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Introduction
Mahmoud A. El-Gamal
The reader of this volume will no doubt be struck by the great rift between the theoretical preoccupations of
the part for which this introduction is written, and the pragmatic approach of the parts dealing with the Shari‘ah,
Islamic finance, and consumer finance. This rift was best summarized at the Second Harvard University Forum on
Islamic Finance, at which the papers in this volume were presented, in a casual statement made by one of the
distinguished participants. During the opening session, a noted practitioner in the field of Islamic finance stated—in
a matter-of-fact manner—words to the effect, “Islamic finance did not come about to prove any theory. It came
about to satisfy a market demand.” There is no need for the reader to ponder the dire theological implications of this
statement (e.g. whose “theory” was meant by that statement, and who may have engaged in the act of “proving” it?).
It is clear that the speaker was implicitly questioning (perhaps appropriately) the usefulness of the entire field of
“Islamic economics” as it stands today.
There are many viable approaches for me to write this introduction. Perhaps the safest would be simply to
summarize the issues and results discussed by the authors of the various papers, and to try to find some common
themes. Slightly riskier would be an attempt to identify a place for those contributions in the large and growing
bodies (plural intended) of literature that are self-identified as investigations in “Islamic economics.” Riskier still, I
may attempt to critique the papers, identifying the distance between the divergent problems posed by “Islamic
economists” and the answers that are provided in the literature, as represented in particular by the papers at hand.
Rather than venture in any one of those directions, I have decided to construct a mental model of the
generic reader of this volume, and to address that reader. Since the Forum and most of its papers relate to issues in
Islamic finance, as well as Islamic jurisprudence as it relates to practical matters in finance, I assume that the reader
holding this volume is not particularly aware of the history and goals of Islamic economics. I further assume that
the reader who is holding this volume, and who has not already skipped to the Shari‘ah or finance sections, is
reading this part out of curiosity about two main topics: 1) what is Islamic economics, and 2) what contribution does
it make? Therefore, my main goal will be to discuss the field and the papers at hand within the context of
familiarizing the reader with some of the different approaches within Islamic economics. In doing this, I find myself
forced to alternate between all three approaches mentioned above, without regard to their respective risks.
I. THE LANGUAGE(S) OF ISLAMIC ECONOMICS
The astute reader will probably come to this volume with the expectation of finding writings characterized
by extreme reverence not only for the divinely revealed and inspired canonical texts of Islam (the Revealed Qur‟an
and the Authenticated Sayings of the Prophet Muhammad (PBUH)), but also to the contributions of Muslim jurists
and earlier writers on “Islamic economics.” Our astute reader will also expect to suffer through many anglicized
transliterations of Arabic terms, used consciously or unconsciously by the authors to lend credibility to their
arguments. This reader will not be surprised along either of those dimensions. After all, the very name of the field
considered in this part of the volume is “Islamic economics,” with the first term “Islamic” invoking religious study
with all its emphasis on etymology and semantics. Thus, whether the authors of the papers at hand agree or disagree
with the writings of other Islamic economists, the need to derive credibility through occasional reference to earlier—
and therefore “more authentically Islamic”—texts, is inevitable.
What the reader may, perhaps, find more surprising is the reverence with which some ideas proposed by
contemporary writers continue to be endorsed. This, more than any other factor, contributes to the rift between
“Islamic economics” and “Islamic finance,” as represented by various papers in this volume. To give but one
example, which will be discussed in greater detail later in this introduction, consider the obsession in the field of
Islamic economics with the notion of “profit- and loss-sharing” being the “true Islamic ideal for finance.” All the
papers in this part illustrate this obsession to varying degrees. Contrast this emphasis on profit- and loss-sharing
with the following facts: First, silent partnership (to use a transliterated term, mudaraba) is better characterized as
profit sharing only, since the entrepreneur does not share in any financial losses. Second, the vast majority of
transactions currently used by Islamic financial institutions are based on a fixed mark-up through cost plus
(murabaha) and leasing (ijara) contracts. Finally, ignoring some of the sticky juristic issues regarding intention to
circumvent the law, there are no grounds to argue that cost-plus contracts are any less “Islamic” than profit- and
loss-sharing partnerships.
