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Abstract

The thesis evaluates the effectiveness of the official zakat policy in Pakistan in delivering

welfare and justice to poorer sections of society over the period 1980-1994.

The thesis contrasts the idealistic and theological aspirations of Islamists regarding zakat
with the practical outcomes of zakat policy in Pakistan. It also compares zakat policy
outcome with the objectives of the government. It is argued that the performance of zakat
can be easily manipulated and influenced because it is not only a welfare instrument but
also a political tool in the hands of the Islamic state, and thus can be used to advance
political ends entirely divorced from the specific welfare goals of zakat. The lack of clarity
of Shariah regarding zakat’s aspirations for welfare and justice can facilitate this
politicisation of the zakat policy. The thesis also argues that the religious nature of zakat
does not guarantee automatic compliance with zakat policy, and that if individuals are to
internalise the welfare goals of zakat it is necessary for them to have trust in the Islamic

state’s commitment to these goals.

The thesis shows that in Pakistan the Islamic state manipulated zakat policy formation and
that there existed a lack of commitment on its part regarding zakat which hampered zakat’s
effectiveness. This is visible in the shape and the process of zakat policy formulation which
demonstrates that the ideals of zakat policy were sacrificed by Zia’s Islamic state to gain
political patronage and power. This had huge negative implications for the workability and

effectiveness of zakat.



An analysis of micro-data derived from Household Income and Expenditure Surveys for
Pakistan from 1985 to 1994 reveals that zakat failed to exploit the wealth of the rich, with
the heaviest incidence being borne by the lowest income groups. Zakat disbursements
seemed inadequate and were less than 30% of the poverty line for the respective years.
Additionally, there was non-negligible mis-allocation of zakat funds towards higher income

households.

Zakat achieved some minor alleviation of poverty but its impact was unimpressive
regarding reduction in the poverty gap and reduction of the poverty headcount measure.
Regarding inequality, the thesis uses the Atkinson-Kohl inequality index and shows that
zakat managed to create a positive statistical impact but the improvement was marginal. It
seems that most of the time zakat was being taken from the poor and disbursed among them

as well.
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Glossary:

* adl: justice

*  Allah: Islamic word for God which distinguishes his Oneness

»  Ameer-ul-Momeneen: defender of the Islamic faith

= gmir: leader or commander

= caliph: successor and refers to a vicegerent of Allah; Islamic ruler. Caliphate or
khilafate means the system of succession in Islam that combined both religion and
state under the rule of one caliph. After the assassination of the fourth caliph Ali in
661 AD, the caliphate became dynastic

» falah: welfare

* figh: Islamic jurisprudence

» Figh Jafferia: Ja'fari school of thought, Jafari jurisprudence or Jafari Figh is the
name of the jurisprudence of the Shia Muslims, derived from the name of Jafar-al-
Sadiq, the seventh Shia Imam out of twelve

»  hadith, Ahadith (plural): saying of Prophet Mohammad

»  Hanafi sect: the Hanafi school of thought (one out of four Sunni schools of thought)
was one of the earliest established under the jurist Imam Abu Hanifa, who was born
in Iraq (689 A.D.). The Hanafi law is followed in Turkey, the Balkans, Central Asia,
Indian Sub-continent, Egypt, China. The other three sects are the Maliki, Shafi and
Hanbali

" homo economicus: economic man

®»  homo Islamicus: Islamic man
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ijtihad: effort or striving. It refers to individual exertion as a process in arriving at
new interpretations or judgements in Islamic Law as opposed to blind adherence to
tradition. It also refers to the legal judgement based on human reasoning

imam: a word used in several senses. In general use and lower-cased, it means the
leader of congregational prayers; as such it implies nc; ordination or special spiritual
powers beyond sufficient education to carry out this function. Imam is also used
figuratively by many Muslims to mean the leader of the Islamic community

isnad: the citations or ‘backings’ that establish the legitimacy of the hadith, which
are the sayings of Prophet Muhammad

israf: avoiding excessive consumption

majlis-e-shura: ‘body for consultation’ specifically the duty of the ruler in Islamic
law to consult his followers in making decisions. It refers to the assembly that meets
for this purpose. The rules of shura are used to solve every problem that a group of
individuals facés starting from within the family, to the problems of the community
and continuing even to the political affairs of a country

modarabah: The term refers to a form of business contract in which one party
brings capital and the other personal effort. The proportionate share in profit is
determined by mutual agreement. But the loss, if any, is borne only by the owner of
the capital, in which case the entrepreneur gets nothing for his labour. The financier
is known as ‘rab-al-maal’ and the entrepreneur as ‘mudarib’

musawat. equality

mustahigeen: deserving persons

nazrana: an offering or a gift or sacrifice

nisab: minimum amount of wealth liable to zakat
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NIT Units: The National Investment Trust is the largest and oldest mutual fund in
Pakistan. It was constituted under the Trust Deed on 12 November 1962. The
Government of Pakistan established NIT, in order to encourage the broad basing of
the ownership of the growing industrialization in the country. NIT is supposed to
make investing simple, accessible and affordable. It is supposed to provide investors
with a convenient access to Pakistan's equity markets.

Nizam-e-Islam: Islamic system of economic, political and social setup
Nizam-e-Mustafa: system of economic, political and social setup in the time of
Prophet Mohammad

Pir: spiritual leader

Quran: holy book of the Muslims

Ramadan: ninth month out of twelve of the Muslim lunar calendar, month of fasting
throughout hours of daylight. The Muslim c'alendar is also known as the Hijri
calendar marking the emigration of the Prophét Mohammad and his companions
from Makka to Madina in 622 AD

riba: interest

roti, kapra aur makaan: food, shelter and housing

Shaban: eighth month of the Islamic calendar

Shaikh al Islam: leader of Islam

Shariah: Islamic law

Shia: a Muslim religious sect; see Figh Jaffaria

sunnah: actions of Prophet Mohammad

Sunni: a Muslim religious sect. See Hanafi sect

sura: verse from the Quran
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tafsir: ‘explanation’: Quranic exegesis or commentary. Someone who writes tafsir
is a mufassir

taqlid: rigid conformity or orthodoxy

ulema (plural): Islamic scholars; allama (singular)

ummah: community or nation. It is commonly used to mean either the collective
nation of Islamic»states. In the context of Islam, the word implies community of the
believers and thus the whole Islamic world

ushr: Zakat in the case of agriculturalvproduce is known as ushr. It is payable on the
harvesting of each crop, on 940 kg of wheat or its equal value in case of other crops.
Ushr is liable at the rate df 5% on artificially irrigated land and 10% on naturally
irrigated areas

zakat or zakah: its literal meaning is ‘purification’ and ‘growth’. It is one of the
inost important and obligatory religious duties in Islam. It must be paid on surplus
wealth: whatsoever is over and above the lawful necessities of an individual and his
dependants, thus exempting Muslims of limited means. It is levied on all Muslims,
including minors, orphans and Muslims of unsound mind. Zakgt is charged annually
at the rate of 2.5% on accumulated wealth of the individual’s assets

- zulm: injustice
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Abbreviations

CIIL Council of Islamic Ideology

CZA: Central Zakat Administration

CZC: Central Zakat Council

CZF: Cental Zakat Fund

ICP: Investment Corporation of Pakistan
LZC: Local Zakat Council

NIT Units: National Investment Trust Units
PZA: Provincial Zakat Administration
PZC: Provincial Zakat Council

PZF: Provincial Zakat Fund
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Chronology of Pakistan

570-632 birth and death of Prophet Mohammad

711-712: Mohammad Bin Qasim (a Syrian Arab general of Caliph Al-Walid I army)
conquers Sindh and Southern Punjab. Beginning of the establishment of Muslim
rule in the Indian Sub-continent

976-1148: Ghaznavids period, Mahmood of Ghazni invades

1148-1206: Ghaurids Period

1206-1526: Formation of Delhi Sultanat

1526-1857: Mughal ascendancy (1526-1707), nominal rule by Mughals (1707-
1857)

1760-1849: Sikhs become dominant force in Punjab, Ranjit Singh rules (1799-1839)
British defeat Sikhs and annex Punjab and NWFP (North West Frontier Province)
(1848-49) |

1857: Failure of ‘War of Independence’ or ‘Mutiny’

1885: Indian National Congress founded

1906: All India Muslim League founded at Dacca by Nawab Salimullah Khan as
forum for Indian Muslim represeﬁtation

1930: Allahabad Address (separate homeland for Muslims) by Allama Mohammad
Igbal |

1940: Pakistan Resolution where Muslim League endorses idea of separate nation
for India's Muslims

1947: Emergence of Pakistan on the world map. Muslim state of East and West

Pakistan created out of partition of India at the end of British rule
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1948: Muhammed Ali Jinnah, the founder of Pakistan and the first governor general
of Pakistan, dies

1951: Jinnah's successor Liaquat Ali Khan is assassinated

1956: First constitution drafted on 23 March, Pékistan proclaimed an Islamic
Republic

1958: Martial Law imposed by General Ayub Khan

1965: Indo-Pakistan war- lasts 23 days

1969: General Ayub Khan resigns and General Yahya Khan takes over

1970: Victory in general elections in East Pakistan for breakaway Awami League,
leading to rising tension with West Pakistan

1971: East Pakistan attempts to secede, leading to civil war. India intervenes in
support of East Pakistan which eventually breaks away to become Bangladesh.
After civil war power transferred to Zulfigar Ali Bhutto

1973: New constitution adopted

1977: Riots erupt over allegations of vote-rigging by Zulfigar Ali Bhutto’s Pakistan
People’s Party (PPP). General Zia ul-Haq stages military coup and imposes martial
law

1978: General Zia becomes president

1979: Zulfigar Ali Bhutto hanged

1981: Opposition Movement for the Restoration of Democracy formed

1985: Non-party elections held, amended constitution adopted, martial law lifted
1986: Zulfigar Ali Bhutto’s daughter Benazir returns from exile to lead PPP in
campaign for fresh elections

1988: General Zia killed in an air crash and in November Benazir Bhutto’s PPP

wins general election

25



1990: Benazir Bhutto dismissed as prime minister on charges of incompetence and
corruption and Nawaz Sharif elected as Prime minister

1991: Prime Minister Nawaz Sharif begins economic liberalisation programme.
Islamic Shariah law formally incorporated into legal code

1993: President Ghulam Ishaq Khan and Prime Minister Sharif both resign under
pressure from military. General election brings Benazir Bhutto back to power and in
October, Benazir elected as Prime Minister

1996: President Leghari dismisses Bhutto government amid corruption allegations
1997: Nawaz Sharif returns as Prime Minister after his Pakistan Muslim League

party wins elections
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Introduction

This thesis aims to analyse the zakat policy in the context of Pakistan from 1980 to 1994.
Zakat is a redistributive and an obligatory tax levied at 2.5% per annum on the wealth of a
Muslim who has more than the specified amount of wealth. Zakat is to be utilised for
alleviation of poverty by disbursing it to the poor, widows, orphans and the handicapped

eligible to receive.

This thesis assesses zakat’s performance in Pakistan as a social welfare policy and
calculates its effectiveness not only in terms of its ideological rhetoric, i.e. its objectives in
terms of the assertions of the Islamists, but also in terms of its official objectives, i.e. what
the government promised zakat would achieve and what it actually did. It assesses zakat’s
policy-making procedure and evaluates its perforn&ance in terms of its revenue take and its
redistributional impact in connection with the role of the Islamic state in the zakat policy

mechanism.

Soon after coming to power in 1977, General Mohammad Zia-ul-Haq announced the
Islamisation of Pakistan to be his prime objective.'Thus on 10 February 1979, President
Zia-ul-Haq addressed the nation on ‘The Introduction of the Islamic System in Pakistan’, at
the National Assembly Hall in Islamabad, and he selected zakat (one of the five
fundamentals of the Islamic faith) as the beginning of the Islamisation process. To this
effect, the formal institutionalisation of zakat took place under the Zakat and Ushr
Ordinance 1980, No. XVIII on 20 June 1980. lThe law held all the sahib-e-nisab (those who

hold a certain amount of wealth) Muslims to pay zakat and for the Islamic state to
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endeavour to secure its proper organisation. Thus, the Government of Pakistan undertook
the collection and distribution of Islamic taxes on a national basis. With the passing of the

Ordinance a Zakat Fund was created with the amount of Rs.2250 million ($228 million).

The zakat system of taxation was parallel to the federal fiscal system and thus its revenue
and expenditure were not part of the secular budget. Zakat funds were to be utilised for the
poor, widows, orphans and the handicapped eligible to receive zakat for their subsistence or
rehabilitation, directly through the Local Zakat Committee or indirectly through
educational institutions, hospitals or clinics. Additionally, the funds were to be utilised for
the purpose of expenditure on the disbursement and administration of zakat at the local

level.

Thus Pakistan’s zakat policy was a government-imposed welfare system that aimed to
provide subsistence and a source of revenue to those members of society who found

themselves in poverty and were unable to earn a living.

The rationale for the imposition of zakat derived perhaps from domestic goﬁceﬁs as well as
international ones. The internal rationale for the imposition of zakat arose perhaps with the
raison d’etre of Pakistan inherent in its Islamic Ideology. It could perhaps also have been
the result of the era of economic developmeht in Pakistan, which is identified with the
1960s. The economic growth of the time was the outcome of the economic policies pursued
by Ayub Khan whose martial law replaced civilian rule in 1958. He stayed in power till
1968. His policies favoured the capitalist class and were geared towards creating
monopolies, thus creating a gulf between the rich and the poor. The subsequent Bhutto

government adopted a socialist path for economic organisation and nationalised most of the
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industries. The outcome was the creation of more employment and bureaucratisation. This
led to industrial inéfﬁciency, as labour was not discarded despite losses and low
production. Additionally, despite Bhutto’s concern for the well-being of the masses, he
failed to make gains in the field of social investment. The promise of labour-intensive
projects did not materialise leaving high unemployment, and the gap between the rich and
the poor created in the 1960s was only exacerbated in the 1970s. Thus when Zia came to
power he decided to impose zakat, which after fhe Ayub and Bhutto economic policies
seemed like a gesture not only to uplift the condition of the poor but also to gain

acceptability and legitimacy from the general masses for his political ascendancy.

The external rationale for the Islamisation of policies found fertile ground in the Soviet
invasion of Afghanistan, which prompted the jihad movement there among the right-wing
factions. The movement received heavy support from the United States in the face of the
apparent growing Communist threat. The US support for the Islamisatiqn of the region was
lubricated with massive financial support to set up Islamic madaris (schools), which
glorified Islamic political, economic and social ideologies. Even before the Soviet invasion,
in the wake of the Islamic revolution in neighbouring Iran (1979), Zia found solid cause to
advance his agenda for gaining influence and control by going back to Pakistan’s raison
d’etre as an explicitly Islamic Republic, consequently introducing Islamic social policies
such as zakat. Such policies with overtly Islamic overtones would ideally give him the

legitimacy that he needed to rule.

Also, the oil boom of 1974 engulfed the Muslim world with the fervour to revive Islamic
ideological concepts, which Zia eagerly imported from the Middle East. More developed

concepts of political Islam, the Islamic state, Islamic economics and the Shariah were
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emerging. One of the major countries to support Zia’s pursuance of Islamic ideology was
Saudi Arabia. It helped Zia’s government not only by donating huge sums of money, for
example to establish a zakat fund, but also by providing it with intellectual assistance. This
helped to foster that brand of Islam that sanctioned Zia’s Islamic policies through the idea

of an Islamic state, consequently strengthening his hold on power.

In the wake of such developments, the world witnessed Islamist intellectuals strive for the
emergence of a new economic order known as the Islamic economic system. This system is
based on the Islamic economic philosophy, which takes its origins from the Quran, Sunnah
and the Hadith (practices and sayings of the Prophet Mohammad). 'fhe adherents of this
system claim it to be a superior economic order to both capitalism and communism as they
regard these as based on exploitation of the poor, the former via the market and the latter by
the state. They say that the Islamic economic order, on the contrary, is based on principles
of equality and justice as it prohibits riba (interest), which exploits the poor and instead it
introduces modarabah (profit and loss sharing) where every economic agent gets his/her
rightful share of the resources. They assert that the Islamic state makes sure that justice is
done in the economy by introducing a charity tax system based on zakat. Zakat is the jewel
in the crown of the Islamic economic order and forms the basis of the Islamic social

security system.

Islamists say (for the purpose of this treatise the term ‘Islamist’ will be used to mean
proponents of Islamic economics, and ‘Muslims’ will mean followers of Islam) that the
homo Islamicus (the Islamic_ man) would follow the ideals of the Islamic economic
philosophy regarding the strongest pillar of equity and welfare, i.e. zakat and would pay it

willingly to the Islamic state due to zakat’s religious nature. They also assert that the
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Islamic state would instrumentalise zakat in a way that would eliminate destitution and
poverty in the Islamic society, and break the association between the rich and the powerful,
as wealth would flow from the rich to the poor. This would promote welfare and reflect the
ideals of Islamic distributive justice. The social, economic and the political importance of
zakat are unrivalled due to its charitable nature, which gives it popular appeal. Optimism
surrounding zakat is rooted in the claim of the Islamists, who assert that the religious nature
of zakat renders it superior to the secular social security network. In Pakistan, it was hoped

that this divine injunction would work wonders for poverty and inequality in society.

It is the purpose of this thesis to test the ideological claims of the Islamists and the official
objectives of Pakistan’s Islamic state regarding zakat policy against its operational reality in
Pakistan. The normative aspects of equity and justice in the Islamic economic system need
to be assessed on the ground via zakat. Therefore, it is important to weigh empirically the

extent to which zakat in Pakistan operated in accordance with its redistributional rationale.

Importance of this Topic

The study of Islam with its political and economic ideology and its social codes is perhaps
more relevant today than it was in the Middle Ages or even a century ago. The post colonial
revival of Islamic political, economic and social thought makes the study of zakat with its
social and economic conﬁotations very significant. Zakat is one of Islam’s most important
pillars of belief and to study its economic history in the context of Pakistan, a country at the
forefront of Islamisation, would be a valuable undertaking. Not only this, but zakat's
redistributive intent should attract the attention of those who are interested in studying
poverty and inequality reduction issues (not only at a theoretical but also at the applied

level). It should also be of interest to students of political economy and also of social policy
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who are interested in conducting the study of a welfare instrument within an idealised
economic system. This study would demonstrate how normative Islamic economics has
translated itself .into a positive ohe regarding zakat, with what level of success and whether
the Islamic social welfare system has been effective in delivering the objectives of welfare

and justice to which it aspires.

Pakistan as a Case Study

The present analysis uses the Islamic Republic of Pakistan as a case study. Pakistan
appeared on the world map as an independent country in 1947 by the partition of India by
the British. It was founded on ideological grounds and is the only country to be created in
the name of Islam. Although the religious orientation of the state was explicitly embodied
in the formal name of the country, and despite the early inclusion of Islamists within some
elements of the state apparatus, it was not until 1980 that the then President, General Zia,

embarked upon a process of Islamisation of economic and social activity within Pakistan.

Islamists in Pakistan asserted that Islamisation is a natural consequence of an ideological
state and advocated the imposition of zakat (which was to be imposed in addition to an
already operative secular tax system). This makes Pakistan an appropriate case study not
only due to its ideological basis but also due to the fact that it was one of the first Islamic
countries to initiate the Islamisation of the society via political, economic and social laws.
A central element of this process of Islamisation was the introduction of zakat to a degree

never undertaken by any other Islamic country.

Pakistan’s Islamisation began with the declaration of the Zia government to turn Pakistan

into an Islamic state. This included the introduction of Islamic laws within the banking
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system via the introduction of modarabah (profit and loss sharing) and moved towards the
abolition of riba (interest). Additionally, in 1979 the Hudood Laws (which are seen as the
beginning of the implementation of classical Islamic criminal law) were also imposed.!

Furthermore, in 1984 the Qanune-e-Shahadat (Law of Evidence) was enacted.?

Does the imposition of such ideological essentials label a country as Islamic and following
an Islamic economic system? Pakistan has had Islamic laws in operation for almost 26
years, which is ample time for the individuals to internalise policies and laws and also for
policies to reveal their consequences, results, and their strengths and weaknesses. Thus in
the case of Pakistan one can safely assume that there is sufficient material to provide scope
for an empirical test éf the effectiveness of Islamic policies, in this case zakat, which was
imposed as a highly structured and stratified system as envisioned by the Islamic state of

the time.

Previous Work on Zakat

There is a plethora of literature on the ideological underpinnings of zakat in general, and
this will be analysed in Chapter One. However, the existing literature on zakat in Pakistan
is not vast, and there have been few comprehensive empirically based studies assessing its

efficiency.

"'R. Mehdi, The Islamisation of Law in Pakistan (Surrey: Curzon Press, 1994).p. 109. A person charged under
Hudood laws faces severe punishments, including public flogging or the amputation of limbs. The martial law
regime in Pakistan enforced four Hudood Ordinances: Offences against Property; the Prohibition Order; the
Offence of Qazf (when a person makes a false allegation of fornication or rape with the intention to harm and
the knowledge or reason to believe that such imputation will harm the reputation or hurt the feelings of the
person to whom the crime has imputed, p. 132); and the Offence of Zina. Zina is defined as sexual intercourse
out of wedlock. With the adoption of Zina laws, for the first time in Pakistan's history, fornication along with
adultery became a crime against the state and, made non-compoundable, non-bailable and punishable by
death. ‘

? Ibid. p. 147
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Not only do these studies lack hypothesis and tend to be descriptive rather than analytical
but they also lack any historical context. They are deficient in questioning the ideological
and political rhetoric, which are central to any assessment of zakat considering its
theological background. Most of the works are of an ad-hoc nature and lack a contextual
relationship with the government’s zakat policy as they fail to question the government’s
motives.- The sources also have a propensity to transcribe the Zakat and Ushr Ordinance
from its legal jargon into a non-legal language and present it as a piece of research.
However, there are a few studies that have somewhat managed to transcend the above-
mentioned limitations, and these have been used in the present thesis. The following
literature review examines the most important works on zakat in Pakistan. The aim is to not
only inform the reader of what other researchers have done but the literature review will

also aim to show why the present research needs to be carried out.

The literature is reviewed under five categories: a descriptive evaluation of zakat, a
historical evaluation, a legal evaluation, a social evaluation and an economiq evaluation.
The rationale of this review is to orientate the present thesis, which aims to transcend,
empirically and intellectually, the previous works that have been written on zakat in

Pakistan.

Descriptive evaluation:
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Writers such as Imtiazi,® Kahf* and Butt® have written articles that provide a description of
the administration, i.e. the working of the zakat system. However, their works are rather
succinct in their evaluation. They have failed to explore the operational challenges faced by
the zakat mechanism. A common theme in their work is to replicate the Zakat and Ushr
Ordinance or copy various passages from the official Guide Book of Zakat and Ushr. In
case of Imtiazi, this is not a surprise because interestingly, he was the author of the Guide
Book and the first Administrator General of the Central Zakat Administration. Nonetheless,
his account of the zakat administration is a reliable source for referencing. What comes
across from these sources is a narrative of the procedure of zakat’s major mechanics as they

operate in Pakistan.

