from an agricultural society to the needs of an industrial 

society. Even some Muslims use this argument in order to justify 

usury.  

The reality of this matter is that fractional reserve banking has 

changed the players that operate at usury, but has not eliminated the 

evil of it. For the first time in history because of the fact of lending 
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money that they do not have, the banks were capable of lowering the 

interest rates from the abusive rates of the classical literature to the 

moderate ones of today. This is possible because in this “new usury” 

of the banks a third party enters the contract although unaware of it, 

which are the ordinary people. People absorb the evil of this 

usurious lending through inflation.  People have to pay for the things 

they are not concerned for, both lender and borrower are equally 

accountable in the court of law.  

There is another element to add to the discussion is how 

differently inflation affects people. The matter of inflation only 

became apparent to people during the XIX century and a discussion 

about money started there. Some saw that inflation if controlled by 

the government it will be a tax that will tax those who have more 

money and less to those who have less, but they were wrong. Most 

critical thinkers at the time did not realize that inflation has the 

veiled capacity to subsidise those in debt. While inflation removes 

value from each one who holds the paper, inflation also reduces the 

value of the debt of debtors. In other words, those who are in debt 

benefit from inflation. In an economy where the flow of money goes 

to those who have money, (the condition of borrowing is to have 

collateral); the rich borrow more than the poor. Since the size of the 

financial economy is far larger than the real economy, it means debt 

is far larger than the total buying and selling. How much is “larger”? 

97% of all money circulating is borrowed money.  Inflation 

subsidizes all debts in the debt economy. That is the reason why the 

capitalist propagandists always see deflation as the greatest evil of any 

economy. They are right if you consider that our economy is mostly 

debt, but this is not the complete story.  In conclusion, inflation 

taxes the poor but subsidizes the rich. Inflation is the means to create 

imbalance and instability in the economy, 

Nowadays a new concept has emerged “too big to fail”. The idea 

is simple; the banks have to be protected at all costs because they are 

too big to fail. Because of this philosophy, the real economy is no 

longer supported by finance, but rather the real economy supports 
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the financial economy. This is close to an end game story. However, 

it will not be so as long as we keep bailing out the banks. The natural 

counter-argument against “to big to fail” is: if they are too big to fail, 

then they should belong to people. Again, the nationalisation of 

banking is the natural next step to turn this economy.The 

nationalisation of banking is the first step towards creating an end to 

riba. 

Finally, fractional reserve banking forces the players to borrow 

or get punished. The result is that you have to borrow. It is 

impossible to consider purchasing a house on saved money you have 

to borrow. Any scheme that you might want to set up inside a paper 

money system has to consider that borrowing is subsidized while 

savings are punished. This is what makes fractional reserve banking 

so resilient. There is no escape. You have to borrow if you want to 

prosper. 

Nationalisation of Banking  

Around 250 years ago the economy of Hindustan was the greatest in 

the world. It represented around 25% of the GDP of the world. 

Together with China they represented around 50% of the GDP of 

the world. Britain merely represented 2%. The province of Bengal, 

the richest province in the world represented 12% of the GDP of the 

world. Those were the figures. Then came a private British company 

called the East India Company. In the year of calamity of 1757, the 

battle of Plassey took place and the British took control of a 

province that was six times richer than their country. Up until then 

the outflow of gold and silver favoured Bengal, from then on gold 

and silver was sent to England.  

Colonialism had been an expensive venture for the Spanish, 

because they had made the new territories provinces of Spain. To 

develop the new colonies was incredibly expensive to their treasury. 

Only the British, following their Dutch neighbour‖s footsteps, learnt 
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how to take benefit from the colonies. First, the British had 

developed their own national central bank and like all central banks 

their desire was to expand the usage of their fiat currencies they 

needed not markets, but users of their currency. Unlike the 

Spaniards, the British had learnt to expand the usage of the currency 

and to export their inflation as a new way to tax people. Also it is 

important to notice that the East India Company was a private 

company not the State. They were only answerable to their 

shareholders, and their objective was only profit. To understand this 

we have to imagine Microsoft invading Mexico. The private 

company had no interest in the people they had just conquered. As a 

result 20 famines happened in the next 200 years of British rule in 

India that caused the death by starvation of millions of people.  

We should remember that Hindustan was the richest country in 

the world. Hindustan was the environment for one of the largest 

transfers of wealth, that is, theft in the history of mankind.  British 

colonial regime, jeopardized the state of subcontinent, with 

promissory notes, they took in the gold and silver, making money 

through people‖s treasure, they left the region of Hindustan, empty 

handed and swayed. 

The first step to eliminate riba will be the nationalisation of 

banking. This step will simply give the government‖s full control of 

the money supply and thus the people would be able to once more 

have control of their own money. The government will have to do 

the necessary changes in the economy to create full employment. 

The solution to the employment matter is industry and trading. The 

model of an Islamic economy is Madina. 

Nationalisation of banking is the first step towards the 

elimination of banking. But before eliminating it all together two 

things will have to happen: the monetisation of gold and silver coins 

ideally using blockchain technology; and the transformation of the 

economy through mechanisation programs financed by government 

for agriculture in particular and the setting up of a trading 

infrastructure to build new cities using the CPEC and BRI as matrix. 
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Chinese government exercises a complete control of its economy 

thanks to the practical nationalisation of banking. 

The Monetisation Of Gold And Silver 

The monetisation of a commodity seems to be the great difficulty in 

discussing gold and silver currency. The problem is not gold and 

silver the problem is with the monopolistic legislation of the Central 

Banks. However, there are numerous strategists to go around that 

problem. 

To monetise gold or silver, the obvious first step is to mint coins. 

The second step is to system of exchange between paper money and 

commodities that is stable and easy to understand. The third step is 

to convince the shops that they can accept the gold and silver coins 

and they will be fully supported in their further usage. Fourth is the 

introduction of digital payment systems that facilitate the usage of 

transfers of gold and silver payments. Fifth is the introduction of 

digital market places that collaborate with physical market places.  

Sixth is the introduction of financial instruments based on dinar and 

dirham. 

This is a quick overview of stepsthat are neededto monetise dinar 

and dirham. Steps 1-3 are easy to understand. It has been done 

successfully in Kelantan, Malaysia. The case study of the Kelantan 

Gold Dinar proves that the people readily embraced gold and silver 

coins if given the opportunity. It also proved that from a small 

province in Northern Malaysia we could sell ten times more gold 

than the Central Bank of Malaysia. When the legality of the Gold 

Dinar and Silver Dirham was challenged, Kelantan responded with a 

new legislation that would introduce the gold Dinar and Silver 

Dirham into the payment of zakat. As a religious duty, the Central 

Bank could not interfere in the process. Like in Pakistan, in Malaysia 

Islam is the official religion in the country.  To introduce this 

legislation in favour of dinar and dirham all was required was to 
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establish a reference to the nisab of zakat and the dinar and dirham 

would cease to be financial instruments and would become a 

religious affair. This gave us the freedom to use the coins in Kelantan.  

There have been numerous other initiatives in USA, South Africa, 

Kazakhstan, Pakistan, Spain, China, Malaysia and Indonesia to 

introduce gold and silver payment systems. They are all based on 

people-to-people and business to business approach. They key is to 

work within the existing legal frameworks of the countries we 

operate. 

Blockchain Technology And Implementing 

Muamalat 

Blockchain Technology or distributed ledger technology is a new 

way of storing and administering ledgers of unchangeable digitally 

recorded data in packages called blocks, which provide with highest 

security to date in the storage and management of information. The 

ledger accumulates blocks in a linear chain and stores them in a 

―distributed database network‖ in which every database is 

synchronized with each other creating a singular virtual shared 

database. The ledger gathers and accumulates data in small block of 

information, which are linked with one another by encrypted links. 

The blocks can be added but not deleted, making it extremely robust 

against any attempt to tamper or modify the information without 

permission. 

Blockchain disrupts the established security models that lock 

people out of networks by allowing more people access to a single 

ledger. It has proven its robustness as a platform in the last few years 

since bitcoin started. Nevertheless, its applications from the 

perspective of adding value to society are still in their infancies. 
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Three Contentious Issues Concerning Blockchain 

Crypto currencies 

Crypto currencies are pure speculative artificial values. They are very 

volatile. They grow on mathematical principles of hype demand, 

very similar, to the Tulip mania that originated our present financial 

markets. Without a base-value their fluctuation, could be arguably 

interesting as investment but useless as currency. It is important to 

understand that they do not add value to society, at best; they will 

add more inflation to the economy. 

Regulation 

In as much as blockchain wants to become part of the economy it 

will need regulation. Without regulation it will remain in the grey 

zone of the economy but unable to enter into the mainstream of 

regular economy. Unless regulation of the cyberspace extends to the 

physical individuals and to the physical assets, the cyberspace would 

encourage bad practices to persist and to grow. 

Validation 

Validation is foundational to the integrity of the information itself. 

Validation is not merely an operational procedure. Validation is 

everything. Validation must be legally bound and must be consistent 

(include every little detail) in order to be of use. This questions 

whether the platforms must be open or closed the degree of closeness, 

etc. In principle to allow information or players that are not 

properly validated increases the unreliability of the system.  

A Strategic Start: A Closed Consortium 

A successful Blockchain strategy will require first answering the 

above questions about integrity in a satisfactory manner in order to 

build trust in the new technology. Creating trust is a long-term effort. 

We believe that it will become more acceptable to the main 

economic players if it is done first within a closed consortium, where 
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it is easy to build trust. The best-case scenario in the world of 

successfully bringing a comprehensive consortium of economic 

players is Alastria in Spain. Their successful strategy consists on: 

No crypto currency 

Only tokens of legal tender money or real assets. The only room for 

crypto currencies will be those that an underlying physical asset, 

such as oil, gold or silver, defines them. The present crypto 

currencies like bitcoin are like bullet trains (fast and convenient) but 

conditioned by the fact that they are not allowed to carry passengers. 

We contend that to represent value, they must represent a physical 

value, which would be like the train carrying passengers or cargo. 

Digital regulation must embrace Legal Regulation 

Complete integration with the legal requirements and regulations of 

the country in which they operate. This condition implies that The 

Alastria consortium is limited by the borders of Spain as the extent 

of the jurisdiction of Spanish Law. Even though the European Union 

offers an extended legal frame to commerce, it is important to 

understand to ascertain digitally all aspects of contractual law would 

require a complete integration of Law (which is unlikely to happen) 

including property rights, inheritance, taxation, donations, 

certification procedures, etc. All these issues must be included to 

achieve complete integration. This limitation also implies that 

further expansion beyond national boundaries will require the 

setting up of other similar national consortiums with which to 

establish common minimums of validation and co-responsibility. 

Following this argument, a global Blockchain technology platform 

will be defined as an international consortium of national 

consortiums 

Legal Validation 

Legal validation requires a person from legal domain, having 

authority in subject, to validate the contracts.. Different countries 
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have initiated online validation system, notaries and other 

subsequent staff to ensure timely dealings.  

Smart Contracts, Tokenization and Digital ID 

Fundamental ideas: 

Digital Identity 

In order to create a blockchain platform that can operate in the 

economy will have to create clear rules of participation. The first 

issue is the creation of common standards that will define the 

participant‖s digital identity. Digital identity is the starting point. 

That is to say, the establishment without a trace of doubt that the 

person who is operating in the platform is the person that declares to 

be. This is foundational to trading and to the credibility of the entire 

model. 

Smart Contracts 

One of the most exciting applications of blockchain technology is 

smart contracts. In our view, this is also a starting point. Smart 

contracts can potentially add real value to society by improving the 

way contracts are finalized. Blockchain offers security, transparency, 

full life-cycle transaction history, real-time, immutability, 

programing new attributes and cost efficiency.  

Tokenization 

All Contracts consists on at least two parties and at least two 

exchangeable values (typically one being money and the other a good 

of some kind). The process of transforming these items into digital 

data requires a technical process called tokenization and a validation 

before being admitted into the platform.  
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Smartness 

Once the validation is granted, the token will act as if they are 

deposited on a table in which all the four items are present. Before 

hand validation, increases contract approvals. 

Additional Functions 

Additionally the token can be programmed with special functions, 

such as determining the time of payment, the conditions of payment, 

the direction of the payment, conditional usage of the tokens, and 

much more. These add value to the process because it saves time and 

allows for new and innovative forms of conducting trading. 

Adaptability 

Tokenization is not only for contracts but essentially any 

information can be tokenized: like a certificate, the content of a 

book, a will, or a property right. The list is large. The potential value 

of this technology to integrate government activities with property 

rights, opens up for a new definition of significant right. 

Ownership of Information 

On the other hand, blockchain technology offers a true meaning to 

owning my own information. This is because encryption guarantees 

that my tokens and my ID are mine to administer with no other 

party except the one authorized by me being able to discover the 

actual information otherwise hidden being cryptography. 

How to Populate the Platform? 

Phase I: The lawyers community. They are the ones that make 

contracts. Smart contracts are only a continuity of what they are 

already doing. They should be the first to populate the platform. 

Phase II: The technical community. Although the software of 

blockchain technology is open source, we will require technical 

expertise to adapt the system to national necessities. To collaborate 

with Alastria will be of great help at this point. 
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Phase III: The banks. They are the money managers. They are 

necessary. They need to be included in the platform without them 

the platform will be always incomplete. 

Phase IV: The industry leaders. The big companies must be 

invited after the major bank have already agreed. 

Phase V: The Universities. For them the opportunity is to 

participate in the Research and Development of the platform. 

Phase VI: Testing the system as an intranet from the first 200 

members. 

Phase VII: Launching to the larger public. 

The Nodes 

The nodes are the different synchronized databases that store and 

manage the ledger. There should be two types of nodes: 

Core nodes which manage the ledger,  

Application nodes dedicated to manage the applications. 

Only the core nodes do mining. They are paid for their services 

by membership-tokenized fees.  ID is required in order to become an 

active member of this sector, rules and regulations go by order, 

hierarchy is followed and then approval is granted.  

The Islamic Dimension 

Here are the basic ideas: 

The economy of Madina does not contemplate the existence of 

paper money or banks. Usury, monopolies and unjust taxation are 

forbidden. This is how Blockchain can help to its development. 

Contracts are public they require by law at least two witnesses, 

the more the merrier. The public nature of blockchain is not an 

issue. 

Money is a commodity in Islam, that is, a tangible asset. 

Cryptovalues must be based on an asset. That makes present 

cryptocurrency as non-valid means of payment. The most common 

money in Islam was gold and silver: the dinar and dirham.  

Islamic Finance is based on reputation. Reputation is difficult to 

handle in Internet, but blockchain technology is perfect to establish 
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it. Reputation is not given verbally, but in Medina, was expressed by 

vouching each other. Thus, groups were created in which the 

members shared assets and liabilities. Everyone vouched of each 

other. These fraternities were called guilds. The guild of traders of 

Madina was called caravan. The Messenger of Islam, saw, was a 

caravan member. 

Caravans and guilds can be created in blockchain technology and 

contribute to the revival of true Islamic finance independent from 

banking. 

Market places can operate in blockchain technology that validates 

not only the ownership of goods, but also their possession. Islamic 

marketplaces will operate on the premises that the participants have 

in real-time possession of what they sell, as in accordance with 

Islamic Law. 

Altogether, blockchain technology could be a perfect technology 

to integrate the economy of Madina with the digital world. 
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Abstract 

Waqf is “the permanent endowment by a Muslim of any of his 

property for a purpose recognized by the Muslim Law as religious, 

pious or charitable.” It is a permanent arrangement, which becomes 

immediately effective, and cannot be kept in abeyance; and it can 

never be confiscated. From its inception, Waqf has been an integral 

part of the development of Muslim society. It played a prominent 

role in the socio-economic and educational development of the 

Muslim society of Bengal since the advent of Islam in Bengal in the 

beginning of the 13
th

 century. Although Waqf governance could not 

develop into an institutional shape during the Muslim rule in Bengal 

(1204-1757), yet, Waqf contribution was the principal driving force 

behind the enlightened educational and cultural development of the 

then Muslim society. Several big educational institutions in Bengal 

flourished during that time, primarily based on the Waqf 

endowments by wealthy Muslim individuals. Education was 

provided not only for free, but also educational materials, boarding 

and lodging of all the students was sponsored by the institutions with 

the proceeds received from Waqf properties. The legal aspects 

regarding Waqf governance started to be formulated in Bengal during 

the colonial era (1757-1947). The first laws were enforced by the 

British in 1894, through the declaration of the Privy Council, in 

which family Waqf was made invalid. The declaration was repealed 

and replaced by “The Mussalman Waqf Validating Act” passed in 

1913. It was the first formal legal formulation to Waqf governance in 

British India as well as in Bengal. Some changes were incorporated 

into it with ―the Bengal Waqf Act 1934‖. After the independence of 
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India and Pakistan in 1947, it was further amended and renamed as 

“the East Pakistan Waqf Ordinance 1962”. Since the independence of 

Bangladesh in 1971, the ordinance of 1962 has still been governing 

Waqf administration of Bangladesh with some minor amendments 

made in it by “the Waqf Ordinance 1988” and “Waqf Ordinance 

1998”. The latest amendment into the Waqf law of the country was 

made with the “Waqf (estate transfer and development) Special 

Ordinance Act 2013” and the “Waqf (Amendment) Act 2013” both 

of which were passed in 2013. Thus, Waqf governance in Bangladesh 

has gone through different phases. This paper aims at explaining the 

different stages of the development of Waqf governance in 

Bangladesh with a view to identify its basic challenges and then 

recommend further development to get the best results from Waqf 

governance in the country for the development of the community 

and society at large. 

Keywords: Waqf, Governance, Law, Act, Muslim Society, 

Bangladesh. 

Introduction 

Waqf is “the permanent endowment by a Muslim of any of his 

property for a purpose recognized by the Muslim Law as religious, 

pious or charitable.”
1

 It is a permanent arrangement, which becomes 

immediately effective, and cannot be kept in abeyance; and it can 

never be confiscated. From its inception, Waqf has been an integral 

part of the development of every Muslim society wherever it was 

established. In Bengal, Waqf has been in existence since the early 

advent of Islam in the land in the beginning of 13
th

 century. It played 

a prominent role in the socio-economic, educational and cultural 

development of the Muslim society in Bengal. Waqf endowments in 

Bangladesh consist of Mosques, Madrasahs, Eidgahs (vast land for Eid 

congregation), Graveyards, Pharmaceuticals, Dargahs, cultivable 

lands, forests, hillocks, barren lands, urban lands and real estates. 
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Although Waqf governance could not develop into an institutional 

shape during the Muslim rule in Bengal (1204-1757), but it was the 

principal driving force behind the enlightened educational and 

cultural development of the then Muslim society. Several big 

educational institutions in Bengal (i.e. Tabrizabad, Gangarampur, 

Pandua, Sonargaon, Bagha) flourished during that time primarily 

based on the Waqf endowments by the Muslim wealthy individuals. 

Education was provided not only freely, but also educational 

materials, boarding and lodging of all the students were also 

sponsored by the institutions with the support from Waqf 

properties. The legal aspects regarding Waqf governance started to be 

formulated in Bengal during the colonial era (1757-1947). The first 

laws were enforced by the British in 1894 through the statement of 

the Privy Council, in which family Waqf was made invalid. The 

declaration was replaced by “The Mussalman Waqf Validating Act” 

passed in 1913. It was the first formal legal formulation to the Waqf 

governance in British India as well as in Bengal. Some changes were 

incorporated into it with ―the Bengal Waqf Act 1934‖ and for the first 

time, Waqf property in Bangladesh came under direct regulation of 

the government.
2

 Following the Act, an autonomous Waqf Board 

was formed being administered by a Waqf Commissioner. After the 

independence of India and Pakistan in 1947, the Act was further 

amended and renamed as ―the East Pakistan Waqf Ordinance 1962‖. 

Since the independence of Bangladesh in 1971, the ordinance of 1962 

has still been governing the Waqf administration of Bangladesh with 

some minor amendments incorporated in it by the Waqf Ordinance 

1988 and Waqf Ordinance 1998.
3

 The latest amendment into the 

Waqf law of the country was made with ―Waqf (estate transfer and 

development) Special Ordinance Act 2013‖ and the Waqf 

(Amendment) Act 2013, both are enacted in 2013. Presently, Waqf 

administration in Bangladesh is being run under the Ministry of 

Religious Affairs (MRA) led by an Administrator of Waqf.
4

 Thus, the 

Waqf governance in Bangladesh has gone through different phases. 

This paper aims at explaining the different stages of the development 
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of Waqf governance in Bangladesh with a view to identify its basic 

challenges and then recommend for further development to get the 

best result from Waqf governance in the country for the 

development of the community and society at large. The 

methodology used in this study is a critical analysis of the literature 

survey on the history and role of Waqf and the data collected from 

several primary and secondary sources with a view to understanding 

the Waqf governance of Bangladesh and identifying its challenges to 

give suggestions for its improvement. 

Definition and Basic Characteristics of Waqf 

Waqf (pl. Awqaf) is an Arabic word which linguistically means to 

withhold and to restrict,
5

 to protect or detent something, to hold still 

and last long. Terminologically, Waqf refers to the transformation of 

personal properties into public resources by a Muslim with 

benevolent intentions. According to Iman Abu Ḥanifah, “Waqf is 

withholding a subject matter (asset) to be under the exclusive 

ownership of the endower (Waqif), and to give in charity its usufruct 

or dispose of its usufruct to a party chosen by the endower.”
6

 It is 

“the restricting of wealth that can be used to derive benefit from it 

while it remains in its original form in order to restrict its disposal to 

a permissible avenue”.
7

 Monzer Qahf defines Waqf as, “A permanent 

or temporary dedication of some form of wealth with the aim of 

benefitting from it or from what it produces on a repeated basis and 

channeling such benefit to any form of private or public charity”.
8

 

Gaudiosi defines Waqf as: “the detention of the corpus from the 

ownership of any person and the gift of its income or usufruct either 

presently or in future, to some charitable purpose and the ownership 

of the Waqf property was thereby relinquished by the funder, it was 

not acquired by any person rather, it was ―arrested‖ or detained.”
9

 

Syed Ameer Ali defines Waqf as: “A dedication in perpetuity of some 

specific property for a pious purpose or a succession of pious 
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purposes. When a Waqf is made of a property, the proprietary right 

of the grantor is divested there from, and it remains thenceforth in 

the implied ownership of the Almighty. The usufruct alone is 

applied for the benefit of the human being and the subject of the 

dedication is rendered inalienable and non heritable in perpetuity.”
10

 

“It is holding an asset and averting its consumption for the purpose 

of repeatedly extracting its usufruct for the benefit of an objective 

representing righteousness and philanthropy.”
11

 According to 

dictionary of Legal Terms, Waqf is “extinction of the proprietor‖s 

ownership in the property and the creation of trust of the property 

for religious purposes.”
12

 Islamic Encyclopedia says, “Waqf is such a 

property which is disowned by the owner on condition that a trust 

will own that property and its profit would be utilized in a noble 

purpose. The process or method which conducts this donation can 

be termed as Waqf.”
13

 Clause no. 2(10) of Bangladesh Waqf ordinance 

1962 defines Waqf as: “Waqf is the donation of any property by any 

Muslim with a view to accomplishing religious or charitable 

activities.”
14

 “Waqf includes any movable or immovable property, 

any right, interest, title, claim, action, whether present or future or 

which is otherwise of value.”
15

 It allows the inclusion of land and 

construction for religious purposes, its utilization for agricultural or 

any other productive industry with condition that the net revenues 

be exhaustively devoted to the philanthropic causes. To acquire land 

property as per the condition of Waqf in such a way that nobody can 

sell it anywhere, donate or enjoy it as inheritance.
16

 “Waqf is 

irrevocable gift of a corporal property for the benefit of donors‖ 

family or someone else or something, in perpetuity, as a charity 

promised and normally executed during the lifetime of the donor, 

which is not capable of transfer, gift and transmission thereafter.”
17

 

“By the act of Waqf, the founder relinquishes all his property rights, 

transforming it into a Haqq-Allah, an inalienable ―claim of God‖.”
18

 

“Waqf assets cannot be disposed, its ownership cannot be transferred, 

only its benefits are to be used for the particular purposes, which are 

mainly charitable in nature and it is a voluntary charity characterized 
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by perpetuity.”
19

 The four major components of Waqf are: the 

founder, the beneficiaries, the trustees and the endowed property. 