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This divergence between reality in jurisprudence and market practice on the one hand, and the maintained
hypotheses of writings in Islamic economics on the other, forces me to oscillate between an apologetic tone and a
critical one. The apologetic tone is necessary since “Islamic economics,” in its quest to distinguish itself as a
distinct area of study, often requires an exaggeration of the differences between practices permitted in Islamic law
and those that are used in societies deemed to be “un-Islamic.” The critical tone is necessary due to the inevitable
questions whether there is any need for a distinct field of study called “Islamic economics,” and whether the
literature at hand satisfies that need.
II. HISTORICAL ORIGINS AND PRESENT MANIFESTATIONS
In this short introduction, I can only provide a very brief historical background on Islamic economics,
mainly intended to explain the field‟s preoccupation with the themes discussed in this volume. Two excellent
overviews of Islamic economics as a field, one historical and one forward looking, are, respectively, Siddiqui (in
Ahmad and Awan, 1992), and Chapra (1996). An in-depth study of some of the earliest predominant writers in the
area is provided in Haneef (1985).
Detractors of the field of Islamic economics (e.g., Kuran (1995, 1996)) were quick to point out—
correctly—the coincidence of the birth of contemporary Islamic economics (with the writings of Mawdudi (1947,
1978), who coined the term) in the Indian subcontinent with the nationalist-religious movement in that region.
There was, it is argued, a need to define “our economy,” in the same manner that “our nation” and “our religion”
were distinctly defined by Pakistani independence from Britain (nationalist) and then India (religious and
nationalistic). Thus, the quest to establish a new Islamic identity “neither of the East nor of the West” [Qur‟an,
24:35] extended to the area of economics. Consequently, much of the early writings of the area focused on
comparative economic systems, emphasizing the aspects of Islamic property rights, tax systems, and financial
transactions, which distinguished it from both camps. This much is historical fact, which may be used as
ammunition for or against Islamic economics as it emerged. The emphasis of the field was historically summarized
in a positive light by Mannan (1986, p. 18): “Islamic economics is a social science which studies the economic
problems of a people imbued with the values of Islam.”
A. ISLAMIC WORLDVIEW
This approach to “Islamic economics” can be witnessed by the reader of the current volume in M. Umer
Chapra‟s references to the “Islamic vision” and Masudul Alam Choudhury‟s “Shari‘ah-based worldview.” Usamah
Uthman professes this view of Islamic economics as the study of economic problems in the ideal Islamic society:
“Islamic economics is part of that integrated system, the purpose of which is the betterment of life on the basis of the
teachings of the Lord.” The three authors cited here represent the line of Islamic economics that refuses to divorce
positive economics from its normative counterpart (as stated by Professor Uthman). Two of the authors go further
to declare that Islamic economics is not within the realm of economics per se, as it must be multidisciplinary (see
Chapra‟s use of a multi-disciplinary model, and Professor Choudhury‟s call for a paradigm shift). Professors
Uthman and Choudhury are also quick to highlight the shortcomings of “mainstream” or “western” economics,
especially with respect to its inability to provide acceptable definitions of money. In the process, those three authors
criticize the study of economics in its various labeled forms: “mainstream,” “western,” “capitalist,” “positive,”
“neoclassical,” “Keynesian,” etc., as insufficient, not only in terms of content, but also in terms of method. Thus,
not only is Islamic economics professed to be the study of an ideal Islamic society, the study of economics per se is
viewed as insufficient to address the relevant human problems.
B. THE ECONOMICS OF ISLAMIC ECONOMIES
A somewhat more practical version of this line in Islamic economics is represented in this volume in the
papers by Abdul Aziz and Mahmud Rahman, and Abdel-Hameed M. Bashir. They follow in a long line of studies
that apply the tools of traditional economics and finance to a theoretical “Islamic economy,” which they define—in
accordance with early writings in the field—as “interest-free.” Thus, the first author investigates a zakat-based
alternative for the riskless rate of return used to determine risk-return relationships. The theoretical motivation for
this paper ignores the fact that government-guaranteed riskless rates are indeed offered by some governments in
accordance with Islamic law (e.g. the Jordanian Central Bank‟s use of murabaha contracts to deal with the Islamic
Bank of Jordan). The second author investigates the effects of “interest-free” government expenditure financing and
monetary policy on economic growth. The motivation for this paper also ignores the recently developed Islamic
alternatives (most notably Sudan, Iran, and Malaysia), none of which is equity-based. Those new instruments give
Islamic governments virtually the same macroeconomic policy tools available to any other government. This line of
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Islamic economic studies, therefore, agrees with the first one in its goal of providing an analysis of the “economics
of an ideal Islamic society” (ideal in a particular sense), but identifies itself as a separate approach by using standard
economic modeling tools to achieve this end.