However, these authors do provide a cursory quantitative glimpse into the collection and
disbursement of zakat at the national aggregate level, even though they do so via the
replication of the published government sources. Their presentation of the aggregate level
qualitative and quantitative data is however without any detailed examination and thus
offers no valuable conclusive remarks. The time period covered in these sources ranges

from the mid-1980s to the late 1980s.

Historical evaluation:

3 1. A. Imtiazi, "Management of Zakah Collection and Disbursement: The Administrative and Managerial
Structures in State Organisations: The Pakistan Experience" (paper presented at the International Training
Seminar on Zakah Management, Islamabad, May 20th-23 2002), I. A. Imtiazi, "A Model System for the
Assessment Collection and Disbursement of Zakat (Case Study of Pakistan)", 1987, Lahore Staff College,
Lahore , 1. A. Imtiazi, "Organisation of Zakah: The Pakistan Model and Experience" (paper presented at the
Management of Zakah in Modern Muslim Society, Karachi, 22nd April to 2nd May 1985).

* M. Kahf, "Zakah Management in Four Muslim Countries," in Zakah Management in Some Muslim Societies
(Jeddah; Islamic Development Bank, Islamic Research and Training Institute, 2000).

5 P. A. Butt, "Pakistan," in Institutional Framework of Zakah: Dimensions and Implications, ed. Ahmed
Abdel-Fattah El-Ashker and Muhammad Sirajul Haq (Jeddah: Islamic Research and Training Institute,
Islamic Development Bank, 1995).
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Jamal Malik’s® study of the zakat system in Pakistan is a chapter in a book called
‘Colonisation of Islam’. It is an effort to relate the social and the economic situations of the
Muslims with the process of Islamisation in Pakistan. He forwards the hypothesis that the
colonial state (by which one supposes he means the structure of the state inherited from the
Imperialist powers) enacts its policy of integration by traditionalising colonial institutions
on the one hand and by colonising the traditional institutions on the other. Malik states that
such a policy brings about the disintegration of the traditional systems of social welfare and
health insurance. He uses this chapter on zakat to test this hypothesis by giving the history
of zakat in Pakistan and then continues with detailed description of the government’s
operation regarding the policy making process, the bureaucratic structure and the flow of
zakat funds. It also puts zakat revenue in the context of the secular receipts and
expenditures by comparing zakat expenditure with the secular social welfare expenditure at
the provincial level. The data used is based on the publications of the zakat agencies. The
analysis tends to be ephemeral as he not only fails to undertake critical analysis of zakat
policy making, he does not offer insight into who received or gave zakat, how much, was it
adequate or what effect it had on poverty reduction or income inequality. Although the
study does not undertake the effects of zakat on poverty or inequality, the chapter is a
helpful source for getting an overall picture of zakat’s operation for its formative years as

the analyses end in 1985.

Legal evaluation:
A recently published book by Khalid Nazir,” called “The Zakat Law’, could be considered a

quick reference source and a guide to the understanding of the Zakat Ordinance from a

8 J. Malik, Colonialization of Islam: Dissolutions of Traditional Institutions in Pakistan (Dhaka: The
University Press Limited, 1999).
" K. Nazir, The Zakat Law (Islamabad: Ammar Publications, 2002).
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legal perspective. This book outlines the conceptual development of the Zakat Ordinance in
Pakistan. It analyses the text of the law as passed in 1980 from the Shariah perspective and
also aims to study the amendments made in the Ordinance. It concludes by recommending
the need to boost public confidence in and awareness of the system and to avoid making
changes that would jeopardise benefits for the poor. It is a good secondary source and a
starting point for anyone interested in evaluating zakat policy. The time period covered is

from the imposition of zakat in 1980 to 1997.

Another piece of work that evaluates zakat from its legal perspective is by Elizabeth Ann
Mayer undertaken in 1982%. Mayer places the zakat law within the Pakistani secular tax
structure and hypothesise that zakat was just another way for the government to raise
revenue: and for this purpose the classical Shariah tax principles and terminology' were
combined with the current governmental taxation goals. She claims that for this reason the
religious obligation of zakat had been transformed into a mundane tax liability. How this
translates into an effective poverty-alleviating tool during the 1980s and 1990s will be

shown in this thesis.

Social evaluation:

Two names ought to be mentioned here: Grace Clark® and Faiz Mohammad.'® Both authors
undertake analyses of the entire system of zakat i.e. evaluating its administrative set-up, its
disbursement pfocedure and its interaction with the recipients. The studies are based on

sample surveys, interviews and government publications and aim to bring out the strengths

¥ E. A. Mayer, "Islamisation and Taxation in Pakistan," in Islamic Reassertion in Pakistan: The Application of
Islamic laws in a Modern State, ed. A. M. Weiss (Syracuse N.Y.: Syracuse University Press, 1986).

? G. C. Clark, "Pakistan's Zakat and Ushr System: An Islamic Public Welfare System in a Developing
Country" (University of Maryland, 1985).

10 F. Mohammad, "Evaluation of nizam-e-zakat and ushr in Pakistan", October, 1992, International Institute
of Islamic Economics, Islamabad
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and weaknesses of the zakat system. Mohammad’s study spans from 1980 to 1988 and
manages to point out the deficiencies and achievements of the system. However, his work
falls short of evaluating the findings in terms of the government’s objectives and goals,

which could be viewed as its limitation.

Clark’s work needs special mention. Her work was her PhD dissertation covering the first
four years of zakat from 1980 to 1984. It presented a case study and policy analysis of
Pakistan’s national zakat system as a public welfare system. The study evaluated both the
administrative structure of the system and the manner in which the progression and
implementation of the policy occurred. It based its assessment on a theoretical premise of
evaluating the zakat policy under such criteria as adequacy, stigma, equitable efficiency,
and effect on work, cost and public opinion, which allowed the thesis to form an opinion
upon policy effectiveness. It aimed to describe how the policy was intended to work as well
as documenting how it actually worked. Her study found that zakat benefits are inadequate
for subsistence. Rehabilitation grants, though adequate, are not accompanied by proper
training for the beneficiary, which wastes zakat resources. Clark states that Pakistan’s zakat
system has made a modest start but can serve as a basic model for a public welfare system

in developing countries with limited resources.

Clark’s work is a comprehensive study on zakat, though covering only its first four years.
Additionally, the study does not examine the economic effects of the system based on

quantitative data of zakat disbursements.

Economic evaluation:
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With regards to zakat expenditure in Pakistan and its effects, there are few sources.
However, these make their point potently and thus substantiate their conclusions. Writers
such as Faiz Mohammad,"" Shirazi'? and Jehle' undertake analyses of zakat’s effect on

poverty alleviation in Pakistan.

Mohammad tries to assess the extent to which the system as practised in Pakistan has the
potential to eradicate poverty. He quantifies the gap between the financial needs for
eradicating poverty and the zakat potential in Pakistan for 1988. His study is based on a
sample survey of 257 Local Zakat Committees out of the total of 36,658. The number of
recipients interviewed stands between 4-7 for each selected LZC and similar numbers of
non-recipients were been interviewed from a population of 5000 to 10000 in each locality.
His study shows that the existing system’s potential even without leakages. is not sufficient
to cater to the subsistence needs (excluding -rehabilitation) of the poor in Pakistan.
Mohammad asserts that the zakat will have to be reformed if it is to make a positive mark

on the poverty situation in Pakistan.

Shirazi’s study attempts to estimate the impact of zakat and ushr on household poverty
alleviation. He uses the Household Integrated Economic Survey (HIES) for two years:
1987-88 and 1990-91. Shirazi estimates the share of zakat and ushr in the. average
disposable income of the lower income deciies. He concludes that the impact was not that

significant, but he does assert that zakat and ushr accounted for 39% of the average

' F. Mohammad, "Prospects of Poverty Eradication Through the Existing Zakat System in Pakistan," The
Pakistan Development Review 30, no. 4 Part IT (1991).

'2N. S. Shirazi, System of Zakat in Pakistan: An Appraisal (Islamabad: International Institute of Islamic
Economics, 1996).

13 G. A. Jehle, "An Islamic Perspective on Inequality in Pakistan," The Pakistan Development Review 31, no.
3 (1992), G. A. Jehle, "Zakat and Inequality: Some Evidence from Pakistan," Review of Income and Wealth
40, no. 2 (1994).
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disposable income of the lowest income decile, which he applauded as extremely
encouraging and evidence that zakat was targeting the right group. Shirazi also attempts to
highlight the problems in raising zakat revenues and disbursing them. The absence of an
evaluation yardstick means his assessment offers no conclusions as to how the zakat policy

was intended to work in Pakistan.

Like Shirazi, Jehle also uses the HIES data to assess zakat performance but only for 1987-
88. Although covering only one year, this is a significant study, mainly because of the
methodology employed and the analyses undertaken. He uses the data to construct two
income distributions: one that would have existed without zakat and the other with zakat.
Jehle assesses the impact of zakat on income inequality using the Sen, Kohl and Atkinson
relative indices of income inequality in Pakistan. Jehle’s research shows that a high
proportion of the Pakistani population gives zakat although many give very little. He also
observes that there is a tendency for the collection of zakat to decline across the income
spectrum as income rises. He concludes that zakat has fulfilled some of its promise of
reducing income inequality, but he adds that this impact has been marginal, due to the fact
that zakat does not reach the poorest in Pakistani society. However, because Jehle’s study

covers only a single year, the real impact of zakat over the years cannot be assessed.

Premise of the Present Thesis

This thesis estimates the quantitative and qualitative aspects of zakat’s performance as a
social welfare policy in terms of who pays and receives and how much; if zakat reduced
poverty and inequality in Pakistan over fourteen years. The thesis evaluates zakat's
capability regarding its ideological beneficence as held by the Islamists. It also weighs the

system against its official objectives. The thesis analyses zakat’s policy-making process and
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evaluates the role of the Islamic state in its development and in the running of the zakat

system. The zakat system is not analysed in an ideological, historical or a political vacuum.

The thesis questions zakat’s workability on the premise that welfare policies (such as
zakat), even if they are deemed sacred and hallowed as divine injunctions, become political
instruments (especially considering the unclear injunctions regarding it in the Shariah). As
such, they are vulnerable to manipulation by the Islamic state, taking into account the
economic and political power bestowed upon it by the Shariah. Furthermore the thesis also
shows that zakat needs more than ideological and religious rhetoric (as asserted by the
Islamists) to achieve its goals. Effectiveness of policies requires trust between the ruler and
the ruled, Which is dependant on the political legitimacy of the govemnient, fairess in

policy formulation procedure and the state’s lasting commitment towards the policy.

To achieve the above, the analytical framework in the present thesis is forwarded in a
manner that firstly assesses the institutionalisation of zakat i.e. the political economy of the
Islamic welfare policy making and secondly, the role of the Islamic state’s commitment to

zakat and its consequences and how it affected zakat’s evolution as a system in Pakistan.

It needs to be clarified here that because a significant part of the empirical analysis
conducted in this thesis covers Zia’s era from 1977 to 1988, it might appear that the
analytical framework used in this thesis (described above and which will be examined in
detail in Chapter Two) pertains only to Zia’s period and is therefore not applicable for the
post Zia regimes. This however is not the case as Islam continued to play an important role
in Pakistan’s polity even after Zia’ demise in 1988. Whereas this is not true of Benazir

Bhutto’s government, Islamisation was very much at the core of Nawaz Sharif’s.
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Sharif’s policies continued to be geared towards the Islamisation of Pakistan’s society via
the Islamic state. This was partly due to his apprehension of the destabilising potential of
the religious parties, and partly to distract people from Pakistan’s economic ills and security
threats, internal as well as external.'* On coming to power in late 1990 Sharif declared
himself to be the guardian of Zia’s legacy.'® His government and Nawaz personally was
committed to pursuing the goal of Islamization.'® Nawaz held the view that Pakistan was
created in the name of Islam, but its rulers had failed in enforcing it in the country.'” Under
the fifteenth amendment to the constitution, Nawaz Sharif (like Zia) sought to become the
Ameer-ul-Momeneen (commander of the faith) and undertook to make the Quran and the
Sunnah the /supreme law of the land. The proposed amendment sought to make all the
functionaries of the state, including the army chief of staff and the chief justice, subject to
the Quran and the Sunnah, however interpreted. Second, it put the judiciary as well as
parliament in the shade, leaving the prime minister and his appointed advisers on Islam as
the would-be arbiters of Pakistan. However, Sharif’s recourse to Islam is widely perceived

as hollow symbolism.'®

Even though Sharif stood for upholding Zia’s Islamic policies, one observes the erosion of
the authority and prestige of the zakat system after 1988. This was mainly due to Bhutto’s

more secular political stance and the political upheaval that Pakistan went through in the -

'* A. Jalal, "Pakistan’s Tangle: the Politics of Conflicting Security and Economic Interests," Government and

Opposition: An International Journal of Comparative Politics 34, no. 1 (1999). p. 13

" R. A. Khan, "Pakistan in 1992: Waiting for Change," 4sian Survey 33, no. 2 (1993). p. 131

16 1. Husain et al., "Islamization and the Pakistani Economy", 2004, Woodrow Wilson International Center for
Scholars, Washington, D.C. p. 107

17S. V. R. Nasr, "The Rise of Sunni Militancy in Pakistan: The Changing Role of Islamism and the Ulama in

Society and Politics," Modern Asian Studies 34, no. 1 (2000). p. 178

8 Jalal, "Pakistan’s Tangle: the Politics of Conflicting Security and Economic Interests." p. 13-14
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form of frequent changes in governments after 1988. This subsequently had its effects on

the zakat system.

Wheras it would have been interesting to assess the zakat system in Pakistan post 1994 (at
least till 1999 during which Sharif was in power for three years till his over throw in a coup

by Musharraf) the unavailability of data has hindered this possibility.

Nonetheless, this is the first time that the zakat policy in Pakistan has been evaluated over a
period of fourteen years. Much of the data employed in the thesis has not been used for this
purpose before, including the six years of Household Integrated Economic Surveys, some
of the annual reports of the Central Zakat Council and some reports of the Council of

Islamic Ideology to name a few (data limitations will be described later in the Introduction).

This research provides a comprehensive appraisal of the procedure of zakat policy
formation, an assessment of its revenue and disbursement patterns and an examination of
the bureaucratic practices of zakat. Throughout the assessment this thesis contrasts the
practical reality of zakat with its ideological and religious underpinnings (which inspired
the zakat law in Pakistan), in addition to contrasting it with its objectives and goals as
declared by the Pakistani Government. Moreover, this thesis goes beyond using ideological
benchmarks and uses economic criteria expressed through poverty lines and inequality
indices (as used by Shirazi and Jehle) to conduct the evaluation of zakat’s effectiveness.
This study therefore breaks new ground in analysing the imposition of zakai in Pakistan by
making an across the board analysis and observes how normative notions regarding zakat

performed when applied in real life in an Islamic country.
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Ushr in the Thesis

Zakat on agricultural produce is called ushr. Ushr is the first charge on the produce. It is
charged and collected on a compulsory basis from the produce of the land (including
horticulture and forestry) of the landowner, grantee, allottee, lessee, lease-holder or land
holder at the rate of 5% above the value of 5 wasqs (940 kilograms) of wheat or its
equivalent in vaiue in case of other cfops. In Pakistan ushr is levied at a flat rate of 5%.
This flat rate differs from the traditional method of levy, which requires a 10% ushr levy on
the produce if the land is irrigated with rain water or gravity flow water channels, but only
5% if the land is irrigated by artificial irrigation such as wheel pumps, tube wells and lift
pumps.'® However, Pakistani law encourages the owners of rain-fed areas to pay an
additional 5% for ushr as a voluntary contribution, but not many do: Ushr is liable only in

cash and not in kind.?°

Exemptions from ushr include those who are eligible to receive zakat under Shariah, and
those whose produce from the land is less than 940 kilograms of wheat or its equivalent in
the case of other crops. Tenants are encouraged to pay although they are not legally
required to do so.”! In an amendment to the Ordinance on 7 May 1983, the Ushr assessee
became entitled to reduce one third of the ushr due in the case of produce from land
irrigated by tube wells and one fourth in the case of a possible overestimation in

assessment.”? Land revenues are not chargeable in respect of land on whose produce ushr

1% Imtiazi, "A Model System for the Assessment Collection and Disbursement of Zakat (Case Study of
Pakistan)", pp. 66-67

2% Clark, "Pakistan's Zakat and Ushr System".p. 222

2! Nazir, Zakat Law.pp. 72 & 75

22 Ibid, pp. 153-4
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has been charged and recovered compulsorily. Where compulsory realisable ushr falls into

arrears, it is recoverable as arrears of land revenue.?

In the present thesis the word ushr has mostly been used synonymously with zakat. Where
zakat collection and disbursement commenced as soon as the Zakat and Ushr Ordinance
took effect in 1980, the collection of ushr did not start till the spring of 1983 due to issues
with the workability of policy procedures.2* This thesis does not present any explicit and
detailed analyses of the ushr policy making or implementation process. This is because of
the acute shortage of qualitative data on ushr. There is little systematic centralised record
keeping as wushr is collected and disbursed at the local level. This implies that the
quantitative data presented at the national aggregate level does not include ushy. Despite
this, the micro-level data based on the Household Integrated Economic Surveys used in this
thesis include ushr as well as zakat, and so the impact of ushr is therefore included in the

revenue and distributional analysis in Chapters Four and Five.

The following table displays ushr collection in Pakistan since its commencement until
1994. 1t shows that ushr collection was decreasing at an average rate of -27% in real terms

and by the mid-1990s ushr collection was negligible as a percentage of GDP,

2 Imtiazi, "A Model System for the Assessment Collection and Disbursement of Zakat (Case Study of
Pakistan)", p. 66
24 Mayer, "Islamisation and Taxation in Pakistan.” p. 73
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Ushr Collection in Nominal & Real Prices & as Percentage

of GDP
Ushr Ushr Collection
Collection (real prices
{nominal rebased to 1980
Years prices) % of GDP  |prices)
1982-83 |179.23 0.10 147.60
[1983-84 |258.71 0.11 202.37
1984-85 |261.04 0.10 186.22
1985-86 |246.4 0.07 168.15
1986-87 |225.43 0.05 148.94
1987-88 |239.88 0.05 151.63
1988-89 |177.04 0.03 102.09
1989-90 |107.57 0.01 57.13
1990-91 }121.65 0.01 60.69
1991-92 |40.7 0.00 17.96
1992-93 |10.35 0.00 4.15
1993-94 0.2 0.00 0.07

Source: Central Zakat Administration (1994). Zakat and Ushr System in Pakistan. Ministry of Finance, and
Author’s own calculations.

There are many reasons for the low revenue from ushr. The self-assessment procedure for
ushr could be contested. Ushr is made vulnerable to disputes between the payer and the
Local Zakat Committees (LZC). If the LZC challenged the self-assessment then it arranged
its own assessment by a committee member, local tax collector or a special a.gent.25
However, the assessee could appeal to the Tehsil Zakat Committee if dissatisfied with the
LZC’s judgement. Later on, in an amendment to the Zakat and Ushr Ordinance in 1990, the.
appeal against the LZC’s judgement was not to be lodged with a higher zakat authority but

with the local government at the level of the Sub-Divisional Magistrate.*®

Secondly, the LZCs, which were responsible for the collection of ushr, were voluntary
agencies and hence hard pressed for time due to other obligations. The members of these
committees felt uncomfortable in pestering their neighbours for ushr due. Thirdly, it is

believed that the LZC members may have felt hesitant to harass the influential

25 Clark, "Pakistan's Zakat and Ushr System". p. 224
26 Nazir, Zakat Law. pp. 153-4 & 166
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landowners®” who also happened to be the LZCs’ members’ personal landlords. And
finally, another important factor that contributed to the meagre ushr revenues was that
many times the LZCs were un-knowledgeable of the importance of the uskr collecting task

and lacking the knowledge of revenue matters.?®

In 1990, because of the low ushr revenues, the Government decided to withdraw the task of
ushr collection from fhe LZCs and assign it to the Provincial Revenue Department via an
amendment to the Zakat and Ushr Ordinance.”” However, according to Shirazi it was only
in 1993 that the Central Zakat Administration actually handed over the responsibility of
assessing and collecting ushr to the Provincial Revenue Department.’® Due to non-
availability of data on ushr after 1993-94 it is impossible to assess the impact of this

amendment on ushr collection.

Considering that the value of aggregate ushr raised is extremely low for the period under
consideration, and there is little qualitative and quantitative ushr data (if any exist in a
comprehensive form), it is not only futile but also impossible to undertake detailed ushr
analyses. However, for this thesis it is fortunate that the micro-level HIES data, on which
the crux of Chapters Four and Five are based, include ushr, which makes it part of the core

analysis of the thesis.

Data Collection

27 Central Zakat Administration, "Zakat and Ushr System in Pakistan," ed. Central Zakat Administration
(Ministry of Finance, Government of Pakistan, 1991).p 3

28 Central Zakat Administration, "Zakat and Ushr System in Pakistan," ed. Central Zakat Administration
(Ministry of Finance, 1994).p. 7

 Ibid. p. 6. Also, Nazir, Zakat Law. pp. 166-7

3% Shirazi, System of Zakat in Pakistan. p. 37
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The data for the research on this thesis were collected between December 2002 and 2004.
Before I give an account of the data, I would like to thank the people and the institutions
that I mention in this section that helped me with data collection. Although most of the data
were collected during the researcher’s fieldwork in Pakistan from December 2002 to July

2003, some of the most important data, such as the HIES, were not acquired till April 2004.

Pakistan’s libraries and archives are a far cry from what one encounters in the western
world. Most of these libraries and archives are nominal as there is no systematic method of
record keeping. It would not be a gross exaggeration to state that the concept of data
preservation is non-existent. Whatever is published is not catalogued either and remains
mostly forgotten in some dark corner of a storeroom if not discarded. Thus whatever one

can secure is either through sheer luck or influence via personal connections.

The present thesis thus suffers from such obstacles. The qualitative data from the Central
Zakat Council are available until 1988. This could be due to the anti-Islam bias of the
Bhutto government that succeeded Zia in 1988, and consequently curtailed the powers and
the importance of the Central Zakat Council and thus the incentive for data-processing.
Additionally, the published quantitative data on zakat disbursements made from the Central
Zakat Fund at the national aggregate level since the launch of the system are of poor
quality, and no consolidated data after 1992-93 are available (a fact acknowledged by the
first Central Zakat Administrator, Mr. I. A. Imtiazi (1979-1985).31 Therefore, in this thesis,
the last year for which data is recorded in the tables presented in the following chapters will

range from 1988 to 1994 (till whatever year the data is available). The following is the

3! Imtiazi, "Management of Zakah Collection and Disbursement". p. 41
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researcher’s account of the way she secured data on zakat (only the institutions from which

the researcher was able to secure data are described below).

The researcher’s experience with the zakat personnel and most of the bureaucrats was that
they appeared to be rather suspicious of her. The researcher’s premier point of contact was
the Joint Secretary Khalid Rashid (Ministry of Finance), who provided contacts he believed
- to be useful for information on zakat.. From then on the researcher met up with many
people, not all of whom were useful in providing data per se but were instrumental in

introducing her to others who could potentially be helpful.