From the definitions above, the basic characteristics of a valid Waqf 

can be summarized as below:  

“The donor should have an unrestricted legal ownership in the 

object of the endowment. 

The Waqf must be made in perpetuity and inalienable. 

The Waqf is primarily concerned with real estate of permanent 

nature; movable or immovable as it is a permanent arrangement. 

The purpose of the Waqf must be lawful and pious from the 

viewpoint of the Shari’ah. 

The Waqf is generally considered to be an irrevocable legal 

transaction. 

It becomes immediately effective, and cannot be kept in 

abeyance. 

Waqf is for the benefit of the larger members of the community. 

The overall supervision and administration of Waqf remain in the 

hand of the state, the first administrator is usually appointed by the 

founder. 

If the founder abandons his Islamic faith, the endowment 

becomes invalid and it passes on to his heirs, although endowment 

by the non-Muslim is acceptable, if the   purpose for which the 

endowment is made is compatible with the principles of Shari’ah.”
20

 

Waqf are of three types:  

Waqf alal Aulad or Family Waqf: This type of Waqfis dedicated 

to the endower himself or his offspring or a combination of the two, 

or a specific person. Besides that it could be used for any 

philanthropy purpose.  

Waqf lillah or Charitable Waqf: This type of Waqf is created 

solely for the public purpose of religious or charitable nature such as 

building schools, mosques and hospitals.  

Mixed/Multi-purpose Waqf: This is established for a combined 

purpose of serving offspring and philanthropy at the same time.
21
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Though, Waqf is similar to Sadaqah (Islamic charity) in nature, 

but in case of Sadaqah, the substance and profit are transferred unlike 

in Waqf, where only the profits go to the beneficiaries but the 

substance is retained. Similarly, in case of gift, the property is 

transferred from one person to another unlike Waqf. Waqf also 

cannot be considered as Zakat which is compulsory and its heads of 

distribution are specified in the Holy Qur‖an. Waqf is also different 

from Trust. Property is vested in Allah in the Waqf, but in a Trust it 

is vested in the Trustee. Unlike Waqf, in a Trust, it is not essential 

that a Trust must be perpetual, irrevocable or absolute or made with 

a virtuous or pious purpose. 

History of the Development of Waqf 

Governance 

The concept of Waqf in Islam is regarded as an empirical 

embodiment of Islamic attitude towards promoting philanthropic 

activities. Syed Ameer Ali (1849–1928) said, “the doctrine of Waqf is 

interwoven with the entire religious life and social economy of the 

Mussalmans.”
22

 In different courses of the history of development of 

Waqf, besides the positive aspects, some negative circumstances were 

also emerged, particularly concerning its management and 

governance. Due to the lack of good governance of the system, 

sometimes the Waqf did not produce the desired outcome, rather 

created confusion and mismanagement, while the vastness of the 

landed properties of Waqf gradually increasing and even in some 

Muslim countries it occupied half of the total cultivable land. For 

example in Algeria about half of the cultivable land was endowed as 

Waqf in the mid of 19
th

 century, while it was one third in Tunis 

(1883), three fourth in Turkish Empire (1928) and about one seventh 

in Egypt (1935) and Iran (1930).With this historical necessity, various 

administrative policies were adopted to attain the goal of Waqf,
23

 

which resulted in the development of Waqf governance. The legal 
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formation of Waqf was decisively established during the last decades 

of 8
th

 and early decades of 9
th

 centuries,
24

 which continued and 

flourished during the Umayyads (661-750) and Abbasids (750-1258) 

Caliphates. Imam Abu Yousuf (738-798) is said the pioneer of Waqf 

governance for introducing new legislature regarding the 

management of Waqf. Since the 16
th

 century, perpetual leases were 

granted in some cases in different Muslim territories, to support 

individual incentives in the governance of Waqf, as the situation of 

some Waqf estates deteriorated so much that the revenues were not 

even adequate for the protection of the estates. Under these leases, 

particularly in Turkey and Egypt, tenant used to pay small rent so 

that the right of possession may not drop. Perhaps Turkey, having 

one of the longest historiesof Waqf governance, reached its climax 

during the Ottoman era, where Waqf estates were anticipated to be 

three quarters of the whole agricultural land in 1925. Egypt with a 

long history of Waqf, enacted a law in 1946, to make family Waqf 

temporary and issued a decree in 1952, to limit the private Waqf only 

for charitable purposes. Egypt allowed bank deposit as a subject of 

Waqf. The family Waqf was forbidden in Syria in 1949. In Lebanon, 

it was allowed but limited only to two generations in duration after 

which ownership reverts to Waqif or heirs. In these cases, Waqf lost 

its irrevocability in nature. During the French colonial rule in 

Tunisia (1881-1956) and Algeria (1830-1962), the legal position of 

land was brought under French law and the sale of Waqf was 

acknowledged.
25

 In central Asian countries, the vast land of Waqf 

came under the state control, during the Communist rule in Soviet 

Union (1717-1991). Although there is a general practice to have a 

state control over the Waqf properties, there are also noteworthy 

exceptions (e.g., Uganda, South Africa, Philippines) where Waqf is 

still considered as a purely privately organized institution. From the 

historical point of view, the most significant contributions made by 

the institution of Waqf are primarily in the development of 

following fields:  

“Promotion of Islamic Ideology  
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Development of Education and Research  

Development of Medical Science  

Development of Art and Architecture  

Promotion of Humanitarian Assistances and  

Recovery of Islamic Values from Colonialism.”
26

 

Waqf Governance in Bangladesh 

Waqf, as a religious charitable institution, has been practiced in the 

territories of Indian subcontinent including Bengal for centuries, 

since the very beginning of Islam in this land. It may be said that 

Waqf was the single most important and crucial institution upon 

which Muslim society depended and developed in Bengal. There is a 

rich tradition of establishing Waqf estates for various types of 

educational, religious and social welfare purposes such as Mosques, 

Madrasahs, Eidgahs etc. No definite governance system was developed 

during the Muslim rule in Bengal (1204-1757); rather it was managed 

individually under the supervision of Qadi. The formal Waqf 

governance started legally during the colonial rule (1757-1947) with 

enacting “The Mussalman Waqf Validating Act 1913.” Accordingly, 

several acts were enacted and ordinances were promulgated during 

the colonial and post-colonial era, which laid down the basis of Waqf 

governance of Bangladesh. 

Waqf Governance in Muslim Bengal (1204-1757) 

Although Waqf has been an integral part of the Muslim society of 

Bengal since the early advent of Islam, it flourished with the 

establishment of Muslim rule in Bengal by Bakhtiyar Khaljiin 1204.
27

 

All the elites in Muslim society- the Sufis, Ulamas, Nobles, Officials, 

Chieftains, Philanthropists and well-to-do persons used to donate 

enthusiastically huge amount of wealth, specially landed properties, 

on Waqf basis for several charitable purposes including religious and 

general education, orphanage, hospitals etc. During the period, the 
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only recorded Muslim endowments were public Waqf and generally 

used for maintaining Mosques, Madrasahs, Imambarahs
28

 or Sufi 

shrines.
29

 The practice of family and mixed Waqfs were very 

unusual.―Bakhtiyar Khalji and his successor Khalji Maliks established 

Masjids, Madrasahs and Khanqahs (Sufi centers) in the capital city 

Lakhnawati and other important administrative centers of their 

conquered territories.‖
30

 A good number of Mosques, Madrasahs 

(Colleges), Maktabs (primary educational centers), khanqahs, Majilises 

(Seminaries) were established in different territories of the then 

Bengal such as Gaur, Pandua, Tabrizabad, Ghoraghat, Satgaon and 

Sonargaon being supported by Waqf properties. In every 

administrative center and other important places where there was a 

sizable Muslim population, the Sultans or wealthy persons 

constructed Mosques on Waqf basis. Of these, the most remarkable 

Mosques are Adina Mosque of Pandua, built by Sultan Sikandar Shah 

in 1375,
31

 Khan Jahan‖s Mosque, popularly known as Shatgombudh 

(sixty tombs) Masjid, of Bagerhat built by Khan al-Azam Ulugh Khan 

Jahan, during Sultan Nasiruddin Mahmud Shah (1435-59),
32

 Zafar 

Khan Ghazi‖s Mosque (1298) at Tribeni of Hughli, Baba Adam 

Mosque (1483) at Rampal of Munshiganj, Gopalganj Mosque in 

Dinajpur (1460), DarasbariMosque (1479) in Gaur built by Sultan 

Yusuf Shah, Masjidbari Mosque (1471-1472) at Mirzaganj of 

Patuakhali built by Khan Muazzam Aziyal Khan, Chota SonaMasjid 

in Gaur built by Wali Muhammad during Sultan Alauddin Husain 

Shah (1494-1519), Boro Sona Masjid (1526) in Gaur built by Nusrat 

Shah, Bagha Masjid (1523-24) of Rajshahi, built by Sultan Nusrat 

Shah (1519-32), Kusumba Masjid (1558-59) of Rajshahi etc.
33

 

Maktabs were developed in the Muslim society of Bengal as the 

primary educational centers, which were primarily originated with 

the Mosque or in a house attached to the Mosque
34

 mostly sponsored 

by Waqf endowments. ―There were 1,00,000 primary schools 

(Maktabs) in Bengal and Bihar, so that there would be a village 

school (Maktab) for more than three hundred school going boys 

between the age of 5 and 12.‖
35

 A Mosque is seldom found in the 
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village area without a Maktab. Madrasahs or colleges were established 

by the individual scholar-Sufi-Alim and run with the Waqf 

properties, as formal educational institutions. Ghiyath-al-Din Iwaz 

Khalji built a superb Madrasah and a caravanserai at Lakhnauti soon 

after his accession.
36

 Among famous Madrasahs, Darasbari
37

of Gaura, 

Dar al-Khayrat (the house of benevolence) of Triveni of Hoogly, 

founded by Qadi Nasir Muhammad in 1298, during the reign of 

Sultan Rukn al-Din Kay-ka‖us (1291-1301)
38

, were remarkable. The 

Navagrama inscriptions
39

 support the idea of having a Madrasah 

together with a Mosque in the Khittah Simlabad
40

 during the rule of 

Sultan Nasir al-Din Mahmud Shah (1442-1459).
41

 Ghiyath al-Din 

Azam Shah (1392-1410) founded two Madrasahs at the two holy cities 

of Makkah and Medina.
42

 

Besides Madrasah, another kind of learning center was developed 

with Waqf properties known as Majilis or seminary. Abu al-Fadl said, 

“All civilized nation have schools for the education of their youth, 

but Hindustan is particularly famous for its seminaries.”
43

 They 

provided higher educational facilities in different branches of Islamic 

science. Having generous support from Waqf properties, the Majilises 

turned into very big learning centers. Among famous Majilises, 

Tabrizabad, Gangarampur, Sonargaon, Pandua and Bagha were 

remarkable.
44

To maintain these learning centers, the rulers and 

Muslim wealthy individuals granted lands as Waqf endowments. 

Tabrizabad, the learning center of Shaikh Jalaluddin Tabrizi at 

Deotala of Pandua was supported by several Waqf endowments 

including of Bais Hazari estate (twenty-two thousand bighas of land) 

by the government. Sonargaon near to Dhaka was founded by 

Shaikh Sharf al-Din Abu Tawama, who travelled from Bukhara in 

the early 80s of 13
th

 century.
45

 A seminary attached with a hospital 

was organized by Shaikh Ala-al-Haque and his son Shaikh Nur Qutb 

al-Alam in Pandua, for which Sultan Ala al-Din Husain Shah 

endowed 42 villages as Waqf.
46

 Shaikh Taqi al-Din Arabi founded a 

Majilis at Mahisun,
47

 identified as Mahisantosh
48

 of Rajshahi of 

Bangladesh in the mid of 13
th

 century.
49

Shaikh Ata founded a Majilis 
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at Gangarampur of Dinajpur which received several Waqf supports 

from Sultan Sikandar Shah, Sultan Jalal al-Din Fath Shah, Sultan 

Shams al-Din Muzaffar Shah and Sultan Ala al-Din Husain Shah.
50

 

Another Majilisof Husain Shahi period was founded by Shah 

Muazzam Danishmand known as Shah Daula at Bagha, Rajshahi.
51

 

Having generous support from Waqf properties, lodging-boarding-

clothing-medical facilities together with educational materials 

including books-papers were provided freely to the learners. 

Although an enthusiastic environment for Waqf endowment was 

cultivated during the Muslim rule in Bengal, no integrated system of 

Waqf governance was developed. The rulers and wealthy individuals 

used to contribute to the educational development and charitable 

activities by Waqf endowments. The state generously assigned the 

income of Waqf-endowments for the maintenance of educational and 

other charitable institutions. Waqf properties were managed by the 

individually appointed Mutawallis (trustees) subjected to a hierarchy 

and were supervised by the Qadis (judges) in accordance with 

Shari’ah law. At the lowest level, the Imam of the Mosque in a village 

was entitled with the supervision of the Waqf estates and was 

accountable to the local Qadi in dubious issues. The regional Qadis 

were required to report the functions and administration of regional 

Waqf to the Sultan during Sultanate period (1204-1576) or provincial 

governor during the Mughal period (1576-1757). The governors 

supervised and advised on the functionality of the regional Waqf 

administration and were directed to report the Sadr as-Sudur, the 

highest religious authority of the state. In this process of governance, 

Waqf properties were in the control of high caliber trustees-cum-

Islamic jurists, who, along with being honest and sincere, were well 

versed in the rule of Waqf. Through this method, Waqf witnessed 

well-organized production and their corpuses were highly secured 

from decay, encroachment, waste or abusive exploitations. As a 

result, the trust of the community was sustained through the 

provision of social welfare and the productivity of the institutions. 

However, with the fall of Muslim rule and the beginning of colonial 
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regime in Bengal, huge changes occurred concerning the governance 

of Waqf properties. In the transition time, the institution of Waqf 

suffered seriously and lost its many of distinguishing features. 

Waqf Governance in Colonial Bengal (1757-1947) 

East India Company primarily was a trading concern and its main 

goal was to maximize profit. When the company assumed the 

political power of Bengal with the battle of Palashy in 1757, it 

modified the existing policies of the then Bengal with a view to 

securing commercial interest of the company. This colonial policy 

adversely affected the social institutions, specially the institution of 

Waqf. At the beginning of the company rule in the late 18
th

 century, 

the colonial authority left religious and personal matters out of 

colonial jurisdiction. Warren Hastings described in 1772: “In all suits 

regarding inheritance, succession, marriage, castes and other religious 

usages or institutions, the laws of the Koran with respect to the 

Mohammedans and those of the Shaster with respect to Gentoos 

shall invariably be adhered to.”
52

 This statement clearly guaranteed 

that the religious and personal affairs would not approach under the 

jurisdiction of the colonial state and the religious scriptures of the 

respective community would continue to offer the source for 

personal laws. This system was practiced by the colonial authority in 

the late 18
th

 and early 19
th

 centuries,
53

 when Waqf properties used to 

be regulated under Muslim personal law. The Chief Qadi of a 

District was the custodian of Waqf properties in the district of his 

jurisdiction. But gradually this policy started to be changed with the 

establishment of company‖s absolute control over all the state 

institutions.  

Control over landed property was a central concern of colonial 

authority, as the new rulers grew desperate to produce more 

revenues and land was the principal source of revenue. The British 

East India Company obtained the control over Diwani 

administration of Bengal in 1765, which provided the company 

absolute authority to collect land revenue of the region. The 
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Permanent Settlement of 1793 concluded by Lord Cornwallis created 

a system to regulate the ownership of land. It entitled the Zamindars 

with permanent ownership of landed property unlike previously 

practiced to collect agrarian revenues on behalf of the ruler. The 

physical size of a land became the basis of taxation, while previously 

it was the agricultural production. It created a fundamental change in 

the land revenue administration of Bengal and adversely affected the 

Waqf estates as these fell into the possession of individuals who were 

responsible to look after and cultivate them. 

Separate administration of Muslim personal law had steadily been 

interrupted by the colonial authority and interventions were made in 

regard to manage Waqf estate. The Bengal Code of 1810 upheld the 

duty of the East India Company in control over Hindu and Muslim 

endowments and benefactions.
54

 Haji Muhammad Mohsin of Hughli, 

endowed the whole income of his estate to the maintenance of 

religious and educational institutions in 1806. One of his family 

members challenged the legality of the Waqf. Accordingly, the 

government attached the property under the Regulation XIX of 

Bengal Code of 1810 until the suits were disposed of at the Sadar 

Diwani Adalat. The case referred to the Privy Council where it was 

resolved in 1835 in favor of the testator‖s right to endow estate in the 

way he did.
55

 Because of disagreement among the Mutwallis of the 

fund, it was started to be managed by government. The Fund grew 

enormously and even its surplus income crossed a million Taka. 

With the support of Mohsin Fund, the Hughli Madrasah was 

founded in 1817 and the Hughli College was established in 1836, 

scholarships were instituted for Muslim students, hostels were 

established at many schools, colleges and universities.
56

 

With passing the Religious Endowments Act in 1863, the colonial 

government confirmed its position as supervisor of endowments 

enacted by the Bengal Code of 1810 and the Madras Code of 1817. 

The Act placed these estates in the control of managers from the 

religious communities to which they belonged and the Waqf 

endowments became subject to lawsuits. The 1863 Act was limited in 
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jurisdiction only to public religious properties, not family Waqf 

estates.
57

 The Qazi Act was passed in 1864 whichdismissed all ―native 

law officers‖,
58

 and thus, Muftis were removed and Qadis were 

replaced with newly appointed judges who were trained in English 

law and almost of European Christians. They got the authority to 

deliver judgments on the cases relating to Waqf endowments without 

the consultation of Muftis who were indigenous experts in the 

matter. But practically, the District Chief Judge had no proper 

control over the Waqf estates due to the lack of well-articulated 

mechanism. In the absence of a governing guideline, the Privy 

Council held in the case of Abul Fata Mohamed Ishak v Rusomoy 

Dhur Chowdry
59

 that invalidated the Family Waqf in 1894. This 

controversial judgment created wide-spread dissatisfaction among the 

Muslim community throughout the Indian subcontinent.
60

 Syed 

Ameer Ali reacted in his 1899 Presidential Address to the All-India 

Muhammadan Educational Conference saying: 

“In the religion of India provision for one‖s family is a pious act, a 

religious duty; and the Arabian Prophet accordingly provided that 

property may be made non-portable, non-heritable for the 

maintenance of families so long as they exist; but when they cease its 

benefits should go to the poor. This is the institution of Wakf which 

has shed flour in every Musalman country for the last 13 centuries 

…and was recognized in India until recently. On this institution the 

general prosperity of the Mahomedan population was founded, it 

was this institution that prevented the pauperization of the well-to-

do classes, and that helped materially in the diffusion of knowledge. 

Unfortunately it has been swept away in India and the effect of this 

is visible in every direction.”
61 

Furthermore, the Civil Procedure Code of 1908 made the way to 

file law-suits against Waqf property by private parties claiming it in 

exchange for unpaid debts, which geared up the Muslim‖s grievance. 

A delegation was made to the government of India thanks to which a 

new act ―the Mussalman Waqf Validating Act‖ was passed in 1913
62

 to 

remove confusion created by the judgment of Privy Council. It 
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validated the Family Waqf for the Muslims and also granted its 

protection under law. With this act, Waqf properties of Bengal 

legally came under government supervision.
63

 In 1934, the colonial 

government passed ―the Bengal Waqf Act 1934‖ to govern the Waqf 

estates through a statutory autonomous organization led by an 

officer ―Waqf Commissioner of Bengal‖. The main goal of the Act 

was to protect the Waqf estates from misconduct, and indiscriminate 

the acts of Mutawallis concerning management of Waqf properties. It 

allowed meeting the expenditure for Waqf governance from the 

income of the Waqf properties.
64

 This continued to govern the Waqf 

administration of the region until the dissolution of colonial India 

and the independence of India and Pakistan in 1947. 

Waqf governance in Bangladesh during Pakistan Rule 

(1947-1971) 

After the independence of Pakistan in 1947, the Bengal Waqf Act 

1934 was adopted for the then East Pakistan (now Bangladesh) to 

govern the Waqf estates and administration. In 1962, it was renamed 

as ―the East Pakistan Waqf Ordinance 1962‖, which consolidated and 

amended the law concerning the governance and administration of 

Waqf estates. But it did not repeal the Bengal Waqf Act of 1934 and 

thus, the position of the Bengal Waqf Act of 1934 remains. 

Furthermore, section 103 of the Waqf Ordinance of 1962 provides 

that “this Ordinance shall have effect notwithstanding anything 

inconsistent therewith contained in any document, decree or order 

of any Court, deed, enactment other than this Ordinance.” By virtue 

of section 103, therefore, the provisions of the Ordinance shall exist 

over the Bengal Waqf Act of 1934 in the circumstance of any 

provision coming in conflict with the Ordinance. The major 

amendments that the Ordinance of 1962 brought comprise: firstly, a 

uniform charge of Waqf payment was set; secondly, the designation 

of the Waqf Commissioner was renamed as Waqf Administrator 

giving him some quasi-judicial and administrative power. 
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Waqf Governance in Independent Bangladesh (1971-2015) 

After the independence of Bangladesh in 1971, the Waqf Ordinance 

of 1962 was kept by Bangladesh government in accord to Article 5 of 

the Adaptation of Existing Bangladesh Laws (PO 48) of 1972. This 

Act is still governing the Waqf administration of Bangladesh with 

some amendments made into it by the Waqf Ordinance of 1988, 

Waqf Ordinance of 1998, the Waqf (estate transfer and 

development) Special Ordinance Act (2013) and the Waqf 

(Amendment) Act of 2013. Waqf Ordinance of 1988 and 1998 are 

dealing with the Waqf management in Bangladesh, while Waqf 

Special Act of 2013 sets up a methodology for handing over and 

development of Waqf property in the country. 