Some of the purist adherents to the first view of Islamic economics criticize this research agenda
vigorously. In this regard, we may quote Nasr (1991, p.388), who concludes that researchers in this area have
“failed to escape the centripetal pull of western economic thought,” and therefore finds that this program “has been
caught in the intellectual web of the very system it set out to replace.” This critique of using even the technology of
mainstream neoclassical economics lies at the heart of Choudhury‟s call for a paradigm shift, which echoes earlier
calls of the same nature by Naqvi and others. In defense of this approach, which places Islamic economics squarely
as a sub-field of economics while replacing some of the “western” assumptions of economic models with their
“Islamic” counterparts, Siddiqi (1994) argues, “The craving for a de novo discipline of Islamic economics is illconceived. No such thing is possible. The key to Islamic economics lies in positioning the Islamic vision in place
of the Anglo-Saxon economic vision.”
C. THE ECONOMICS OF “ISLAMIC ECONOMICS”
The first group of papers discussed above represents a concerted effort to provide a distinct “Islamic
political economic” or “multidisciplinary” analysis of economic problems in a “perfect Islamic society” from an
“Islamic worldview.” The second set provides a contemporary “positive economic analysis,” using standard
economic tools, of a theoretical “Islamic economy.” We now consider a third set of papers (Dar et al. and ElGamal), which are best described as “an economic analysis of the economic consequences of Islamic jurisprudence
as interpreted in „Islamic economics.‟” Both papers are motivated by two facts. First, there is a wide range of
financial contracts that are endorsed by Islamic jurists, some equity-based and some debt/liability-based. Second, it
is widely believed in Islamic economic circles that among those contracts, the ones that do not provide a fixed rate
of return (mudaraba and musharaka) are in some sense “more Islamic” than those that do (murabaha, ijara, etc.).
Without arguing whether such a preference is warranted, the two papers proceed to analyze the economic
consequences of favoring the first set of contracts over the second. Dar et al. find that various agency problems that
are exacerbated by firm size make the variable-profitability contracts more viable for smaller firms. El-Gamal finds
that in order to compete with fixed-return financial institutions, the use of the less preferred Islamic financial
instruments is necessary and sufficient for long-term survival. In a sense, these two papers fit under a category we
may call “economic analysis of „Islamic economics‟” since they attempt to quantify the economic losses and gains
associated with adopting the models of “Islamic economics.”
III. CONCLUDING REMARKS
Needless to say, the authors of the papers in this part may not agree with my description of their goals and
methods. In fact, if my categorization is correct, I should not expect them to agree with my views. As the field of
“Islamic economics” tries to find its place (within economics, social science, Islamic studies, or any other field), not
only must we continue to differ in opinion about the nature of the field, but we must also continue to misunderstand
each other. Without a common set of maintained hypotheses (beyond our belief in the One God, and acceptance of
His Law), we cannot have a unified field of inquiry within which we can agree on what contribution was made by
any given written work.
One thing is certain: the speaker in the first session of the Forum was correct about the theories of Islamic
economists and their relevance to Islamic finance. As the resources of Muslims continue to pour into the area of
Islamic finance, the need for practical contributions from Islamic economics continues to rise. This increased
demand can only lead to one of three outcomes. First, we may witness a rebirth of Islamic economics as a welldefined science with testable predictions. Second, Islamic economics may dissolve into economics proper as “the
economic study of Islamic law,” along the lines of “law and economics.” Third, Islamic economics may receive a
continued and final rejection from the ranks of social scientific inquiry.
This author is anticipating and hoping for the second outcome to materialize, but it is easy to imagine how
other researchers in the area can continue to hope for the first outcome while dismissing signs of the third as antiIslamic bias by some, and intellectual defeatism by others. My reason for taking the side I chose is quite clear:
Islamic sciences prospered within their domain. Despite resistance by those who viewed building on Greek
knowledge to be un-Islamic, Muslims managed to make many contributions to scientific inquiry in cooperation and
harmony with non-Muslims. In this regard, Islamic economics can perhaps make its greatest contribution if it can
contribute to the field of economics an understanding of the economic objectives, costs, and benefits of Islamic law.
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