The Minister for Religious Affairs, Mohammad Syeq Ghazi, was particularly helpful. He
granted the researcher access to the library of the Ministry. Sadly, the library did not hold
material according to any cataloguing system and was shockingly devoid of primary
sources or even official publications on zakat. The Zakat and Ushr Wing of the Ministry of
Religious Affairs, which houses the Central Zakat Administration, also held no records on
zakat and proved' to be of little use in providing much practical help. The people met were
Nusratullah Khan (Senior Joint Secretary), Nisar Ahmed Goraya (Director Accounts) and

Suleiman Shah Afridi.

However, the Council of Islamic Ideology proved to be extremely helpful. In this regard the
Director General of the Council, Dr Murtaza Azad, furnished the researcher with the
original copies of the annual reports of the Central Zakat Council from 1977 until 1988
(which should have been at the library of the Ministry of Religious Affairs) from theif

library and also provided photocopies of parts of the Council’s annual reports.
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The Federal Shariat Court was a source of little but useful information. In this regard the
Senior Advisor, Fazal Elahi Qazi, Was very helpful. The Director of Zakat Audit, Farah
Ayub Tarin, obligingly provided the researcher with a few published zakat audit reports

from 1991-95.

As the researcher obtained little data despite her efforts she visited and met up with many
officials from the Ministry of Finance, the State Bank of Pakistan, the Central Board of
Revenue (which provided some of its annual reports on taxation) and the Planning
Commission of Pakistan, in the hope of getting any sliver of data available on zakat. These
visits and the leads that they provided were educational but not very fruitful in research

terms.

The libraries that the researcher visited in Islamabad were the National Library, library of
the National Assembly Secretariat and the Senate of Pakistan. Mr Hattar at the National
Assembly library was very cooperative and the researcher managed to look at the debates
of the Majlis-e-Shura (Zia’s hand-picked Parliament) for any discussion of zakat. However,
zakat did not appear in these debates in a way that would prove useful for any coherent
analyses. Then there was the library of the International Institute of Islamic Economics (at
the International Islamic University, Islamab'ad). The Dean, Zafar Ansari, and the Rector,
Justice Khalil-ur-Rehman, were very enthusiastic about the researcher’s project and offered
their full suppdrt. This came in the form of providing any material on zakat they had (which
was mostly of a secondary nature). As aﬂ outsider and a woman who did not wear the hijab
the researcher could not access the library herself but Mr. Nauroz, the assistant librarian,

took it upon himself to bring the relevant sources to the researcher to be photocopied.
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In Islamabad the researcher also visited the Institute of Policy Studies and met up with
Professor Khursheed Ahmed (a well-known Islamic economist who was asked by Zia to
head the Planning Commission of Pakistan in 1977) and tape-recorded an interview with
him about the passing of the Zakat Ordinance. Another institution visited was the Pakistan
Institute of Development Economics, from where the researcher acquired published articles

on poverty in Pakistan but nothing specifically on zakat.

A source from where the researcher secured most of her qualitative data, including relevant
sections of the annual reports of the Council of Islamic Ideology and annual reports of the
Central Zakat Council, was the Administrative Staff College in Lahore. It is the only library
that the researcher visited and found to be decently catalogued with a competent staff in the

Assistant Librarian Naeema Naeem and Librarian Talat Ali Sher.

The last bit of data the researcher secured from Islamabad was the quantitative data, namely
the Household Integrated Economic Surveys. The researcher paid Rs. 6000 for the data
(which is the official requirement). However, the data were recorded in an obsolete
computer language called ‘Cobol’, and could not be read by any modern computer system.
Hafeez Ahmad, a systems analyst who furnished the researcher with the data, promised to
convert some variables into an Excel spreadsheet. The researcher got eleven variables
converted into Excel out of the fifteen requested (out of the whole database). Such were the
circumstances and constraints under which the researcher had to operate and scrounge for

any bit of data on zakat that could be secured.

Outline of the Thesis

51



Chapter One sets the background for the central question of the thesis. It reviews the
philosophy of the Islamic economic system of which zakat in an integral part. It evaluates
the sources from where the Islamic economic philosophy originates. The chapter also
explains the beginning of the modem concept of Islamic economics and thus presents a
literary survey of the works of the twentieth century Islamic scholars who have contributed
towards the initiation of the discipline of Islamic economics. It also presents the thoughts of
historical Muslim figures who contributed to the evolution of the Islamic economic

thought. The chapter ends by trying to assess the goals of the Islamic economic system.

Chapter de analyses the tools of the Islamic economic system, including the Islamic state,
modarabah (profit and loss sharing) and the absence of riba (interest), and zakat, through
which the goals of the system have to be realised. It puts special emphasis on zakat and puts
forward the viewpoints and claims of the Islamists regarding it. The chapter also analyses
the political economy of Islamic welfare policy-making and assesses the repercussions for a
policy formulated under an Islamic political system or the Islamic state. Lastly, the chapter
endeavours to underline the fact that a policy based on a religious premise still needs the
state’s commitment to the policy and the creation of trust bet;Jveen the state and the

individual to make it effective.

Chapter Three sets zakat within the history of Islam in Pakistan. It starts by reviewing the
importance and development of zakat within the country’s historical evolution. This chapter
also explores the reasons for Zia’s formal introduction of zakat in Pakistan. The chapter
proceeds to study the zakat policy-making process and examines the influences on the
policy under Zia’s Islamic state within the framework of the political economy of the

Islamic welfare policy mentioned in Chapter Two.
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Chapter Four evaluates the pattern of zakat giving at the national aggregate level and also at
the household level. The chapter puts the analysis within a framework in which it conducts
an historical investigation of the kind of governments that came to power in Pakistan after
its establishment and their demonstration of credible commitment to their declared
objectives for the people of Pakistan. The chapter shows the way in which this historical
lack of commitment affected the development of trust between the state and its citizens. It
proceeds to show how this bigger historical context affected the revenue-raising capability
of zakat. Based on the framework presented in Chapter Two regarding the importance of
trust, the chapter aims to show how the level of state commitment towards zakat per se
affected the creation of trust between the state and the individual and how it affected the

zakat's achievements.

Chapter Five tries to assess the benefits of zakat in Pakistan keeping in mind the state’s
commitment to the zakat policy as discussed in Chapter Four. It offers a narrative of the
historical development of social welfare in Pakistan since its creation in 1947, in order to
acquaint the reader with the conditions of social welfare before the introduction of zakat.
The chapter then examines the disbursement of zakat at the national aggregate level and
then at the household micro level to address the specific question of zakat and its ability to
alleviate poverty. Lastly, the chapter investigates the effects of zakat on income inequality

in Pakistan.

The Conclusion sums up the arguments and the hypothesis forwarded in the preceeeding
chapters and concolidates the answer to the question posed in the thesis i.e. if zakat

delivered welfare and justice in Pakistan between 1980-1994. It concludes that there exists
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a wide gulf between the ideological aspirations of the Islamists and the official objectives
of zakat on the one hand and the way zakat performed on the ground on the other. It
deduced that zakat underperformed regarding its objectives of poverty eradication and
inequality reduction. Finally it expresses a few thoughts on how zakat may be salvaged on

practical grounds and live up to its ideological stance.
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Chapter One

Understanding Islamic Welfare Ideals

Introduction

The aim of this chapter is to contextualise the main question of my thesis, that is, did zakat
deliver welfare and justice in Pakistan between 1980 and 1994? Grasping the nature of this
question is important, as it will prove to be indispensable for the orientation of the reader as
the analyses unfold. As zakat originates from the economic ideals of the philosophy of
Islam, it is not possible to fathom its true nature and importance unless assessed in the light

- of Islamic economic philosophy of which it is a central pillar.

Thus, this chapter not only introduces Islamic economic philosophy, it also examines its
sources, and the works of its proponents (modern and early modern literature). It aims to
contextualise, theologically and theoretically, zakat within Islamic economic thought and
seeks to contribute to the understanding of the nature of the Islamic economic system,
which is central for grasping the character and rationale of zakat and thus the central

question of this thesis.

In recent decades Islamic economic philosophy has been trying to take a deﬁnite shape in
the form of an Islamic economic system. The adherents (‘Islamists’) of this system claim
that it is quintessentially geared towards not only the welfare of the individual but of
society as a whole and pays utmost regard to equality and jﬁstice. Islamists insist that the
Islamic economic system is more welfare-oriented than the secular economic systems such

as Capitalism or even Socialism. It is important to clarify at this juncture that this chapter
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does not aspire to give a comparative analysis of the Islamic economic system and
Capitalism, Socialism or Communism, as it is concerned solely with the critical
investigation of the premises on which the Islamic econ;)mic system is based.* This
chapter will direct its evaluation exclusively to the claims of the Islamists with regard to
their notions of welfare and justice in an Islamic economic system and examine the extent

of the welfare orientation of this system.

The analyses of this chapter are based on secondary sources and aim to comment on, and
examine the nature of established theories and ideas propounded by various Islamic
thinkers and economists. Section 1.1 reviews the origins and development of Islamic
economics. It introduces the works of the personalities who have contributed to its
advancement as an economic discipline. Section 1.2 presents an analysis of the main
sources, such as the Quran, Hadith and the Sunnah, from which the philosophy of Islamic
econdmics originates. Section 1.3 elucidates upon the philosophy of the Islamic economic
system and examines the tenets on which Islamic economics is based. Finally section 1.4

focuses on the goals of the system.

1.1 The Formalisation of Islamic Economics
The development of Islamic economics in the latter part of the twentieth century was

intended to form an Islamic social order and provide an answer to the economic crises of

*2 For such an analysis from an Islamist’s perspective, see M. A. Rauf, The Islamic Doctrine of Economics
and Contemporary Economic Thought: Highlight of a Conference on a Theological Inquiry into Capitalism
and Socialism (Washington: American Enterprise Institute for Policy Research, 1979). M. U. Chapra, Islam
and the Economic Challenge (Leicester, UK: The Islamic Foundation, 1992), M. Kahf, "A Contribution to the
Theory of Consumer Behaviour in an Islamic Society" (paper presented at the Studies in Islamic economics: a
selection of papers presented to the first International Conference on Islamic economics held at Makka under
the auspices of King Abdul Aziz University, Makka, February 21-26 1976). For a powerful critique of Islamic
economics from a mainstream neo-classical perspective see T. Kuran, Islam and Mammon: the economic
predicaments of Islamism (Princeton, NJI: Princeton University Press, 2004).
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the developing world (mostly the Muslim World). Islamists felt that Capitalist, Communist
and Socialist ideologies had failed to provide welfare and economic justice to the people of
the Muslim world and thus felt the need to develop a system through which these people
would achieve a just society. They wanted to establish a system that would be different
from the ideology of Capitalism (which they viewed as being based on individualistic,
selfish and acquisitive men and women, who worked to serve their own interests, giving
secondary consideration to the welfare of the people). They also believed that the Islamic
system did not, in any way, reflect the ideology of Socialism, which they regarded as
reflecting the other extreme, i.e. of nationalising the means of production, thus killing
individual incentive, and additionally, denying the individual the chance to exercise his/her
initiative.>> Additionally, they asserted that the Islamic system would not be akin to
Communism, in which people were community oriented and denied the right of freedom to
own, and where potential individual entrepreneurship was crushed by the dominant state’s
interference in the economy.>® Islamists asserted that they would achieve their goal of a
welfare-oriented and a just economic society through a third way; known as the way of

Islam, which would manifest itself in the form of the Islamic economic system.

In addition to this rationale, a reaction to Western colonialism was also implicated in the
development of the Islamic economic discipline. Islamists from around the world and from
various walks of life and social orders felt that Muslims had no .reason to adhere to alien
prescriptions for economic development imposed on them based on secular perceptioris.

They sought to develop economic strategies based on Islamic philosophy, which, as they

33 Rauf, The Islamic Doctrine of Economics. pp. 17-19

%M. N. Siddiqi, "Muslim Economic Thinking: A Survey of Contemporary Literature" (paper presented at the
Studies in Islamic economics: a selection of papers presented to the first International Conference on Islamic
economics held at Makka under the auspices of King Abdul Aziz University Makka, February 21-26
1976).pp. 242-43
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thought, would solve the economic problems of the poor Islamic countries and bring about

a fair allocation of resources, thus creating a more equal society.

The ‘open door’ attitude of some Islamic governments to Islamise their countries also
spurred attempts to theorise economic injunctions of Islam. However, it would not be
inappropriate to state that Islamisation in such cases was more geared towards the
fulfilment of political ambitions rather than any earnest desire to see the Islamisation of the

economy.

In 1976 the First International Conference on Islamic Economics took place in Mecca, and
was attended by over two hundred Islamists from all over the world, heralding the birth of a
new economic discipline.’® In 1981, the Islamic Development Bank (IDB) established the
Islamic Research and Training Institute (IRTI), the purpose of which was to organise and
conduct basic and applied research with a view to develop models and methods for the
application of Shariah (Islamic law) in the field of economics, finance and banking. In this
way the proponents of this discipline (who will be labelled ‘Islamic economists’ or
‘Islamists’ in the present thesis) tried to formalise the rationale and intent of Islamic
economic philosophy and aspired to translate it into a methodical and workable system of

economic activity.

Medieval Muslim Economic Thinkers

Even before the modern interest in the revival of Islamic economic and socio-political

thought, there were Muslims in the fourteenth to the nineteenth century who were engaged

3 K. Ahmed, "Problems of Research in Islamic Economics," in Readings in the Concept and Methodology of
Islamic Economics, ed. A. Ghazali and O. Syed (Selangor Darul Ehsan Malaysia: Pelanduk Publications,
1989).p. 148
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in the theoretical enquiry into economic activity. The early thinkers dealt with economics as
‘the science of the regulations of the household’ (ilm tabir al-manzil). Although the
practical regulation of economic life had been treated to some extent by the canon law
under the Quran and Hadith, theoretical research into the fundamentals of economic life
started only after the study of philosophy began with the translation of Greek philosophical
literature into Arabic in the ninth century.® Thus it is fair to state that most of the Muslim
thinkers mentioned in this section cannot be strictly labelled as ‘Islamic economists’ as
their theoretical enquiries were inspired by classical Greek literature. However, as these
personalities were Muslims who were at the same time also inspired by the Quran and the

Hadith, it would not be inappropriate to describe them as ‘Muslim economic thinkers’.

The writings produced by the early Muslim thinkers comment on issues related to
economic activity rather engagingly. The works of at least two authors ought to be named:
Kitab al-ishara ila mahasin al-tijara wa-marifa jayyid al-a rad wa-radi iha wa-ghushush
al-mudallisin fiha (The Book of Hint at the Beauties of Commerce and the Knowledge of
Good and Bad Merchandise and the Swindlers’ Falsification in Them) by al-Dimishqi,
completed around 1175, and the second collection of works called the Kitab al-I bar, of

which volume one is known as Muggaddima, written in 1377 by Ibn-Khaldun.*’

Dimishqi’s book is considered to be a work of great importance dealing with the kﬁowledge
of many wares and their counterfeit substitutes, and with the theory and practice of
commerce and economic subjects. He examined questions such as the true meaning of

wealth and ownership, the various kinds of possession, the origins and use of money, how

367, DeSomogyi, "Economic Theory in Classical Arabic Literature," Studies in Islam 11 (1965).p. 1
37 See the two articles by J. DeSomogyi, "Economic Fundamentals in Classical Arabic Literature," Studies in
Islam 111, no. 3 (1966). And DeSomogyi, "Economic Theory in Classical Arabic Literature.”
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to determine the average prices of goods, and how to protect property. He was the first to
declare that value is inherent in everything suitable to the satisfaction of human needs
reflected in the price of the commodity. It appears from his work that rather than viewing
economics as a religious discipline, his views preceded the modern Western view of
economics, seeing it as a positivist discipline. Additionally, Dimishqi’s work comments
upon and analyses the positivist aspects of economic activity of his time rather than

chastising the economic agent with references to religion.*®

The second of the great works among the early Muslim economic thinkers was written by a
famous Tunisian-born Arab-called Ibn-Khaldun in the fourteenth century. He was an avant-
garde thinker and is considered by some to be the father of sociology. He is known
primarily for his work on the history of the world, called Kitab al-I’bar, of which volume
one, known as Mugqaddima, is devoted to economic concerns and is considered to be a

pioneering work on the discipline.*

In this treatise, Ibn-Khaldun elaborates upon the theories of production, value and
distribution, which in turn combine into a coherent general economic theory, constituting
the framework for his analysis of world history. Although his commentary upon economics
makes constant references to the Quranic injunctions incumbent upon a Muslim, he offers

. . . . 4
an intrinsic acknowledgement of the homo economicus.*

3% DeSomogyi, "Economic Theory in Classical Arabic Literature." p. 2. DeSomogyi, "Economic
Fundamentals in Classical Arabic Literature."pp. 115-118

3 J.D. C. Boulakia, "Ibn-Khaldun: A Fourteenth Century Economist," Journal of Political Economy 79, no. 5
(1971).p. 1117 :

%0 Ibid. However, there were some other medieval Muslim thinkers such as al-Ghazali (958-1111) and Ibn-
Taimiyah (1263-1328), whose work was heavily inspired by Islamic religious sources. Their works are
sometimes reflected in the works of some modern Islamic economists such as Chapra, M. N. Siddiqgi, and
Kahf to name a few.
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Early Islamic Thinkers

Almost four hundred years later, it was the Ulema (Islamic scholars) in the mid-eighteenth
to early nineteenth century who were instrumental in the inception of the discipline we now
study as Islamic economics. These Ulema, such as Shah Wali Ullah (1703-1762) and
Mohammad Igbal (1873-1938), although not economists, were great theologians and well
versed in figh (Islamic jurisprudence). It was also they who offered the economic aspects in
Islam as an economic ideology based on religious doctrines immersed in morals and

dogmas.

Shah Wali Ullah was one of the first to realise the intellectual, social and cultural
degeneration of the Muslim World. He laid the foundation of the Islamic doctrinal
resurgence in the Indian Sub-continent and became a source of inspiration for almost all the
subsequent Islamic social and religious reform movements of the nineteenth and twentieth

. 4
centuries. 1

He believed that the introduction of Islamic codes of behaviour in every sphere of life,
starting from the personal, spiritual to the social, economic and the political arenas would
be the decisive element in the restoration of the Islamic Shariah and thus Muslim self-
esteem. In order to achieve this end he translated the Quran into Persian®? (the language of
the officials and the ruling Muslim elite of the Indian Sub-continent) so that the message of

Islam could be made available to the understanding of the dominant Muslim elite. Centuries

“! Shah’s influential contemporary was Abdul Wahhab (1703-1792). Whereas Walliullah stood for a dynamic
interpretation of the Sharia and a revival of [jitihad as a tool for making the practice of Islam relevant to the
times, Wahab’s approach was in sharp contrast. He stood for rigidity with the aim of evoking an
understanding and interpretation of Islam firmly grounded in the times and conditions of the seventh century.
2 pakistan Historical Society, 4 History of the Freedom Movement 1707-1947, ed. Board of Editors, vol. I
1707-1831 (Karachi: 1957).pp. 493-500
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later, his efforts were instrumental in providing the impetus for the institutionalisation of

the Islamic political and economic system in the Muslim world.

One of Shah’s most important contributions was his stress on the need for Ijtihad
(independent interpretation) in Islamic law. This meant interpreting cases and situations in
accordance with present times while keeping the classical precedence in view. While he
considered reverting to the original and classical form of Islam, i.e. Islam during the years
of the Prophet Mohammad and his four Caliphs, he also believed that raglid (rigid
conformity or orthodoxy) was an important element responsible for the lack of awareness
and of the social backwardness of the Muslims.** His idea of reverting to the classical form
of Islam inspired some modern Islamic economists to use the same reasoning when
interpreting classical sources, such as the Quran, in formalising the discipline of Islamic

economics.

Igbal (1897-1938) was another personality whose socio-economic thought exerted immense
influence on the development of Islamic economic thought in the late nineteenth and early
twentieth centuries. His poetry, philosophy, and political thought provided a bag:kdrbp for

the development of Islamic economics in the twentieth century.*

Igbal was a scholar of figh, and Islamic law was his answer in seeking a way out of the
economic, social and political underdevelopment of the Muslims. He entertained notions of

equity via zakat and justice via Islamic law. He viewed the Islamic social order to be

 Ibid.pp. 504-505 & 536-39

44 A. Ahmed, Islamic Modernism in India and Pakistan, 1857-1964 (Karachi: Oxford University Press,
1967).p. 141. Apart from these Islamic revivalists in the Indo-Pak sub-continent there were other Islamic
revivalists in the Islamic world. The five most prominent during the latter half of the nineteenth century were:
Jamal al Din al Afghani (1838-97) in Iran, Namik Kemal (1840-88) and Zia Gokalp (1876-1924) in Turkey,
Muhammad Abduh (1849-1924) in Egypt and Rashid Rida (1865-1935) in Syria.
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distinct from any system that the West had introduced in the world. It was he who
introduced the belief that whatever the positive or practical result of Capitalism,
Communism and Socialism might be for the West, he considered these ‘isms’ to be
incapable of bringing about prosperity for the Muslim world.** He believed this could be

achieved only throﬁgh the Islamic ideals of equality and justice.*®

The writings of Sﬁah Wali Ullah and Igbal identify a number of desirable economilc
outcomes such as social welfare and justice for all, but provide no definite guidelines for
the institutionalisation of Islamic economics. Nor do they articulate ideas geared
specifically towards providing Islamic solutions to economic problems. However, one can
definitely argue that their ideas were thought provoking and that such ideas held the basis

of the conception of modern Islamic socio-economic thought.

It was Ulema such as Syed Abul A’ala Mawdudi, also an expert on Islamic figh, who in the
mid-twentieth century started formalising statements regarding the economic attitude of
Islam. However, his formalisation lacked any profound knowledge of the discipline of
conventional economics. In 1932 he started his own publication of Quranic exegesis, called
Tarjuman-al-Quran. The journal was to revive conformism and conservatism in all the
social traditions of Islam. He advocated that the laws and traditions of Islam, which were
valid fourteen hundred years ago, were applicable in contemporary societies, as the canon
laws of Islam hold good for all times.*” Mawdudi followed the vein of Islamic orthodoxy in
theology and set out tc; shape the economic commandments of the Quran into a workable

economic theory.

4 J. Iqbal, Ideology of Pakistan (Lahore: Pakistan Movement Workers Trust, 1971).p. 17
“ Ibid. p. 52
47 Ahmed, Islamic Modernism. pp. 216-217
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Mawdudi founded one of the leading institutions for the revival of Islamic social, political
and economic thought, called the Mansura Academy, in Lahore in 1963. The institution’s
curriculum attempted to find solutions to the socio-political and economic problems facing
the Muslim countries. Special attention was given to the codification of Islamic law and to
the development of an Islamic economic system through the preparation of pioneering

literature for its practical implementation according to the needs of Muslims.