Immediately after the independence, the governance of Waqf 

estates of Bangladesh was placed under the Ministry of Education, 

and then in 1972 it was passed under the Ministry of Land Reforms 

and Land Administration. Presently, it is governed under the 

Ministry of Religious Affairs. As the principal trustee for all 

registered Waqf estates in Bangladesh, the Ministry determines the 

policies to govern Waqf estates, gives directions to the proper 

administration, investigates the conducts and determines the 

remuneration of Mutawallis. In 1988, a separate institution ―Office of 

the Administrator of Waqf (OAW)‖ popularly known as ―Waqf 

Bangladesh‖ was established under the Ministry of Religious Affairs 

to bring efficiency in administering the Waqf estates. The 

government appoints the Administrator of Waqf for a five years 

tenure who should be a Muslim.
65

 The Waqf Ordinance of 1962 

provides for a Waqf Committee, to support the Administrator, 

which consists of Administrator, Deputy and Assistant 

Administrators.
66

 Currently, there are one Administrator, two 

Deputy Administrators and six Assistant Administrators.
67

 Everyone 

is responsible with specified duties and supervising divisional and 

district offices. The OAW, with its head office in the capital city of 

Dhaka, looks after all registered Waqf estates in all eight divisions of 

Bangladesh, while the practical management is executed by the 
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concerned Mutawalli committee through its 38 regional offices 

around the country.
68

 The Mutawalli is appointed verbally or under 

an agreement with which a Waqf is produced. The Waqif himself 

may become the Mutawalli or he may set down in the Waqf 

instrument, the conduct as to the succession of Mutawalli.
69

 

Although OAW has operations in all divisions, the Waqf 

administration is highly centralized as the divisional and regional 

offices have no power to make decisions. In accordance with section 

47 of the Waqf Ordinance of 1962, all Waqf properties either existing 

or made after the introduction of the Ordinance, are to be registered 

with the office of the Administrator by the Waqif, Mutawalli, or the 

Waqf committee. A report of the Waqf properties consisting of its 

yearly earnings, the total rent, rates, annual payable taxes, annual 

expenses incurred in the realization of Waqf income, the salary of the 

Mutawalli, stipend to individuals, religious and charitable purposes of 

the Waqf estates and any other expenses should also be submitted to 

the OWA.
70

 Although such registration is compulsory and there are 

options of punishment for those Mutawallis who fail to register their 

Waqf estates with the OAW, there are thousands of unregistered 

Waqf estates in the country. These unregistered Waqf properties are 

privately managed by the Mutawallis appointed by the Waqif . Thus, 

the Waqf estates in Bangladesh can be grouped into three: firstly, 

Waqf estates registered with OAW; secondly, Waqf created as private 

trusts and are not registered with OAW and finally, Waqf 

administered by Mutawallis or committees without registering with 

OAW.
71

 Only the Waqfs of first group fall under the Waqf 

administrative structure of the government. Since Waqf estates under 

the second and third groups are not registered, they are not under 

the direct control of the OAW. According to the Waqf ordinance of 

1962, the general power and functions of the Waqf Administrator are 

mainly: 

“Investigating and determining the nature and extent of waqfs and 

waqf properties, and calling, from time to time, for accounts, returns 

and information from mutawallis 
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ensuring that the waqf properties and income arising therefrom 

are applied to the objects, and for the purposes and for the benefit of 

any class of persons for which such waqfs were created or intended 

giving directions for the proper administration of waqfs 

managing himself, or through the officers and servants employed 

under this Ordinance or persons authorised by him, any waqf of 

which he may take or retain charge under this Ordinance and doing 

all such acts as may be necessary for the proper control, 

administration and management of any such property 

fixing the remuneration of a mutawalli, where there is no 

provision for such remuneration in the waqf deed 

investing any money received as compensation for the acquisition 

of waqf properties under any law for the time being in force, by 

himself or by issuing directions for proper investment by the 

mutawalli and 

generally doing all such acts as may be necessary for the due 

control, maintenance and administration of waqfs.”
72

 

And the function of the Deputy Administrator and Assistant 

Administrator is mainly to provide support and assistance to the 

Administrator. The Waqf Ordinance of 1962 says:  

“The Deputy Administrator and the Assistant Administrator 

shall, subject to the control of the Government and of the 

Administrator, be competent to discharge such duties and exercise 

such powers of the Administrator under this Ordinance or the rules 

made thereunder as may be assigned and delegated to him by the 

Administrator by notification in the official Gazette with the prior 

approval of the Government.”
73

 

The Waqf (Amendment) Act of 2013 provides the Administrator, 

Deputy and Assistant Administrators the power to act as Executive 

Magistrates as may be necessary “for due administration, 

management, maintenance and protection of properties of a waqf 

estate… While exercising the powers of Executive Magistrate under 

this section within the territorial jurisdiction of a particular district 

or metropolitan area the Administrator, Deputy Administrator and 
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Assistant Administrator, may, if necessary, ask for assistance of 

police and district Administration of that district or metropolitan 

area, as the case may be, and, if so asked for, such assistance shall be 

provided.”
74

And the power and functions of the Waqf Committee 

include: 

“in the absence of any directions by the waqif or any lawful 

authority, declaring what proportion of the income or other 

property of the waqf shall be allocated to any particular object of the 

waqf 

declaring in what manner any surplus income of a waqf shall be 

utilized 

settling, altering or revising schemes for the proper 

administration of a waqf in a manner not inconsistent with the terms 

and conditions of the waqf deed or the wishes of the waqif and 

exercising and performing such other powers and duties as are 

expressly conferred or imposed on the Committee by or under this 

Ordinance.”
75

 

 

It further includes: 

to appoint Mutawalli in vacant positions and even eliminate 

Mutawalli if necessary for any kind of mistrust, mismanagement, 

unfair activity, forfeiting of fund etc 

to give permission of handing over of any part of Waqf property 

for its development 

to defend the lawsuit, if any case is filed against the Waqf 

administration. 
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Administrator of Waqf Bangladesh
76

 

Deputy Administrator      Deputy Administrator 

 

Assistant 

Administr

ator 

(Administ

ration) 

Assistant 

Adminis

trator 

(Finance

) 

Assistant 

Adminis

trator 

(Dhaka) 

Assistant 

Administr

ator 

(Chittago

ng) 

Assistant 

Adminis

trator 

(Khulna) 

Assistant 

Adminis

trator 

(Barishal

) 

Assistant 

Adminis

trator 

(Rangpu

r) 

 

Thirty Eight Regional Offices around the country 

 

The main source of fund of the Waqf administration is the annual 

5% subscription from the Waqf committee of the Waqf estates. The 

collected amount in the last few fiscal years is as follow: 

 

 

Fiscal Year Amount Collected 

2008-2009 2,83,19,045 BDT 

2009-2010 3,29,81,809 BDT 

2010-2011 4,13,43,409 BDT 

2011-2012 4,82,92,215 BDT 

2012-2013 5,41,20,888 BDT 

2013-2014 5,20,10,362 BDT 

2014-2015 5,86,62,287 BDT
77

 

Mutawalli Committee 

Waqf Committee (Regional Level) 

Waqf Committee (Divisional Level) 

Office of the Administrator of Waqf  (OAW) 

Ministry of Religious Affairs 

Structure of Waqf Governance in Bangladesh 
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The Statistics of Waqf Properties in Bangladesh 

Although laws concerning the Waqf governance were introduced 

during the colonial period and modified during the Pakistan period, 

but no specific survey was made to identify the Waqf properties. And 

even after the independence of Bangladesh, no particular survey was 

conducted to have a statistics of Waqf properties until 1986. In 1986, 

Bangladesh Bureau of statistics (BBS)
78

 conducted a survey at the 

request of Ministry of Religious Affair. The census was started in 

January 1986 and completed within two months. The survey 

accounted the total number of Waqf estates of the country as 

150,593. According to the statistics of BBS conducted in 1983, there 

were 131,641 mosques around the country, among which 123,006 

were managed as Waqf estates according to the survey of 1986.
79

 The 

highest number of Waqf estates was accounted in the district of 

Comilla with 9,841 and the lowest was in the district of Bandarban 

with 201 and at divisional level the highest was in Rajshashi and the 

lowest in Sylhet. But, Chittagong is leading in terms of income and 

expenditure of Waqf estates. 1,19,265 acre of landed properties were 

maintained as Waqf estate. Mentionable that, during the time of 

survey, Bangladesh had six divisions, i.e. Dhaka, Rajshahi, 

Chittagong, Khulna, Barisal, and Sylhet. According to the census of 

1986, division-wise statistics of Waqf estates are given below:
80

 

 

Name of 

the 

Division 

Number of Waqf Estates % of 

total 

Waqf 

propertie

s 

Total Registere

d 

Unregistered 

Verba

l 

Traditiona

l 

Total 

(unregistered

) 

Dhaka 41,317 28,422 11,22

5 

1670 12,895 27.45% 

Chittagon

g 

26,386 17,562 7132 1692 8,824 17.52% 

Rajshahi 45,159 30,419 12,80

9 

1971 14,740 30.06% 

Sylhet 11,267 6024 4,499 744 5,243 7.50% 
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Barishal 11,931 8224 2877 830 3,707 7.95% 

Khulna 14,533 6395 7055 1083 8,138 9.52% 

Total 15059

3 

97,046 45,60

7 

7,940 53,547 100% 

 

In terms of the beneficiaries of Waqf properties, religious 

institutions such as mosque, Madrasha, Maktab, orphanage, 

educational institutions, heirs and public are the prominent. The 

religious institutions formed the dominant positions accounting 76% 

of total beneficiaries, while 18% public institutions, 3% other 

educational institutions, 2% heirs and 1% others are benefitted from 

the Waqf estates. More than 8 thousand educational institutions are 

running on the basis of Waqf, while most of the Madrasahs founded 

and run through the Waqf estates. In terms of management, 94% of 

total Waqf estates are currently managed by the Mutawalli 

committee, while 5% is managed by the heirs of donor and only 1% 

is by the trustee board, government and others.
81

 

In recent years, a new trend of making money as Waqf, better 

known as ―Cash Waqf‖ has started to be practiced in the country. 

Some private Islamic banks have pioneered the practice of the 

concept of Cash Waqf. Dedicating intellectual properties as Waqf is 

another interesting recent development in Bangladesh. Some Islamic 

intellectuals have introduced this noble practice by donating the 

copyrights of their books, which they have authored or translated. 

Challenges of Waqf Governance in Bangladesh 

An effective governance mechanism can play a significant role in 

ensuring efficient performance of any institution.
82

 But, the Waqf 

governance in Bangladesh has been facing significant challenges to 

ensure efficient performance of the institution. These are mainly 

related to administration, law or society. The major challenges are 

being elaborated below: 
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Challenges Concerning Administration 

Centralized Waqf Administration 

Waqf administration in Bangladesh is being conducted by the Office 

of the Administrator of Waqf (OAW) under the Ministry of 

Religious Affairs in a very strict centralized character. Although the 

OAW has its operations in all divisions, but the divisional and 

regional offices have no power to make decisions. The OAW offices 

look after all the registered Waqf properties in the country, while the 

practical management is executed by the Mutawalli committee. 

Because of this centralized nature, there are many complaints arose 

by the Mutawallis against the officials of Waqf administration.
83

 

Inadequate Manpower 

Currently, there are only 111 employees to look after the entire 

Waqf administration of the country with the responsibility of 

supervising about 1,50,000 Waqf estates throughout the country.
84

 It 

seems remarkably inadequate to ensure proper administration, 

governance and control over such a big number of Waqf estates. 

Although Bangladesh has 64 administrative districts, but only 38 

regional offices are supervising Waqf estates of all districts due to the 

lack of manpower. A regional office has only one supervisor to 

supervise about 800 Waqf estates on average. If he goes to visit or 

inspect a Waqf estate, the office remains closed. Inadequate 

manpower creates several mismanagements in the Waqf 

administration and it has become a fundamental problem for the 

Waqf administration of Bangladesh. 

Lack of Information and Code of Governance:  

This has, very sadly, been observed that the performance of the Waqf 

administration of Bangladesh in maintaining documentation and data 

is remarkably poor. The only survey on Waqf properties was 

conducted by BBS is of thirty years back. Due to the lack of 

information and management, hundreds of Waqf properties are still 
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being managed privately without registration with the Waqf 

administration. Many Waqf estates are still being donated verbally or 

traditionally. Although a website is managed by the OWA, the 

available data is of very few and old. There is also absence of code of 

conducts and ethics for the governance of Waqf administration, for 

which mismanagement is randomly happening in every spare of the 

administrative mechanism. 

Challenges Concerning Law 

Weakness of Concerned Law 

Many Muslim countries i.e. Middle-Eastern countries, Malaysia, 

Indonesia and even Muslim minority countries like India and 

Singapore made considerable progress in Waqf law, while Bangladesh 

is far legging behind. The Waqf law of the country still could not get 

rid of colonial legacy. The Waqf Ordinance of 1962, which is still 

working as the main law concerning the Waqf administration, is only 

a modified version of ―the Mussalman Waqf Validating Act 1913‖ and 

―the Bengal Waqf Act 1934‖ of colonial era.  Although some changes 

have been incorporated with the Waqf Ordinances of 1988, 1998, 

Waqf (estate transfer and development) Special Ordinance Act 2013 

and the Waqf (Amendment) Act of 2013, the Waqf administration of 

Bangladesh is still lacking to address several concerned issues to 

ensure good governance in the field. For example, the existing law 

made mandatory to report the statement of accounts by the 

Mutawallis only to the Administrator. As a result, performance 

measurement of Waqf institutions has become difficult for 

stakeholders. Unavailability of financial reports might have a 

negative impact on the donor‖s as well as public trust in Waqf 

institutions which could affect the sustainability of this charitable 

institution.   
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Sloth Movement in Settling Disputes:  

There are hundreds of Waqf related law-suits are remaining for years 

to be arbitrated by the several Courts and the OAW,
85

 while several 

more are being filled every day. Although the Waqf Administrator 

performs quasi-judicial functions, but in several instances Mutawallis 

file the cases to the Court with the intention of delay where every 

step is taken with the convenience of parties. Neither the Courts nor 

the OAW has own means to investigate into the affairs, rather has to 

go by records that are claimed to be tempered. However, the number 

of Waqf officials is too poor to give proper attention to a large 

number of cases resulting in sloth movement. The Waqf officials 

themselves also accused of involving in misconducts and bribery 

activities. The statutory checks imposed to curb the corrupt practices 

of the officials are quite inadequate. Although some provisions are 

incorporated with the Waqf Special Ordinance Act 2013, but these 

are also insufficient to stop the corrupt practices. 

Weakness of Registration System 

According to the census of 1986, more than one-third (53,547 out of 

1,50,593) Waqf estates were unregistered. Undoubtedly, many more 

Waqf estates have been created around the country after the census, 

which are not registered. Though the average annual rate of 

registration of Waqf estates is 110,
86

 the number is very few 

comparing to existing Waqf estates. Besides the weakness of 

registration system, ignorance about it, 5% levy on the income of the 

estate, tendency of escaping from being controlled are among the 

main causes of poor registration. There is no obligatory execution of 

registration process which is required by section 47 of the Waqf 

Ordinance of 1962 stating “all Waqfs existing at or created after the 

commencement of this Ordinance shall be enrolled at the office of 

the Administrator.” If there is no obligatory registration, the proper 

management and governance of Waqf properties will become a great 

challenge. 
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Development Scope in the Waqf Ordinances 

Waqf estates in Bangladesh have a lot of potentials to be developed 

into multi-purpose complexes such as shopping malls, residential 

complexes, administrative buildings, car parkings or uncultivable 

lands may be brought under cultivation that may bring large 

amounts of income. But the Waqf Ordinance of 1962 has no 

provision concerning the development of Waqf properties, while the 

Indian Waqf Act 1995 addressed the issue with proper importance 

and regarded the development of Waqf properties is a responsibility 

of Waqf Boards of the states.
87

 This created a serious obstacle to the 

development of Waqf properties. Only in 2013, with the enactment 

of ―Waqf (estate transfer and development) Special Ordinance Act 

(2013)‖, the provision of development of Waqf properties was 

incorporated with article 14. It states:  

“The following financing can be done for enhancing the Waqf 

property:  

by investing the own fund of Waqf administration;  

by investing the own fund of Waqf;  

by government contribution;  

by taking loan from Bank of financial institution  

by taking security deposit or advance rent from the shop-holder 

or tenants;  

by selling the shops, residential flat or commercial space;  

by investing money with developer  

by investing the money of any foreign country or organization 

with prior approval of the government.”
88

 

Within this gap, many Waqf estates are not utilized entirely or 

remain unused or not developed to their expected level. 
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Challenges Concerning Society: 

Unlawful Acquisition and Mismanagement 

Huge number of Waqf properties has been unlawfully captured by 

the powerful individuals, organizations, social groups or even by the 

government organizations. This illegal acquisition is still on its 

course. It has been reported, for example, that Police Headquarter of 

the country in Dhaka situates on a Waqf land.
89

 There have been 

many instances that the Waqf properties are often neglected and 

leased out at a very low rent or sold out for low price while many 

others are being misappropriated.
90

 There are numerous examples of 

such negligence, mismanagement and illegal occupation of Waqf 

properties in the country. It is also found that a significant number 

of heirs is also getting advantages from the Waqf properties made by 

their family predecessors.  

Absence of Qualified Mutawallis and Their Misconducts 

A number of Mutawallis are frequently involved in dishonest 

activities and misconducts. These occurred in different forms such as 

incorrect accounts of income, false expenditures, illegal alienation of 

Waqf properties, false documentation, etc. The penalty options to 

prevent such occurrences are also inadequate. Section 61 (2) of the 

Waqf Ordinance 1962 provides:  

“If a Mutawalli furnishes any statement, return or information 

referred to in clause (b) [to maintain clear and accurate accounts and 

furnish statements of particulars or of accounts or returns as required 

by this Ordinance] or clause (c) [to supply information or particulars 

as required by the Administrator or a person authorised by him] of 

sub- section (1) which he knows or has reason to believe to be false, 

misleading, inaccurate or untrue in any material particular, he shall 

be punishable with fine which may extend to 20 [twenty thousand] 

taka and in default with simple imprisonment which may extend to 

six months.” 
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The section 17 of the Waqf (estate transfer and 

development) Special Ordinance Act 2013 states:  

“While performing the duties under this Act: a) if any member of 

the special committee does any activity contrary to the interest of 

Waqf property or its beneficiary willingly to get himself benefited or 

help any other person to be benefited illegally; or b) if any Mutawalli 

responsible for the management of the waqf property, receiver or 

government officer transfers Waqf property without taking 

recommendation of special committee under this act and government 

approval; or c) if any person appointed for the management of Waqf 

property uses the money earned from the transfer of Waqf property 

in any purpose other than the necessity, welfare and interest of the 

Waqf property or its beneficiary and thus violates the regulation of 

section 6. He will be regarded to have committed offence under this 

act. If anybody does the offence mentioned in the sub section (1), he 

will be given maximum 3 (three) years of imprisonment or monetary 

fine or both penalties together.”
91

 

It is, however, to be noted that the Ordinance has entrusted the 

power of charging fines to the Courts of law, acting upon a 

complaint filed by the Administrator, which may take long time. 

Many Waqf properties are administered by the Mutawallis who are 

almost illiterate or not educated enough to maintain accounts of 

earnings and expenses and manage the estate efficiently. 

Lack of Development Initiatives 

There are plenty of scopes to develop Waqf estates as these are 

permanent in nature and created for common objectives. But it has, 

regretfully, been observed that no remarkable initiatives were taken 

to develop the Waqf properties neither by the Government nor 

privately. There has also been a lack of consciousness about the 

broad scopes of using the Waqf properties. The Waqf administration 

is far from being efficient and competent in this regard. No project, 

innovative or development initiative or research has been done yet to 

find the best use of the Waqf properties to get better benefits for the 
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society. These properties have been managed only through 

traditional ways without coping with the change of time, demand 

and environment. Majority Mutawallis are either unconscious to 

think about its development or lacking the knowledge of property 

management in a better way. Obviously, there are diverse and 

progressive scopes to use the Waqf estates complying with the 

objective of donor, for example, to operate broadcasting channel to 

disseminate the teachings of Islam. Even before passing the 

Waqf (estate transfer and development) Special Ordinance Act 2013, 

there was no legal authority to develop the Waqf properties. It 

created a big gap between the change of time and management of 

Waqf estates. 

Prospects of Waqf Governance in Bangladesh and 

Suggestions 

Waqf properties and governance in Bangladesh have immense 

potentials of being developed into an efficient institution by taking 

some initiatives to remove the existing impediments and develop the 

current governance system. The Waqf properties should be 

developed into income-generating ventures, which can provide 

support towards different social programs including education, 

health, poverty alleviation, ethical development and such other 

sectors. It is anticipated that proper development of Waqf properties 

could produce an income of at least one hundred million Takaa year, 

which could meet a remarkable portion of socio-economic needs of 

the community.
92

 In order to transform Waqf governance and estates 

into effective and beneficent institutions, the following 

recommendations may be taken into consideration: 
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Suggestions Concerning Administration 

Establishment of an Efficient Administration 

The OAW is the principal authority to administer Waqf properties 

of Bangladesh. The power and functions of this institution should be 

decentralized and distributed among the divisional and regional 

offices according to their levels so that they can perform their 

responsibilities effectively and efficiently. There should be at least 

one office in every district with adequate functional power, 

personnel and facilities to supervise the Waqf estates. There are 

several allegations against the officials of OAW for being involved in 

corrupt activities. In many cases, Waqf properties are leased at a very 

low rent or illegally occupied with the involvement of the officials. 

The administration should take exemplary steps to save this noble 

institution from the corrupt practices.  

To Ensure Transparency and Accountability 

Ensuring transparency and accountability are the two preconditions 

for the success of any administrative system. But these are almost 

absent in the Waqf governance system of Bangladesh. There are some 

weaknesses of the concerned law, on the one hand, but on the other 

hand, the proper application of existing law is also very poor. The 

accounting system, income and expenditure of Mutawalli committee, 

branch office, central office, leasing process of Waqf estates and their 

supervision are not beyond question. There are plenty of scopes of 

confusion about the accountability of Waqf administration. 

Moreover, Waqf, as a religious and charitable institution, is expected 

to be transparent. So, it is necessary, to ensure transparency and 

accountability in the administrative system of Waqf governance by 

taking proper steps including the amendment of existing law and its 

timely implication.  
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Appointment of Adequate Manpower 

Inadequatemanpower is an important impediment in the way of 

establishing good administrative control over the Waqf estates 

scattered all over the country. For proper administration and 

governance of huge number of registered Waqf properties as well as 

bringing unregistered Waqf estates under registration, the Waqf 

administration needs an adequate number of qualified manpower. 

Though it has been mentioned in the development report
93

 that a 

complete proposal for Waqf administration comprising 1048 

manpower is being currently processed under the Ministry, it is 

uncertain when it will come into light. With a view to accelerating 

the administrative mechanism, adequate and competent manpower 

should be appointed. The salary structure and other benefits should 

also be attractive to attract the talented and competent persons to 

this sector. 

Formation of an Advisory Board 

For an efficient Waqf administration, a national advisory board may 

be formed with certain rights and responsibilities under the ministry 

consisting of specialist scholars, lawyers, economists and 

administrators who will provide necessary supports to the Waqf 

administration. The board would perform as an advisory council to 

the OAW as well as create consciousness among the people about the 

Waqf properties. The board will give legal and Shari’ah explanation 

regarding any Waqf issue as required and advice in compromising law 

suits. The board may be empowered with auditing the activities of 

Waqf administration and provide recommendation for its 

improvement, implementation of Waqf law and so on. It will also 

conduct research activities to innovate diversified and useful projects 

with the Waqf properties for better community development. It also 

can develop collaboration with the Waqf institutions around the 

world such as World Waqf Foundation (WWF) of Islamic 

Development Bank (IDB). Thus, such a board can play an effective 

role in reducing the mismanagement from the Waqf administration. 
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Formation of Separate Ministry of Waqf Affairs 

Currently, Waqf administration of Bangladesh is being regulated 

under the Ministry of Religious Affairs. It is very difficult for the 

Waqf administration, under existing structure, to manage and control 

about 2 lacks of Waqf states. Several studies recommended that there 

should an independent ministry be formed to properly manage the 

huge amount of known and unknown Waqf estates throughout the 

country. There is good number of examples in the Muslim world 

having separate Ministry of Waqf affairs such as Saudi Arabia, 

Kuwait, and Egypt etc. So, formation of the ministry of Waqf affairs 

is a must to govern the Waqf properties efficiently, achieve the 

objectives of Waqf perfectly.  