The above-mentioned Ulema considered the position of the Shariah on various economic
questions and although their contribution to the development of Islamic economics was not
‘economic theory’ as such, their work created a point of departure on which Islamists

trained in conventional economics could base their hypotheses.*®

Modern Islamic Economists

For a better understanding of what is presently known as Islamic economics, this section
introduces the group of modern Islamists who are trained economists and actually
responsible for the formal inauguration of the discipline. It was they who moulded the early

Islamic economic thought of the Ulema into a potentially workable economic system.

These economists started by using secular economic logic to question Islamic doctrines
regarding the individual’s economic behaviour. This practice yielded a conflicting and
confusing theoretical hybrid. It also led to disagreements between Ulema trained in figh and

Islamic economists over such fundamental issues as the prohibition of riba (to quote one

“8 M. A Khan, "Islamic Economics: The State of the Art," in Readings in the Concept and Methodology of
Islamic Economics, ed. A. Ghazali and O. Syed (Selangor Darul Ehsan Malaysia: Pelanduk Publications,
1989).p. 122
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example). Figh-trained Islamists put an absolute ban onr riba whereas some Islamic
economists tend to be divided on its outright prohibition and instead prefer to weigh the
economic implications of its proscription. Despite their knowledge of economics, Islamic
economists cannot boast a mastery of Islamic jurisprudence and other Islamic disciplines,
and those who are equipped with the knowledge of the latter disciplines are deficient in
their understanding of economics. The result of this predicament is that there seems to be a
lack of fusion and interaction between formal economics and Islamic economic ideas. It
appears that there is still a long way to go before Islamic economics comes up to the
standards of conventional neo-classical economics where consistency, meticulousness and

pragmatism in theorisation and application are concerned.

This chapter analyses the works of six widely quoted and acknowledged mainstream
Islamic economists (among many other prominent ones). They are the pioneers and
founders of what we know to be Islamic economics and how it stands today. They are M.
N. Siddigi,* A. Rauf,*® M. Kahf,*! M. A. Manan,” M. U. Chapra® and Z. Ahmad.** These
writers are all strong proponents of Islamic economics and are devoted to its dissemination.
Most are affiliated with the Islamic Research and Training Institute of the Islamic
Development Bank or the King Abdul Aziz University in Jeddah as professors or senior

researchers. They are also active in other institutions operating for the development and

M. N. Siddiqi, "Economics of Islam," Islamic Thought 14, no. 3 (1971).

50 Rauf, The Islamic Doctrine of Economics.

5! Kahf, "A Contribution to the Theory of Consumer Behaviour in an Islamic Society", Kahf, "Zakah
Management in Muslim Societies."

52 M. A. Mannan, Islamic Economics: Theory and Practice (Sevenoaks: Hodder and Stoughton, 1986).

53 M. U. Chapra, The Economic System of Islam A Discussion of its Goals and Nature (London: The Islamic
Cultural Centre, 1970), Chapra, Islam and the Economic Challenge, M. U. Chapra, "The Islamic Welfare
State and its role in the Economy" (paper presented at the Studies in Islamic economics: a selection of papers
presented to the first International Conference on Islamic economics held at Makka under the auspices of
King Abdul Aziz University, Makka, February 21-26 1976), M. U. Chapra, Towards a Just Monetary System:
A Discussion of Money, Banking and Monetary Policy in the Light of Islamic Teachings, vol. 8, Islamic
Economic Series (Leicester: The Islamic Foundation, 1985).

54 Z. Ahmad, "Public Finance in Islam", September 6, 1989, The International Monetary Fund, Washington
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propagation of Islamic economics and banking, such as the Islamic Foundation in Leicester
(UK). Siddiqi, Kahf, Chapra and Mannan have all received the Islamic Development
Bank’s award for Islamic economics or the King Faisal International Award for Islamic
Studies for their contribution to the development of this subject. The chapter will also
comment on the works of other Islamic economists, Nawab Haider Naqvi55 and Khurshid

Ahmed.

Although all of the above can be described as Islamic economists, their stance on various
economic issues discussed below can sometimes differ from one another. Some Islamic
economists reject Western economic models outright and stress the need to return to classic
Islamic values and ethics, while others attempt to utilise Western economic models without
losing touch with the fundamentals of the Islamic faith. Nonetheless, all these writers can
still be examined under the joint umbrella of the general analysis of the Islamic economic
system, because they all concur on the fundamentals of the Islamic economic system, i.e.

the philosophy with its normative aspects, and the sources and the tools.

One of the few writers to have produced a critical analysis of the works of the above-
mentioned economists is Timur Kuran.>” Although Kuran is the King Faisal Professor of

Islamic Thought and Culture at the University of Southern California, he cannot be

55§, N. H. Nagqvi, Islam, Economics and Society (London: Kegan Paul International, 1994).

56 Ahmed, "Problems of Research in Islamic Economics.” K. Ahmad, ed., Islamic Law and Constitution
(Lahore: Islamic Publications Ltd., 1958). '

57T, Kuran, "Economic Justice in Contemporary Islamic Thought," in Islamic Economic Alternatives: critical
perspectives and new directions, ed. K. S. Jomo (London: Macmillan Academic and Professional, 1992), T.
Kuran, "The Economic System in Contemporary Islamic Thought: A Critical Interpretation," in Islamic
Economic Alternatives: critical perspectives and new directions, ed. K. S. Jomo (London: Macmillan
Academic and Professional, 1992), T. Kuran, "Further Reflections on the Behavioural Norms of Islamic
Economics," Journal of Economic Behaviour and Organisation Vol. 27 (1995), T. Kuran, "Islamic
Economics and the Islamic Subeconomy," Journal of Economic Perspectives 9, no. 4 (1995), T. Kuran,
"Islamic Redistribution Through Zakat: Medieval Roots of Contemporary Problems" (paper presented at the
Poverty and Charity in Middle Eastern Context, Ann Arbor University of Michigan, May 4-7 2000).
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categorised as an Islamic economist, but is rather a new institutional economist. His
research draws on multiple disciplines such as economics, political science, sociology,
psycholbgy, history and legal studies. Kuran’s work provides a crucial critical review of
Islamic economic literature and discipline, and has generally expressed dissatisfaction with
the way in which the Islamic economists have failed to develop an articulate and a

workable Islamic economic system.

Islamic economics is made up of normative statements because assumptions regarding an
individual’s behaviour are not based on actual observation. There is lack of proper
theorising of consumer or firm behaviour. Whatever hypotheses Islamic economists
propound are conceptual in nature and lack modern empiﬁcal evidence. As a result of this
predicament, Islamic economics also lacks study into institutional arrangements that might
force or encourage an individual to behave according to Islamic ideals. The normative
nature of the discipline makes many of its doctrines non-verifiable. This has to be kept in
mind when analysing the Islamic economic system or when comparing it with an

operational and a positive economic discipline.

Islamic economists are fully aware of these limitations but continue to stress that the
subject deals with an ideal Islamic society and would only work under an all-embracing
Islamic environment. Their explanation for non-achievement is that there is no single fully
developed Islamic society in the world, and therefore a Muslim’s behaviour is constrained.
This makes Islamic economic theory impossible to apply in practice and thus non-
verifiable. Islamists argue that the presence of an Islamic state that would be able to create
the right environment, via education or even coercion, for Islamic norms to flourish would

then make the testing of hypotheses possible.
67



In response, it would be fair to conclude that the introduction of Islamic economics in a
country starts with the imposition' of the fundamentals of the system, for example, the
introduction of zakat, abolition of riba, introduction of modarabah and the presence of an
Islamic state. Once these fundamentals exist, then one can safely assume a country to be
Islamic and following an Islamic economic system, intimating to a social scientist that
he/she can conduct analyses of such a country’s Islamic policies. For example, if a country
has had fundamental Islamic policies imposed in its economy (say for 10 years), then one
can suppose the time to be ripe to conduct economic or political analyses of such a
country’s Islamic policies, as by this time, the Islamic state of such a country would have
exerted enough power to educate or coerce people into abiding by Islamic economic
doctrines. Additionally, a Muslim’s behaviour would not be constrained by un-Islamic
economic considerations, as 10 years is sufficient time for him/her to internalise the

philosophy of Islamic economics imposed with the assistance of the Islamic state.

There is an ongoing effort to establish Islamic economic institutions in many Islamic
countrieé, and there are some countries, such as Pakistan and Malaysia, which have taken
relatively serious measures to Islamise their economic and political institutions. These
measures include interest-free banking and Islamic modes of finance and zakat. In Pakistan,
especially, such efforts have been going on for the past 25 years; so at this point there
should be enough potential for applied research on Islamic policies. These studies could
demonstrate how normative Islamic economics has translated itself into a positive one, with
what level of success and whether the Islamic social welfare system has been effective in

delivering its declared objectives of welfare and justice.
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In the light of the work of the authors mentioned above, this chapter begins by describing

the sources from where Islamic economic philosophy originates.

1.2 Sources of Islamic Economic Philosophy

Islamic economic philosophy has its roots in the core sources of Isiam, 1.e. the Quran,
Hadith and the Sunnah. These are responsible for the inspiration, emergence and
development of thought, tradition and philosophy of Islamic economics. Through these
sources Islamic economists and jurists seek to answer every conceivable question dealing
with all types of human interaction in society, politics and economics. H(;wever, if an
answer cannot be found in these sources then resort is made to the principle of analogy.>®
Hence it is important to examine these sources, which would help in explaining some

limitations of the system, before we embark on analysing its philosophy and tools.

After the death of Prophet Mohammad, Muslims were left with a void, as immediate
answers to social issues were difficult to obtain in his absence. The Prophet would provide
solutions to varied issues in his lifetime, but after his death the only source left with the
Muslims was the Quran. The Quran is considered a major and an indispensable source for
all dimensions of the Islamic faith and is the source of all Islamic law. However, the
Quranic law is not a legal code in the modern sense of the term. It is a written revelation,

and for Muslims it is the book of A/lah.>’

58 Rauf, The Islamic Doctrine of Economics. p.-2
59 Mannan, Islamic Economics: Theory and Practice.p. 29
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In its presc;nt form, the Quran was compiled and organised sura by sura (verse by verse) in
a uniform manner by Usman (644-656 AD), the third Caliph.®® However, this compilation
is not free of controversy. This is because Usman’s personality in the Islamic history is
more revered by the Sunni sect of Islam than by the Shia sect, as the latter regard him as a
historically controversial figure, especially where the compilation of the Quran is
concerned. This state of affairs has important consequences for the universal validity of the
Quran as a source of guidance for Muslims of all sects. According to some, the Shias
accuse Usman of omitting verses relating to the glory of Ali, the fourth Caliph (and son-in-
law of the Prophet), whom the Shias hold as the spiritual and political successor of the
Prophet and thus their first fmam (spiritual leader).®! What this implies is that there can be
divergent readings of the Quran regarding different traditions between these two major
sects. This of course holds true for economic issues as well. An important example of this is
the fact that the Shias refuse to pay zakat to the state as they consider it to be against their

belief to pay it to the state. Consequently, their zakat payments are at an interpersonal level.

Very few phrases in the Quran deal with economic matters, and those that do are not ’
specific enough to provide unambiguous guidance.®* A characteristic of the Quran that
would cause confusion for the reader is the fact that some legal stipulations are followed by
cryptic phrases like: ‘And, Allah is Mighty, Wise and knows best.’ Suph phrases, when
preceded or followed by a verse (from which one is to stipulate an analogy), greatly

obscure the logic for deduction or reasoning.

80 www.usc.edu/dept/MS A/history/chronology, 4 Brief Chronology of Muslim History (University of

Southern California, 2007 [cited April 9 2007]).

' H. Lammens, Islam: beliefs und institutions, trans. Sir E. Denison Ross, Islam and the Muslim World ; no.
6 (Frank Cass and Co., 1968).p. 41. The Quran was revealed to the Prophet verse by verse over
a?proximately 23 years (610- 632 AD)

%2 Kuran, "Further Reflections on the Behavioural Norms of Islamic Economics."p. 161
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To resolve this problem the Quranic scholars indulged in intellectually sophisticated
reasoning to clarify obscurities in the meaning of the Quran. This branch of Quranic
discourse is called tafsir or Quranic exegesis.®’ The rationale of this science of fafsir was to
explicate with clarity the philosophy of ethics, codes of politics and laws of state and
sovereignty. The pride that the scholars of this science took was in the certitude that these
exegeses were free from logical inconsistencies, and presented the Quran in a way that
crystallised its directives for everyday life. The number of these commentaries is
innumerable and the disciplines they cover are vast.% Therefore one observes that the
Quran becomes the source from which all Islamic activity is derived, including of course
the philosophy of Islamic economics. Considering the vast array of disciplines for which
the Quran is interpreted, it is not difficult to see that the meanings one can derive from
Quranic verses for a solution to a specific problem, whether social, political or economic,
can be myriad i.e. possess many meanings for many people especially in a multi-sectarian

society and among individuals with differing and conflicting interests. -

The second source of knowledge on Islam and its economic philosophy for the Muslims are
the Hadith and the Sunnah. The Hadith is the narration of the behaviour of the Prophet
while the Sunnah is the law deduced from this narration. They are distinguished on the
basis of being practical (Sunnah) and theoretical (Hadith). These are termed as the ‘science
of tradition’ transmitted through a methodology known as isnad® and are a corpus of
Islamic knowledge. The Quran enjoins upon Muslims to follow the conduct of the Prophet

while the Sunnah is regarded as a dynamic source of law capable of handling contemporary

83 F. Schuon, Dimensions of Islam, trans. P. N. Townsend (London: Allen & Unwin, 1970).p. 61
84 7. Ahmed, "The Science of Quranic Exegesis," The Islamic Literature 4, no. 6 (1952).p. 24
85 Isnad means tracing the chain of narrators of the Hadith all the way back to the Prophet. This was done by

investigating the qualities of the narrator with regards to his memory, accuracy, truthfulness and objectivity.
A. Kannoun, "The Hadith-Its Scientific and Religious Value," The Islamic Review 55, no. 1 (1967).
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issues. For example, the Quran mentions zakat but does not lay down the details, whereas
the details of its implementation can be deduced from the Sunnah, as it was the Prophet

who explained them to his followers.®

It must bg mentioned here that Sunnah contradicts Sunnah, and some scholars have been
led to doubt that one is dealing with a unitary body of information.®” This is because during
the rule of the Umayyad Caliphs (661-750 AD), the Hadith and the Sunnah were corrupted.
There were several political reasons for this conspiracy, which are beyond the scope of this
thesis. The record of the Sunnah and the Hadith proliferated and by the ninth century the
number had reached hundreds of thousands. These included pious fabrications by those
who believed that their conduct was in conformity with Islam, and forgeries by factions
involved in political and theological disputes. To overcome such limitations, throughout the
ninth and tenfh centuries Muslim scholars travelled all over the Muslim world collecting
information on the narrators of the Ahadith (plural of Hadith) so as to check the
authenticity of the source. It took two centuries after the promulgation of the Quran for the

collection, publication and authentication of the Ahadith and the Sunnah.®®

After this quest for authentication, six collections came to be authenticated: Ismail al-

Bukhari, Muslim ibn-al-Hajjaj, Adu Dawud, Al-Nisai, Al-Tirmidhi and Ibn Maja.69 Both

% Mannan, Islamic Economics: Theory and Practice.p. 31

87 J. Burton, The sources of Islamic law: Islamic theories of abrogation (Edinburgh: Edinburgh University
Press, 1990).p. 3

68 Kannoun, "The Hadith-Its Scientific and Religious Value." Other sources of Islamic law are called jjma and
ijtihad. ljma is a practice based on the consensus of cither the community or the doctors of religion. The
necessity for ijjma is the realisation of emerging institutions and their regulation. A Mawdudi, Islamic Law
and Constitution (Lahore: Islamic Publications Ltd., 1967).p. 62. [jtihad is a general term for legal reasoning
or interpretation. It deals mainly with the question of Shariah that emerges in society over time, but its ruling
cannot be the same for all times.

“J P. Esposito, Islam (Oxford University Press, 1991).p. 81. What has to be kept in mind is the fact that
these sources belong to the Sunni sect; the Shias have their additional sources of Hadith and the Sunnah and
the most important one of them is the Jafari School of Law.
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the Sunnis and the Shias accept the Sunnah of the Prophet as an authoritative textual source,

though they may differ on its context and thus its interpretation.

It is a matter of debate as to how these traditions can be interpreted with respect to the
economic realities of the present world. Islamists believe that analogy is the way forward in
such cases. But considering the contentious tendency of interpretations among some major
Islamic sects, one becomes rather sceptical towards the workability and acceptability of
anélogies.m One comes to the conclusion that one is not dealing with an amalgamated body
of literature as it is replete with internal contradictions and ambiguities. Contentions in the
interpretation of the sources of Islamic economic philosophy give rise to questions about
which interpretation of Islam is normative and appropriate for seeking solutions to
economic conundrums. With so much left to interpretation it is unclear who should
determine an enforceable economic perspective and whether it is possible to institutionalise
an economic system that would confront the economic realities of the modern world and

make it conducive to the welfare of diverse Muslim societies.

1.3 Islamic Economic Philosophy

Islamic economic system derives its principles from the philosophy governing the monetary
and the financial concerns of human beings in Islam. The purpose of this philosophy is to
channel economic pursuits via Islamic ethics and thus lay the basis of the system’s
implementation. Therefore, Islamic economic philosophy is the point of departure for the

understanding of the Islamic economic system.

™ I Goldziher, Introduction to Islamic Theology and Law, trans. Andras and R. Hamori, Modern classics in
Near Eastern studies (N. L. Princeton: Princeton University Press, 1981).p. 50
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The following exposition is a survey of the literature as it stands today. These analyses
evaluate the Islamic economic philosophy from a welfare perspective and assess the
fairness and justice aspects of the system. This section analyses the established system of

beliefs on which the premise of Islamic economics rests.

It is not incorrect to state that religion in general has always, in major ways, influenced the
direction and evolution of economic activity in various societies over centuries. From the
ancient apocalyptic writers in 2000 B.C. to prophets such as Amos, Jesus and later
Mohammad, philosophies based on theocratic reasoning have had implications for the way
people behave in their economic dealings. These prophets had a vision of society for people
where piety and righteousness were encouraged, which they said would lead to a brotherly,
free, just and equitable society.” Whenever such philosophies have turned to methods of
resource allocation, the result has been ‘economic theology’.”? Even in recent times
sociologists such as Max Weber also acknowledged the nexus between religion and
economics, because according to him it was the Protestant Ethic that laid the foundations of

Capitalism in the West.”

Islamists consider Islam to be a complete religion with a code of behaviour encircling all
aspects of human life, inclusive of its own distinct economic system. They assert that the
economic system of Islam is better than other economic systems followed in the world

today. According to them, the concept of social welfare is central to the Islamic economic

™ H. W. Laidler, Social-economic movements: an historical and comparative survey of socialism,
communism, co-operation, utopianism, and other systems of reform and reconstruction (London: Routledge
and Kegan Paul, 1949).p. 8

™ 3. S. Prybyla, Comparative Economic Systems (New York: Appleton Century Crofts Meredith
Corporations, 1969).p. 69

™ M. Weber, The Protestant Ethic and the Spirit of Capitalism, trans. T. Parsons, 2005 ed. (London & New
York: Routledge, 1930).
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system as it is based on values of equity and justice where societal welfare takes

precedence over individual interests.

In the view of the Islamists, economic activity in Islam is regarded as a form of worship
and that is why Islamic economic philosophy proposes that economics is not vaiue free or a
positive pure science, but has substantial normative aspects to its basis that act as its
incentive structure. Islamists say that this normative approach would create the desired

economic justice and therefore promote welfare in society.

Islamic economists lay out these normative aspects that form the basis for the incentive
structure of the system as four axioms. These are Unity, belief in the Day of Judgement,
Moderation, and Fairness. These axioms are the cornerstone of the faith of homo Islamicus

and are demonstrated in his actions, consequently leading to economic justice in society.”

Unity

The axiom of Unity declares that Allah is one; He created everything. Everything belongs
to Him and everyone is subservient to His will. Man (homo Islamicus) is Allah’s vicegerent
on earth and is vested with specific duties and responsibilities, both at an individual and
collective level, which would lead towards the welfare of the society as a whole. The
mission of homo Islamicus is to promote Allah’s cause, i.e. act in a way that would spread

brotherhood and justice for all on earth. Allah has created man free, but it is not absolute

™ See Kahf, "A Contribution to the Theory of Consumer Behaviour in an Islamic Society".pp. 19-24. Siddigi,
"Muslim Economic Thinking".pp. 194-96. See also Chapra, The Economic System of Islam A Discussion of its
Goals and Nature.pp. 11-16. For a definition of homo Islamicus see Kuran, "The Economic System in
Contemporary Islamic Thought: A Critical Interpretation.”
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freedom that he is granted, and he has to act within the confines of the Shariah, which mark

parameters for him regarding all aspects of his life.”

According to the Islamists, homo Islamicus is superior to the neo-classical economic
individual, i.e. homo economicus, as unlike the latter he will not capitalise on his utility or
profit at the expense of society, and will regard social good before his own. All the
decisions of homo Islamicus regarding consumption and production will be guided by the
Shariah norms, which would result in a just distribution of resources and wgalth in society,

hence advancing welfare.”®

Day of Judgement

The second axiom that formulates the incentive structure of the Islamic economic system is
the homo Islamicus’ belief in the Day of Judgement. In order to seek the pleasure of Allah,
a Muslim would hold all things in this life as transitory, will commit good deeds and have

faith that he will be answerable for his deeds on the Judgement Day.”’

Islamists assert that this concept extends the time horizon of a Muslim to include the
Hereafter, i.e. the individual would not limit his behaviour to doing things that will give
him immediate benefit, but would have the motivation of attaining the goodwill of Allah in
eternal life by committing fair and just actions towards his fellow brethren.”® Thus a
Muslim’s actions would demonstrate that his ultimate concern is to keep societal benefit

ahead of his own material gain.

7 M. Kahf, "Islamic Economics and its Methodology," in Readings in the Concept and Methodology of
Islamic Economics, ed. A. Ghazali and O. Syed (Selangor Darul Ehsan, Malaysia: Pelanduk Publications, -
1989).p. 76. See also, Siddiqi, "Muslim Economic Thinking".p. 195

" Chapra, Islam and the Economic Challenge.pp. 206-208

" Kahf, "Methodology of Islamic Economics."p. 76

" Siddiqi, "Muslim Economic Thinking" p. 244
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Moderation

According to the Islamists the satisfaction of the Islamic consumer should lie with the fact
that he is living up to the Islamic standards of israf'(avoiding excessive consump’lcion),79 i.e.
he would be ‘moderate’ in his drive for consumption and not be' ‘extravagant’. However,
extravagance is described rather loosely in Islamic economic literature. It is defined as
excess of what is necessary to fulfil a need, which implies not making big departures from
the standard patterns of consumi)tion in society.® They say that the standard patterns of
consumption are established by the status and the income of the individual and the general
level of wealth in the society. Accc;rding to them, moderation in consumption would solve

the scarcity problem through the lowering of aggregate demand.®!