Training for the Mutawallis 

The Mutawallis, practical driving force of the Waqf estate and 

administration, are primarily appointed by the Waqif and is 

maintained mostly through an inherent manner. Several studies 

found that a good number of Mutawallis are not well-educated, aware 

about the Waqf laws-regulations, administration and managerial 

mechanism. They should be trained adequately to enrich them with 

proper knowledge and guidelines to establish good Waqf governance. 

Such training activities will create consciousness and responsibility 

among the Mutawallis as trustees as well as make them confident to 

hold the high standard of trustworthiness. 

 

Suggestions Concerning Law 

To Enact a Fresh Waqf Act 

The fifty five years old ―Waqf Ordinance of 1962‖
94

 has been working 

as the principal law for the Waqf administration of the country. 

Although some changes were incorporated into it with the Waqf 

Ordinances of 1988, 1998, ―Waqf (estate transfer and development) 

Special Ordinance Act 2013‖ and the ―Waqf (Amendment) Act 2013‖, 
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all the emerging issues could not be addressed perfectly. There are 

still good number of questions related to Waqf management to be 

addressed in the law for the establishment of an efficient 

administration. Many provisions of the ―Waqf Ordinance of 1962‖ are 

incompatible within the framework of independent Bangladesh. 

Several articles of the act have legal controversies. So, it is time to 

evaluate the appropriateness of all existing sections and articles of the 

Acts and Ordinances and then to frame a new Act to meet the 

emerging issues and demands of time. The new Act should ensure the 

accountability and transparency; curb the corrupt activities; 

accommodate all the policy supports to develop this charitable 

institution into effective one for the welfare of the society. 

To Set Up a Separate Waqf Tribunal 

Dispute resolutions of the Waqf properties have become another area 

of concern that must be improved. There are hundreds of cases are 

being adjudicated in different Courts and OAW, while the number 

of resolutions are remarkably few. The long process of adjudication 

is creating complexities in good governance of Waqf administration. 

It has not only been wasting time and energy, but also money and 

valuable resource of Waqf estates. To ease the dispute resolution, a 

special tribunal may be formed and all the cases relating to Waqf 

transferred into the tribunal. Such tribunals, for example, are 

working in India and have been found to be very effective. 

To Set Up of Code of Conduct 

The Waqf institutions and administration should be directed by a 

well-defined code of governance and principles of ethics that will 

support them to realize their role and inspire them to perform their 

responsibility and accountability. In the case of a non-profit religious 

organization like Waqf, a concrete governance structure can advance 

accounting practices and performance toward enhancing 

accountability.
95
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Suggestions Concerning Society 

Public Awareness 

The ultimate objective of the Waqf institutions is the welfare of 

Ummah. Although there are huge amount of Waqf properties 

scattered throughout the country, but the mass people are not 

conscious enough about the importance, use and the role of these 

estates. In most cases, the Waqf estates are being maintained 

traditionally, no due regard is paid to its proper maintenance and 

development. Huge amount of valuable Waqf estates are left without 

any meaningful use. In remote areas of the country, tradition of not 

taking any remuneration for the maintenance of Waqf properties by 

the Mutawalli is practiced and thus efforts for its development are 

also seen very few. So, public awareness should be developed towards 

Waqf properties. The Imams of the mosques and Islamic scholars can 

play an important role in disseminating the significances of Waqf 

through lectures, writings and Medias. 

Diverse Use of Waqf Properties 

The Waqf properties are traditionally used as mosque, Madrasah, 

orphanage etc. with few exceptions. The concept of diverse use of 

Waqf estates for public and social welfare is almost absent in the 

society of Bangladesh. The donors also used to donate for the said 

traditional purposes. But there are plenty of scopes to use Waqf 

properties for greater community and social development. Waqf 

properties can be used for the establishment of hospital, training 

center, school, college, university, public library, rest houses for the 

wayfarer, research center, Islamic broadcasting channel, publication 

of journals and periodicals etc. The Waqf income can be used for 

variety of purposes such as providing logistic support to the poor, 

shelters to disastrous people, healthcare to the needy patient, 

assistance to distressed women and children, paying the salaries of 

the teachers, tuition fees of the students, publishing Islamic 

literature, funding good research, arranging social awareness program 
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on the contemporary issues like drug, aids, arsenic, human 

trafficking, etc. It can also be used as Qardh-al-Hasan
96

 to support the 

needy people to start up a new enterprise and poverty alleviation 

programs. All these establishments and activities should be 

maintained understrictsupervision by all the concerning parties. 

Protecting Waqf Property from Illegal Occupation 

One major problem of Waqf properties in Bangladesh is illegal 

occupation by the evil people or group. Thousands acres of Waqf 

lands have been grabbed by several people and groups by using illegal 

power or generating fake documents. According to the information 

presented in the meeting of parliamentary committee of the Ministry 

of Religious Affair about 85 thousand 672 acres of Waqf land had 

been grabbed which was formerly under the control of Waqf 

administration. According to this government information, about 

90% of the Waqf land had been illegally occupied. Besides legal 

action, the society should raise their collective voice against such 

illegal occupation.  

Conclusion  

Waqf has been a very important component of the Muslim society 

which largely contributed to the socio-cultural development of the 

society. The Muslim society of Bengal has also witnessed the 

remarkable contribution of Waqf institutions. Throughout the 

history of Bangladesh, “the practice of giving to others without 

expecting any return and helping the distressed often began at home 

and formed a crucial part of the socialization process in which family 

values and traditions were instilled with both voluntary and religious 

dimensions.”
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 Since the early days of Islam in Bengal, wealthy 

individuals of Muslim society used to provide enthusiastic 

contribution to the development of society under Waqf. But, during 

the Muslim rule in Bengal (1204-1757), no integrated administrative 
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system of Waqf was developed, rather it was managed by the 

individually appointed Mutawallis, subjected to a hierarchy and were 

supervised by the Qadis. The regional Qadis had to submit the report 

of functions of regional Waqf to the Sultan or provincial governor. 

Through this mechanism and enthusiastic philanthropic 

environment, Waqf properties were highly protected from decay, 

misuse and occupation. 

With the introduction of British colonial rule in the Bengal in the 

second half of 18
th

 century, huge changes occurred concerning the 

governance of Waqf properties. The British colonial authority made 

revenue collection as its first job and thus, interfered into the 

traditional administration of Waqf governance. It enacted several 

laws and acts, which formally developed a governing system of Waqf 

administration. Although Waqf governance got a legal shape during 

the colonial era (1757-1947) through ―The Mussalman Waqf 

Validating Act 1913‖ and ―the Bengal Waqf Act 1934‖, the institution 

suffered critically and lost its many of special features. After the 

independence of India and Pakistan in 1947, ―the East Pakistan Waqf 

Ordinance 1962‖ was passed, which has still been governing the Waqf 

administration of Bangladesh even after its independence in 

1971.Though some amendments were incorporated into it by the 

Waqf Ordinances of 1988, 1998, ―Waqf (estate transfer and 

development) Special Ordinance Act 2013‖ and the ―Waqf 

(Amendment) Act 2013, it still could not establish an efficient 

governance system of Waqf administration. 

The Waqf governance of Bangladesh is facing several challenges 

relating to administration, law and society. Centralized 

administration, lack of adequate and skilled manpower, poor logistic 

supports, weak governing mechanism, corrupt practices of some 

officials, legal weakness in curbing corruption, time-killing dispute 

resolving process, lack of use of technology, lack of social awareness, 

illegal occupation of Waqf estates, traditional use of properties, 

mismanagement, uneducated Mutawalli, etc. are posing the major 

impediments in the way of establishing an efficient Waqf 
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administration. However, Waqf holds ample prospects and the 

proper utilization of it can contribute a lot in the society, ranging 

from the development of health, education, social service, dwelling 

infrastructure down to overall poverty alleviation and as such. If the 

prevailing challenges be removed by enacting time-befitting law, 

establishing modern, transparent and efficient administration, using 

the property in diverse methods and most importantly, making the 

society conscious, it is expected that the Waqf estates and 

administration will have epoch-making contributions in the overall 

development of the country. 
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Abstract 

Few studies have discussed the impact of Islamic religiosity on 

economic attitudes toward markets (Davis and Robinson 2007, Guiso 

et al 2004). Most results that stem from these researches are labelled 

as egative perspectives from libertarian view, which states that 

Muslims are anti-open markets (less support for competition and 

Privatization). This paper scruitinizes the differences between Sufi 

and Salafi people in Islamic context to reconnoiter the impact of of 

religious Muslim affiliation on attitudes toward open markets. The 

study is based on data collected through a social survey with 

questionnaire conducted within Sufi and Salafi groups in Algeria and 

other people not affiliated. The questionnaire includes items 

measuring pro-open market attitudes (Trust in others identities, 

Private ownership and Competition, Taxation, corruption and access 

for women to the job market). A Multivariate analysis was used with 

control variables (gender, age, education, social status). The main 

results of the study suggest that the Sufi-oriented approach has a 

more favourable attitude toward open markets; hence, Muslims who 

follow the Salafi religiosity are less favourable for open markets. 

However, the religiosity has little impact on privatization process. 

These results are limited by control of age and education and social 

status. These results are delimited to Algerian context; one Sufi 

Order and one Salafi group that is dependent on Saudi Influence in 

Algeria. The paper concludes that Sufi Islam can help in promoting 

libertarian views and Salafi Islam can encourage anti-taxations views 

and behaviours within an Islamic context. 
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from market  

Introduction 

Sufism and Salafism are two different religious perspectives in Islam. 

Several polemist literatures were produced to defend or attack one of 

the two main schools from one perspective or from the other. Social 

Sciences as a distinctive approach has looked at these two religious 

groups as producers of values and norms for individuals and society. 

After the attack of 11 September 2001, Salafism and Sufism were 

critically scruitinized; the former was labelled as a terrorist ideology 

while the latter was presented as an alternative ideology to peaceful 

Islam. However few studies have looked at the economic impact of 

Sufism(Soares, Otayek, 2007, Weiss 2002) from historical perspective 

as wll as the political impact of contemporary  Sufism (Bruinessen, 

Howell 2007) which lead and justify the necessity to introduce this 

new paper to emphasis on the economic impact of Sufism and 

Salafism in the present world.  

Long-time Sufism was viewed by scholars as the backward 

version of Islam and as responsible for attitudes to refusing economic 

life during the 18
th

 century which corresponds to the Ottoman 

period (Weber,1958). Sufi Islam was described as rural, charismatic, 

non- scriptural, heterodox religiosity against the Salafi Islam 

described as urban, rational, orthodox, scriptural religiosity (Gellner 

1981) 

During the 20
th

 century, a religious war established in the Muslim 

countries between Sufi Orders and Salafi Associations in North 

Africa and West Africa. After the independence from French 

control, the new elites in power have used the Salafi reformist groups 

to reduce the cultural and economic influence of Sufi Orders in 
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society (Brown 1966, Piga 2003, Soares and Qtayek 2007, Joffe 1997, 

Adamason 1998; Isichei 2004) 

This paper attempts to look not into the security impact of 

belonging to Salafism or to Sufism; whether Sufism is conforming to 

peaceful growth of society or Salafism instigating violence. Rather, 

the present research question is about the economic impact of Islam, 

and precisely on the role Sufi Orders or Salafi groups and their 

culture to open market. My main question is, 

Which of the two Islamic ideologies (Sufi Islam or Salafi Islam) is 

more welcoming to culture of open markets?  

To answer the primary question, three sub-questions need to be 

answered: 

Which Islamic ideology is favourable towards the inclusion of all 

identities (religions, races, nations and gender) in to open markets? 

Which Islamic ideology is supportive of lowing barriers to access 

Markets (Taxes and bribes)? 

Which Islamic ideology is supportive of competitive markets? 

We will use the data collected from social survey in Algeria to 

respond to this questions to measure the impact of Islamic religiosity 

on attitudes conforming to the culture of open markets. 

We will support our paper by economic and sociological 

literature relating religion to economic growth. We will present the 

data and methods used in next section (section 1); present results in 

section 2; discuss results by reviewing the literature in section 3; and 

conclude in last section 4.  

Methods and Data  

The study is based on the data collected by the method of social 

survey (De Vaus 2002). Social Survey is characterized by a social 

content, a structured form of data and a quantitative analysis (Jupp 

2006). Our data is structured in cases and variables with values. A 

survey was conducted within Sufi and Salafi groups in Algeria and 
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other people not affiliated. Multivariate analysis was conducted with 

controls (gender, age, education, social status). (Cramer and Howitt 

2004) 

Measuring Islam: Sufi and Salafi Islam  

The famous World Values Survey (University of Michigan under 

the direction of Englhart) did not offer enough data to the 

hypothesis. The WVS includes items measuring affiliation to world 

religions (Catholic, Protestants and Muslims and other religions) but 

do not include perspectives of different groups within the Islamic 

contexts such as as Sunni, Shia or Sufi and Salafi or any others 

distinction within the Muslim population. 

According to several studies, the main schism in modern Islam 

since the 18th century is the distinction between Sufism and 

Wahhabism. Historical record show clashes between the Ottoman 

ruler of Egypt Mohamed Ali against the Wahhabi rebels in Arabia 

during the 18th century. In Africa during the 1950, historical record 

shows religious tremendous war events between Salafi and Sufi 

groups. In Algeria, between the two world wars, a strong clash was 

established between the Salafi reformist Ulemas and the traditional 

Sufi leaders to control the working of Islamic ideology in the 

country. 

Even today, many Sufi Orders in Algeria remain active and 

receive support from the government in exchanging their support for 

war against the Islamists during the period of the civil war (91-99). 

The Salafism today is under government control with no political 

orientation. In addition, it is a pro-government religious movement 

that is mainly influenced by the Saudi scholars linked to the Saudi 

government. 

Our sample in this survey includes Sufi people affiliated with Sufi 

organization (NGO) and a Salafi group affiliated to local mosque 

association. In addition, we included to our sample people with no 

affiliation to any of the targeted religious groups (neither Sufi nor 

Salafi) to have a convenience sample (Jupp 2006). 
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The country is estimated to have 99 percent Muslim but no data 

about the different religious groups inside this large Muslim 

population is available from any source. We have used a Voluntary 

sampling to have more participants in our sample. We have included   

82 participants from Sufi Organization AISA affiliated with The 

Alāwiyya Order (an Algerian Sufi group based at Mostaganem (west 

coast of the country) with strong network with diaspora) (33 percent 

of the sample).  69 Salafi participants (27 percent of the sample) from 

a Wahhabi oriented association controlling a local mosque near 

Algiers (Blida). For controls we have included 79 participants with 

no affiliation (31 percent). The No affiliation was defined as the 

reference groups for comparison. A dummy   variable was created 

for this no affiliated people (=0) and   the affiliated (=1) (Fox, 1999, 

De Vauss 2001) 

 

Measuring pro-open markets attitudes  

To measure our dependent variables (Attitudes toward open 

Markets) we have created some items related to values and opinions 

favourable for open-market policies. The questionnaire included 

several itmes measuring pro-open market attitudes (Trust in others, 

Accepting diversity, Private ownership and Competition between 

companies and workers, Taxation and corruption, access for women 

to the market). 

 

Attitudes toward other identities: Trust and tolerance  

Trust in others was measured by trust in individuals from other 

identities: no- Muslims (1 item) and no-national (1 item). Accepting 

diversity was measured by accepting as neighbours individuals from 

different nationalities, other ethnic and religious groups (3 items). 

The items were coded from 1 to 10, from the low trust and no-

acceptance to high trust and acceptance of diversity. 
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Attitudes toward the Law: Taxation and corruption  

Attitude toward taxation and corruption was measured by attitudes 

toward fraud taxation and accepting corruption. The question was 

about the degree of refusing to justify these behaviours. Items have 

proposed statement about the two issue and the response was rated 

between 1 and 10, from justifying to refusing the behavior of fraud 

taxation and giving bribes.    

Attitudes toward pro-market policies 

 Salary policy 

One item was introduced to measure attitudes toward salary 

differences with two statements: (“Salaries should be equal”) 

and (“we should encourage the individual efforts as the base 

of difference in salaries”) 

 Public vs private companies 

We have asked participants to give opinions on the issue of 

nationalization or privatization in two statement (“we 

should encourage the development of private commercial 

and industrial companies”) and (“we should encourage 

development of the public commercial and industrial 

companies”) 

 Open or closed market 

We have included two statements measuring the attitudes 

toward open competitive market. The first statement is 

more favourable (“The competition is good thing its make 

people working better and discovering new ideas”) and the 

opposite is not favourable statement (“Competition is 

dangerous thing it make give up what is worse in people”). 

All the items and statements was coded recoded from 1 to 5, 

from the less favourable attitudes toward open markets to 

more favourable attitudes. 
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Attitudes toward working women 

Five items were used to measure if participants are more favourable 

for working women by measuring the following issues: educating 

girls, barriers to women to enter the job market, women leadership 

in work, married working women, importance of work for women. 

The variables were recorded from 1 to 4, from the negative attitudes 

to more positive attitudes.     

Controlling the effects of Religiosity: 

To control the impact of religious affiliation (Sufi, Salafi) on pro-

attitudes toward market we have introduced some demographic 

variables (age, sex, education, positions, salary, subjective happiness). 

Multivariate analysis (Regression OLS) was used to know the weight 

of the impact of religiosity on attitudes toward markets.  The 

standardized   Beta and The R Adjusted Square was used in this 

sense. 

Results  

Descriptive results 

The table below shows the main descriptive results of our sample. As 

evident, our sample is 69 percent male, aged 29.6 (the mean) with 66 

percent holding university diploma with33 percent Sufi people, 27 

percent Salafi people and 31 percent people affiliated with neither 

Sufi nor Salafi group. 

About the attitudes of our sample toward economic issues related 

to Open Markets, the data obtained is shown below.  The main 

results have showed that the perception of the population had 

moderate (if not strong) attitudes toward open markets but negative 

attitudes toward privatization of companies. The results are 

explained in the next section. 
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Accepting other people from different identities to participate in 

the national market is very important for supporting open-market 

policies. We have found that participants have moderate acceptation 

of other people from other identities (No-Muslim, No-national, 

Women). The participants have moderate trust in others people in 

general (7.6 points of 14), they moderately accept other people from 

others identities as neighbours (5.8 from 10 for no-Muslims,7.7 from 

10 for No- national). Moreover, they have moderate attitudes toward 

accepting women in Job Market (31 points in scale of 50 points). 

High taxation and corruption are two barriers for entering 

markets for entrepreneurs and workers. People who refuse high 

taxation and corruption are more welcoming toopen market with 

low barriers. We have found that our participants have a moderate 

perception on refusing tax cheating (3.8 from 5) but strongly 

condemn giving bribes to the governmental agents (4.7 from 5).  

Some interesting and ambiguous results about attitudes toward 

open markets policies (Market privatization and competitive market 

for companies and for salaries are) are to be explained in others 

section. The results are mixed. The participants strongly support 

competitive markets for companies (8.6 from 10) and competitive 

salaries (7.8 from 10) but moderate support for privatization of 

national companies owned by the government (5.8 from 10). 

 

Table 1: The descriptive data 

 Measurements Mean Standard 

deviation 

Low- 

high 

values 

 

Independent variables  

Sufi                                                    

Salafi 

Others 

No affiliated  

 

1=yes 

1=yes 

1=yes 

0=yes 

 

0,33 

0,27 

0,09 

0,31 

 

 

  

Controls  

Age 

Males 

University 

Social Status  

  

29,6 

0,69 

0,66 

9,32 

 

10,5 

0,46 

0,47 

4,10 

 

16-71 

 

 

4-18 
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Dependents variables      

Trust  in  others  

No-Muslim accepted 

No- National accepted 

 7,6 

5,8 

7,7 

 4-16 

0-10 

0-10 

 

Taxation  fraud Justified  

Corruption justified 

 

1= Always 

Justified 

 

5=Never 

Justified 

3,81 

4,71 

 1-5 

 

 

More competitive salaries  

More Privatization  

More Competition 

10= Strong 

support 

7,8 

5,8 

8,6 

 1-10  

Scale of supporting 

De-gendered market  

50=Very 

High support 

31,8  14-50  

 

Religiosity and opening market attitudes  

Table 2 below shows the impact of being Sufi or Salafi identity 

comparatively with people with no affiliation to the targeted 

religious groups on attitudes toward open market for all identities 

(no- Muslim, no national, women), open market for competition for 

all entrepreneurs and workers (privatization, competition) with low 

barriers (Taxes and corruption). 

 The main results show the positive impact of Sufi affiliation 

(comparatively with no affiliated people) on the attitudes toward 

open market. The Sufi group is more inclusive toward all identities, 

they accept no – Muslim and no – national as neighbours and they 

have strong support for integrating women in job market. On the 

other hand, the Salafi identity has strong negative impact on opening 

market for other identities, they refuse no-Muslim and no –national 

as neighbours and refuse women to be part of the job market.  

Religious identities have opposite impact on taxation and 

corruption as barriers to access the open market. The Salafi group 

justifies cheating on taxes and accepting corruption to access the 

market but The Sufi group refuses to justify these behaviours as 

moral.  
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The Sufi group has a strong support for opening market for more 

private entrepreneurs but the Salafi identity has no impact on this 

issue. 

Table 2:   Correlations between Religious affiliation and   Attitudes 

toward open Market 

(Measured by r Pearson) 

 Sufi 

Identity 

  Salafi 

Identity 

 

Trust in others  

No-Muslim accepted 

No- National accepted 

 

0,58** 

0,50** 

0,33** 

 

  -0,22** 

-0,29** 

-0,20** 

 

 

Taxation fraud Justified  

Corruption justified 

 

0,30** 

0,16* 

  -0,36** 

-0,03 

 

 

 

More competitive salaries  

More Privatization  

More Competition 

0,08 

0,15* 

0,03 

  -0,01 

0,03 

0,01 

 

Scale of supporting 

De-gendered market 

0,49**   -0,66**  

** Significant relation at 0.01 level 

* Significant relation at 0.05 level 

Impact of Islam on opening markets: Multivariate 

analysis 

 

Table 3:   Religious Identity and open Market attitudes 

Multivariate analysis (OLS) 

(After demographics controls) 

 Sufi Identity  Salafi  

Identity 

Trust  in  others  

No-Muslim accepted 

No- National accepted 

 

0,56** 

0,42** 

0,29** 

 

-0,04 

-0,03 

-0,05 

 

Taxation  fraud Justified  

Corruption justified 

0,24** 

0,26* 

 -0,23** 

-0,22** 

More competitive salaries  0,08 -0,01 



Sufi or Salafi Islam? Who is More Pro-Open Markets? 

|369| 

More Privatization  

More Competition 

0,19 

0,03 

0,07 

0,01 

Scale of supporting 

De-gendered market 

0,40** -0,35** 

** Significant relation at 0.01 level 

* Significant relation at 0.05 level 

In next section, we control the impact of the religious affiliation 

of on market attitudes by introducing other demographic variables. 

We use OLS analysis to assess the importance of the religious 

identity as a factor to explain the attitudes toward open market in 

our study. The value of R adjusted square in table 3 will show the 

weight of religious identity to explain the diversity in attitudes of 

people toward other identities.  

Table 3 below shows that people with Sufi identity are more 

inclusive for other religious and national identities. After introducing 

demographic control, the impact of Sufi identity remains strong in 

significance and the Salafi people are less inclusive as no affiliated 

people. 

Explaining the results  

 Markets and identities  

Open market is open for all people from different identities. 

The governments regulate access to markets based on many 

criteria. People can support more regulation to markets or 

less regulation. Religious people have different attitudes 

toward other people from others religions . In this section, 

we show the impact of Sufism and Salafism on accepting to 

live with other identities as neighbours in national space 

allowing them to work or invest in national markets. 