It would be pertinent here to raise concern vis-a-vis the ideal of ‘moderate consumption’.
With regard to the current economic condition of the Muslim countries, ‘moderation’
(whatever methodology Islamic economists decide upon for its measurement) might have
the effect of reducing the already low level of consumption. This might lead to the lowering
of the aggregate demand, which might in turn lower economic érowth. If consumption is to
be iimited to need fulfilment and pursued as an absolute standard of consumption at all
times, then demand cannot act as an engine for growth with its implications for general
welfare of the Islamic masses. Therefore moderation in consumption in itself may not be

sufficient to improve social welfare.

M. A. Chaudhry, Contributions to Islamic economic theory: a study in social economics (London:
Macmillan, 1986).p. 17

80 M. N. Siddigi, "Chand ma'ashiyati hagiqaten," Tarjuman al-Qur'an 33, no. 6 (1950).pp. 340-360

8! Rauf, The Islamic Doctrine of Economics.p. 146, Islamists assert that Islamic standards of consumption also
mean abstaining from the goods and services that are prohibited in Islam.
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Kahf tries to address this problem and differentiates between personal consumption and
altruistic consumption. He suggests that the neo-classical concept of consumer rationality
and utilitarianism would have to be adapted to the axiomatic system of Islamic economic
philosophy and stretched to include non-economic gains such as spiritual reward and
fulfilment as a consequence of altruistic consumption in the form of spending on charity
and for the benefit of society. Islamic economic rationalism would consider the axiom of
the Day of Judgement, which would lengthen the time horizon of a Muslim to incorporate

the Hereafter when thinking in terms of his utility.*?

Kahf emphasises that such rationality would affect the Islamic consumer in a way that
would make him consider not only the immediate benefit of his action in the neo-classical
utilitarian sense of the term, but will also induce him to practice moderation in his own
consumption. He would behave as part of a brotherhood by being charitable to others,
which woulci enhance his spiritual accomplishment and his life in the Hereafter, thus
making him ‘rich and successful’ and consistent with the Islamic economic philosophical
criteria.®* According to Kahf, examples of this form of consumption would be giving to the
poor and needy, spending for the welfare of future generations, and investing in areas that
would enhance communal life even though they generate no significant profit. According to
him altruistic consumption would bring more resources (human and material) into
circulation in the economy, leading to a more economically just and welfare-oriented

society.3

82 Kahf, "A Contribution to the Theory of Consumer Behaviour in an Islamic Society".p. 22
8 Ibid.p. 23
8 Ibid.p. 24
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However; one needs to assess the possibility of altruistic consumption negating
entrepreneurial incentives, when the fruit of an individual’s business efforts might go
towards the community at large. Additionally, it seems Kahf assumes that such an altruistic
individual will be facing no material constraints in the course of his life that would force

him to make judgements based on ‘un-Islamic’ ideals.

Fairness

Islamists say that the Islamic producer would comply with the axiom of faimess, i.e. he
would denounce concepts of profit and utility maximisation for his own self and aim for the
maximisation of societal benefit instead. They state that the Islamic producer would
undertake production in areas where it is spiritually gratifying i.e. aspiring towards the
eradication of poverty, illiteracy, hunger and disease,® because his incentive would be to

seek the approval and pleasure of Allah.

Chapra says that the Islamic producer would pay ‘just wages’ and charge ‘fair prices’. He
goes on to say that an employee is entitled to a ‘just’ wage for his contribution to output
and it is unlawful for a Muslim employer to exploit his employee. In Islam, a ‘just’ wage is
equal to the value of the contribution to output made by the labourer. So the question is
how can wages be regulated? Islamic economists assert that there are 4hadith through

which ‘minimum’ wages can be deduced. According to some Ahadith the ‘minimum’ wage

858, V. R. Nasr, "Towards a Philosophy of Islamic Economics," The Muslim World 77, no. 3-4 (1987).pp.
184-5
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should be such that it enables an employee to obtain a ‘sufficient quantity of food and

clothing for himself and his family’.3

From the point of view of economic philosophy, not only is the concept of ‘moderation’
ambiguous, but also Islamists introduce terms such as ‘just’ and ‘fair’ which grapple with
ways of quantification. What would be the threshold of ‘moderation’, ‘just’ and ‘fair’,
which would allow a generally foreseeable operation of a firm? There could be several
interpretations of ‘moderation’, ‘just wages’ and ‘fair prices’ deriving from several notions
of justice prevalent in different sections of society. It would not be wrong to assume that
the result of widely divergent moral convictions would give rise to uncertainty that could
easily lead to economic chaos and unrest.®’

Siddiqi adds to the list of ‘just’ and ‘fair’ when he proposes that the Islamic producer would
be happy with ‘saﬁsfactory profits’. He asserts that the Islamic producer would not
maximise his profits if he feels that by lowering his profit margins he can further the good

of society, and also, he would not increase his profit at the cost of ‘explicit injury’ to the

86 Chapra, The Economic System of Islam A Discussion of its Goals and Nature.pp. 11-14. Mannan, Islamic
Economics: Theory and Practice.pp. 115-117

87 Notions of moderation, justice and faimess, which the Islamic economists claim to be peculiar to Islam
have been part of the economic curriculum in Christian societies as well. The works of Thomas Aquinas, the
Scholastic writers, and the torch bearers of Protestant economic thought such as Calvin and Luther reflect
this. They understood the just wage to be a product of the morally accountable participants in free bargaining
where employers and employees negotiated in the light of their mutual responsibility before God, and any
type of bargaining that pushed the people below subsistence was clearly regarded as unjust. For a detailed
discussion see R. S. Donald, "Adam Smith and the Natural Wage: Sympathy, Subsistence and Social
Distance," Review of Social Economy 55, no. 3 (1997), E. S. Noell, "In Pursuit of the Just Wage: A
Comparison of Reformation and Counter- Reformation Economic Thought," Journal of the History of
Economic Thought 23, no. 4 (2001). Even classical economists such as Adam Smith were also concerned with
moralistic concepts such as the ‘natural price’ where Smith’s concept of the ‘natural price’ is in fact a
descendant of the Scholastics’ notion of a ‘just price’. The ‘natural wage’ of labour meant to Smith much the
same as the ‘just wage’ did to medieval thinkers, i.c. that society should be concerned when labour markets
did not provide a subsistence that was ‘plentiful’. Donald, "Adam Smith and the Natural Wage." p. 293.
Additionally, the concept of just wage is also a matter of great concern to academics working in the neo-
classical tradition of economics. M. Amold, "What is Just Profit?," Review of Social Economy 47 (1989).
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consumer.®® His definition of ‘satisfactory profits’ relates to any profit in between two
limits, where the upper limit is the legally binding Islamic code of conduct and the lower
limit is that which affords the entrepreneur a decent living and a surplus to averaée out the
losses that satisfies the entrepreneur.” This definition of satisfactory profits is purely
subjective and unclear. This is because the parameters of the ‘legally binding Islamic code
of conduct’ lack precision regarding the conditions under which it is applicable. Adhering
to the concept of ‘satisfactory profits’ would prove difficult for the homo Islamicus as he
will have to make sure that while pursuing ‘satisfactory profit’ he does not violate the
Islamic code of justice and fairness. Also, it seems that due to the subjective nature of this
definition, an Islamic producer will always be ‘injuring’ some part of the population if he
adheres to the upper limit of the profit gain, leading to injustice for consumers with lower

incomes.”®

Siddiqi acknowledges that the concept of ‘satisfactory profits’ could mean that
entrepreneurial actions would become unpredictable and non-uniform once the assumption
of profit maximisation has been cast off and the notion of ‘satisfactory profits’ is introduced

instead,”” which in turn would create uncertainty in the investment scenario of an economy.

‘Satisfactory profits’ are supposed to grant the homo Islamicus a ‘decent living’. However,
among a spectrum of definitions of ‘decent living’ out of ‘satisfactory profits’, it is unclear
which one the Islamic producer is to choose so as not to deprive himself or his family of

their right claim to the fruits of their hard work and risk bearing in business, and at the

z: M. N. Siddiqi, The Economic Enterprise in Islam (Lahore: Islamic Publications Limited, 1972).p. 136
Ibid. p. 107

% For a further discussion of the Islamic notion of economic justice, see Kuran, "Economic Justice in

Contemporary Islamic Thought."

%' Siddiqi, Economic Enterprise in Islam.pp. 137-141
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same time be fair and just to his brethren in society. Notions of justice and fairness as
described within the Islamic philosophy are hard to follow with precision in a complex and
interwoven society when fairness or welfare for one individual might come at a detriment

to the other.

Where fairness in production is concerned, Islamic economists say that faimess commands
upholding the spirit of Islamic brotherhood by not indulging' in rivalry and cut-throat
competition, but producing via ‘co-operation’ with each other.’? Islamists have defined the
term generically and hold that co-operation implies production while considering common
interests, i.e. producing what is best for society, and avoiding activities that are injurious to
other producers and consumers. Justice with regard to the relations of production means
‘co-operation’, no cut-throat competition and avoiding injurious activities to other
producers or consumers via ‘constructive competition’ aiming for the good of society.”
Islamists believe that Islam’s ideological axioms supply ample direction in all ecénomic

spheres.

There is no body of literature that states hovsf the concept of competition is to be tamed via
co-operation. Positive analysis at a microeconomic level about the nature of co-operation is
still anticipated in Islamic economic litefature. A preliminary study on the topic (which
Kahf has made), suggests that co-operation is enforced via the supervisory and control
functions of the Islamic state and that these functions have to be permanent fixtures in the

market.** Interestingly, what this implies is that Kahf recognises enforcement problems and

*2 Siddiqi, "Economics of Islam."pp. 22-33
% Ibid.p. 27
% See Kahf in Siddigi, "Muslim Economic Thinking". p. 208
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free riding by the altruistic homo Islamicus and seeks to rectify it via coercion from the
Islam;c state. (The topic of the role of the Islamic state has been discussed in detail in this
chapter). Moreover, it would be interesting to see how the idea of ‘co-operation’ will
translate itself into operation where millions of individual units are involved,‘ knowledge is

imperfect and communication involves costs.

Considering from the above paragraphs that terms such as ‘just’, ‘fair’ or ‘satisfactory’
connote far from obvious meanings as the productive techniques of one homo Islamicus
might not be ‘just’ or ‘fair’ according to the perceptions of the other members of society (as

he/she might be regarded as an individual who indulges in excesses).

Additionally, different Islamic governments might interpret Islamic norms differently. And
if this is the case, there is no guarantee that such a scenario would not lead to the
manipulation of interpretation of Islamic economic philosophy by self-serving Islamic
authorities. This also implies that the lack of a uniform standard of justice and fairness
might lead to confusion or arbitration among different Islamic countries regarding

economic affairs.

So what does the above analysis state about the specific goals of the Islamic economic
system? The following section tries to specify them by exploring the concepts of welfare,

justice and equality.

1.4 Goals of the Islamic Economic System
The above-outlined Islamic economic philosophy has provided values to uphold to the

aspirants of the Islamic economic system. It has shown that the Islamic economic system
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strives for the welfare of society as a whole where all are to be accorded justice in a way

that will lead to equality.

According to the Islamists, Islamic economics aims to provide scope for individual
economic initiative (just as proponents of economic liberalism do), but without callous
disregard for the evils of the market mechanism that polarises extreme poverty and wealth.
The Islamic system presents itself as a ‘third way’, being situated between laissez faire

Capitalism, and centralised Socialism or Communism.”®

The classical writer Mawdudi holds that the aim of the Islamic economic system is to fulfil
the basic needs of every individual by providing subsistence, social security in terms of
food, shelter, education and medical aid.’® Other writers such as Kahf (while not differing
from the above point of view) add that the ‘maximisation of the rate of utilisation of
resources’ is the first goal of economic policy in Islam along with the ‘minimisation of the
resource distribution gap via zakat and observance of the Islamic code of conduct by
various economic agents’.”’ Chapra has a broader and more generic agenda for the system
and gives priority to economic ‘well-being’, followed by justice’, ‘equitable’ distribution

of income, freedom of the individual and the creation of a Muslim universal brotherhood.”®

Chapra says that Falah (welfare) in the Islamic economic system embodies satisfaction of
both the material and spiritual needs of all human beings, where spiritual fulfilment is an

integral part of the welfare of a human being. He claims that it is this factor of spiritual

% Dr. H. Weiss, "Zakat, Poverty and Social Welfare- Islamic Economics and the Critique of the Secular State
in Ghana and Nigeria (project plan)," in Docent in African History (University of Helsinki, 2001).p. 1 & 2

% A.Mawdudi, Ma'ashiyat-e-Islam (Lahore: Islamic Publications, 1969).p. 406

%7 See Kahf in Siddiqi, "Muslim Economic Thinking". p. 202

% Chapra, The Economic System of Islam A Discussion of its Goals and Nature.p. 5
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need fulfilment that is lacking in the neo-classical concept of welfare, as it embodies only
the conceptiof material welfare.” Adl (justice) is another vital goal in Islamic economics. It
implies an equitable distribution of the resources, giving everybody their rightful share.
This share need not, however, be equal to that of others as Islam recognises differences in
human beings due to natural endowments (without, however, depriving anyone of his
due).!? According to Chapra, justice implies the opposite of zulm (injustice), which implies
exploitation, inequality, wrongdoing to others and the failure to meet one’s social
obligations as a Muslim.'® Justice also implies the need for redistribution of output to
provide a just share of output for those who cannot obtain it through market forces.
According to Kahf, this could be done via compulsory charity in Islam to be collected by

the Islamic state.!%?

Nagqvi, in his work on the relationship between Islam, economics and society asserts that
the Islamic position on justice and welfare is closer to the Rawlsian Difference Principle
because both judge the goodness of the state of affairs by reference to the welfare of the
least privileged people in the society.!® However, he asserts that the difference between
Rawls’ theory and the Islamic concept of equality is that Rawls does not provide a principle
of equality, as he does not put limits on how much is being done for the well-off individuals
in society. This is opposite to tﬁe Islamic perception of justice because the Islamic concept
of equality aims to limit the disposable income of the rich by transferring an adequate

amount to the poor. Additionally, Naqvi claims that Islamic notions of equality also aim to

% Chapra, Islam and the Economic Challenge. footnote 3 p.11 and footnote 10 p.12
1% Chapra, The Economic System of Islam A Discussion of its Goals and Nature. p. 16
19" Chapra, Islam and the Economic Challenge.p. 209

192 K ahf, "Methodology of Islamic Economics."p. 78

19 Naqvi, Islam, Economics and Society. p. 31
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reduce the number of people present in the poorest sectors of the society.!® This indicates
that the Islamic idea of equality not only aspires to create vertical equity but also to

alleviate poverty.

The concepts of justice and welfare are the embodiment of the goal of equality in Islam.
According to this embodiment the Islamic concept of equality seems a rather holistic
concept. However, in Islamic literature, the stress on equality when it boils down to its
implementation is primarily concerned with monetary aspects. The Islamic brand of
equality implies that wealth should not be allowed to circulate among the rich only and
should be spent to safeguard and elevate the economic position of those members of the -
society who suffer from economic backwardness.!® It entails need fulfilment, a respectable
source of living, supremacy of social gains over private ones and the absence of acute

income inequality.'*

According to mainstream secular literature, ‘Equality is judged by comparing some
particular aspect of a person (such as income, or wealth, or happiness, or liberty, or
opportunity or right or need fulfilment) with the same aspect of another person.”’” It can
connote ‘social equality’, i.e. equal status under the law, equal concern and respect.m It

can also imply ‘equal opportunity’ where all are given equal support and help, but

thereafter inequalities are allowed to multiply as individuals make what they can of their

1% Ibid. p. 64

1% M. M. Siddiqi, "Economic Teachings of the Qur'an in their Application to Modern Times," Islamic
Literature (1968). pp 41-47

1% Chapra, Islam and the Economic Challenge.pp. 210-11

197 A. Sen, Inequality Re-examined (Cambridge, Massachusetts: Harvard University Press, 1997). p. 2

1% R. E. Goodin, The Real Worlds of Welfare Capitalism (Cambridge: Cambridge University Press, 1999).p.
173

86



opportunities that are distributed according to merit.'” Some others argue for equality of
outcome i.e. after social policy interventions, differences between people in terms of their
welfare should be less.""? There are all these notions of equality represented by different
schools of thought (Libertarians, Liberals, Rawlsians, Socialists and Marxists) that

advocate a particular ‘central social exercise’ for the prevalence of equality.!

Although the Islamic brand of equality is not entirely different from the secular definition,
the latter’s concepts of equality appeaf to be relatively more articulate and lucid in addition
to being holistic, i.e. encompassing different monetary an& non-monetary concepts of
equality. The concept of equality in Islamic literature to begin with is concerned primarily
with the functionality of income and wealth''? and only then evolves to include non-

monetary aspects of equality in terms of fairness and justice, which are again rather vague.

In an Islamic system consensus might be difficult to reach over a particular policy position,
as the Quran, Hadith or Sunnah are vulnerable to myriad interpretations and policy

positions. Consequently, equality may be approached as a relative ethical construct that

leaves a wide margin of discretion for the policy makers.!™?

Does the Islamic concept of equality desire an equal distribution of income, or
redistribution according to ‘contribution’ or ‘need’? Chapra’s assertions regarding the

equitable distribution of income mentioned above mean that the Islamic economic system

1?3 J. Baldock, N. Manning, and S. Vickerstaff, Social Policy (Oxford: Oxford University Press, 2003).p. 75
Ibid. p. 75

"' Sen, Inequality Re-examined. p. vii

"2 7. Hasan, "Distributional Equity in Islam," in Distributive Justice and Need Fulfilment in an Islamic

Economy, ed. M Igbal (Islamabad: International Institute of Islamic Economics, International Islamic

University, 1986).p. 29

'3 Ibid. pp. 61-2
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does not desire equal distribution of income but an equitable distribution as no two human
beings are of the same disposition. (This thought involves keeping human diversity and
heterogeneity under consideratibn, acknowledging that human beings are born with
different endowments, characteristics and circumstances, and equality in one aspect does
not automatically imply equality in others). Also, it seems that the Islamic economic system
acknowledges that absolute equality would lead to the dampening of incentives for those

who are naturally more able bodied than the others.!™*

It might be sufficient to say that the Islamic economic system advocates income
distribution ‘according to contribution’, via its operational tools of profit and loss
investment and abolition of interest. However, as mentioned above, the Islamists also stress
income distribution according to ‘need’ as they acknowledge that the market mechanism
cannot always provide for ‘need’ as there are those who cannot work for their upkeep. Need
is defined as food, clothing, shelter, drinking water, fuel and electricity (depending on the
climatic conditions). Medical care, education and basic Islamic instruction are also
regarded as a basic need. Some writers have also included financial support necessary to
get married as a need.'’ Islamists assert that the mechanism for achieving this goal is
through the system of zakat, which can provide subsistence and correct market failure and

supply social security.

From the above paragraphs it appears that there seems to exist an overarching idea of

welfare and justice within which not only are the questions of poverty alleviation and

''* Chapra, The Economic System of Islam A Discussion of its Goals and Nature. p. 16

"5 M. N. Siddigi, "Guarantee of a Minimum Level of Living in Islamic State," in Distributive Justice and
- Need Fulfilment in an Islamic Economy, ed. M. Iqbal (Islamabad: International Institute of Islamic

Economics, International Islamic University, 1986).p. 259
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income inequality reduction submerged, but there are also sub-questions — such as equality
according to which criteria, of what and how much — the answers to which become an
exercise in deductive reasoning through the Islamic economic literature. This vagueness

regarding goals makes their achievability problematic.

It is important to examine the tools of the Islamic economic system that are supposed to
realise the welfare goals of Islam. The Islami;: economic system operates through the
presence of the Islamic state, the operation of modarabah (profit and loss sharing), and the
imposition of zakat in a riba-free (interest-free) economy. The next chapter undertakes this

exercise.

Conclusion

To create a framework within which the central question of this thesis can be
contextualised, this chapter has aimed to explain the Islamic economic philosophy. The
chapter was designed to provide an understanding of the nature of the Islamic economic
thought (its theological and theoretical perspective) that would assist in comprehending
zakat’s nature and its underlying principles (zakat is analysed in the next chapter). The
chapter elucidated upon various economic ideas such as fairness, justice, co-operation and
moderation, and drew out and commented upon a range of policy implications. It revealed

that these are far from definitive and therefore open to myriad interpretations.

The chapter also assessed the goals of the Islamic economic system and concluded that
these involve the creation of welfare, justice and equality. What came across was that the
Islamic system’s goals to create welfare, justice and equality seems to embody mostly

equilisation of income and wealth for poverty alleviation and reduction of income
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inequality. But it is not clear how these goals are to be achieved i.e. redistribution to be

achieved according to which principle and how much?

The chapter revealed that the Quran, Hadith and Sunnah are exposed to various
interpretations depending on the different schools of Islamic religious thought. This
interpretative vulnerability not only poses a challenge to the policy makers in terms of
striking an accord over a specific policy stance but also provides them with ample scope for
discretion and manipulation. Consequently, this exposure to vagueness regarding how goals

are to be achieved adds to the challenge of their realisation.

This chapter sets the backdrop to reveal how these vulnerabilities can affect zakat. The
above assessment undertaken will show in the following chapters how zakat when
implemented could be subject to many different interpretations within different schools of
Islamic fhought considering the lucidity in Shariah’s interpretation. How this vagueness
leads to various versions of zakat’s execution and operation theoretically and empirically,
which could consequently make it vulnerable to exploitation. How it can prevent zakat
from achieving its redistributive goals and frustrate its objectives of poverty alleviation and

equality.
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Chapter Two
Tools of the Islamic Economic System and the Political Economy of

Islamic Welfare Policy

Introduction

The last chapter laid down the premise of the Islamic economic system and explained its
origins, its philosophy, and the goals it wants to accomplish. This chapter aims to reveal
how the Islamic economic system operates in pursuit of its goals of creating welfare and
Jjustice in society. Therefore this chapter extends the analyses of Chapter One and examines
the tools of operation of the Islamic economic system: the presence of the Islamic state, the
operation of modarabah (profit and loss sharing) in an economy without riba (interest), and
the imposition of zakat. In particular, it aims to assess the assertions of the Islamists

regarding the most important welfare instrument of the Islamic economic system, i.e. zakat.

Consequently, the purpose of this chapter is to challenge the Islamists’ presupposition that
when imposed as a governmental policy, the zakat’s religious nature will lead to a positive
outcome in terms of realising welfare and justice in society. The counter argument stresses
that instruments of welfare, regardless of their ideological origin and nature, do not
function in a political vacuum and are vulnerable to manipulation. Additionally, this
chapter also considers the role of commitment in the effectiveness of a policy. It asserts that
the Islamic state will have to create trust between itself and the individual by showing
commitment to the zakat policy and that the zakat’s divinely ordained nature will not

guarantee automatic compliance.
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The outcome of these analyses will lead to the enquiry of how the zakat, when
operationalised as a welfare system within an Islamic welfare state, performs on the
ground? This investigation will be the focus of subsequent chapters in the context of

Pakistan.