Opening job market for women is another aspect to accept 

people from other sexual identities to participate in the 

market.   

The religious identities have strong impact on opening 

job market for women. The impact for Salafi identity is very 

strong and negative while Sufism has strong positive impact.  
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The Salafis believe in gendered market while the Sufis 

support de-gendered market. Even after introducing 

demographic control the impact of religious identity 

remains significant 

 

 Legal and illegal Barriers to access to Market 

Identities can be barriers to participate in openmarket based 

on gender, race, religion and nationality.  In addition, we 

can add high taxes and high level of corruption as major 

barriers for entrepreneurs in business and for workers to 

access jobs. Here we interpret bribes as informal limiting 

access to business opportunities. In this section, we present 

the impact of religious identities on attitudes toward taxes 

and corruption. 

Table 3 shows that Salafi people are more against 

taxation because they justify cheating on taxes but in the 

opposite way Sufi people are more open to law taxation. 

After the demographic control we conclude on the basis of 

the strong impact of religious affiliation on this issues.  

 

 Open market for all private entrepreneurs and workers  

Opening national markets for more private companies and 

privatize national companies owned by the government is a 

strong evidence for supporting open market. Table 3 shows 

a strong support of Sufis for privatization of companies as a 

positive element for the country. The Sufi identity became 

weak after controlling the impact of demographic variables. 

The male, the educated and people with high social status 

are those who support more privatization among the Sufi 

group. For the impact of religiosity on attitudes to 

competition between entrepreneurs and works we found no 

significant impact as shown in table 3 
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Summary of main results  

Our focus was on the impact of Islamic identity (Sufi identity, Salafi 

identity) on attitudes toward open competitive markets for all 

entrepreneurs and workers from all identities (no-Muslim, no- 

National, No-Men) with low taxation and no corruption. To test 

this hypothesis, we organized social survey to have structured data 

and carried multivariate analysis. In the end, the tables above show 

the following main results. 

Sufi Islam has a strong impact on the culture of open markets. 

Sufi people are   strongly favourable towards open market for all 

others identities (others religions, race, nations) and with strong 

support for gender equality in job market. The religious factor 

explains 21.4 percent in the change of attitudes toward accepting 

other identities. 

In contrast, Salafi Islam has strong negative impact on the culture 

of open market. Salafism creates barriers for others from others 

religious and national identities and sexual identities to participate in 

the market.  Salafi Islam has strong anti-women attitudes in the 

sample and 44 percent of attitudes toward working women are 

explained by religious affiliation. 

The Salafi people are more against taxation but they may justify 

fraud taxation and accepting bribes to facilitate the business for 

entrepreneurs. But the Sufi people are more open to taxes and anti-

corruption to encourage moral participants in the market 

The religious identity has no significant impact on attitudes to 

competitive markets for all entrepreneurs and workers (competition 

between entrepreneurs and workers for profits and salary). This 

means all participants in our survey are favourable for competitive 

market  

The last intriguing results are the attitudes toward de-

nationalization of the companies owned by the government. The 

data shows low support from Salafi people (Only Male Salafi who 

supported) and moderate support from Sufi people (The Male 
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educated with high social status). The data shows that religious 

affiliation explains 7 percent of change in attitudes toward 

privatization 

Discussion 

The Sufi people in our sample proved in defending an open inclusive 

attitude towards all other identities (no-Muslim, no-National and 

Women) to participate in open market for all people without 

distinction of religion, nation or gender.  To understand the origin of 

these positive attitudes of the Sufi group, we need to understand the 

link or the affiliation with the Association International Sufi 

Alāwiyya (AISA) an NGO affiliated to Algerian Sufi Order lead by 

Sufi Leader Sheikh Khaled Bentounes (born 1949).  The Sheikh 

Bentounes is famous for his success to promote the 16
th

 May as the 

International day of living together in peace (resolution adopted by 

the UN assembly in December 2017). Sheikh Khaled Bentounes is 

known by his inclusive perspective for the cultural diversity and 

gender equality and his engagements to introduce culture of peace in 

national education.  

Some new studies recently have shown through many cases in 

Muslim countries that Sufi Islam is engaging in ongoing modernity 

towards a globalized world as ONG‖s liking people and mobilizing 

resources for serving the communities and networking 

diaspora(Martin van Businessmen and Howell l 2007). In contrast, 

the Salafi Islam in our sample has the opposite impact against the 

economic participation of women and no-Muslims. The Salafi group 

in our sample is influenced by the Saudi scholars known for their 

exclusivist view of Islam for women and non-muslims.The ban of 

driving car by women is a very well example of exclusivist attitudes. 

Since The Crown of the new Saudi Prince, many observers have 

been looking at him as reformer for women issues. 
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The Salafi Islam has mixed effect on open market culture.  On 

one hand, Salafi people support exclusivist attitudes towards women 

and religious identities and restrict access to market for others groups 

under certain conditions. On the other hand the Salafi people as in 

our sample are against taxes, which will be considered as pro-

libertarian attitudes. Many studies based on the WVS has shown that 

60 percent of religious people in the world between (1995-2001) were 

against cheating on taxes (Norris and Inglehart  2004). 

Some papers have given explanation on the negative attitudes of 

Salafi people toward taxes relating this attitude on religious opinions 

de-favourable for no-religious taxes in GCC countries (MgGee 1998, 

Yusufi 1971, Torgler 2006) which is a positive factor from libertarian 

perspective. 

The negative aspects from liberal classical perspective are shown 

in the results. In general and regardless the religious affiliation to Sufi 

or Salafi groups, little support is evident for open market for 

entrepreneurs from private sector. Little support was from the male 

educated with high social status in Sufi sample for the privatization 

of the companies owned by the government.  This result is not very 

strange if we review the literature on the issue of privatization in the 

Muslim world. In the papers of Guiso et al 2003 and Davis and 

Robinson 2007 based on data collected by the WVS we see that the 

male educated with high social status are the people who support 

more privatization of companies in the 70 percent of the world 

population. Surveys under the WVS programs have collected data 

between 2000 and 2003, six Muslim countries included. Algeria have 

shown that half of participants supported more ownership by 

governments companies (4.2 for Algeria and 6.7 for Egypt; 5.06 for 

the World population in scale of 10 points from less governmental 

ownership of companies (1 point) to more governmental ownership  

(10 points). Muslim population in the other hand are more 

supportive for competitive salaries ,2,9 for Algeria, 2,7 for Egypt and 

2,9 for the world population in scale of 10 points from  supporting 

competitive  salaries (1) to more equal salaries (10) but Pakistan had 
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the bad points of 7.17 points in supporting equality in salaries 

between workers. (Davis and Robinson 2007:143) 

 Other papers based on the data of WVS  collected between 1990-

2001 have shown that Muslim population share with Orthodox 

oriental countries similar low support for privatization process of 

governmental companies.  In a scale of 10 points from the low 

support to strong support(10 points), Muslim population obtain 5,6 

points in the scale of competitions between entrepreneurs(8.6 points 

support for privatization) and more support for competitive salaries 

(5,8 points from 10 points) (Norris and Inglehart 2004).   

For Davis and Robinson (2007) the religious people in Muslim 

countries support more involvement of the government in 

supporting the nationalization of companies and more engagement 

in social state welfare but religious people support less to have equal 

salaries for all workers. Some studies have tried to explain why 

liberalism ideology is weak among the Muslim people as shown in 

this study and confirmed by others papers. La Porta et al (1999) have 

given historical explanation relating the weak support of liberalism 

on the nature of Islam as religion that allows few spaces for 

individual freedom. However, other scholars have given more 

positive historical explanation relating the demise of liberalism to the 

practices of Muslim Rulers as the owners of individual needs and 

rights (Kuran 1997, 1998).   Muslim countries today are characterized 

by a weak private sector and low- income population (Kuran 1997, 

Paldam 2001, La Porta et al 1999).  

The notion of capitalism of convenience is more appropriate to 

explain the low support of privatization among Muslim 

population.This concept means a setting where the governments and 

the entrepreneurs are friends; people in government give access to 

markets only for their friend entrepreneurs.  Moussaoui (20014) used 

this notion to explain the situation in North Africa where only 

friends of government can do business and have access to 

information and resources to make high profit. 
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Based on this institutional approach to business we can explain 

why we found in our survey and in others‖ papers few supports 

among population in this region for opening markets for private 

entrepreneurs.People think if there will be privatization of national 

companies only entrepreneurs friends of politicians can have the 

opportunities to own the asset of big companies. People in North 

Africa are favourable for competitive markets between entrepreneurs 

and workers for salaries and opportunities but they are sceptical 

about the outcomes of de-nationalizing the economy, for them 

corruption is the main barriers for open market not Islam    

Conclusion  

How can Sufism help with open economy matter? Beyond the 

strong inclusive perspective of contemporary Sufism to be open for 

diversity in a globalized world, which is very important for open 

market for all nationalities and religions and genders, we nned to 

look further for the entrepreneurial side of the Sufi Islam. Sufi 

people generally are member in private organizations sponsored by 

Waqf asset. Sufi leaders have used the Waqf resources to sponsor 

their activities (welfare and education) by creating business activities 

(agriculture, commerce, and services) as it is well documented for 

Africa (Weiss, 2002) 

 There is evidence that Sufi Orders was engaging in 

entrepreneurial dynamic.The case of Gulan Movement is well 

documented in the creation of business companies to sponsor the 

NGO‖s linked to Khidma Movement. In North Africa (mostly in 

Algeria) Sufism was under attack during the socialistic regime (1962-

86) when the Sufi Leader was in prison and Waqf asset was 

confiscated.  The case of Alāwiyya order is well documented as 

victim of the Algerian socialism (Bentounes 2009).  In the Post-

socialism period, after 1988 the Alāwiyya Order has engaged in 

entrepreneurial activities by opening new companies of Information 
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Technology (ALIF company) (Bentounes 2009).The story of ALIF 

enterprise is a strong evidence that Sufism has potential 

entrepreneurial culture. We conclude that Sufi Islam in Algeria was 

excluded from the narrow national market under the socialist regime 

in the 1970s but resisted  socialism and showed the evidence that it is 

more supportive of entrepreneurial and open market culture.  
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Abstract 

Globalizations has emerged as a fascinating medium for stimulating 

trade across nations and borders, thus, improvising economic 

progress for human-kind. Moslem majority countries are not an 

exception from this development. Understanding people‖s 

preferences and attitudes towards selective issues was the first step to 

define a more comprehensive knowledge by approaching economic 

liberalism from an individual level. With the emergence of global 

trade war and protectionism as severe consequences of government 

intervention, this paper compares and discusses findings from 

Malaysia and Indonesia. 

Primary data sources were from two national surveys in Malaysia 

from 2016 and 2017 conducted by the Merdeka Center and a national 

survey in Indonesia conducted by CSIS Indonesia. Indonesia and 

Malaysia had experienced two major economic crisis of Asia 

Financial Crisis 1998 and Global Financial Crisis 2008-2009. Lesson 

from two event are extremely valuable and important for scholar. 

Historical context provided several lesson learned: external crisis was 

a critical momentum that altered the trajectory of politics and 

economy of the nation. Crisis also provided a good momentum to 

push political economy reform forward as exemplified in the Asia 

Financial Crisis 1998. From the carried survey, findings revealed 

tendency for more government intervention in the form of 

government subsidy and protection from foreign workers.  

Keywords: public opinion, trade and economic openness, 

Indonesia, Malaysia, Comparative Analysis 
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Introduction 

“Indonesia was born a free trade yet is consistently reluctant 

to accept globalization.” (Basri 2012:46) 

 

“regardless of their original rationale or intent, many SOEs 

have undoubtedly become problematic and often 

inefficient” (Sundaram, 2018) 

 

Globalizations has emerged as a fascinating medium for 

stimulating trade across nations and borders, thus, improving 

economic progress for human-kind. With the spread of market 

economy or capitalist economy embraced, the impact to society was 

tremendous: millions lifted out of poverty, improved quality of 

living, transform social relations and changing to compliment real 

world standard (Sally, 2016). Despite the witness of material progress 

due to globalizations and the flourishment of market economy, 

however,, anti-globalizations and tendency for protectionism 

(creeping protectionism) are continuously on the rise (Damuri and 

Pangestu, 2018).  

I begin this part by shedding light into the theoretical 

underpinning: first, the book of Acemoglu and Robinson (2012) and 

second a conference‖s book of Harisson and Huntington (2001). 

Acemoglu and Robinson‖s book (2012) reaffirmed the importance of 

political and economic institutions as source of nation origins for 

prosperity of poverty. They depicted that inclusive political and 

economic institutions rather than geography and culture as major 

contributing factors for nation‖s prosperity r and progress of 

economic materials. On the other hand, Harrison and Huntington‖s 

book (2001) reexamined the questions on countries‖ economic 

performance related to ethnicity and the role of cultural values as 

central factor for development in primary three spheres i.e., political, 

economic and social issues. Harrison and Huntington persuaded 
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readers on how to build in cultural values that foster human 

progress.  

Based on the two schools of social scholars namely the 

institutional school and the cultural school, we could understand 

how complex it is to alter a culture which had been embedded in 

society for decades. Culture is a complex phenomenon that is hard to 

change without proper incentive through force. Yet, with the 

establishment and development of political and economic 

institutions that support and reform plan, a country could make 

enormous improvement from time to time. This paper presents two 

comparative cases from Southeast Asia region – Indonesia and 

Malaysia.  

Before elaborating comparative political economy of two Muslim 

majority countries, it is also crucial to look back at the conference 

paper of El Moussaoui (2014). His paper remains significant because 

he provided deep analyses on the importance of trust and defined the 

factors that weakened free market within the Islamic world or 

Muslim majority countries. He continued claiming that people lack a 

possession of freedom to choose their goods and services due to 

multiple societal factors such as monopolies, heavy taxation, 

protectionism and others. For El Moussaoui, the weakness of market 

economy clearly was a symptom of lack of economic freedom. 

Therefore, in order to strengthen market economy, it requires 

economic freedom as a necessary conditions for:  

limiting size of the state, 

consolidating rule of law to protect property rights and  

ensure contract enforcement, fostering competition among all 

market participants.  

In order to achieve the novel remedies for strengthening market 

economy in my opinion, it also requires more profound 

understanding by approaching economic liberalism from public 

support. It could be understood through rigorous public opinion. 

My hypothesis in this paper argues that without the support stemming 

from individuals for market and institutional reform, economic 



Building an Islamic Case for Open Markets 

|384| 

liberalism is only a visionary. Therefore, it is a profound task to 

primarily understand the people‖s preferences, attitudes, and choices 

to build a more comprehensive conceptualization on what 

constitutes economic liberalism. Indonesia and Malaysia are two 

founding member of Association of Southeast Asian Nation 

(ASEAN). ASEAN establish in 1967, was initiated to achieve 

regional stability in politics and security. 25 years later, ASEAN 

continued its journey with establishment ASEAN Free Trade 

Agreement (AFTA) in 1993. AFTA was aimed to accelerate its 

economic cooperation toward a deeper regional economic 

integration (Damuri and Rafiriandi, 2017). 

Beside ASEAN member with AFTA as an environmental context 

for Indonesia and Malaysia, I argue that there is a mixture of 

economic and political reasoning. Political reasoning involves 

electoral democracy and political freedom which both countries had 

enjoyed. This study time frame is delimited to post-Asian Financial 

Crisis (hereafter AFC) uptil present. By selecting a period of twenty 

years (1998–2018), my paper provides a broad picture of political 

development and economic progress. The year of 2018 for Indonesia 

has marked its 20 years old of reformation era that began with the 

fall of Soeharto New Order Regime. As for Malaysia, 2018 will be 

remembered as political tsunami happened at the Malaya peninsula 

that its incumbent government known as coalition of National Front 

(Barisan Nasional) was defeated by Coalition of Hope (Pakatan 

Harapan) formerly People‖s Alliance.  

In addition to political reasoning, both economies were exposed 

to trade war that America had begun by escalating  conflicts so as to 

impose higher tariff on China‖s product. When we look at World 

Trade Organization (WTO), WTO reported a significant increase in 

the number of trade-restrictive measures introduced by G20 

Countries, from a total of 381 in October 2010 to 1,671 in October 

2016 (WTO 2016:4). Although both countries had experienced 

economic transformations during 1970s, 1980s and 1990s, it resulted 

in the emergence of a Muslim middle class which later faced the 
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challenge of identity maintenance (Pepinsky, Liddle and Mujani, 

2018). Another economic factor that plays a vital role is the 

economic face of globalization. Globalization has its own 

consequences and it had also altered the Muslim identity (Khoo and 

Hadiz, 2010 among others). Lastly, government‖s role in business has 

also been a crucial factor within the Indonesian economy. 

Approximately, around 30 percent of the total market is monitored 

through capitalization in Indonesian Capital Market (Katadata 2017) 

while as for Malaysia‖s economy, the number is even higher which is 

estimated to be around 42 percent of the total market capitalization 

of all public-listed firms (Gomez et al, 2018). 

Therefore, economic reasons consist of several factors: decline of 

global free trade, growth of Muslim middle class and steady 

government role in business indicated by presence of State-Owned 

Enterprises (SOEs)/Government-Linked Companies (GLCs). It also 

integrates political reasons as to question how reformation had 

sprung in Indonesia within these and the beginning of Malaysia‖s 

new government incoming. Through a comparative study, I mean to 

present the public opinion survey of two credible pollsters. This 

trend of surveying individual had its foundation in political liberty. 

Before 1998, there was no political freedom in Indonesia. Later, it 

was impossible to ask random opinions from individuals. I may 

continue to argue that public opinion is an outcome of political 

liberalization that had occurred twenty years ago. In order to discuss 

further, my paper raises two significant questions: first, what is the 

historical context of Asia Financial Crisis 1998 for Malaysia and 

Indonesia and how can AFC explain the changes and continuation of 

political environment and economic structures of the two compared 

countries. Second, how does the public opinion survey from 

Malaysia and Indonesia tell us about economic liberalism specifically 

with regard to free trade, economic openness, international economic 

cooperation and globalization and what lesson could be learnt.  

I arrange the paper as follow: Part I is introduction, Part II 

depicts the literature review from economics studies and political 
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scientist on how individual preferences influence the political process 

that shapes policies on trade and government role in an economy. I 

also highlight a sociologist view with regard to economic 

transformation. Variety of social science paradigm and methods– 

economist, political scientist and sociologist- are presented in this 

sector to provide rigorous framework for better understanding.  

Part III discusses Indonesian and Malaysia in comparative 

perspectives. Part III elaborates environmental and historical 

contexts that shaped the current trends of individual preferences. 

This section also discusses two major crisis – the AFC and Global 

Financial Crisis of 2008 and how it influenced the two economy. 

Part IV presents  public opinion survey that begins with the Center 

for Strategic and International Studies (CSIS 2017) and the Merdeka 

Center (Merdeka 2016 and 2017) alongwith a discussion based on the 

literature review and historical context. In part V, I will provide 

conclusion. 

Literature Review 

The concept of economic liberalism discussed in this paper is based 

on two aspects: free trade and government‖s role in economy. Since 

there is ample theories on international trade policy, I begin to 

present what previous study have suggested on free trade. 

Neoclassical trade theory firmly postulates that free trade is 

beneficial for a country specifically and the world at large, but there 

are gainers and losers from free trade. Based on Neoclassical trade 

theory, literature based on the formation of individual preferences 

provides two major explanations on people‖s trade policy preferences 

as illustrated in Figure 1 below: 
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Figure 1: Comparative Advantage and Specific Factors 

 

Source: Damuri and Pangestu (2018: page 111-112) 

 

Based on the first explanation of comparative advantage, 

implications could be drawn that individuals would then base their 

perception of trade policy on factor of production that they own. 

Therefore, in a capital-abundant country, the owner of labour would 

be the loser so he would negatively perceive free trade. Contrary to 

the first concept, the second explanation illustrates specific factors: 

the owner of factors production would base their preferences on 

how openness affects their industries. Studies cross country of Mayda 

and Rodrik (2005) found out that trade preferences at individual level 

closely follow comparative advantage of Heckers-Ohlin model. But 

other studies, for example, Busch and Reinhardt (2000) found that 

trade policy preferences of American manufacturing workers can be 

explained by comparative advantage of the industry they work, 

meaning supporting the specific factors of Richardo-Viner model. 

Mansfield and Mutz‖s (2009) sudy is also relevant to this study. 

Their study findings are interesting to be compared with Mayda and 

Rodrik as well as with Busch and Reinhardt‖s. Mansfield and Mutz 

argued that the distribution gain from trade to the factor of 
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•Free trade benefits abundant factors of 
production in the country and hurts the 
scaresd one 
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•Follow Ricardo-Viner model 
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production does not have major effects on individual preferences, 

rather people‖s perception of the benefits of trade for the economy in 

general is what determines their opinions. Thus, they find that 

ethnocentrism and foreign policy attitudes also affect people attitude 

toward openness.  

I also add policy based
1

 literature from Patunru and Rahardja 

(2015: 8-12), as they argue that there are a number of factors that play 

a role in the reemergence of inward looking trade (protectionism). 

Those factors can be summarized as follow:  

Exchange rate movements – rule of thumb is acted upon when 

the real exchange rate appreciates, export becomes more expensive. 

To compensate for reduced demand, sectors that produced traded 

goods often seek government‖s protection (tariff or non-tariff 

measures).  

A drop in Indonesian competitiveness after Global Financial 

Crisis 2008 commodity boom made export nearly tripled and revise 

in 2013 end of commodity.  

It related to the trauma of International Monetary Fund (IMF) in 

the wake of AFC 1997-1998. IMF‖s tight money policy during 

monetary crisis also worsened domestic economic situations for 

Indonesian state, private sector and the general public.  

Character of new Indonesian President Joko Widodo. Prior to be 

the 7
th

 Indonesian President, Jokowi was the governor of Jakarta and 

mayor of small city with around million inhabitants. He was well 

known for his success and chose ―the heterodox approach‖ toward 

development.  

The use of active industrial policies in many emerging East Asian 

countries, which may have prompted Indonesia to follow a similar 

path. 

In conjunction with economist, I present the political scientist‖s 

opinion on the growing literature for public opinion. As argued by 

two prominent Indonesianis who recently launched their new book 

“Piety and Public Opinion” – Tom Pepinsky, William Liddle and 

Saiful Mujani (hereafter PLM) a renowned political scientist- that 
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their study is not the first to draw on individual level public opinion 

to study Indonesia‖s politics or Indonesian Islam
2

. Moreover, they 

suggest that the strengths of survey-based approach are 

standardization, comprehensiveness and representativeness. From the 

data driven from the survey, they could test the relation between 

piety and Muslims‖ attitudes regarding their political choices, their 

market behavior of Islamic products and Muslim attitude toward 

world affairs in general. What I found interesting from their book is 

their effort to develop what is so-called piety index.  

Although defining piety or “religiosity”  is comples, however, the 

PLM followed the path of conceptual foundations of religiosity that 

was initiated by Steven Fish through his book “Are Muslim 

destinctive? A look at the evidence” released in 2011. Fish‖s research 

attempts to compare religiosity between Muslims and non-Muslims 

using World Value Survey of various editions. Later, PLM 

constructed indicators of piety such as: religion is to have, think 

about religion, prays at obligatory daily times, fast during 

Ramadhan, studies or read the Qur‖an, attends communal religious 

meetings, participates in ritual prayers for the deceased (tahlilan), and 

pays zakat after Ramadhan. After constructing piety indicator, PLM 

postulated what they measured as piety index after considering 

dimensionality, breadth and Aliran and ethnicity (PLM 2018: 33-51). 