This chapter is divided into two sections. Section 2.1 analyses key operational tools of the
Islamic economic system, such as the Islamic state, modarabah, the riba-free economy and
the zakat. It aims to reveal the extent of their benevolent nature. Section 2.2. firstly
endeavours to delve into the political economy of Islamic social welfare policy by
examining the policy making process in an Islamic polity. Secondly, the section also
considers the challenges posed by the imposition of and the operational stage of the policy
and examines the importance of the establishment of trust between the state and the

individual via the state’s commitment to the policy.

2.1 The tools of the Islamic Welfare System

Islamic State

In Islamic economic literature, the market mechanism is not regarded highly as a form of
resource allocation and income distribution in sqciety. Islamic economists hold that in
Islam there are two grounds for entitlement to income: work and need. They say that the
market may reward work, but it certainly does not provide for need. All Islamic economists
uphold that the Islamic state should step in to rectify this market problem and modify
glaring income disparities, by distributing income in confoﬁnity With the Islamic ideals of

distributive justice and providing need fulfilment for every individual.'

!¢ Chapra, "The Islamic Welfare State and its role in the Economy".p. 150
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Islamic economists hold that the creation of the secular welfare state was initiated by the
capitalist claés to guarantee the social order without a transfer of essential power from the
upper echelons of the society to the lower strata.'’” In other words, it was created to ease
the discontent of the labouring masses without any true fervour for social justice and
faimess. They say that opposed to this, the rationale of welfare and justice is embedded in
Islamic economic philosophy, which strives for the advancement of all humankind, and that

the Islamic state, which is a welfare state, is a tool for its realisation.

Most Islamists, classical and modern, concur on the point that the history of Islamic
economic thought has always stressed the presence of spiritual, religious and even political
authority in the form of Imams or Caliphs over the entire Muslim people. Mawardi in the
eleventh century, Shah Wali Ullah in the seventeenth and Mawdudi in the twentieth century
felt that a value-oriented authority in the form of an Islamic state is needed to realise the
Islamic goals of economic justice and the material and spiritual welfare of the people
preached by the Islamic philosophy.“s Modern writers such as Chaplra also agree that the
philosophy of the Islamic system has to be realised via an Islamic state, which would make

. . .. . .. . 119
Islamic economic policies conducive to economic justice and welfare.

The following paragraphs outline some of the general economic and political functions that
Islamists say the Quran prescribes for the Islamic state to realise its welfare objectives and
targets. This exposition gives the reader an idea of the extent of ecénomic and political
power the Islamic state can exercise to achieve what it considers to be Islamically justified

and thus good for the people.

"7 Chapra, Islam and the Economic Challenge.p. 113
18 Chapra, "The Islamic Welfare State and its role in the Economy". p. 143
19 Siddiqi, "Muslim Economic Thinking".p. 210. See also Ahmad, "Public Finance in Islam",
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In the economic milieu, one of the main duties of the Islamic state as directed by tile
Shariah is to eradicate poverty, provide fulfilment of all basic human needs, and full and
efficient employment of human and material resources to attain an ‘optimum’ rate of
economic growth and improve the standard of living of all people. Chapra points out that -
the use of the word ‘optimum’ is preferred to ‘maximum’ to allow for harmony with the
goals of spiritual uplift and social welfare. The Islamic state would create conditions that
would avoid situations generating excess demand and leading to unemployment and

inflation.!?’

For the growth, development and prosperity of the economy, the Islamic state will
undertake the construction of physical and social infrastructure. Additionally, instead of
relying on the interaction of market forces for the allocation of resources and for the
creation of aggregate de‘marid, the state will play an active and conscious role in
determining, guiding or channelling scarce resources for the general welfare of the homo

Islamicus according to the dictates of the Shariah.'*!

Islamists affirm that the Islamic state will ensure social and economic justice in society by
guaranteeing that everyone gets their due for their contribution to society and that there is
no exploitation of one individual by another. For this purpose it would undertake the task of
maintaining healthy conditions in the market by curbing cut-throat competition and
preventing self-interested individuals from exploiting others. To achieve this end it will

impose direct and indirect controls such as wage and price controls and investment

120 Chapra, "The Islamic Welfare State and its role in the Economy".p. 12
2! tbid.pp. 12-13
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regulations, which would ensure need fulfilment for each member of the society.'??
Additionally, the Islamic state is also authorised by the Shariah to tax the entire surplus
wealth, to use coercion in purchase or hire, to nationalise private enterprise and also to have

the power to impose a ceiling on property ownership.'?*

Some critics have drawn parallels between the Islamic state and the interventionist state by
arguing that the Islamic state’s objectives to control market forces through central planning

makes it no different to an interventionist state.'>*

Much like the Western welfare state, the Islamists also see an active role for the Islamic
state where the provision of social security is concerned. The Islamic state will undertake
this function by providing unemployment benefits, old age pensions, and assistance to those
with disabilities (physical or mental handicaps). It will take up social assistance activities of
guaranteeing minimum income in cash or kind via transfer payments of zakat. (There is
contention on this point of the right of the Islamic state to collect zakat, which will be

addressed below in the section on zakat). Finally, the Islamic state will provide law and

122 Ibid.p. 149

123 Siddiqi, "Muslim Economic Thinking". p. 20

124 An interventionist state’s policies to control the magnitude of production and fix prices give rise to an
imbalanced market where privately owned enterprises are at a disadvantage. Not only does such a system of
governance inhibit a healthy competitive environment, but also tends to disturb the selling price and cost of
production and thus hampering the normal supply and demand principle. All these interventionist rules render
the market vulnerable to politicisation, and thence to further instability. Besides damaging the economy by
creating politically manoeuvred economic structures, one of the strongest arguments supporting its criticism is
the breakdown of the society’s moral infrastructure. The ills of a centrally controlled market actually corrupt
other institutions, making corruption and bribery the benchmarks of survival in a politically, economically
and socially dysfunctional society. For a detailed critique of intervention, see L. von Mises, Critique of
Interventionism (Irvington-on-Hudson, N.Y.: The Foundation for Economic Education, 1996).
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order for all its inhabitants and improve international relations with other countries and

build up its national defensive capabilities.'?

However, the Islamic state is not akin to the Western secular state. This is because the
circumstances under which the two states undertake their duties are quite distinct, which
sets them intrinsically apart. Whereas the modern secular state, apart fror;l providing ;ocial
security, defence and maintaining law and order in the country, would interfere in the
market mechanism only when markets fail, the Islamic state would be an omnipresent
entity in the economy. Whereas the secular state’s nature is not pervasive, the Islamic state
would be the paternalistic and benevolent state sanctioned by Allah to be His trustee and
discharge its duty in accordance with the command of the Shariah to realise the purpose of
the Islamic economic system of establishing a just society. As mentioned earlier, such ar;
attitude of the Islamic state will be apparent in the form of fixing of prices, wages, rents and

rates of profit.

A fundamental way in which the Islamic welfare state also differs from the secular welfare
state is the Islamic state’s stance on préperty rights. Whereas the secular welfare state
upholds individual property rights, there is scarce disagreement among Islamists that the
ownership of property belongs to Allah under the Islamic state.'?® Allah’s ultimate
ownership is a source of ambiguity in property rights in Islam, as A/lah’s ownership implies
that His ownership supersedes the right of the individual to property. This implies that an
Islamic state, which is representing the will of 4Allah and is a trustee of His resources, may

impose limits on individual property rights if it feels that the individual property rights are

125 Chapra, "The Islamic Welfare State and its role in the Economy".p. 150
%6 Siddiqi, "Muslim Economic Thinking". p. 7
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interfering with the will of 4A/lah in an Islamic society. The Islamic state will be the judge
and the abrogator of individual property rights. The Islamic state may limit the use of

property or confiscate it if the fiduciary principle is violated.'?’

There are other characteristics of the Islamic welfare state that set it far apart from the
secular welfare state. Baqir al-Sadr, another Islamic economist and a great advocate of a
dominant Islamic state, points to an additional feature and asserts that it has the authority to
undertake fresh legislation to regulate and guide social life, including economic affairs left
unregulated by the Shariah. Whereas the Islamic state cannot legalise something that is
prohibited in the Shariah or it cannot prohibit what the Shariah deéms fit for an individual
to do, it can surely issue a fresh list of dos and don’ts."?® This point implies that in those
areas on which the Shariah’s stand is undetermined, the state can easily manipulate clauses
regarding those areas and reshape them to fulfil its own political ambition. The immense
political power bestowed upon the machinery of the state can make the Islamic state
authoritarian and dictatorial with vast possibilities to steer policies and affect their

operation to suit its own agenda.

Some other differences that set the Islamic welfare state apart from the Western welfare
state might be of a non-economic nature, but these can have direct economic implications.
The differences come in the form of the Islamic state’s intrusion into the lives of
individuals by enforcing Islamic values such as compulsory prayer and fasting at work.'?

To achieve this Islamisation of society, the state would venture to introduce Islamic-

1273, Behdad, "Property Rights in Contemporary Islamic Economic Thought: A Critical Perspective," 47, no.
2 (1989).

128 Siddiqi, "Muslim Economic Thinking". p. 209

129 Chapra, "The Islamic Welfare State and its role in the Economy".p. 145
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oriented policies such as Islamising the educational system, but if education were not
enough it would resort to coercion. Islamists insist that the Islamic state cannot be a passive
observer of the ethical norms in the country and thus it would levy penalties for violations

of Islamic teachings and policies."

It is clear that the Islamic state has substantive interventionist powers. Islamic economists
concur with the view that in order to bring about a just, fair and equitable society, there has
to be a dominating agenda for state intervention not only in the economic milieu of the
society but also in the personal realm to make it conducive for the operation and success of

its Islamic policies.

One would expect that with horﬁo Islamicus’s altruistic behaviour based on Islamic
economic philosophy (as outlined in the previous chapter), the Islamic state would have a
peripheral role in the working of the economy, but as one observes, this is not the case. The
Islamic state’s aspirations to impose ‘just wages’ and ‘fair prices’, to combat the inhumane
interaction of market forces, to enforce ‘co-operation’ by taming unruly competition among
individuals, seem redundant if homo Islamicus is the individual operating in the market.
Islamic economists such as Kahf and Chapra, who initially hailed the role of the market
mechanism in the economy with minimal state intervention, have increasingly proposed a
strong case for state intervention in their later writings.”*' They began by supporting a
minimum role for the state as they came from the neo-classical economic tradition, but
soon afterwards, when they aspired to theorise Islamic economic philosophy with all its

moral connotations, they embarked on prescribing an extensive list of governmental duties

130 Ahmad, "Public Finance in Islam", p. 5
131 Kuran, "The Economic System in Contemporary Islamic Thought: A Critical Interpretation."p. 16
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to curb all sorts of problems, such as free riding by homo Islamicus and the possibility of

conflict due to the un-definitive nature of Islamic economic morals.

It is a matter of concern to see the extent of authority the Islamic state would be willing to
exert as a trustee from Allah with the desire to act in accordance with the dictates of the
Shariah (depending on the interpretation, as there can be myriad) to meet its objectives of
creating a just society. The Islamic state has similar pervasive autonomy in the political
realm and the rationale behind it is once again to promote people’s welfare. It is important
to explicate the political nature of the Islamic state as this has important economic
implications and thus repercussions for policy formation within the Islamic economic

system.

Islamic Political Authority

The term used in Islam for government or political authority is ‘Khilafat’ or ‘Caliphate,’
which méans vicegerency. A ;Caliph’ is considered to be Allah’s deputy exercising
delegated powers. Thus the Islamists insist on using the word ‘Vicegerent’ instead of

‘Ruler’, “Monarch’ or ‘Sovereign’ for Islamic governance.'*

Any mention of the Islamic state would be incomplete without the mention of Mawdudi.
His ideas have been by far the most powerful and effective in the resurgence of the Islamic
political thought . that worked to create a revivalist sentiment for an Islamic state.

Mawdudi’s philosophy not only influenced the Muslims of South Asia, but many agree that

132 Chapra, Islam and the Economic Challenge.p. 202
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133 Many

Islamic revivalism in the Muslim world has evolved around his prolegomenon.
believe that a study of his vision of Islamic revolution and the Islamic state is essential for
understanding the politicisation of Islamic thought in recent times."** Thus, the present
exposition regarding the structure of the Islamic state’s political power takes its origins

from Mawdudi’s political thought.!*

Charles Adams, an expert on Mawdudi’s philosophy, explains that his view of the Islamic
polity rests on three fundamental principles. The first is the acceptance of Allah’s
sovereignty and the need to follow His word in the form of the Sha;'iah. Secondly, the
Islamic state is to accept the authority of the Prophet and follow in his footsteps according
to his Sunnah or Hadith.*® The third basic principle of the Islamic state is its status as the
vicegerent of Allah. The key official in the Islamic state is its head or leader, called the
Imam, Caliph or Amir. He has the major responsibility for the conduct of the state, and he is
the real locus of power since he acts as the representative of A/lah on earth on the one hand

and representative of the Muslim people on the other.

Mawdudi coined the term ‘theo-democracy’, which meant that the Islamic polity would be
run like a theocracy by one man carrying the title of Amir. The Amir would rulg only

because the other vicegerents, i.e. the Muslim people, would delegate to him the authority

1335, V. R. Nasr, "Mawdudi and the Jama'at- islami: The Origins, Theory and Practice of Islamic
%svivalism," in Pioneers of Islamic Revival, ed. A. Rahnema (New Jersey: Zed Books Limited, 1994).p. 98
Ibid. p. 98
135 There are other revivalists, such as Hasan Al Banna (1906-49) and Sayyid Qutb (1906-66), who have the
similar stance on Islamic political ideology. They all adhere to a pyramidal structure of polity in an Islamic
society and promote an authoritarian and a puritan system in the society aspiring to the times of the four Pious
Caliphs. (The four Pious Caliphs were Abu Bakr, Umer, Usman and Ali who succeeded the Caliphate
immediately after the death of the Prophet). Then there are the reformists, such as Mohammad Igbal and Ali
Shariati, whose philosophies have not found sincere followers to promote their ideologies.
136 C. J. Adams, "Mawdudi and the Islamic State," in Voices of Resurgent Islam, ed. J. Esposito (New York:
Oxford University Press, 1983).pp. 115-6
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to govern."”” The Amir can be elected, appointed or selected by the Ummah (Muslim
people). Mawdudi did not explicate the method of this election, appointment or selection.!*®
However, one of the main requirements for holding Islamic office is that the choice of the
head of state shall depend on the general will of the people with no one having the right to

impose himself by force as ruler.™*

The Amir should rule via a consultative body, formally called the majlis-e-shura, which
consists of the representatives of the Muslim people and should theoretically have the full
support of the masses. Thus the majlis-e-shura should have representation from all ethnic
clans and societal classes.'* The shura can also appoint the Amir of the state. The Islamic
state must conduct its affairs by mutual consultation with the shura. With regard to the
formation of shura, Mawdudi does not prescribe any particular guidelines; he says that
Islam does not prescribe the institutional form in which consultation must occur, thus
leaving it to the community to devise the best and fairest means as may suit the conditions
of a particular place and time.*! In addition to the shura’s role as a consultative body for
the Amir it also acts as a legislature. This legislative function ensures and oversees that the
laws in the country conform to the requirements of the Shariah. The shura is to spell out
what has been left understated in the Islamic law. It appears that this body is to possess the

total legal wisdom of the entire community and have intricate knowledge of the Shariah.'**

According to Mawdudi, the shura will be at the disposal of the Amir for him to consult, but

its advice is not binding on him. The consequence of such a situation would be that

7 Ibid. p. 116

138 §_ Mahmood, The Concept of an Islamic State (Lahore: Progressive Publishers, 1989).pp. 51-52
"9 Ibid. p. 46

140 Chapra, Islam and the Economic Challenge.p. 243

Y Ahmad, ed., Islamic Law and Constitution.p. 281

12 Mahmood, Concept of an Islamic State.p. 51
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complete power would remain with the Amir, who may disregard the legislature’s opinion.
It is important to note that where the Shariah’s position is indeterminate the Islamic state
can effortlessly manoeuvre clauses and remodel them to accomplish its own political
ambition. Mawdudi’s vision of the Islamic state contains no political parties and no
provision for opposition. According to him there would be no reason for elections at regular
intervals or for a change of administration as the Islamic state’s poliqies would be

calculated to meet the real needs of the population and to keep it satisfied.'*?

Keeping the above stance in mind, some authors have labelled the Islamic state
‘totalitarian’."** The Amir could easily assume the role of a dictator who would seek
political alliances to strengthen his rule and thus transform the rationale of the ‘Islamic
vicegerent state’. It would become easy for the state apparatus to tamper with any
institution to secure its own economic and political interests. The God-sent Amir or
Khalifah with his consultative body would meet with little opposition to shape and
manipulate policies. Additionally, considering that the Islamic norms and injunctions, as
noted earlier, are unclear, the state could take advantage of this lack éf clarity to satisfy its
own vested interests. Therefore, it would not be surprising if the Islamic ruler and his

advisory body were to interpret the Shariah to serve their own objectives.

One could argue that it is not inevitable that the Islamic state would assume a totalitarian
and a dictatorial nature due to the powers vested in the Amir, because the Amir might be of

a democratic disposition. However, this does not remove the internal vulnerabilities of the

143 B. P. Barua, "The Political Authority of Maulana Mawdudi," The Indian Political Science Review 16, no. 2
(1982).

1 Ibid. Adams, "Mawdudi and the Islamic State." Mawdudi also mentions the judiciary as one of the
fundamentals of the Islamic state, but explains nothing about its nature, power or function.
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Islamic political system as potentially the Islamic state operates under few checks and
balances, unlike a parliamentary democracy. Parliamentary democracy functions under
various branches of the government such as the executive, legislature (bi-cameral),
judiciary, and a well-defined electoral system that is responsive to popular vote. In the
absence of such a multi-polar axis of power, much of the Islamic polity’s manifestation of

its democratic disposition depends on the whims of a single Amir.

Riba (Interest)

Islamic economists say that lack of riba in an economy would ensure fairness for
individuals in a society and would guarantee economic justice and welfare for all. The
presence of riba is seen as a tool for transferring wealth from the poor to the rich, because it
is held to be exploitative, to increase income differentials and thus to work against the
Islamic ideals of economic justice. Islamic economists hold that Islam bans interest on all
types of loan, be it a consumption or investment loan."*® According to them, the lender of
consumption loans should not earn any return on his money, and in the instance of loans for
production, thé lender and the investor have to share profits and losses in the venture
according to a predetermined formula. They hold that in this way, the lack of interest would
lead to a more equal distribution of wealth and would be conducive to the growth of

welfare in society. 4

14 However, according to some writers, the prohibition of interest is limited only to interest on consumption
loans and not on loans for production, because the former constitutes exploitation of the poor. The latter is an
investment co-operation between the lender and the borrower where the lender is a weaker and vulnerable
party and profit and loss sharing is allowed. But the traditionalists argue that it is interest on production loans
that might be disallowed due to its historical significance in Mecca at the time of the Prophet. Al-Araby,
"Contemporary Bank Transactions and Islam's Views Thereon," Islamic Thought 11, no. 3,4 (1967).

16 Chapra, Towards a Just Monetary System: A Discussion of Money, Banking and Monetary Policy in the
Light of Islamic Teachings.pp. 62-64
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According to the Islamists, the principle of fairness requires that the supplier of capital for
investment has to incur profits and losses that depend on the risk level of the project and the
work effort involved in it. The fusion of labour and capital is the only fair way of creating -
surplus, as the provider of capital should not obtain a fixed return regardless of the outcome
of the borrower’s business.'*” Islamists reckon that the Islamic economic ethic discourages
Muslims from acquiring wealth that does not involve hard work on the part of the
individual, and they claim that riba creates an idle class and robs society of the labour and

enterprise of individuals.*®

Kuran criticises the above stance and argues that when Islamic economists claim that
interest creates an idle class that does not invest its money in entrepreneurial activities and
obtains returns on its money without any risk, they perhaps forget that not all individuals in
a society are either capable or in a position to take financial risks, particularly low-income
groups or the elderly. By bearing all the risk, the financial institutions can pay these
individuals a set return that will keep the money of these people intact and therefore protect
the savings of those on low incomes from being swallowed by the vulnerability to profit
and loss sharing. Perhaps one can state that under such circumstances the absence of riba
can actually increase income differentials in society and thus prevent the attainment of a

just and equitable outcome.'*

Furthermore, Islamic economists ignore the issue of inflation. Kuran asks whether under

conditions of inflation the borrower of a consumption loan is obliged to compensate the

1471 R. Presley and J. G. Sessions, "Islamic Economics: The Emergence of a New Paradigm," The Economic
Journal (1994).p. 586
::z Kuran, "Islamic Economics and the Islamic Subeconomy." p. 15

Ibid. :
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lender for changes in purchasing power.'> Non-compensation would go against the axiom
of justice held central to the Islamic economic system. Additionally, if individuals were not
compensated for inflation, they would be more likely to invest in non-financial assets such
as gold or real estate, which might protect them against inflation but on the other hand
would result in a reduction in the pool of resources available for investment. It is not
difficult to see the negative consequence this scenario could have on the long-term welfare

of the people.

Modarabah (Profit and Loss Sharing)'>!

Riba in Islamic economics is to bé replaced by modarabah or Qirad. Modarabah is
described by Islamic economists as a sort of partnership between the owner of monetary
assets, i.e. the lender and the entrepreneur or businessman i.e. the borfower. A businessman
who has no monetary assets for his project may enter into a partnership with the owner of
monetary assets in which the latter provides his money or funds for investment while the
former manages the project and is the working partner. This partnership would not be on
the basis of definite income return, as in the case of interest, but on the basis of sharing the
profits and losses of the investment. The profits incurred in such a partnership would be
distributed in a predetermined ratio. It is a limited liability investment arrangement as the

lender only suffers loss to the extent of that which he/she has invested.'

130 Kuran, "Economic Justice in Contemporary Islamic Thought."p. 58

13! Chapra, Towards a Just Monetary System: A Discussion of Money, Banking and Monetary Policy in the
Light of Islamic Teachings.p. 248-251. There is another method for investment in an Islamic economy akin to
modarabah and also seen as an alternative to interest called musharakah. Musharakah is more similar to the
secular concept of a partnership, where everybody contributes financially, reserves the right of decision-
making and all partners share the profit according to a specific ratio. The liability of the partners is normally
unlimited. If the liabilities of a business exceed its assets and the business goes into liquidation, all the
exceeding liabilities shall be borne pro rata by all partners. But if the partners agree that no partner shall incur
any debt during the course of business, then the exceeding liabilities shall be borne solely by that partner who
has incurred a debt on the business in violation of the aforesaid condition.

152 K ahf, "Methodology of Islamic Economics."p. 79
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The way in which modarabah differs from the profit and loss sharing implicit in the
structure of the joint-stock corporation (where the supplier of the capital [shareholder]
receives a dividend and experiences a capital appreciation or loss contingent on the
performance of the company), is that the lender in the modarabah mode of finance does not
have any power regarding the running of the business, whereas the holder of equity can
vote at the general meetings of the company. In this way a modarabah partnership differs
from profit and loss sharing with regard to equity. However, modarabah is more akin to the
mode of operation similar to a corporate bond, as holders of corporate debt do not have any

decision-making power in the corporation.