To my knowledge, the piety index was developed on the Islam of 

Indonesia‖s local context and have not expanded to other Muslim 

societies.  

The final contribution of literature springs from sociology. Khoo 

and Hadiz (2010) depicted how Islam influenced politics  that is also 

familiar by the term ―Islam politics‖ in the two Muslim-majority 

countries of Southeast Asia, Indonesia and Malaysia. Although their 

paper was considered to have a broad focus that is on Islamic politics 

trajectories with four basic factors intertwined among four factors 

below. They conclude that “Islamic politics cannot be divorced from 

the contemporary and secular needs of those who articulate variants 

of that politics.” (Khoo and Hadiz, 2010:26) 
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Figure 2: Four Basic Factor 

Source: Khoo and Hadiz (2010:4) 

Indonesia‖s new order of economic growth was approximately 

7,5 percent per annum (1967-1997) with less political freedom that 

only lied with President Soeharto and his cronies. Nevertheless, 

economic development had transformed the chronic drop out of the 

country in 1966 leading to the emergence of a lower middle income 

country. Malaysia had experienced even more spectacular economic 

growth; it had grown its sustain 9 percent per annum (1988-1997). 

Sundaram and Wee (2014) divided Mahatir‖s regime into three 

phases, 1981-1985 new roles for the states; 1986-1997 inducing private 

investment; and 1997-2003 crisis management. Malaysia is currently 

considerd an upper middle income country. The Asia Financial 

Crisis of 1998 was a remarkable event that charted two different 

trajectories on the two allied country.  

Indonesia And Malaysia: A Comparison 

This part presents Indonesia and Malaysia in comparison, with 

regard to a need to understand their  historical context in order to 
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chart better explanation prior to presenting the public opinion 

survey. History is a structural recording of an articulate resultant 

political and economic power from the past (Ali, 2018).  A common 

sense explains the importance of historical context: whoever controls 

the past controls the present, whoever controls the present controls the 

future.  

The comparison starts with the performance of Indonesia and 

Malaysia using Economic Freedom Index of the Fraiser Institute. 

Economic Freedom Index provides empirical evidence on how a 

country had performed economic performance in the past. Back to 

the past in 1995,  Indonesia was ranked as the 29
th

 among 115 nations 

in terms of economic freedom, down from its place in 1985 (ranked 

15
th

) and in 1990 (ranked 13
th

) (Gwartney, Lawson and Block 

1996:116). The level of economic freedom in Indonesia in 1995 was 

still higher than in Denmark, France, Italy, Spain, Sweden, Greece, 

India, Bangladesh and Nepal. It was about the same level as in 

Belgium, Germany, Peru, Uruguay and Oman (Feng 2003:268). 

However, Indonesia‖s potential gains of economic freedom were 

compromised by its lack of political freedom. 

For Malaysia, the level of economic freedom did not decline in a 

fast rate. In 1995 Malaysia‖s economic freedom was ranked as the 23
rd

 

dropping from its 14
th

 rank in 1990 and  15
th

 rank in 1985. 

Nevertheless, Indonesian and Malaysia further dropped their rank 

and quartile after the AFC 1998. In 2000, Malaysia‖s level of 

economic freedom was ranked as the 67
th

 and Indonesia‖s economic 

freedom was ranked as 90
th

 while both countries were in the 3
rd

 

quartile. The table below provides a complete picture of economic 

freedom of each country. It also presents five indicators of economic 

freedom:  

 Size of government;  

 Legal system and property rights;  

 Sound Money;  

 Freedom to trade internationally;  

 Regulation 
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Source: EFW 2018 download from this link: 

https://www.fraserinstitute.org/economic-

freedom/dataset?geozone=world&page=dataset&min-

year=2&max-year=0&filter=0  

https://www.fraserinstitute.org/economic-freedom/dataset?geozone=world&page=dataset&min-year=2&max-year=0&filter=0
https://www.fraserinstitute.org/economic-freedom/dataset?geozone=world&page=dataset&min-year=2&max-year=0&filter=0
https://www.fraserinstitute.org/economic-freedom/dataset?geozone=world&page=dataset&min-year=2&max-year=0&filter=0
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Syamsul Bahri (2017) provided an analytical framework to 

understand the changes and continuity of government policies to 

reform Indonesian and Malaysian economy in the wake of AFC. He 

argued that the response of government officials toward the cause of 

crisis would determine economic policy specifically the 

macroeconomic policy to overcome the crisis. The changes of 

macroeconomic management after the crisis followed the path 

illustrated below: 

 

 

 

Figure 3 Changes of Macroeconomic Policy 

 

Souce: Syamsul Bahri (2017:234) 

  

In addition to the analytical framework, Bahri identfied three 

factors of political economy landscape in Indonesia that are 

substantially different from that of Malaysia‖s. . The first factor was 

the competing narrative between Indonesian technocrats and 

technologist
3

 in the cabinet. The second factor was based on the cause 

of economic crisis, when technocrats believed that the cause of crisis 

was due to moral hazard and nepotism as a contributing factor of 
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why external shocks of other currencies (Bath and Ringgit) created 

huge external debt and monetary crisis. The third factor was the 

economic reform package that was discussed and deliberated between 

Indonesian government and the representative of IMF so that 

Indonesia could obtain support from the institution and would 

consequently gain back its market trust. In other words, Indonesia‖s 

government policy to overcome crisis was to liberalize its economic 

sector. Upon Malaysia‖s case, Bahri also recognized three factors 

including: (1). distributive
4

 paradigm of economic development, (2). 

Political decision from Malaysian government on the root cause of 

crisis, and (3). controlling the capital flow in order to stabilize 

Ringgit currency. Unlike Indonesia, Malaysia‖s government was not 

liberalizing its economy during the crisis period.  

The AFC 1998 was a crucial momentum that finally created a 

rather different trajectory for the two neighbor countries. The 

Indonesian economy needed many years to gain its pre-crisis 

performance and I suspect that the Malaysian economic performance 

was much better than that of Indonesia‖s. Fast forward the time, 

subprime mortgage of America resulted in Global Financial Crisis 

(hereafter GFC) in 2008. The Malaysian economy impacted more 

than Indonesia‖s as a contagious factor of GFC that spread all over 

the world. The crisis also altered the perception and policy toward 

market economy. Razeen Sally (2016) urged the GFC ended an era of 

market liberalization. He then continued, “the world economy after 

the World War II up to 1980 marked first phase of spreading 

capitalism around the region and from 1998 up to 2008 marked 

second phase of global capitalism”. Comparing the two eras of 

capitalism, it was important to provide global environmental context 

to understand open economy of the two countries applied. Each era 

could be illustrated by characteristics as followed in figure 4: 
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Figure 4 Comparative capitalism 

 

Source: Sally (2016:4) 

 

Since 2008, Sally‖s recorded public policy has been more 

interventionist and the balance between state and market has shifted. 

Following the remedy of GFC, Keynesianism was once again 

embraced to be a savior of economic depression. Since Keynes argues 

that a chronic lack of aggregate demand prolongs the debt-deflation 

of the Great Depression, hence, government should use deficit 

spending to stimulate demand. Unlike the remedy proposed for 

AFC, Indonesia and Malaysia followed a similar pathway to 

overcome the GFC 2008. The same path meant that there was no 

evidence of any big difference of strategy that both countries persue. 

In order to provide an outlook on the current situation of trade 

in Indonesia and Malaysia, I present several indicators, starting from 

comparative economic openness among several ASEAN countries; 

Gross Domestic Product (GDP) compared to trade; Indonesia and 

Malaysia‖s trading partner and lastly the non-tariff barrier enforced 

by each country that is considerd harmful for trade measure. 

Indicators were produced from several institutions that were the 

incharged for promoting free trade and competitive market among 

nations, such Organization of Economic Cooperation and 

Development (OECD) report on Indonesia‖s economic openness 
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(2012), OECD Malaysia economic assessment (2016) and Global 

Trade Alert of Center for Economic Policy Research (CEPR). Those 

indicators were mostly typical macroeconomic indicator selected to 

give a sense of comparison and would sum up the similarities and 

dissimilarities between the two economies. 

 

 

Table 1 Indonesia and Malaysia Compared 

Country (Export + 

Import)/GDP 

as percentage 

Stock 

FDI/GDP as 

percentage 

Average tariff 

(MFN) as 

percentage 

2017 

Economic 

Freedom 

Index 

INDONESIA 42 25,6 6,9 61,9 

MALAYSIA 134 40,0 6,1 73,8 

PHILIPPINES 63 19,9 6,3 65,6 

THAILAND 127 44,8 11,0 66,2 

Source: Comparative indicator of economic openness from Hill and 

Pane (2018) 

 

As shown, Malaysia was better positioned compared to Indonesia 

based on its connection to global trade and global investment as 

indicated in export and import proportion to GDP (as percentage) 

and stock Foreign Direct Investment (FDI) proportion to GDP (as 

percentage also). But both is quite the same when it came to average 

tariff. GDP per capita and trade as percentage of GDP for Indonesia 

and Malaysia respectively. 
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Source: OECD assessment on Indonesia (2012) 

 

 

Source: OECD assessment on Malaysia (2016) 
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Indonesia and Malaysia top trading partner in goods trade present 

below: 

 

 

 

Source: OECD assessment on Indonesia (2012) 
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Source: OECD assessment on Malaysia (2016) 

 

The last indicator is a harmful trade measure from the global 

trade alert in 2015, comparing five Asian countries (Indonesia, 

China, Malaysia, Thailand and India). Malaysia and Thailand had 

small harmful trade measure lower than Indonesia, China and 

Thailand.   
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Similarity 

Malaysia and Indonesia certainly are an open economy with modest 

economic growth after AFC 1998. Both have a mixture of market 

economy and more interventionist government policy as seen in 

Government Linked Company (GLC) in Malaysia and State Owned 

Enterprises (SOE) in Indonesia. GLC and SOE have a major role to 

play in economy which supports government‖s provision of public 

goods.There is a policy for SOEs to provide public service 

obligation. For example: President Joko Widodo‖s policy on the one 

price oil policy in order to lower down the development of equality 

for the eastern part of Indonesia. This populist policy had its 

estimated cost approximately 53 million USD
5

 or 800 billion IDR.  

 

Disimilarity 

The Malaysian economy is relatively connected with global economy 

through trade. The picture above shows GDP and trade at constant 

price in Malaysia which provides an informative picture on how 

trade keeps growing after the GFC. On the other front, trade as 
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percentage of Indonesian GDP is declined after the GFC. By the 

measure of harmful trade of global trade, Malaysia performed 

extremely better than Indonesia. We could observe that the bigger 

size of demography (population) and geography (areas) the more a 

country‖s implementation is harmful towards trade as compared to 

smallersized countries. Indonesia (115), China (131) and India (356) 

tend to commit more to protectionism in terms of non tariff 

measures rather than Malaysia (18) and Thailand (22).  I end this 

section by presenting a similarity and dissimilarity of Malaysia and 

Indonesia‖s economy while focusing on trade policy, its relation with 

GDP and restrictions made toward trade through non tariff measure.  

 

INDONESIA  AND MALAYSIA: SURVEYS 

I present the public opinion survey: the primary data‖s time span 

from Malaysia‖s Liberalism survey is of two years – 2016 and 2017 

that was collected through Merdeka Survey while primary data of 

Indonesia was collected from the CSIS national survey of 2017. The 

basic features between the two surveys are quite the same: 

respondents are randomly selected based on multistage random 

sampling and the survey is conducted through face-to-face interviews 

with the respondents. 

Malaysia 

I provide the findings as follows: (1). Descriptive data of survey 

sample; (2). Main findings.  
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Descriptive data 

 

ITEMS NUMBER 

Total Sample 1206 

States 14 

Constituencies 222 

Margin of Error 2.82% 

Ethnicity :   

Malay 52% 

Chinese 29% 

Indian 7% 

Muslim Bumiputera 6% 

Non-Muslim Bumiputera 6% 

Gender :   

Male 50% 

Female 50% 

Age Group :   

21-30 25% 

31-40 17% 

41-50 20% 

51-60 18% 

>60 20% 

Occupation/Sector :   

Private 35% 

Self-employed/Business 20% 

Homemaker 18% 

Retired 14% 

Government 8% 

Student/Others 5% 

 

Source: Merdeka Survey (2016-2017) 
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Source: Merdeka Survey (2016-2017) 

 

Statement 1 –a big role of the government in the economy with 

many GLCs is a positive sign. This helps Malaysia‖s economy and 

creates numerous jobs.  

Statement 2 – an open economy without GLCs would be a 

positive sign. This would create fair competition, opportunities for 

all, more jobs and more growth. Many Malaysians would benefit. 

  

 

Source: Merdeka Survey (2016-2017) 
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Statement 1 –The government should control trade (domestic and 

international) and give subsidies to Malaysian producers and 

businessmen to help them grow.  

Statement 2 – Free trade (domestic and international) without 

subsidies would make Malaysia competitive and be beneficial to 

business and consumers in the long run. 

 

 

 

Question – the government should help the needy, irrespective of 

race 

 

Indonesia 

I provide the findings as followa: (1). Descriptive data of survey 

sample; (2). Main findings.  

Descriptive data 

Items Number (%) 

Median age 31 

Male 50.1 

Median expenditue (Rp thousand/month) 1593.8 

Living in java 56.9 

Education  

University graduate 12.6 

94% 

5% 1% 

95% 

5% 0% 
0%

20%

40%

60%

80%

100%

AGREE DISAGREE UNSURE/REFUSE

3rd response the govt should help the needy 

2017 2016
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secondary school graduate 44.6 

Employment  

Self-employed               

24.70  

Source: CSIS national survey (2017) 

  

The questions are raised on four aspects of economic openness as 

captured by the concept of trade, investment, tourism and migration 

were as follows: 

Q1: Do you think the importation of product from abroad to 

Indonesia is beneficial or harmful? 

Q2: Do you think it is beneficial or harmful to have companies 

from abroad operating in Indonesia? 

Q3: What is your opinion about foreigners visiting Indonesia for 

tourism or business? 

Q4: What is your opinion about having many foreign workers in 

Indonesia? 

 

 

Source: CSIS national survey (2017) 
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Beside the four questions, respondent were asked about 

Indonesia‖s participations in cooperative international economic 

arrangement as well as globalizations. Questions were as follows: 

Q5 – Do you think Indonesia‖s participation in various 

cooperative international economic arrangement is beneficial for 

Indonesia‖s economic interest? 

Q6 – Do you think globalization poses a threat to the unity of 

the nation? 

 

 

Source: CSIS national survey (2017) 
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Source: CSIS national survey (2017) 

 

Discussion and Conclusion 

Based on the public opinion survey, some general points could be 

drawn: first, Merdeka survey already provides us with a comparison 

of two years and I know that this year the pollsters will continue to 

survey the respondents. Interestingly, 2018 remarked changes in 

federal and local governmenta after pakatan harapan won the 14
th

 

General Election. This year‖s results should be more interesting to 

find out. Second, although the set of questions from Merdeka are 

different from that of  CSIS, however, respondents‖ opinion on 

government‖s role in domestic and international economic 

agreement, was more welcoming. In the case of Malaysia, 

respondents also wanted the government to help the needy 

irrespective of race and provide subsidy for local business. 

Third, for Indonesia, the  respondent tendency toward foreign 

workers is considered harmful rather than being a positive sign for 

import and foreign investment. But when it comes to tourism, 

Indonesia is always welcome to foreigner. A common feature of 

40 

60 
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Indonesia and Malaysia is the bigger role of government‖s 

involvement in business by investing through GLCs or SOEs and 

providing public service obligation (PSO). Although, PSO tends to 

distort market prices because SOEs in many cases is considered as a 

monopolist non competitive industry.  

This paper began with a historical context tracing how Indonesia 

and Malaysia shared impact of AFC 1998 to their respective 

economy and political structure. Globalization of finance had also 

created problems to two open economies like Indonesian and 

Malaysian market. Role of national leaders in relation to local 

dynamics of politics and international relations will probably 

influence public discussion and debate on openness, free trade and 

proper role of government in a small open economy like Indonesian 

and Malaysia. The emergence of New government under the Prime 

Minister Tun Dr Mahatir winning the General Election this year and 

next year will be a decisive moment for President Joko Widodo and 

Indonesian as a nation also, whether or not he could continue his 

presidency
6

. The historical context provided teaches us that crisis 

could be a valuable momentum to changing the course of economic 

development by altering the old economic paradigm which already 

obsolate into new paradigm more suitable for challenges and 

opportunities laid ahead.  

The two surveys also revealed that public opinion could be 

positioned to be “a start line” to understand public support for 

market-friendly reforms and market mainstreaming. From the two 

surveys, I suggest that there is a need to continue popularizing the 

idea of economic liberalism – in this case it is free trade, economic 

openness and economic freedom in general sense- by choosing 

partners along the way. It is important to know more on taxonomy 

of political attitude toward free market reform – the Indonesian case 

informed us- technocrats, politicians, bureaucracy, media, civil 

society organizations and academia. 
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NOTES 

                                                        

1

Writers published their paper for The Lowy Institute for International 

Policy is an independent policy think tank. Its mandate ranges across all the 

dimensions of international policy debate in Australia – economic, political 

and strategic  

2

 An important story to add here, Saiful Mujani explained during his book 

launch that public opinion survey began for his dissertation writing on 

Muslim Democrat with supervisor from William Liddle and later Tom 

Pepinsky joined their teams. Saiful Mujani also emphasized that first public 

opinion survey occurred during the election of 1999, they monetized the 

momentum of first election in reformation era.  

3

 On one hand, technocrats were an idiom for economist and academicians 

serving long tenure with New Regime. They were also renowned as Mafia 

Berkeley. On other hand, technologists were an idiom for engineering and 

military background also serving in Soeharto‖s Administration for quite 

sometimes. Both embraced market economy and openness. Difference is 

witnessed in how the government played its role in open economy (Fajar 

2010 and Bahri 2017)  

4

 Gomez et al (2018:8) mentioned the Malaysian government‖s primary intent 

when actively intervening in the economy in 1970 that responded to two 

important issues: equitably redistributive wealth between ethic group and 

nurture entrepreneurial domestic enterprises that will drive industrialization.  

5

https://bisnis.tempo.co/read/1045997/jokowi-kebijakan-bbm-satu-harga-

habiskan-biaya-rp-800-miliar/full&view=ok 

6

 Analysis for two leaders could be found here: 

https://www.iseas.edu.sg/images/pdf/ISEAS_Perspective_2018_46@50.pdf  

and https://www.lowyinstitute.org/publications/trade-protectionism-

indonesia-bad-times-and-bad-policy 

 

https://bisnis.tempo.co/read/1045997/jokowi-kebijakan-bbm-satu-harga-habiskan-biaya-rp-800-miliar/full&view=ok
https://bisnis.tempo.co/read/1045997/jokowi-kebijakan-bbm-satu-harga-habiskan-biaya-rp-800-miliar/full&view=ok
https://www.iseas.edu.sg/images/pdf/ISEAS_Perspective_2018_46@50.pdf
https://www.lowyinstitute.org/publications/trade-protectionism-indonesia-bad-times-and-bad-policy
https://www.lowyinstitute.org/publications/trade-protectionism-indonesia-bad-times-and-bad-policy
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Abstract 

Since the launch of Bitcoin, cryptocurrencies continue to generate 

headlines and intense debate. What started as an underground 

experiment by a rag tag group of programmers armed with a 

Libertarian manifesto has now resulted in a thriving $230 billion 

ecosystem, with constant on-going innovation. Scholars and 

researchers alike are realizing that cryptocurrencies are far more than 

mere technical innovation; they represent a distinct and 

revolutionary new economic paradigm tending towards 

decentralization. Unfortunately, this bold new universe is little less 

explored from the perspective of Islamic economics and finance. This 

research focuses on the aspects of grading cryptocurrencies as ―money‖ 

from an Islamic perspective. With that, a debate is initiated taking us 

back to the Islamic modules and principles. In addition, we argue that 

this debate necessitates rethinking certain fundamental definitions. 

We conclude that the cryptocurrency phenomenon, with its radical 

new capabilities, may hold considerable opportunity, which merits 

deeper investigation. 

Keywords: Islam, Economics, Cryptocurrency, Commodity, 

Bitcoin, Gold, Fiat, Bitcoin, Money. 

Introduction 

The experiment led by group of programmers, resulted in the 

creationof a Bitcoin. Since its market appearance, it has been grouped 

in numerous scandals and now dominates a thriving $230 billion 
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cryptocurrencies ecosystem
2

 with active on-going technological and 

financial innovation.  

Despite numerous obituaries in the mainstream economics press
3

, 

Bitcoin continues to confound its critics. Currently Bitcoin trades at 

around the $6500 mark, alongside other prominent cryptocurrencies 

such as; Ethereum ($204), Dash ($154), Cash ($121), Monero ($104), 

Litecoin ($52), and Ripple ($0.46).
4

 It is legal to use Bitcoin for 

payments and trading purposes in several countries, including the 

United States, Canada, the United Kingdom, Australia, Turkey, and 

Brazil and it has notably attained legal tender status in Japan and 

Germany.
5 

Despite of being in continuous limelight, Bitcoin has generated 

intense debate in economics and policy circles. Here it is now widely 

understood that the Bitcoin is not a mere innovation in payment 

technology, but rather represents a distinct and revolutionary new 

economic paradigm. Itsremarkable innovator,Satoshi Nakamoto, 

who introduced himself on the Cypherpunk mailing list almost ten 

years ago, articulates that: “I’ve been working on a new electronic cash 

system that’s fully peer-to-peer, with no trusted third party.”
6 

With its marked shift towards decentralization, Bitcoin has 

forcefully reignited the century-old debate between the Keynesians 

and the Austrian regarding government intervention in the economy. 

Nakamoto himself states in an oft-quoted forum post, “The root 

problem with conventional currency is all the trust that's required to 

make it work. The central bank must be trusted not to debase the 

currency, but the history of fiat currencies is full of breaches of that trust. 

Banks must be trusted to hold our money and transfer it electronically, 

but they lend it out in waves of credit bubbles with barely a fraction in 

reserve.”
7 

This worldview has numerous supporters, including former US 

Vice-President Al Gore who describes himself as “a big fan of Bitcoin” 

and echoes Liberal philosopher John Locke when he comments: 

“Regulation of money supply needs to be de-politicized.”
8

 Economics 

journalist Matthew Bishop compares Bitcoin‖s emergence to the 
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recent “resurrection” of gold, and cites the two as “a response to 

falling confidence in the soundness of government-backed ‘fiat’ money in 

an era of quantitative easing.”
9 

On the Keynesian end of the spectrum, economist Robert Shiller 

dismisses Bitcoin as a trend, similar to the bimetallism fad of the 19th 

century. Economist Nouriel Roubini is very vocal in criticizing the 

cryptocurrency universe as a bubble and “the mother of all price 

manipulations”.
10

 Former chief economist at the IMF, Kenneth 

Rogoff predicts that governments will eventually take over 

cryptocurrencies, much as they did in the case of standardized 

coinage and paper currency, both of which also originally started out 

as private sector innovations.
11 

Unfortunately, this bold new experiment in money is little 

explored from an Islamic economics perspective. Efforts in this 

domain have mostly been high level and non-technical discussions, 

focusing overwhelmingly on Bitcoin‖s role as a volatile commodity 

rather than a medium of exchange. This research attempts to address 

this deficiency with a more wide-ranging and thorough treatment. 

Significantly expanding the discussion on whether cryptocurrencies 

qualify as ―money‖ from an Islamic perspective,we revisit certain 

fundamental notions in the debate and highlight potential advantages 

of a ―Bitcoin standard‖ that may appeal to Islamic economics. 