Islamists insist that although the lender does not participate in the daily decision-making in
modarabah, he has direct interest in the activity of the firm, whereas, they assert, all the
concerns of an interest-earner lie in his income, which does not depend in any way on the
degree of efficiency with which his capital is used. Islamists hold that in allocating finance
between different projects the lender in an Islamic society would be interested in the most
efficient and most qualified entrepreneur, as well as the most profitable projects. They
assert that the goal of a lender in Islamic economics is consistent with the goal of an
entrepreneur, while there is no internal consistency between the objectives of the interest-

earner and that of the entrepreneur in a secular society.'>

This sentiment of the Islamists seems suspect, because an interest earner (e.g. holder of a
corporate bond) like the lender in modarabah has a general desire for the borrower/

entrepreneur to be successful, so that he/she can be redeemed. Similarly, if one considers

153 Ibid. p. 79
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the structure of the joint stock corporation, the desire to influence the firm’s investment
decisions will be exercised by the dividend receiver with the help of his/her voting power at

the corporation’s general meetings.

Kuran makes a point in which he shows interest to have some advantage over modarabah.
According to him, by fixing the obligation of the borrower, interest removes his
opportunistic behaviour. Such behaviour might be present in circumstances of profit and
loss sharing due to informational asymmetries between the lender and the borrower. The
borrower will havé better knowledge of the revenue and cost structure of the venture,
whereas the lender can only make rough calculations. Under this situation the borrower can
understate his earnings and overstate his costs. Thus, it might be better for the lender to
have a fixed return for his money in the form of interest.!® Furthermore, the lenders might
actually be reluctant to invest via modarabah in the presence of informational asymmetries
and absence of a fixed return. As a consequence, even projects that are economically viable
would not get any funding. Consequently, the levels of investment would be artificially

constrained, and the overall rate of growth would be reduced.

Zakat

The fourth tool for the realisation of welfare and justice in the Islamic economic system is
zakat. Zakat literally means ‘purification’ and ‘growth’. It is not only a tool for the working
of the Islamic economic system, but is one of the fundamentals of Islam’s belief structure
and, consequently, is one of the most important religious duties in Islam. It is considered as

the right of the poor people to the wealth of the rich.'> It is to assure the basic necessities

154 Kuran, "The Economic System in Contemporary Islamic Thought: A Critical Interpretation."p. 32
1% 7. Khan, The Holy Quran (London-Dublin: Curzon Press, 1981). 51: 19 and 70: 24 & 25
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of life for those who cannot undertake gainful employment or otherwise deserve society’s
help and assistance.’® Islamic economists hail zakat as a compulsory obligation in the
redistribution scheme of Islamic economics that lays down the ground for the Islamic social

security system.'’ It is levied on the net wealth of all Muslims, including minors and

orphans who possess wealth above a certain exemption level.'®

The wealth that is liable for zakat has to remain in the possession of an individual for the
entire zakat year, i.e. for twelve months for zakat to be levied on it. The zakat year starts on
the first of Ramadan and ends on the thirtieth of Shaban AH (After Hijri)."*® This means
that if an individual has lost part of his wealth just before the first of Ramadan that amount
of wealth will not be liable for zakat. Similarly, zakat will not be liable on the wealth of an
individual that has been gained a few months prior to the first of Ramadan.'®® Zakat is
independent of income, which may be positive or negative, as long as the net worth at the
end of the zakat year is above the minimum exempted level (the minimum level will be
dealt with later in this section). Also, its payment is obligatory on net worth and not on total
wealth, i.e. zakat will not be levied on due debts that have been incurred during the year.

Debits are counted for the levy of zakat only if they are recoverable.'®!

1% Siddigi, "Muslim Economic Thinking". p. 181

157 Justice Dr. Tanzil-ur-Rehman, "Introduction of Zakat in Pakistan", 1981, Council of Islamic Ideology,
Islamabad p. 2

%8 Some jurists hold that the levy of zakat on the assets of minors and the insane depends on the types of
assets they hold. Y. Al Qardawi, Figh Al Zakat: A Comparative Study: The Rules, Regulations and
Philosophy of Zakat in the Light of the Quran and Sunna, trans. M. Kahf, vol. 1, Islamic Economics Research
Series (Jeddah: Scientific Publishing Centre, 1999).pp. 38-39

!9 The Islamic calendar is based on the year Prophet Muhammad and his followers emigrated to Madina from
Mecca in the year 622 AD. Thus it is called Hijri, which means emigration in Arabic. The Islamic calendar is
lunar and each month begins with the evening when the new moon is sighted. It is made up of twelve months
when the New Year begins with the month of Muharram and ends with Zil-Haj. Ramadan is the ninth month
of the Islamic calendar and Shaban is the eighth month of the Islamic calendar.

10 A Qardawi, Figh Al Zakat: A Comparative Study: The Rules, Regulations and Philosophy of Zakat in the
Light of the Quran and Sunna.pp. 67-70

16" A, Waheed, "Traditional and Recent Figh Rules and Economic Arguments Concerning Zakah Revenues"
(paper presented at the International Training Seminar on Zakah Management, Islamabad, May 20-23
2002).p. 10
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Islamists say that zakat's nature conforms to the generally accepted criterion of horizontal
equity in which the Shariah treats all individuals equally, as their criterion for considering
two individuals as identical is that they possess wealth above the exemption level.' This
concept seems questionable because considering the emphasis that the Islamic economic
system places on justice and equality, it does not seem equitable to consider a person with
2000 and another with 20,000 to be similar in terms of the financial burden of zakat

payment just because they are above the exempted level.

Islamists also believe that due to the religious nature of zakat, people would be more

h] 63

willing to pay it as zakat will bring the pleasure of Allah™ and it will remove greed from

the Islamic society. They insist that because the zakat rate is so low (as compared to the
mostly heavy burden of income tax), the incentive to evade zakat will be very low.'**
Mannan also concurs with this point that the likelihood of evasion of zakat would not be a
problem.'®® They assert further that the imposition of zakat would break the association

between wealth and political power because of its redistributive scope, as power is seen to

be a function of wealth.!%

The levy of Zakat
The Quran did not lay down the specifics of the extent and the scope of zakat, such as the
items on which it is to be levied, but it was the Sunnah from which Islamic jurists derived

specifications. Zakat covers all kinds of traditional forms of wealth such as: gold, silver,

12 M. A. Khan, "Public Finance in Islam," Islamic Studies 40, no. 2 (2001).p. 243

13 Ibid.p. 240

1% Ibid.p. 245

195 Kuran, "The Economic System in Contemporary Islamic Thought: A Critical Interpretation."p. 21
166 Siddiqi, "Muslim Economic Thinking". p. 252. See also Ahmad, "Public Finance in Islam", p. 20
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jewellery, cattle, mineral resources, buried treasures that have been recovered and
cereals.'® It is not difficult to perceive that the classical scope of zakat is very narrow, as it
does not take into items that are identified as wealth in modern times. This implies that if
zakat were imposed in a poor country, it would hamper its redistributive objective due to its
own constricted capacity. However, some Islamic economists perceive zakat’s classical

coverage to be enough to generate equity.'®®

Acknowledging the limitations of the limited assets on which zakat is imposed, some
Islamic economists such as Kahf suggest that coverage of zakat should be extended to new
forms of wealth. He holds that if zakat is collected only from traditional forms of wealth,
revenue generated from it will not be enough to provide poverty relief to the poor, let alone
make them self-sufficient. However, there are jurists such as Awad who state that the
sources of zakat are divinely fixed and cannot be changed. He argues that zakat revenues

will not be insignificant and hence there is no need to change its coverage.'®

The issue of zakat on modern wealth has been on the agenda of many Islamists for decades.
For this purpose the Arab League held the first seminar on the issue of levying zakat on
present-day assets in Damascus, in December 1962. A report was prepared by Shaikh
Muhammad Abu Zahrah of the Faculty of the Shariah at the University of Cairo, and

Shaikh Rahman Hassan of the Al-Azhar University, Egypt.!” It entailed that profits of

187 For detailed analysis see Al Qardawi, Figh Al Zakat: A Comparative Study: The Rules, Regulations and
Philosophy of Zakat in the Light of the Quran and Sunna. Zakat is levied on productive wealth, i.e. wealth
with potential or actual productivity. Potential productivity denotes such wealth as gold, silver and money
kept as savings and actual productivity denotes agricultural produce and money invested in trade or articles of
trade. See A. A. H. Sadeq, "A Survey of the Institution of Zakat: Issues, Theories and Administration", 1994,
Islamic Development Bank, Jeddah, Saudi Arabia p. 37

18 M.A. Khan, "Public Finance in Islam." pp. 227-256

19 Sadeq, "A Survey of the Institution of Zakat", p. 33

170 Mannan, Islamic Economics: Theory and Practice.p. 257
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professions and trades not known in the past would now be subject to zakat. The Damascus
report dealt with the question of zakat levy with regards to bank notes and other forms of
currency and bills of exchange, such as stocks, shares and bonds. It concluded that if these
instruments were acquired for the purpose of trade then these would be dealt with as
commodities subject to zakat. However, if the instruments were acquired for investment,

then zakat would be payable on the profit or dividend obtained from the investment.'”!

Mannan recognises that the indiscriminate application of zakat on stocks, shares and bonds
goes against the spirit of the Shariah. This is because the return on st-ocks and shares gives
a dividend and it varies according to the investment environment of the market for that
product, which is in accordance with the spirit of Islamic profit and loss sharing, whereas
the return on bonds is more akin to earning interest and thus can be deemed as illicit under
the Shariah principles.!” The issue of zakat on modern forms of wealth is an area of

discussion packed with controversies, opinions, arguments and counter arguments.'”

Rates of Zakat

The rates of zakat stipulated from the Quran is that it be charged annually at a flat rate
ranging between 2.5% to 20% (for mines and treasure troves its rate is 20%) on the total
personal net worth of an individual’s assets.'”* Zakat on agricultural produce, which is also
called ushr, ranges between 5% and 10%. Its rate is 10% on the pfoduce if the land is

irrigated with rainwater or gravity flow water channels. If the land is irrigated by artificial

" 1bid. p. 259

72 1bid.

' Siddiqi, "Muslim Economic Thinking". p. 212

" F. G. Zayaz, Law and Philosophy of Zakat (Syria: Al-Jadidah Printing Press, 1960).pp. 95-113
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irrigation, then the liability of ushr is 5%.!" Its rate on wealth in the form of gold and silver

is 2.5%, and the same rate is applied to monetary assets and livestock.

Islamic economists argue that the proportional rate of zakat is better than a progressive rate,
because a progressive rate of taxation not only has a negative impact on the economic
incentive of an individual but also goes against the Islamic injunctions of justice and

actually undermines general welfare.'”®

An additional reason they give is that zakat is
levied on net worth and not on income, and hence, its proportion to income is much‘lar‘ger
than its literal ratio of 2.5%. They thus say that zakat would mobilise a large portion of
wealth for redistribution.!”” However, it will be wrong to state that a proportional levy at a

low fixed rate can be expected to play a major redistributive role in eliminating gross

inequalities, especially where wealth is difficult to tap and the scope is narrow.

Though the rate of the zakat has its root in the Sunnah, it was not specified and has been
inferred by Islamic scholars and jurists. Many Islamic economists recognize that the rates
of zakat should be increased. Mannan stresses that if a sizeable amount of wealth is to be
channelled from the rich to the poor then the rates of zakat will have to be revised.!”® Some
others support this stance that if zakat is to be successful in its objective of poverty
alleviation, its rates need to be reconsidered. They provide historical evidence to support
their claim. They evoke the times of the pious Caliphs where it seems that zakat rates were

changed according to the social and economic circumstances of the time.'” They hold that

15 M.A. Khan, "Public Finance in Islam."pp. 227-256

176 S M. Yusuf, Economic Justice in Islam (Lahore: Chaudhry Mohammad Ashraf, 1971).p. 67

177 Kahf, "Methodology of Islamic Economics."p. 79

'8 Mannan, Islamic Economics: Theory and Practice.p. 237

1" A. A. Shaik, "Concept of Zakah: A Survey of Quranic Texts and their Explanation in Shari'ah and
Contemporary Economics," in Some Aspects of the Economic of Zakah, ed. M. Raquibuzzaman (1980).p. 18-
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contrary to what some Islamic jurists assert, zakat rates are not a divine injunction that
cannot be changed. There are many Islamic jurists and economists who toe a rather puritan
line and believe in retaining the originality of zakat law. Ahmed insisfs that the rates that
have been inferred from the Sunnah hold true for all times and are immutable. He further
~adds that tampering with zakat rates of levy would lead to political manipulation of this

form of prayer.'®

Nisab

The minimum amount of wealth liable to zakat is called nisab."™®! In the time of the Prophet
nisab was generally defined as the minimum wealth required for the sustenance of a family
for at least a year.'® This level is also not clearly specified in the Shariah but is iﬁferred
from it. The nisab for silver is 595 grams and for gold is 88.65 grams (if the wealth of a
person is in the form of gold only). For modem paper currency, nisab is pegged to either

silver or gold."®

According to Kuran, these exemption limits stipulated by the Prophet probably reflected the
relative prices of gold and silver that prevailed in his time.'® In recent times, the price of
gold has adjusted to a higher degree of inflation than silver. Therefore, some Islamic
scholars have stressed the need to reconsider nisab. Kahf notes that relative prices of items

liable for the levy of zakat have been changing over time: for example silver has

28. The historical evidence that Shaik mentions is that the rate of zakat on a horse during the time of the
Prophet was 2.5% of its value, but in the time of the Pious Caliphs it was doubled to 5% of its price.

1807, Ahmed, "Comments on M. A. Manan's Effects of Zakah Assessment and Collection on the
Redistribution of Income in Contemporary Muslim Countries," in Management of Zakah in Modern Muslim
Societies, ed. I. A. Imtiazi (Jeddah: Islamic Development Bank, 1989).p. 55

181 Zayaz, Law and Philosophy of Zakat.p. 3

182 Al Qardawi, Figh Al Zakat: A Comparative Study: The Rules, Regulations and Philosophy of Zakat in the
Light of the Quran and Sunna.p. 64

185 A M. Sadeq, Economic Development in Islam (Selangor Dar-ul-Ehsan: Pelanduk, 1990).p. 62

'8 For a general discussion see Kuran, "Islamic Redistribution Through Zakat: Medieval Roots of
Contemporary Problems".
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deteriorated in value relative to gold over the years, and the existing nisab of silver does not
correspond to the present cost of living.v What he suggests is some sort of a formula that
examines the nisab of the items in the Prophetic traditions, their relative prices and weight,
and the cost of living at that time and applying this formula to determine the nisab on items

d."® Another Islamic economist, Raquibuzzaman, supports this

in the contemporary worl
view and adds that the nisab 6f zakat should be equivalent to the amount that is adequate to
maintain a reasonable standard of living, and this should be changed from time to time to
reflect the changes in the cost of living.'®® However, no progress has so far been made in
developing this formula. The low level of the nisab especially relative to an annual poverty
line income implies that if zakat is imposed in an Islamic country with its present
exemption limits, redistribution via zakat would occur from the poor to the poor, and

people who are eligible to receive zakat would also be paying it. This would be against the

dictates of Islamic welfare, justice and equality.

Heads of Zakat

The Shariah permits zakat funds to be used only for specific purposes. According to \}erse
60, Sura IX of the Quran, the lawful beneficiaries of zakat are, firstly, the paupers. The
pauper is he who has no living and is unable to earn a living. This category includes all
Muslims whose means are, in spite of their best efforts or due to some physical disability,
either totally lacking or are so deficient as to deny them the basic lawful material
necessities of life. Secondly, there are the poor whose income is insufficient to cover
expenses. Third are captives or slaves who need to be freed. Fourthly, zakat can be used to

pay off the debts of the poor. This implies that all debtors who find themselves unable to

185 Sadeq, "A Survey of the Institution of Zakat", pp. 33-4
"% Ibid.p. 35
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repay their debts without suffering undue distress or destitution may seek relief from their
burden through zakat. Fifthly, zakat can be used for its administrators, and sixthly, for the
cause of Allah, which many agree implies giving zakat for lawful warfare for the defence of
Islam and of the Muslim people and territories. The seventh category are those whose
hearts are reconciled, i.e. converts to Islam. Receiving zakat is supposed to confirm them as
Muslims and supposed to encourage and attract others in following them. Lastly, zakat can
be used for the wayfarers. This means that zakat may be given to travel the land, which
implies learning practical wisdom from the vast wealth of experience that travel alone

affords. Among these categories, priority is given to the poor and the needy.'®’

Zakat disbursement can be made in cash or in kind. Disl_)ursements in kind are encouraged
as they are supposed to make the recipient self-sufficient in the long run.'®® One of zakat’s
real challenges lies in the fact that the Quran does not state how zakat is to be divided
among the eight classes of beneficiaries.'® This has added to the trials of the Islamic
scholars who, though they agree on the types of beneficiaries of zakat, do not seem to have

solved the issue of percentage allocation of zakat among the categories mentioned above.

Collection of Zakat and the role of the Islamic State
The role of the Islamic state is an important but a controversial one in the working of zakat.
Jurists and economists adhering to the Hanafi school of law, i.e. of the Sunni majority,

agree on the point that the state ought to be responsible for the collection and disbursement

187 Al-Ghazzali, "Kitab Asrar al-Zakah," in Thya 'Ulum al-Din (Lahore: Sh. Mohammad Ashraf, 1966;
regrint, 1980).pp. 56-63

183 Maulana T. Usmani, "Questions and Answers on Zakah," The Pakistan Accountant 38, no. 4 (2005).
189 Zayaz, Law and Philosophy of Zakat.p. 306
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of zakat."*

They say that their claim is supported by verse 9:103 in the Quran. However,
the idea of state intervention in the zakat mechanism is contested by other Sunni minority
Islamic jurists, who hold that zakat is not a tax imposed by the state, and thus, is not
dependent on it for its function, which they say is confirmed by the Quran in verse 170,
sura VII. The ambiguity is enhanced further by the historical fact that payment of zakat was
a public duty in the time of the first Caliph, Abu Bakr, who waged war on those who
evaded it. Consequently, the supporters of state intervention in the zakat mechanism assert
that whenever payment of zakat or its distribution to the rightful beneficiaries was
neglected, it has been the state's duty to intervene. However, in the time of the third Caliph
Omer, the prospective zakat payers were spared from paying to the state, as corrupt

Y1 1t is not only the Sunni scholars who

collectors were a cause of annoyance for them.
differ on this point, since Shias do not uphold the idea of state intervention with }egard to

payment of zakat either.'*?

The analysis of the Islamic state given earlier revealed that the Islamic state can enjoy
undisputed economic and political leverage, and the role of the state in the zakat collection
further highlights the grey area regarding zakat’s various injunctions that make it rather

vulnerable in the hands of the political authority.

Goals and Objectives of Zakat
Proponents of the Islamic economic system claim that zakat is the cornerstone for the

realisation of welfare and justice for all. They assert that the system of zakat is geared

190 Chapra, "The Islamic Welfare State and its role in the Economy".p. 161. See also Sadeq, Economic
Development in Islam. And Mannan, Islamic Economics: Theory and Practice.

%1 Siddiqi, "Muslim Economic Thinking". p. 216

192 Shi’as give zakat to a freely selected religious scholar, whom they consider as acting as the delegate of the
Imam. Y. Richard, Shi'ite Islam, Polity, Ideology and Creed (Oxford: Blackwell, 1995).p. 146
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towards advancing social justice and equity via the redistribution of wealth from the rich to

the poor.

If zakat were imposed as a policy in a country, then what would be its explicit objective?
Would it be for the welfare of the least privileged in society, reducing poverty, creating
vertical equity or just need fulfilment? It is important to know which of the above
objectives the state is pursuing since these apparently similar goals encompass significantly

different meanings, and are assessed using different criteria.

Judging from the heads of zakat expenditure, it is easy to see that zakat has multiple aims.
Islamists assert that zakat is to guarantee subsistence and need fulfilment for those who
cannot undertake productive activities and thus are reliant on society’s assistance. In
addition, zakat not only strives to provide for the needy but also aspires to alleviate
poverty.'? Islamists also affirm that zakat has major potential for mobilising resources in

favour of reducing income inequality.'**

Many injunctions regarding zakat are ambiguous and sometimes contentious. Moreover,
there is conflict as to which injunctions are alterable and which are not. All these
contentions regarding the rate and scope of zakat, the nisab and the role of the Islamic state
in the zakat mechanism have huge implications for the workability of zakat and its
effectiveness in mgeting its targets of welfare and equity. However, for the Islamists,

regardless of these limitations, the supposed superiority of zakat due to its religious nature

193 M. T. Mansoori, "Objectives and Targets of Zakat in the Quran and Sunnah" (paper presented at the
International Training Seminar on Zakat Management, Islamabad, May, 20-23 2002).pp. 5-10
19 Siddiqi, "Muslim Economic Thinking".p. 251
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has made it a jewel in the crown of Islamic public finance with major redistributive

potential.

Islamists seemed to have overlooked the fact that all policies are created in a politic;al
environment and are political instruments, and hence suffer from several challenges that
~ emanate out.of the interplay of the two. Islamists appear to ignore the vulnerability of zakat
to becoming an instrument of political bargaining. In addition, they do not seem to realise
that zakat (although a form of prayer and a divine injunction) does not céme in a political
vacuum and is dependent on political structures not only for its initiation but also for its

consequent operation, which leaves it vulnerable to manipulation from interest groups.

The following account examines the political economy of the formation of the Islamic
welfare policy and assesses how a policy may be influenced and consequently shaped by
the interest groups. This section also examines the importance of trust (regardless of the
sanctity of Islamic institutions) between the state and the individual, created through the

state’s commitment to the policy.

2.2 Political Economy of Islamic Welfare Policy

Social policy is intertwined with government and politics as it involves attempts to change
current social arrangements in oner way or another and therefore involves the exercise of
power. Bringing about this change is never a straightforward process and always involves
the ulterior motives of those involved in the process. The rationale of the policy and the real
agenda of the state behind the official rhetoric can usually be laid bare by examining the

policy-making process, and this holds true for the Islamic welfare policies as well.
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One cannot examine the policy-making process divorced from the components of the state.
Therefore, one needs to consider the apparatus of the state, including the bureaucrats,

legislators, interest groups and the politicians.

The secularists who theorise about social policies in general (especially their social,
economic and polifical dynamics) seem to be aware of the interplay of institutions and key
groups through which a welfare policy emerges.*® They also seem to be aware of the
politicé of welfare and the influence of politics on policies due to the various intricacies and
proportions of power interaction.'®® They acknowledge the reality of a policy process as an
experience relating to relationships between political phenomena.'®” The secular literature,
divided into pluralist, corporatist, Marxist and the elitist categories, describes the
trajectories of policy formation via different formulae of power play among various
participating groupg. These categorisations explicate various influences that operate in the
process of policy formation.'*® The secular theorists hold that the policy-making process is
a series of political activities with many dimensions involving identifying problems, setting
the agenda, ‘fomlulating policy proposals, legitimising policies and implementing them.

Even the evaluation part of the policy process is ridden with political considerations.'”