Starting with a short primer on Islamic economics fundamentals 

and cryptocurrencies, this paper follows the existing knowledge on 

the subject, enlisting and discussing them subsequentlyand then 

presenting the arguments likewise. .  

We find that even as cryptocurrencies, by virtue of their radical 

design, present unique challenges to conventional systems, they also 

offer unprecedented opportunities. Specifically, from an Islamic 

economics perspective, cryptocurrencies resist the outright excesses 

of conventional fiat systems, the high costs and uncertainty of 

commodity money, and may therefore represent a useful and 

important step towards a credible Islamic system. 
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We hope our humble effort contributes to the ongoing debate in 

this exciting new domain. 

Background  

A Primer on Islamic Economics 

The field of modern Islamic economics is widely considered to have 

emerged in the twentieth century, primarily due to the pioneering 

efforts of Iranian cleric Baqir Sadr and Pakistani theologian Abu- 

―Ala Mawdudi.
12 

This field is considered a sub-domain of Islamic 

jurisprudence (fiqh), which aims to harmonize economic thought 

and practices with Islamic ideals and behavioral norms as spelt out in 

Islamic scripture (Quran and Sunnah). Proponents of Islamic 

economics typically promote it as a legitimate third alternative to the 

mainstream systems of capitalism and socialism, as a middle way, 

which avoids the excesses of the two.
13

 

We quote here from Askari, Iqbal, Mirakhor regarding the ideals 

of Islamic law: “The overall aim or objective of Islamic law—that is, 

the concept of maqasid-al-Shariah—is to promote the welfare of 

humankind and prevent harm by preserving the faith, lives, intellect, 

prosperity, wealth, and interests of future generations. The 

preservation of these promotes society and its interests. The 

achievement of society‖s interests (maslahah) is essentially the same as 

maqasid; they are one and the same.”
14

 

In light of these aims, Islamic scholars have proposed various 

guidelines for an ideal economy, including rules regarding property, 

framing of contracts, codes of conduct for investment and markets, 

workplace ethics, and wealth distribution, etc. There is a widespread 

consensus on certain key practices, sufficiently discussed and 

explained in the literature, such as the following: 

 Prohibition on usury (Riba) and its financial derivatives 

 Encouragement of participatory banking (i.e. Profit and loss 

sharing) 
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 Prohibition on gambling and speculative activities (futures, 

casinos, zero-sum games, traditional insurance, etc.) 

 Prohibition on earning from unethical and immodest activities 

(e.g. Adult industry, music, etc.) 

 Prohibition on trading in forbidden goods (e.g. Alcohol and 

pork) 

 Restricting monetary transactions to existing goods and services 

 Compulsory charity (Zakat)
 15

 

A Primer on Cryptocurrencies 

Here we present a short non-technical overview of Bitcoin as a 

representative cryptocurrency, followed by a consideration of its 

security properties. 

The Bitcoin payments system may be visualized as a distributed 

and highly synchronized ledger, which tracks the ownership of 

virtual currency units (or bitcoins). To transact in bitcoins, users 

create a pair of cryptographic credentials, a public and a private key. 

The public key is used to generate a Bitcoin address, which is the 

equivalent of a personal bank account number, while the private key 

enables users to spend the coins associated with an address. Bitcoin 

transactions are simply statements listing the Bitcoin addresses of the 

sending and receiving parties, the amount to be transferred. This 

entire statement is endorsed by the sender‖s private key, thereby 

authorizing the transaction. 

Users create and dispatch transactions on Bitcoin‖s global peer-to-

peer network. This network is operated by voluntary participants 

(termed peers), running the Bitcoin protocol and maintaining a local 

copy of the Bitcoin blockchain. This is an authoritative ledger with a 

record of all prior transactions authorized by the network. Each peer 

independently verifies every incoming transaction against this ledger 

before accepting it as valid. Certain peers, referred to as miners, 

collect user transactions in batches, or blocks, and then periodically 

compete in a decentralized lottery protocol to insert their block in 

the blockchain. Bitcoin incentivizes miners by rewarding the 
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winning parties with newly created bitcoins and awarding them any 

transaction fees accumulated from their blocks. 

This mechanism enables independent and mutually untrusting 

parties to transact fairly without reliance on a trusted third party. If 

any party tries to re-spend money from an address that has already 

been spent, nodes in the network will detect the discrepancy during 

the transaction verification process. Furthermore, any node in the 

network can participate in the mining protocol to select which 

transactions are inserted into the canonical record. This strategy 

prevents a single point of failure in the network and defeats 

censorship. 

The protocol relies for its guarantees on network-wide consensus. 

As long as a majority of the nodes in the network are honest, 

malicious parties are unable to double-spend funds, censor or reverse 

transactions, or generate extra new currency units. Bitcoin also 

affords users a degree of anonymity in that Bitcoin transactions do 

not require any personal information regarding the sending and 

receiving parties. 

However, certain weaknesses in the protocol have been 

discovered recently: for instance, anonymity in Bitcoin can be 

compromised by employing clustering and forensics techniques
16

. 

Second, certain parties can accumulate excess computing power and 

thereby exercise a disproportionate influence over the mining 

process. The mining process is also compute-intensive andit has 

reached on unsustainable levels of energy consumption 
17

.  

Prior Work 

Here we briefly summarize how various scholars and researchers 

have assessed cryptocurrencies from an Islamic perspective. 

Research Literature 

Existing work in this domain has mostly adopted a piecemeal 

approach in that researchers have focused on selective aspects of 

cryptocurrencies to the exclusion of others. Their opinions have 
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mostly been favorable and several have suggested that concerns 

regarding the permissibility of cryptocurrencies may be resolved 

with technical modification and policy regulation
18

. 

Meera
19

 discusses the requirements for money in Islam and 

concludes that cryptocurrencies fall short because of having no 

intrinsic value of their own. However, discussions by Evans
20

, 

Muedini
21

 Oziev
22

 argue that Bitcoin (or a similar system), with a few 

alterations, might actually prove a more appropriate medium of 

exchange from an Islamic perspective than existing interest-backed 

fiat currency. A pioneering effort in this regard is due to Bergstra
23

, 

who references Maulana Mawdudi‖s discourse and recasts Bitcoin as a 

money-like commodity, which does not intrinsically support debt-

creation and is therefore not fundamentally opposed to the Islamic 

vision.
 

Abu Bakr
24

 argues that aspects of uncertainty (gharar) and risk 

within Bitcoin due to its price volatility, most specifically its 

transaction mechanics, pose challenges from an Islamic perspective. 

Similarly, Bergstra also notes that the random lottery-like 

mechanism behind mining may be problematic in that it is 

reminiscent of gambling, and he suggests that the mining function be 

expressly relegated to trusted parties.  

Abdullah
25

, Zubaidi
26

 and Yousaf
27

, propose that the Islamic states 

co-opt cryptocurrency technology to create national currencies that 

are alternatives to existing fiat currencies. They propose numerous 

modifications to decentralize cryptocurrencies, including reviving 

the role of central banks and authoritative entities within the 

ecosystem, or backing currency units with commodities like gold or 

silver. 

Legal Opinions 

A number of scholars have issued legal opinions (fatwas) regarding 

Bitcoin. These efforts also focus on specific aspects of 

cryptocurrencies. 
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Mufti Taha Karaan and Mufti Siraj Desari (South Africa), Darul 

Ifta, DUZ (South Africa), Professor Monzer Kahf argue that owning 

and trading Bitcoin as permissible (mubah), based on social 

concurrence (istilah) and common usage (ta‖amul), however they are 

not yet convinced about its position as a currency.
28

 

Dar ul Ihsan (South Africa) recommends Muslims abstain from 

using Bitcoin until more clarity is achieved regarding 

cryptocurrencies. They base their fatwa on the suspicion that, given 

their lack of intrinsic value, cryptocurrencies may prove to be a 

pyramid scheme. Sheikh A. S. Abu Ghuddah (Syria) also currently 

deems Bitcoin impermissible and un-Islamic due to excessive 

uncertainty regarding its value and the associated security risks, but 

he does not prohibit it. Diyanet (Turkey) similarly proscribes 

Bitcoin and cites its widespread use in criminal activity. 
28

 

Wifaqul Ulama, Sheikh Haitham al-Haddad and others from UK, 

Darul Iftaa, (India), along with Sheikh Imran Husain (Trinidad), 

Mufti Shawki Alam and Magdi Ashour (Egypt), Assim al-Hakeem 

(Saudi Arabia), have declared Bitcoin as forbidden (haram) because it 

is not issued by the state, the mining process is similar to gambling, 

excessive price volatility is a grave risk, and that Bitcoin is used to 

fund terrorists.
28 

The Commodity Debate 

Money in Islam 

Money has taken various forms over history, ranging from barter 

(the exchange of goods), to commodities (e.g. grains, dates, etc.), 

precious metals (gold, silver), standardized coinage, gold-backed 

paper currencies, and now, fiat systems. Recent years have witnessed 

renewed interest in the question of what constitutes money from an 

Islamic perspective. In an informative survey on this question, 

Haneef and Emad, categorize scholarly views on this question into 

two main camps: those who limit money only to gold and silver and 
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those who do not.
 29

 We briefly consider their arguments here and 

present a case for cryptocurrencies. 

Proponents for a definition of money that is exclusive to gold and 

silver cite numerous Quranic verses, which equate money with gold 

and silver (e.g. al-Tawbah: 34, Al-Imran: 75, 91, and Yusuf: 20). 

Moreover, the calculation of zakat on wealth is based on gold and 

silver, as is that of blood-money (diyah). The Prophet himself as well 

as the guided caliphs are also known to have explicitly approved the 

use of gold and silver as money. Furthermore, gold and silver possess 

intrinsic value and are known for their ability to preserve their value 

over long durations. 

On the other hand, in early Islamic history we find various 

incidents in support of a more flexible definition for money. At the 

time of the Prophet (PBUH), Muslims were known to use gold, 

silver, and Byzantine coins. Limited amounts of copper coins (fulus) 

were also in circulation. There is also anecdotal evidence from that 

period whereby remuneration was paid using rice, dates, wheat, 

barley, and salt. In one instance, Hazrat Umar, during his caliphate, 

discussed the idea of using leather from camels as money but the 

Sahabah (Companions) disagreed. This example is revealing, because 

the disagreement was not on the grounds that the idea was not 

permissible, but because implementation of it would lead to a 

shortage of camels. 

The introduction of fulus was necessitated in certain cases due to 

the difficulties of relying solely on gold and silver as money in 

instances such as shortages. Ibn Taymiyyah (d. 728 A.H) accepted 

fulus as money: “The authority should mint the ‘fulus’ coins (other than 

gold and silver) according to the just value of people’s transactions, 

without any injustice to them”. However, it is pertinent to note that 

fulus circulated in limited amounts in Ibn Taymiyyah‖s lifetime and 

was not the primary currency in thatperiod.
30 

 

However, fulus created controversies of its own. During the reign 

of Muhammad b. Ali (806 AH), large quantities of fulus in 

circulation led to hyperinflation. This was accurately diagnosed by 
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the historian Al-Maqrizi, and likely shaped his opinion that gold and 

silver should be the primary forms of money, whereas small 

quantities of fulus in circulation is acceptable
31

 

Imam Ghazali and Ibn Taymiyyah also condemned the issue of 

debasement by alloying gold or silver with an inferior metal to mint 

coins (maghshzish money) or by reducing their weight. However, 

Imam Ghazali holds the view that such coins are acceptable if issued 

by a central authority
32

. 

Scholars who subscribe to the view that money can be apart from 

gold and silver, cite the principle of ibahah, according to which a 

matter is considered impermissible only if there is a prohibition to 

that effect in the Quran or Sunnah. These scholars also maintain that 

such issues fall under al-masalih al-mursalah, i.e. it is to the discretion 

of the authorities of the time to decide on these matters in the 

interest of social welfare. Furthermore, Islam aims to promote 

harmony in society and ease hardship, a goal that might be hindered, 

especially today, due to the limited supply of gold and silver in the 

world. However, an important consideration in the case of a new 

currency is that other Islamic injunctions such as Zakat and the 

prohibition on usury still need to be strictly observed.
31 

Bitcoin and gold 

If we turn to cryptocurrencies today, particularly Bitcoin, we 

observe that Bitcoin meets most contemporary notions of a currency: 

it serves as a medium of exchange (as an intermediary in trade), a unit 

of account (it is quantifiable).It is divisible into smaller units 

(satoshis), fungible (a bitcoin is mutually interchangeable with other 

bitcoins), durable, and it is portable. The only negatively portrayed 

attribute is that Bitcoin‖s price volatility compromises its role as a 

store of value. However, proponents argue that as cryptocurrencies 

become more established, we can expect to see prices stabilize in the 

long term. 
33

 

This is also widespread discussion in the mainstream economic 

press regarding Bitcoin‖s affinity with gold, due primarily to the fact 
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that Bitcoin has emerged as a competitor to the established fiat 

paradigm. Satoshi Nakamoto, himself, articulates the metal-like 

nature of Bitcoin in responding to a forum post as follows: 

“As a thought experiment, imagine there was a base metal as 

scarce as gold but with the following properties: 

 

boring grey in colour 

not a good conductor of electricity 

not particularly strong, but not ductile or easily malleable either 

not useful for any practical or ornamental purpose 

and one special, magical property: 

can be transported over a communications channel 

 

If it somehow acquired any value at all for whatever reason, then 

anyone wanting to transfer wealth over a long distance could buy 

some, transmit it, and have the recipient sell it. 

Maybe it could get an initial value circularly as you‖ve suggested, 

by people foreseeing its potential usefulness for exchange (I would 

definitely want some). Maybe collectors, any random reason could 

spark it.”
34

 

Indeed, Bitcoin shares several properties with gold that appeal to 

the Libertarian worldview. Both Bitcoin and gold are stateless. They 

incur considerable mining costs, and they are scarce, i.e. they cannot 

be created “out of thin air” by central banks as in the case of fiat. 

Due to this last property, countries on a gold standard have had a 

considerably limited scope of monetary policy as compared to the 

case of fiat. 

However, there are significant differences nevertheless. Whereas 

gold remains a physical commodity, Bitcoin is digital and intangible. 

Gold has had an intrinsic value over the centuries, whereas there is 

debate over how to quantify or even define such a value for Bitcoin. 

However, the most striking dissimilarity is their supply and demand 

mechanisms. While gold is mined around the world and its supply 

increases in an unpredictable manner, bitcoins are mined in fixed 
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amounts as specified in the software with a predetermined future 

with 21 million units.
35 

Is Bitcoin a commodity? 

Commentators have further explored Bitcoin‖s resemblance to gold 

and argued that criticisms of Bitcoin may not be taking full account 

of its strengths. For instance, the argument that Bitcoin lacks 

intrinsic value is plausible at face value, but relies on a narrow 

conception of ―value‖. Bitcoin possesses inherent value, as Nakamoto 

argued, in that it can be transferred online securely, efficiently, and 

rapidly at very low cost. Bitcoin also reduces reliance (and 

consequently the associated costs) of trusted third parties and central 

banks which also translates to value. 

Likewise, it may be argued that even though bitcoins are a purely 

digital construct, significant real world cost and effort is expended in 

creating new units of the currency, a process that some argue is not 

unlike that of mining physical metals. It is estimated that, at the time 

of this writing, mining has an annual electricity consumption of 

73.12 TWh (almost equivalent to annual consumption of countries 

like Austria and Philippines). 
36

 

Moreover, much like commodities, the ownership of bitcoins can 

be transferred, bitcoins can be consumed (by spending), and also 

destroyed (a process known as burning whereby bitcoins are 

transmitted to an unspendable address).
37

 

Some scholars have ventured even further to suggest that 

cryptocurrencies, far from being simply ―digital‖ or ―virtual‖ money 

may actually represent a fundamentally new paradigm, which 

advances our historical understanding of money.
 38 

In one of the earliest technical studies on this topic, Bergstra 

classifies Bitcoin as a money-like informational commodity
39

, with 

particular relevance to an Islamic economic system
23

. Such a 

commodity has the following peculiar properties: first, it has an 

“exclusively informational status.” Second, the “moneyness” of such a 

commodity “correlates with [its] usage and acceptance by a significant 
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and relevant fraction of the public.” Finally, “ownership” of such a 

commodity is “identical to control [of] (or access) to that quantity.” This 

last point has particular relevance from an Islamic perspective since it 

is technically “pointless” to loan an informational commodity because 

“all transfers of access have the same status.” In short, money-like 

informational commodities do not intrinsically lend themselves to 

borrowing or debt as in the case of fiat or fiduciary money. 

In a similar vein, Selgin revisits the fiat vs. commodity debate and 

suggests that this conventional dichotomy is false. He focuses on two 

key properties of money, scarcity and non-monetary use. Bitcoin is 

scarce in a similar sense to commodity, money by virtue of its design, 

whereas fiat money relies on a contrived scarcity, one enforced by 

the state. However, unlike commodity and like fiat, Bitcoin does not 

possess any non-monetary application. Selgin argues that such an 

item qualifies as a legitimate third type of money, a synthetic 

commodity money
40

 since “it shares features with both commodity 

money and fiat money, as these are usually defined, without fitting the 

conventional definition of either”. A similar example of such money is 

the Iraqi Swiss dinar, which circulated in northern Iraq for over a 

decade in limited supply and without any government backing.  

Selgin suggests that synthetic commodity money holds significant 

advantages over commodity and fiat money alike. In the case of 

commodity money like gold, expanding the money supply entails 

significant real cost (an issue that Friedman considered the 

“fundamental defect” of the gold standard
41

). Secondly, gold is 

vulnerable to shortages and supply-side shocks. Cryptocurrencies can 

be carefully designed to address both these issues. 

The difference with fiat is also stark. Synthetic commodity 

money is not fatally reliant on state intervention and exempt from 

monetary experiments undertaken by central banks. As per Selgin, 

this “supplies the basis for what Buchanan calls an “automatic” as 

opposed to a deliberately “managed” monetary system” where monetary 

policy is confined to operate within strictly defined limits. 

Furthermore, Selgin maintains, “free banking and an inelastic synthetic 
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commodity standard is therefore capable in principle of automatically 

promoting macroeconomic stability.” 
40

 

The point regarding the limitations on central banks is further 

explored by Weber
42

 who undertakes an interesting experiment: 

what would happen if the world were to abandon the existing fiat 

regime in favor of a ―Bitcoin standard‖?  Given Bitcoin‖s affinity with 

gold, Weber takes the classical gold standard era in the West as the 

starting point of his investigation, specifically the years 1880-1913. In 

such a situation, Weber suggests, much as with gold earlier, there 

would be select media of exchange: first, Bitcoin itself and second, 

fiduciary currencies issued by central banks and regular banks. 

During the historical gold standard period, a central bank could 

set its interest rate differently from that of other countries to 

influence its domestic economy. Normally gold would flow to the 

country where it would fetch the highest rate of return, but this 

across borders flow was curbed by the high costs of gold arbitrage 

(costs due to shipping, insurance, etc.). This effectively provided 

central banks some flexibility to manipulate their interest rates. 

However, in the case of Bitcoin arbitrage costs would be trivial. 

This would defeat any effort to set interest rates different from those 

of other countries, and spot exchange rates for all fiduciary 

currencies would be one-to-one. This reality also severely restricts 

the ability of a central bank to act as lender of a last resort in case of 

bank runs or financial crises. 

This essential limitation on debt creation afforded by Bitcoin is 

again in stark contrast to the case of fiat where central banks can 

dramatically expand the money supply and create new debt at will to 

influence their economies. This argument may appeal to proponents 

of Islamic economics, particularly those who argue for a return to a 

gold standard because it does not permit arbitrary debt creation. 



Navigating the Cryptocurrency Landscape 

|431| 

Conclusion 

We hope our discussion provides the reader with an appreciation for 

the diverse research being done in this domain and a sense of the 

radical potential of cryptocurrencies. 

We have focused our discussion primarily on the question of 

whether cryptocurrencies qualify as ―money‖ from an Islamic 

perspective. To this end, we have examined the historical debate 

within Islam where we observe considerable flexibility in choice of 

currency. We have also explored the close similarities and differences 

between Bitcoin and gold, and then delved into the emerging debate 

which posits Bitcoin as a wholly new type of money with unique 

properties of its own and compelling advantages over both 

commodity and fiat money. We also briefly explore the ramifications 

of a Bitcoin standard. 

We believe this debate about the ―moneyness‖ of cryptocurrencies 

is central to its utility to Islamic economics. If this debate is 

satisfactorily resolved, we believe remaining problematic issues (such 

as the element of gambling, the ecological footprint of mining) may 

also be addressed with the help of new technical developments and 

policy regulations. 

We hope our effort contributes to greater dialogue and discussion 

in this domain. 
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Abstract 

This study examines the performance comparison of conventional 

and Islamic stock prices in Pakistan‖s equity market. It takes Karachi 

Meezan Index-30 (KMI-30) and Karachi Stock Exchange Index-30 

(KSE-30) for conventional stock prices and Islamic stock prices. This 

study uses the daily data of KSE-30 and KMI-30 stock indexes, 

ranging from period 1
st

 January 2008 to 29
th

 December 2017. For 

performance comparison, different performance indicators such as 

performance ratios (Beta, Sharpe ratio, Treynor ratio, and the 

Jensen's Alpha), GARCH models, and Stochastic Dominance 

approach are employed.  

The results show that the overall KMI-30 stock index 

outperforms KSE-30 stock index.  The average returns of KMI-30 

stock index are greater than KSE-30 stock index. The volatility of 

KSE-30 stock index is higher than KMI-30 stock index. Further, 

KMI-30 stock index has higher excess returns than KSE-30 stock 

index. Moreover, KMI-30 stock returns are stochastically dominated 

over the KSE-30 stock returns. These results reveal that Islamic stock 

index performs better than the conventional stock index. They 

suggest, as there is a lot of potential in an Islamic equity market with 

minimum default risk so, investors can expect a lot of potential 

investment opportunities by keeping their eye on Islamic financing 

instruments.  

Keyword:Stock Performance, Islamic stock, Conventional stock, 

Performance ratios, Stochastic dominance 
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Introduction 

During the last decade, remarkable growth and advancement has 

been observed in Islamic equity markets. The main reason behind 

this growth and advancement is that the investors particularly, from 

Islamic countries seek to invest their capital in Shariah compliant 

financial instruments. The framework of Islamic equity markets is 

based on Shariah principles which includes the prohibition of 

interest (riba), speculation (maysir), excessive uncertainty (gharar), 

the prohibition of investing in ―unethical‖ businesses and risk and 

return sharing. Under this framework, investments in equities of 

companies are consistent with ethically oriented and socially 

responsible investments. These features make Islamic equity markets 

distinctive apart from the conventional equity markets. 

The research studies on the performance comparison of Islamic 

equity investments and conventional equity investments show mixed 

results. Some studies show that Islamic equity investments 

outperforms its conventional counterpart (Mallin, Saadouni, and 

Briston 1995; Jawadi, Jawadi, and Louhichi 2014; Al-Zoubi and 

Maghyereh 2007; Al-Khazali, Lean, and Samet 2014). While, some 

studies show that conventional equity investments outperform 

Islamic equity investments (Hayat and Kraeussl  2011 and Abdullah, 

Hassan, and Mohamad  2007). These studies use either parametric 

(CAPM statistics) or non- parametric (GARCH, Stochastic 

dominance) methodologies to compare the performance of 

conventional and Islamic equity investments.  

This study aims to empirically investigate the performance 

comparison of conventional stock prices and Islamic stock prices in 

Pakistan. It takes KSE-30 index and KMI-30 indexas proxies for 

conventional stock prices and Islamic stock prices respectively. It 

employs different performance indicators such as performance ratios 

(Beta, Sharpe ratio, Treynor ratio, and the Jensen's Alpha), GARCH 

model, and stochastic dominance approach to analyze their returns 

and risks as well as the characteristics of their entire distribution.  
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For this, it uses daily data from the period September, 2011 to 

December, 2017. It finds out Islamic stock index outperforms 

conventional stock Index.  

This article is a comprehensive study of performance comparison 

of conventional and Islamic stock indexes in Pakistan. The finding of 

this study may have important implications for investors, managers 

and policymakers in investment decision making as well as in 

designing investment strategies.  

The structure of article is as follows: Section 2 shows the 

Literature Review. Section 3 gives an overview of KSE-30 Index and 

KMI-30 Index. Section 4 presents Data and Methodology. Section 5 

presents empirical results. Section 6 concludes the paper. 

Literature Review 

A considerable amount of empirical research focuses on investigating 

salient features of stock prices through returns and risks analysis and 

performance in different markets (Hussein and Omran 2005; Hakim 

and Rashidian 2004; Causse 2010; Abbes 2012). Most studies analyze 

the performance comparison of different stock indexes by using 

parametric methodologies such as CAPM statistics and non-

parametric methodologies such as stochastic dominance approach 

(Muhammad and Mokhtar 2008; Mallin, Saadouni, and Briston 1995; 

Jawadi, Jawadi, and Louhichi 2014; Hendranastiti and Asutay 2016a; 

Elfakhani, Hassan, and Sidani 2005; Al-Khazali, Lean, and Samet 

2014). There are different findings of these studies based on the 

performance of conventional and Islamic stocks. Some studies say 

that Islamic stocks perform better as compared to conventional 

stocks. However, some studies document that conventional stock 

does better perform in term of return in their counterpart. 

Following are some important studies related to this research study. 

Mallin, Saadouni, and Briston (1995) study the performance 

comparison of non-ethical UK investment funds, ethical UK 
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investment funds and equity market benchmarks, using Sharpe ratio, 

Treynor ratio and Jensen‖s Alpha. They find both ethical and non-

ethical funds underperform equity market bench marks. They show 

that ethical investment funds outperform non-ethical investment 

funds. Cummings (2000) finds similar results in the comparison of 

ethical and non- ethical Australian investment funds by using risk-

adjusted performance measures. 

Nassir, Mohamed, and Ngu (1997) examine the performance 

comparison of Kuala Lumpur composite index (KLCI) and thirty 

one Malaysian mutual funds. They find that Malaysian mutual funds 

outperform KLCI benchmark. Hussein (2004) investigates 

comparison of performance of the FTSE Global Islamic index and 

the FTSE All World index by using CAPM model. Their findings 

show that performance of Islamic index is better than its 

conventional index. 

 In similar lines, Elfakhani, Hassan, and Sidani (2005) investigate 

comparison of performance of forty six Islamic funds, S&P 500 

Shariah and Dow Jones Islamic Market Technology Index (DJITEC). 

They show that the financial performance of these funds extends 

similar to some with their benchmarks. Abdullah, Hassan, and 

Mohamad (2007) finds conventional funds outperform Islamic funds 

by testing the performance of Malaysian Islamic funds. Al-Zoubi and 

Maghyereh (2007) examine the relative risk performance of Dow 

Jones Islamic Market Index and Dow Jones Islamic Market World 

Index using Value-at-Risk methodology. They conclude higher risk 

performance for the Dow Jones Islamic Market Index and it has 

lower risk level than the market of stocks due to profit-and-loss 

sharing principle. 

Furthermore, Muhammad and Mokhtar (2008) study the 

performance of Islamic equity funds by using using Sharpe ratio and 

Treynor ratio in Malaysia. They find mixed results for Islamic equity 

funds performance. Similarly, Hoepner, Rammal, and Rezec (2011) 

investigates the Islamic equity funds financial performance from 

different countries in Africa, Europe, Asia-Pacific, and North 
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America. They show that Islamic equity funds underperform their 

conventional equity funds in western markets, and have small 

preferences by investors. Whereas, Islamic equity funds neither 

underperform their conventional equity funds nor have small 

preferences in Muslim majority countries. 

Hayat and Kraeussl (2011) examine the return and risk 

performance of 145 Islamic equity funds by using CAPM model. 

They estimate the risk-adjusted performance (alpha) and systematic 

risk (beta) for each Islamic equity fund. They conclude that Islamic 

equity funds underperform their conventional equity funds.While by 

analyze the return and risk performance of Kuala Lumpur composite 

index (KLCI) and Kuala Lumpur Sariah index (KLSI), Albaity and 

Ahmad (2008) conclude that Islamic indexes do not significantly 

underperform conventional indexes.  Abbes (2012) examines the 

return and risk performance of the Islamic stock indexes versus their 

conventional stock indexes from emerging and developed stock 

markets. They conclude no significant difference in mean and no 

difference between performances in risk adjusted return basis 

between Islamic stock indexes and conventional stock indexes. 

Al-Khazali, Lean, and Samet (2014) make comparison of nine 

Dow Jones conventional indexes and Dow Jones Islamic indexes. By 

using stochastic dominance (SD) approach, they find that at second 

and third orders all conventional stock indexes stochastically 

dominate Islamic stock indexes in all markets. During global 

financial crisis, Islamic stock indexes dominate conventional stock 

indexes. 

Jawadi, Jawadi, and Louhichi (2014) examine the financial 

performance of Islamic and conventional indexes in Europe, USA 

and the World. They use Sharpe ratio, Treynor ratio and Jensen‖s 

Alpha. They also estimate the CAPM- GARCH model. They suggest 

that conventional indexes outperform Islamic indexes before 

financial crisis while Islamic funds outperform conventional indexes 

during periods of calmness. Hendranastiti and Asutay (2016a) 

investigate portfolio performance comparison of Shariah portfolio 
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and socially responsible investment portfolio in the UK. They find 

that Shariah portfolio has higher beta and Jensen‖s alpha compared 

to SRI portfolio. 

Overview of Kmi-30 Index and Kse-30 Index 

The KSE Meezan Index (KMI-30) is a stock market index on 

the Pakistan Stock Exchange  of Shariah criteria screened thirty 

companies. The index is launched in 2009. Using free float market 

capitalization methodology, KMI-30 index is calculated. According 

to this   methodology, at any point of time, the index level reflects 

the free-float market value of 30 companies‖ Shariah-compliant shares 

in relation to the base period.  

The KSE-30 Index is a stock market index on the Pakistan Stock 

Exchange  of top-thirty companies.  The index is launched in 2006. 

Using free float market capitalization methodology, KSE-30 index is 

calculated. According to this   methodology, at any point of time, 

the index level reflects the free-float market value of top 30 

companies‖ shares in relation to the base period.  

Data and Methodlogy 

Data 

For the performance comparison between conventional and Islamic 

stock prices in Pakistan‖s equity market, it takes Karachi Meezan 

Index-30 (KMI-30) and Karachi Stock Exchange Index-30 (KSE-30) 

for conventional stock prices and Islamic stock prices.  It uses 6-

months T-bill rate for risk- free rate. The daily data from the period 

September 6, 2011 to December 29, 2017, consisting of 1566 

observation is used for analysis. The data is obtained from Pakistan 

Stock Exchange (PXS) and International Financial Statistics (IFS). 

https://en.wikipedia.org/wiki/Stock_market_index
https://en.wikipedia.org/wiki/Pakistan_Stock_Exchange
https://en.wikipedia.org/wiki/Capitalization-weighted_index#Free-float_weighting
https://en.wikipedia.org/wiki/Capitalization-weighted_index#Free-float_weighting
https://en.wikipedia.org/wiki/Stock_market_index
https://en.wikipedia.org/wiki/Pakistan_Stock_Exchange
https://en.wikipedia.org/wiki/Pakistan_Stock_Exchange
https://en.wikipedia.org/wiki/Capitalization-weighted_index#Free-float_weighting
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Methodology 

To examine the return and volatility performance of Islamic and 

conventional stock indexes, ARMA (p, q) – GARCH (p, q) model is 

used.  TheARMA (p, q) – GARCH (p, q) is specified as: 

 

              ∑            
 
     ∑           

 
          (1) 

 

            ∑         
  

    ∑         
 
     (2) 

 

where,     is stock return of an  index i, and      is conditional  

variance of stock return of an  index i  which denotes stock price  

volatility. Moreover  > 0 ,     ≥ 0 and      ≥ 0. For the estimation 

of GARCH model, the maximum-likelihood (MLE) method is used. 

The performance indicators for risk-adjusted returns of Islamic 

and conventional indexes such as Beta, Sharpe ratio, Treynor ratio, 

and Jensen's Alpha (referred to as Capital Asset Pricing Model 

statistics) are also used. 

The daily stock return series of an index i ,     is constructed as 

logarithmic first difference of closing prices over the period [     ]. 

The standard deviation of stock return i,        isused for the total 

risk for stock return i. Thestock returns and their standard 

deviations are the two statistics that are usually used to evaluate stock 

performance along with CAPM statistics.  

The Sharpe ratio which measures the average risk-premium per 

unit of total risk is computed as 

 

    
           

       
     (3)   

 

where      is the stock return of an index i ,      is the risk-free 

return and         is the standard deviation of stock return i. 

The Sharpe ratio shows that the stock having a higher Sharpe 

ratio with same risk has higher excess returns. Consequently, its 

financial performance is greater. Further, if SR is positive (negative), 



Building an Islamic Case for Open Markets 

|444| 

then an index i outperforms (underperforms) with reference to risk-

free asset. Moreover, if the SR is between 0 and 1, it implies excess 

return requires higher risk. While, if the SR is higher than one it 

implies an excess return requires lower risk. 

The Treynor ratio (TR), which measures the average risk 

premium per unit of systematic risk and based on CAPM is 

computed as  

 

     
           

  
   ,       

                

    
     (4) 

  

Where    is the market beta of stock return of an index i.It is 

estimated from CAPM model. It can be computed as the ratio of the 

covariance between the stock return       and the market 

return      and variance of market return     
 

. 

The Treynor ratio (TR) shows that the stock having higher TR 

with same systematic risk has higher excess returns. Consequently, 

better is its financial performance. 

The Jensen's alpha (α) which measures the performance of excess 

stock returns and is computed from CAPM model. 

 

                 (           )    (5) 

 

Where α is the Jensen alpha,             is the excess return of an 

index i and             is the excess market return towards risk-free 

return and     is the error term. 

The CAPM statistics consider only the first two moments and 

ignored higher moments of data. Therefore, non-parametric 

stochastic dominance (SD) statistics to test for the dominance of any 

pair of the returns series are applied. For this, (Hadar and Russell 

1969), three SD approach rules based on utility function namely; 

first-order SD (FSD), second-order SD (FSD), and third-order SD 

(TSD) are applied. To check the stochastic dominance (SD), KS type 
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(Kolmogorov-Smirnov) test by Barrett and Donald (2003) is used.The 

KS type test is described as follows: 

Let   }, where i = 1, 2, ..., N, be iid (identical independent 

distribution) having cumulative distribution function   (a) of 

conventional stock returns with   
     distribution. By assuming 

that the CDFs generally lie between [0, a], where a > 0 and are 

continuous function between the space [0, a], the following rules to 

explain whether   
     integrates   (r) to any stochastic dominance 

order s = I is defined as: 

 

  
 
(a) =        For FSD  (6) 

  
 
(a) = ∫        

 

 
 = ∫   

  

 
      For SSD  (7) 

  
 
(a) = ∬          

 

 
 = ∫   

  

 
      For TSD (8) 

 

In the same way, suppose {    , i=1,2,…,N, be iid having 

cumulative distribution function    (a) of Islamic stock returns with 

   
    distribution.  

To test the stochastic dominance order of stock returns “L” over 

asset “M, the null and alternative hypotheses are as follows: 

 

  
 
 :   

 
(a) ≤   

 
(a)         for all a (stock returns) 

  
 
 :   

 
(a) >  

 
(a)         for some a (stock returns) 

 

The null hypothesis is stated that stock returns “L” (conventional 

returns distribution) stochastically dominates over stock returns “M” 

(Islamic returns distribution). Whereas, the alternative hypothesis 

implies that distribution M stochastically dominates over L. 

The following KS test statistic is applied to test the null 

hypothesis (  
 
) 

 

        
  

  
       

 
[  

         
     ]   (9) 

This test can be applied for second (s = 2) or higher orders (s > 

2) of SD. The p-values for the underlying null hypothesis through 
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simulation method is obtained to estimate the value of suprema of 

test statistics,   (Barrett and Donald 2003).  

Empirical Results 

Preliminary Analysis 

The daily stock returns series plots of KSE-30 stock index and 

KMI-30 stock index are given in Figure 1. They exhibit no pattern in 

the stock returns. They indicate that the stock returns quickly revert 

to their means. They also reveal that the variances of the stock 

returns vary over time and volatility tends to cluster.  

  

 

Figure 1: Daily Stock Returns of KSE-30 Stock Index and 

KMI-30 Stock Index 

 

Table 1 presents descriptive statistics for the daily stock returns 

series of KSE-30 and KMI-30 stock indexes. The daily KMI-30 stock 

returns are positive on average while daily KSE-30 stock returns are 

negative on average.  It implies that Islamic stocks have higher 

returns than conventional stocks. The standard deviation as a 
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measure of total risk indicates that KMI-30 stocks have higher total 

risk than KSE-30 stocks. These results reveal the principle of ―the 

higher the risk the higher the returns‖. The skewness is positive and 

statistically significant in KSE-30 stock returns, while the skewness is 

negative and statistically significant in KMI-30 stock returns. The 

excess kurtosis is statistically significant and positive for both KSE-30 

and KMI-30 stock returns indicating heavy tailed and leptokurtic 

distribution of the daily stock returns. 

The Jarque-Bera test statistic is statistically significant for both 

KSE-30 and KMI-30 stock returns showing non-normality in both 

KSE-30 and KMI-30 stock return distributions. For stationarity, 

Augmented Dickey Fuller (ADF) test is employed. The ADF test is 

used with constant term with lags 2. The results in table 1 show 

stationarity of KSE-30 and KMI-30 stock indexes in first difference 

form. 

 

Table 1:  Descriptive Statistics and Diagnostic Checks of 

Daily Stock Returns for Islamic and Conventional Stock Indexes 

 Daily Stock Returns 

 KSE-30 KMI-30 

Mean -0.00034027 0.00077375 

Standard Deviation 0.010092 0.010265 

Skewness 0.28412 -0.25100 

Excess Kurtosis 2.3673 2.7542 

J-B test statistic 386.24** 510.74 ** 

Observations 1564 1564 

ADF test statistic 

(with constant) 

-22.1544 

( 2 ) 

-22.8988 

( 2 ) 

 

LM-ARCH 1-2 

23.445** 

 [0.0000] 

38.024 ** 

[0.0000] 

 

LM-ARCH 1-5 

15.196** 

 [0.0000] 

19.605**  

[0.0000] 

LM-ARCH 1-10 10.929**  

[0.0000]** 

12.071**  

[0.0000] 

LB- Q(10) 44.3361**   [0.0000029] 23.0121**   [0.0107021] 

LB- Q(10)
2
 171.474**   [0.0000000] 184.172**   [0.0000000] 
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Note: p – values are in parentheses, ** indicates significant at 1% 

and * significant at 5%. 

The Table 1 also shows the Lagrange Multiplier ARCH test 

statistics and the Ljung-Box–Pierce Q-statistic and Q
2

-statistic of 

stock return series. The Ljung-Box–Pierce Q-statistic and Q
2

-statistic 

at lags 10 shows the presence of serial correlation in residuals and 

square residuals and LM statistic shows evidence of ARCH effect. 

The non-stationarity, non-normal distribution and volatility 

clustering in stock returns series imply the use of GARCH models.  

Return and Volatility Analysis 

Table 2 presents estimated ARMA (1,1) -GARCH-M (1, 1) model 

results for KSE-30 and KMI-30 stock returns series. The conditional 

mean equation shows average daily KMI-30 stock returns are positive 

while average daily KSE-30 stock returns are negative. It implies that 

Islamic stocks have higher returns than conventional stocks. The 

estimated parameters of GARCH (1,1)  for KSE-30 and KMI-30 stock 

returns series show the ARCH coefficient and the GARCH 

coefficient  are significant. The diagnostic tests show non- normality, 

no ARCH effects and no serial autocorrelation. 

The plots of the daily stock volatility series are given in Figure 2. 

These plots shows volatility of conventional stock index (KMI-30) is 

larger than Islamic stock index (KSE-30). 
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Table 2: ARMA (1,1) - GARCH (1,1) Model 

 Note: p – values are in parentheses, ** indicates significant at 1% and 

* significant at 5%. 

 

  

Parameter Daily Stock Returns 

 KSE-30 KMI-30 

Mean Equation   

 

c (constant) 

-0.000662 

(0.0143) 

0.001263 

(0.0000)** 

 

δ1   (AR(1)) 

0.184174 

(0.0000)** 

0.154329 

(0.0000)** 

Variance Equation   

 

ω(constant) 

0.048416 

( 0.0000)** 

0.051863  

 (0.0000)** 

 

  ARCH-Co 

0.124649 

(0.0000)** 

0.114500    

(0.0000)** 

 

     GARCH-Co 

0.832681 

(0.0000)** 

0.838430   

 (0.0000)** 

  +      0.95733 0.95293 

AIC -6.493798 -6.460267 

SIC -6.476678 -6.443148 

Log likelihood 5083.150 5056.929 

Skewness -0.076637 -0.16605 

Excess Kurtosis 1.8899 1.8111 

Jarque-Bera 234.29** 220.93** 

 

LM-ARCH 1-2 

0.082089  

[0.9212] 

0.76704  

[0.4646] 

 

LM-ARCH 1-5 

0.55093 

[0.7377] 

1.0280 

[0.3994] 

 

LM-ARCH 1-10 

0.59814 

[0.8165] 

0.70477 

 [0.7207] 

 

LB- Q(10) 

5.10950   

 [0.8246599] 

4.03494    

[0.9090980] 

 

LB- Q(10)
2
 

6.27191   

 [0.6168025] 

7.28563    

[0.5061517] 
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Figure 2: Daily Stock Volatility of KSE-30 Stock Index and 

KMI-30 Stock Index 

 

 

KSE-30 Stock Index 

 

 

 

KMI-30 Stock Index 
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Financial Performance Measures 

Table 3 reports different performance measures of KSE-30 and KMI-

30 stock indexes.  The Sharpe ratios show that KMI-30 stock index 

have higher Sharpe ratio than KSE-30 index. It implies that Islamic 

stock index has higher excess returns by having higher risk than 

conventional stock index. Consequently, financial performance of 

Islamic stock index is greater than conventional stock index. 

Similarly, the Treynor ratios (TR) show that KMI-30 stock index 

have higher Treynor ratio than KSE-30 index. It implies that Islamic 

stock index has higher excess returns by having higher systematic 

risk than conventional stock index. Therefore, financial performance 

of Islamic stock index is greater than conventional stock index. The 

Jensen's alpha (α) of KSE-30 stock index is negative while it is 

positive for KMI-30 stock index. The β of both KSE-30 and KMI-30 

stock indexes are positive but KMI-30 stock index has high β than 

KSE-30 stock index. It implies that Islamic stock index has higher 

excess returns than conventional stock index. 

 

Table 3: Performance Ratios 

Ratios KSE-30 Index KMI-30 Index 

 

Sharpe ratio  

 

0.013058 

 

0.099989 

 

Treynor ratio (TR) 

 

0.000463 

 

0.001417 

 

Jensen's alpha (α) 

 

-0.000299 

 

0.000091 

 

β 

 

0.35098 

 

0.900036 

 

Stochastic Dominance Approach 

Figure 2 shows the cumulative distribution functions (CDF) of KMI-

30 and KSE-30 stock returns to check which stock outperforms 

better. The mean value presented in Table 1, shows that KMI-30 

stock returns have high mean returns as compared to KSE-30 stock 
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returns. Also KMI-30 stock index has high standard deviation as 

compared to KSE-30 stock index. Similarly, it is observed that the 

CDF of KMI-30 stock returns is right side to the CDF of KSE-30 

stock returns. This implies that the KMI-30 stock returns would have 

stochastically dominance over the KSE-30 stock returns.  

 

 

Figure 3: Stochastic Dominance of KMI-30 Stock Returns 

over KSE-30 Stock Returns 

 

Note: TheCDFs of KMI-30 stock returns and KSE-30 stock 

returns are presented.  Solid line represents CDF of KSE-30 stock 

returns series and dash line shows the CDF of KMI-30 stock returns 

series. The CDF of KMI-30 stock returns is right side as compared to 

the CDF of KSE-30 stock returns distribution. 

Table 4 shows the results of stochastic dominance test by 

applying KS test. It shows the p-values of KS stochastic dominance 

test under the null hypothesis of target index stochastically 

dominates over the other index. In the table, first column shows the 

stochastic dominance orders, second column presents the KS p-

values, and third column shows the p-values. The p-values indicates 

that p-values of KS of all three SD orders are higher than the 

acceptable significance level. The results reveal that KMI-30 stock 
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returns are stochastically dominated over the KSE-30 stock returns. 

Overall, the p-values under the heading of KMI-30stock returns 

versus KSE-30 stock returns show that KMI-30 stock returns 

outperforms over the KSE-30 stock returns. However, the p-values 

under the heading of KSE-30 stock returns versus KMI-30 stock 

returns, indicate that KSE-30 stock returns does not outperform over 

KMI-30 stock returns at either stochastic dominance order. Our 

results are consistent with the prior studies of Hussein (2004); 

Hendranastiti and Asutay (2016b); Al-Zoubi and Maghyereh (2007); 

Albaity and Ahmad (2008). There are the many reasons that the 

performance of Islamic stock is better than conventional one. 

Among them, profit and loss sharing, comparatively low risk, short 

selling is not allowed etc. 

 

Table 4: Stochastic Dominance of KMI-30 Stock Returns 

versus KSE-30 Stock Returns 

 KMI-30 Index versus KSE-30 

Index 

KSE-30 Index  versus KMI-30 Index 

SD Orders KS P-value 

SD1 0.938 0.001 

SD2 0.378 0.000 

SD3 0.412 0.000 

 

Note: Stochastic dominance of two pair of Indexes KMI-30 and 

KSE-30 is revealed. KS P-values are calculated through simulation 

and SD1, SD2, SD3 are three p-values of stochastic orders first, 

second and third. 
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Conclusion 

This paper examines the performance of conventional and Islamic 

stock prices in Pakistan‖s equity market.  It uses both parameters 

(Beta, Sharpe ratio, Treynor ratio, and Jensen's Alpha) and non-

parametric approach (KS test for stochastic dominance) to examine 

the performance of both stock prices. For this, it uses KMI-30 stock 

index and KSE-30 stock index as proxies for Islamic and conventional 

stock prices respectively.  

The results shows that the overall KMI-30 stock index 

outperforms KSE-30 stock index.  The returns of KMI-30 stock index 

are greater than KSE-30 stock index. The volatility of KSE-30 stock 

index is higher than KMI-30 stock index. Further, KMI-30 stock 

index has higher excess returns than KSE-30 stock index. Therefore, 

Islamic stock index performs better than conventional stock index. 

These results are particularly interesting in term of diversification 

and investment opportunities for the investment in convention 

stocks context. Investors may more better off through controlling 

the risk associated with Islamic stocks. This study can be extended by 

focusing on the excess returns on asset pricing context through 

portfolio construction size and value basis. Furthermore, additional 

economic indicators can be included such risk factors such as, credit 

risk, default risk, liquidity risk in order to examine the performance 

comparison of Islamic and conventional stock prices. 
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