Policy Making in an Islamic Context

Most Islamists seem to be unaware of the politics of policy formation, although the

government structure that they envisage in an Islamic polity (as described earlier) has clear

195 C. Jones, Patterns of Social Policy an Introduction to Comparative Analysis (London: Tavistock

Publications, 1985).p. 5

1 1., N. Gerston, Public Policymaking in a Democratic Society (New York: M. E. Sharpe, 2002).p. 154

197 R. Rose, "Comparing Public Policy: An Overview," European Journal of Political Research 1, no. 1

(1973).p. 74

18 Baldock, Manning, and Vickerstaff, Social Policy.p. 43. For complete definitions of these categories, see
p. 43-44

% T. R. Dye, Understanding Public Policy (Englewood Cliffs, NJ: Prentice-Hall, 1992).pp. 17-18 & 333
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implications for policy formation, operation and evaluation. The politics of welfare that
could emerge as a consequence of the Islamic mode of governance seems to have eluded
the Islamists as they have apparently failed to consider the peculiarities of the exercise of
power incumbent in their model. It seems that in the Islamists’ minds there exists an
underlying assumption that the Islamic ruling authority would have internalised the
philosophy of the Islamic economic system and would operate for the collective good.
There does not appear to be any internal critique of the possibility and consequently of the

politics of welfare.

According to the economic _and the political nature of the Islamic state described earlier, the
question arises as to what is to be the policy-making process in an Islamic polity. In an
Islamic state, the policy-making process would be based on a system of decision-making
that would have only few individuals contributing to the decision-making process. The

diagram below attempts to visualise the policy-making process in an Islamic polity.

Figure 2.1

Pdlicy Making in an Islamic Polity

Amir
(Allah's vicegerent: elected, selected or appointed)

AP 4

A
Elite Cabinet
(selected from the Shura)

Policy

v

v
| Technocrats | [ Bureaucrats | [ Policy Imposition | ——{ Policy Implementation

Source: Author
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As seen from the figure above, the authority, i.e. the Amir takes the decision to enforce a
policy. As explained earlier, it is important to point out that there is no specific prescription
for the appointment of the shura as it can be elected, selected and appointed in any way.
The Amir has his shura from which he chooses his elite cabinet. Between the Amir and his
elite cabinet there is a strong two-way communication, which denotes not. only consultation
between them regarding the shape of the policy (which is represented by the bold lines in
the diagram) but also denotes collaboration between them regarding mutual interests.
Similarly there is a two-way communication between the amir and the bureaucrats, which
again shows consultation of the practical sort. The amir commands the technocrats
regardingv policy formation, which is denoted by the' one-way command communication.
From here onwards one notices a flow of process akin to a policy-making process under

any form of rule.

The above diagram indicates how the actors in an Islamic polity may influence the
decision-making process of a policy and affect its shape. It reveals that the Islamic state can
potentially manoeuvre the policy in a manner that could detract the policy from its
objectives to retain and forward its own agenda and thus have a negative impact on its
effectiveness. Under an ambience of such elitism, it would not be a problem for the god-
sent Amir and his shura to fight off any opposition. Additionally, considering the myriad
interpretations of the tenets of Islamic economic philosophy regarding justice and fairness,
it will be in the power of the amir and his advisory body to interpret policies (based on the

Shariah) to achieve their own political objectives and security.

The above analyses indicate the point that policies are not immune from vulnerability even

if the political and economic system is based on divine injunctions. The altruism of the
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welfare instrument does not blunt its political edge, as devices of welfare are fertile ground
for winning political support and bargaining for power. As analysed earlier, the Islamists
seem to proceed with the underlying notion that the Islamic political authority would have
internalised thé broader philosophy of the Islamic economic system and so will naturally be
working for the collective good. They do not provide for situations of detraction. The
challenge of a policy imposition does not end with policy formation, as the operation of
policy is another challenge that the Islamic economic literature does not seem to have
tackled. Here again the Islamists seem to underestimate the challenges posed by the
operational stage of the policy process, as they seem to presuppose that the humanitarian
and benevolent disposition of the policy is sufficient for individuals to turn into homo
Islamicus and carry out thei; duties sincerely. Thus the Islamists seem to believe that there
would be a smooth transfer of the Islamic economic philosophy into the world of real

politik and economics through the tools of the Islamic economic system.

The Importance of Being Earnest and Generating Trust

The fact that the policy is Islamic and imposed by the Islamic state is not enough for the
individual to -deem it acceptable. An individual will make his/her own calculations
regarding the'fairness of the policy process and the shape of the imposed policy. The
Islamic state will have to assure the public that it is not operating to forward its own good
but that it is working eamestly for the collective good. For this reason it will have to

establish the element of trust between itself and the homo Islamicus.

The factor of trust between the individual and the state is of pivotal importance for a
successful policy mechanism. Trust in the state by the individual strengthens the ideals,

beliefs and the values that form the basis of success of any social policy imposed by a
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government. Therefore, trust between the state and the individual helps the socialisation of
the individual with the policy, which in turn facilitates co-operation with the state and
compliance with the policy. The following analyses comment upon some of the ways in
which the state can generate trust that would be beneficial for the success and effectiveness
of a policy. Before elaborating upon the stated claim it is imperative to explain what is

meant by trust.

Levi states that the act of trust is the knowledge or belief that the trusted will have an
incentive to do what she/he/it engages to do.**® Among many aspects of trust that Blackburn
points out in his work, the one most suited for the present analyses is where he uses the
201

tripartite relationship, i.e. X trusts Y to do Z, in a certain way, and with a certain motive.

The notion of trust can be applied to individuals or institutions such as the government.*®

It is the level of trust between the individual and the state and its institutions that ensures a
degree of compliance with governmental demands and regulations. Its absence can lead to
widespread antagonism to governmental policies and even active resistance. It is trust that
holds the individual, the state and the policy together in a workable relationship.?” One can
assert that societal actors would not respond positively to labels such as homo Islamicus,
the Islamic state and zakat as these would not command allegiance automatically unless

there are universal concepts and values, such as that of frust, underpinning their

200 M. Levi, "A State of Trust," in Trust and Governance, ed. V. Braithwaite, & Levi. M., Russell Sage
Foundation Series on Trust (New York: Russell Sage Foundation, 1998).p. 78

201 g Blackburn, "Trust, Cooperation and Human Psychology," in Trust and Governance, ed. V. Braithwaite
& M. Levi (New York: Russell Sage Foundation, 1998).p. 30.

2021 evi, "Trust and Governance."p. 80. With regards to institutional trust, what is implied is the procedure for
selecting and constraining the agents of institutions so that they are competent, credible, and likely to act in
the interests of those being asked to trust the institutions.

203 5 T. Scholz, "Trust, Taxes, and Compliance," in Trust and Governance, ed. V. Braithwaite, & Levi, M.,
Russell Sage Foundation Series on Trust (New York: Russell Sage Foundation, 1998).p. 136 Also see J.
Edlund, "Trust in Government and Welfare Regimes: Attitudes to Redistribution and Financial Cheating in
the USA and Norway," European Journal of Political Research 35, no. 3 (1999).
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relationéhip that would strengthen and complement the interaction between them, leading to

positive consequences for the assertions of the Islamists.2*

The state can generate trust by showing commitment to the policy that it has imposed, as
demonstrating commitment to the policy would consequently strengthen the individual’s
trust in the state. This implies that the state should take steps that would demonstrate to the
public its sincerity towards the policy (especially if the policy in question has direct
financial consequences for the people). The state can demonstrate commitment by making
sure that the individual perceives the government as one that meets the prevailing standards
of fairness, i.e. considers all relevant interests in the procedures of making and
implementing welfare policies.2® If the policy’s introduction and decision-making process
is perceived .cynically by the public, the rationale of the policy will be received with
suspicion. If the policy-making process suggests the state is being disingenuous then the
policy could be undermined, as the public’s perceptions will also be negative. In most cases
citizens are willing to go along with a policy they do not prefer as long as it is made
according to a procéss they deem legitimate, as they are less willing to co-operate with a

policy they agree with if the process was problematic. 2%

The perception of the individual should be that the policy is legitimate and created for

his/her benefit. Historically, these procedures have ensured that citizens, who quasi-

204 There are debates regarding the governance methods of the state, which has consequences for the creation
or destruction of communal, familial, or generalised trust among the individuals see F. Fukuyama, Trust (New
York: Basic Books, 1995). However, this thesis deals with ideas that relate to the relationship of the
individual with the state, which holds that state actions directly influence its relationship with the individual in
the form of increased or decreased trust, which then in tum facilitates or impedes the economic, political and
social progress in the society.

205 1 evi, "Trust and Governance." pp. 90-92

206 B, Barry, Justice as Impartiality, ed. D. & Ryan Miller, A., vol. I, Oxford Political Theory A treatise on
Social Justice (Oxford: Clarendon Press, 1995).p. 111

124



voluntarily pay taxes, generally credit governments with doing the right thing with their

monies.2"’

The state can signal its commitment and fairness through the coercion of those who are not
obedient, i.e. by punishing lawbreakers and establishing credible courts. Scholz argues that
enforcement is necessary and that the agency (or the state) should form a basis for trust by
ensuring that it conveys the message that untrustworthy citizens will be made to comply
with the law via statutes and punishments that would prevent the erosipn of public
confidence in the agency.?® Thus the enforcement factor of the policy also strengthens the
commitment and fairness nexus with the state, which leads to increasing compliance.
Enforcement includes certainty, severity of punishment and extent of monitoring.2*
Individuals will comply with policies if they fear punishment in case of non-compliance, as
punishment of the most flagrant violators serves as an example to those considering non-

compliance.

Commitment can also be conveyed via the public perception that the policy involves the
standardisation of the provision of services. It is suggested in the literature that
discriminatory practices and violations of policy promises are likely to provoke non-co-
operation from the citizens. Also, the state on its part should make sure that the citizen
realises that the recruitment and promotion of state bureaucrats has taken place on grounds

of competence as the implementation of policy is handled by the state bureaucracy.

297 Levi, "Trust and Governance." p. 90
285 T Scholz, "Trust, Taxes, and Compliance,"K. J. Meier and D. R. Morgan, "Citizen Compliance with
Public Policy: The National Maximum Speed Law," The Western Political Quarterly 35, no. 2 (1982). p. 262
209 11.¢

Ibid.p. 163
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All the above-mentioned measures for the facilitation of policy operation create
reputational effects, which are beneficial for the acceptance of policies,”' and consequently

advantageous for the fulfilment of its stated objectives.’!!

In the context of the Islamic state, it will have to create these reputational effects if it is to
make policy effective, because the Islamic status of the policy and polity is not by itself
sufficient to generate automatic trust between the individual and the state, nor would
zz;kat s religious nature elicit acceptance and compliance from the individual. It would take
a concerted effort on part of the state authority, i.e. the Islamic state, to facilitate an
environment conducive to the generation of trust between the homo Islamicus and itself by

demonstrating commitment towards policy imposition, operation and effectiveness.

Conclusion

The chapter has examined the political economy of Islamic social policy through the
political structure of the Islamic state. It has argued that welfare instruments are susceptible
to political manipulation despite their sacred origins. It has shown that the nature of the
Islamic state could influence the decision-making process of a policy and affect its shape in
a way that could derail the policy from its objectives and hence have a negative impact on
its effectiveness. The chapter has also shown that regardless of the religious overtones of
the policy and the institutions involved in its operation, the state needs to win the trust of
the public through demonstrating commitment towards the policy in order to ensure its

effectiveness.

219 L evi, "Trust and Governance." pp. 87-93. S. Svallfors, "Political Trust and Attitudes Towards
Redistribution," European Societies 1, no. 2 (1999).

211 gvallfors, while researching political trust and attitudes in Sweden and Norway, nullifies the claim that
there are obvious links between political efficacy and trust on the one hand and attitudes towards
redistribution on the other. However, at the same time he acknowledges the fact that his findings could be
relevant only to the case of Sweden and Norway. Svallfors, "Political Trust and Attitudes." p. 241
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This chapter has also analysed the operational tools of the Islamic economic system
namely, the absence of riba, the operation of modarabah, the presence of the Islamic state
and the imposition of zakat, through which the system aspires to create economic justice in
the society. Considering the pivotal place attributed to zakat in economic redistribution and
social security by the Islamists (as examined in section 2.1 of this chapter), it follows that
their assertions need to be tested on empirical ground, keeping the analyses of the political
economy of the Islamic welfare policy under consideration. This therefore leads to the
principal question of this thesis: did Zakat deliver welfare and justice in Pakistan between

1980 and 1994?

The above question will be answered in stages in Chapters Three, Four and Five. Chapter
Three considers the political and ideological origins of zakat policy in Pakistan from the
time of Pakistan’s creation until zakat’s formal institutionalisation in 1977 following Zia’s
military coup. The chapter proceeds to analyse why zakat (one of the fundamentals of the
Islamic faith) was not introduced immediately after the creation of Pakisfan and why was it
introduced when it was. Within the framework of the political economy of Islamic welfare
policy discussed above, Chapter Three explores the formalisation of zakat by investigating
the policy-making mechanism of zakat and examining the influences on the policy. Finaily,
it conducts analyses of the eventual shape that the zakat policy assumed under Zia’s Islamic
state. The chapter aims to highlight the fact that zakat’s divine ordination does not
guarantee that it will remain true to its objectives when imposed as a policy. This is because
it is also a welfare instrument that can be manipulated by the Islamic polity (considering its

economic and political leverage and considering the grey area in the Shariah regarding
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zakat) to advance political ends that have little to do with zakat’s theological rationale of

creating welfare and justice in the society.

Chapter Four examines zakat in action by focusing on the revenue side between the years
from 1980 to 1994. It examines the amount of zakat revenue at the national aggregate level
and assesses the pattern of zakat given by the individuals at the micro level. The chapter
compares the assertions of the Islamists regarding zakat’s ability to tap the wealth of the
rich, its resource mobilisation capacity and compliance aspects with its actual functioning
in Pakistan. The chapter advances to analyse the role of the Islamic state regarding its
commitment towards the zakat policy that had major implications for the creation of trust
between the state and the individual. The chapter conducts these analyses as a consequence
of an historical investigation of the kind of governments that came to power in Pakistan
after its establishment and their ability to demonstrate crédible commitment to their
declared objectives to the people of Pakistan. This exercise aims to underscore the
implications that the absence of trust had for zakat’s ability to achieve its objectives. The
chapter endeavours to draw attention to the fact that the zakat policy, based on a sacred
ideology, does not hold a promise of compliance from the individual towards zakat. For the
zakat policy to be éffective, the Islamic state needs to create the element of trust between

itself and the individual by showing commitment to the policy.

Chapter Five assesses the benefits of zakat in Pakistan. It aims to evaluate these benefits in
the light of the results of Chapters Three and Four and how these results affected the
Islamists’ aspirations regarding zakat’s ability to reduce poverty and inequality in Pakistan.
Initially the chapter narrates the historical development of social welfare in Pakistan since '

its creation in 1947 with the aim of acquainting the reader with the conditions of social
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welfare before the introduction of zakat. Secondly, the chapter examines the disbursement
of zakat at the national aggregate level and thirdly, it provides answers at the household
level regarding the questions of who received zakqt and how much. The chapter then moves
on to answer the specific question of zakat and its ability to alleviate poverty and reduce

inequality.
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Chapter Three

Institutionalisation of Zakat in Pakistan

Introduction

Within the framework of the political econor.ny of Islamic welfare policy discussed in
Chapter Two (which analyses not only the ideological and political context of the Islamic
way of governance but also explores the policy making process in an Islamic polity), this
chapter investigates the process of the formal institutionalisation of zakat by examining its
policy-making process and the influences operating on it. The goal of this chapter is to
elucidate the point that zakat (a welfare instrument with redistributive economic
consequences), although part of an idealised economic system, is at the same time also a
political structure that is handled by a human agency and therefore is not divorced from

interest groups that create and steer policies to cater to their own vested interests.

The present chapter also reflects on the political and ideological origins of zakat policy in
Pakistan. It places zakat within the historical context of Islam in Pakistan (as it would be
futile to discuss any aspect of zakat in Pakistan without considering Islam’s importance and
development in the country’s history). For many Pakistan’s emergence appears to have

been a determinant of religion.

This chapter is divided into two sections. The first section introduces the reader to the role
of Islam in the creation of Pakistan and its subsequent history in which the roots of zakat
lie. It begins by tracing the historical origins of Islamism in Pakistan to the time of British

rule in India, when the demand for the constitutional safeguards of the Muslims of the Sub-
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continent became popular in the 1940s under the banner of the Two-Nétion theory. The
proponents of this theory hold that there are two nations inhabiting India with their own
distinct ‘culture, history, society and customs, namely the Muslims and the Hindus. It
considers India to be inhabited by people who are deeply divided by racial, religious and
linguistic antagonisms, and lack homogeneity.?!? It considers Muslims to be one nation
with Islam\ at the centre of their existence where Islam transcends the geographical
boundaries of Punjab, Balauchistan and Bengal, along with the raqial confines of caste,
colour and creed.”® This ideology was expressed in the country’s various constitutions and
Pai(istan’s Islamic nature was formalised in the 1973 Constitution. This section also
endeavours to bring to the forefront the schism in this Islamic ideology that explains why
Islamisation and hence zakat were not introduced by governments immediately after the
formation of Pakistan in 1947 and why this move was finally made after Zia came to power

in 1977.

The second section explains why and how Zia introduced and pursued his agenda of
Islamisation in Pakistan, as a consequence of which zakat was introduced. It focuses on the
development of the zakat policy under the influence of the Islamic polity created by Zia. It
examines the zakat policy development. A comparison of orthodox clerical views of zakat
with the details of the policy as implemented by Zia reveals some of the broader political
objectives of zakat policy. It examines how the nature of the Islamic state helped it to steer

and influence zakat policy.

212 A. Hamid, Muslim Separatism in India: a brief survey 1858-1947 (Karachi: Oxford University Press,
1967).p. 36
213 For full analyses see Iqbal, Ideology of Pakistan.
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It is not the purpose of this thesis to provide a detailed analysis of Pakistan’s emergence.
Nonetheless as pointed out earlier, considering the subject of this treatise i.e. zakat in
Pakistan, it becomes imperative to asses the role of Islam in Pakistan’s creation, as
according to the claims of the official historiography, Islam is supposed to be Pakistan’s
raison d’etre. This perspective is rather linear and assumes that the achievement of a
homeland for the Muslims of South Asia was the result of almost. a century of Muslim
aspirations and sacrifices. The following passages assess the Islamic character of Pakistan’s
emergence as this would not only shed light on the shape that zakat finally took but will
also elucidate upon its achievements which are assess in the last two chapters. In assessing
the role of Islam in Pakistan’s creation, this assessment will assess both the traditional i.e.
the official historiography and the revisionist perspective i.e. sources that have challenged

the Islamic heroicism embedded in the conventional historiography of its creation.

3.1 Islam and the Emergence of Pakistan

Pakistan’s Islamic Ideology

Since the emergence of Pakistan the role of Islam has assumed centre stage as Islam seems
to have determined the establishment of Pakistan. In Pakistan the more widespread version
of the birth of Pakistan is attributed to the application of the Two-Nation theory (as

214 in other words that the Islamic nation was engaged in a political

explained above),
mobilisation that led to the creation of Pakistan.?" This led to the Lahore Resolution passed

on 23 March 1940, which explicitly demanded the partition of India to create Pakistan; a

214 1. H. Qureshi, The Muslim Community of the Indo-Pakistan Subcontinent (610-1947): A Brief Historical
Analysis, Publications in Near and Middle East Studies/Columbia University, series A.1 Columbia
University. Publications in Near and Middle East Studies; series A.1 (’S-Gravenhage: Mouton, 1962). Also
see, Pakistan Historical Society, Freedom Movement.

25 1. H. Qureshi, The struggle for Pakistan, Publications of the University of Karachi (Karachi: University of
Karachi, 1965). Also see, H. Malik, Moslem Nationalism in India and Pakistan (Washington, DC: Public
Affairs Press, 1963).
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seperate homeland for the Muslim nation of India, and independence on the 14" of August
1947 was the eventual achievement of this movement.?'® There are several inconsistencies
in this interpretation, including the fact that the Lahore Resolution called for the
establishment of Muslim ‘states’ and not ‘a étate’, calling into question the validity of this
interpretation of the Two-Nation theory. This takes us to the revisionist interpretation of the
emergence of Pakistan which argues that Jinnah did not necessarily want a separate state
and employed the Two-Nation theory as a ‘tactical bargainjng counter’ to unite the
Muslims of India to ensure a secure and legitimate place for the Muslims within the

constitutional framework of a united India.?"’

The Two-Nation theory in this view was not synonymous with separatism.?*® The merit of
this theory was that as opposed to being considered a comhmnity which would consign the
Muslims’ status to that of a minority, this would give them equal status with the Hindus in
the governance of India irrespective of their numbers, since the family of nations contains
the big and the small.?"® The thrust of Jinnah’s political strategy was initially to secure the
recognition of the Indian Muslim nationhood on the basis of the acceptance of the
‘Pakistan’ demand by the British and the Congress, and thereby gain an equal say for the
Muslims in any arrangement about India’s political future at the centre. Once the principle

of the Muslim right to self-determination, as embodied in the 1940 Lahore Resolution, was

216 R, J. Moore, "Jinnah and the Pakistan Demand," Modern Asian Studies 17, no. 4 (1983). p. 529

217 A, Jalal, The sole spokesman: Jinnah, the Muslim League and the demand for Pakistan (Cambridge:
Cambridge University Press, 1994). p. 57. Another ideologically motivated argument is grounded in the role
of Imperialism and the British machinations to divide and rule the two communities, which led to hightened
tensions that eventually partitioned India. Partition was the result of the interplay of three factors namely,
divided and disorganized Muslim community, Congress party’s underestimation of Muslim feeling and fear
and a weakened British raj in the specific circumstances of world war and the effect of the conflict and its
aftermath on the British that precipitated the state of Pakistan. A. I. Singh, The Origins of Partition of India,
1936-1947, Oxford University South Asian Studies Series (New York: Oxford University Press, 1987).

218 Moore, "Jinnah and the Pakistan Demand." p. 538. A. Roy, "Review: The High Politics of India's Partition:
The Revisionist Perspective," Modern Asian Studies 24, no. 2 (1990). p. 391

219 Jalal, The sole spokesman. p. 52-60
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conceded, the resultant Muslim state or states could either ‘enter into a confederation with
non-Muslim provinces on the basis of parity at the centre’ or as a sovereign state (or states)
engage in treaty arrangements with the rest of India on matters of common concern.”? As
late as 6 June 1946, when Jinnah accepted the Cabinet Mission Plan, it seems that he was
willing to abandon the ‘Pakistan’ plan. The Cabinet Mission offered a grouping of Muslim
provinces and offered Jinnah the effective content of a federation that could protect the
interests of Muslims in India. Though the centre itself would not have been as strong and
thus the prospects for ‘parity’ at the centre that Jinnah would have liked (to ensure his
authority over the Muslim provinces) were doubtful, the communal provisions of the Plan
held out the promise of a power broking role for the Muslim League at the centre. The Plan
denied the principle of secession and stood for preservation of India’s integrity.??! It
represented the last serious attempt to reconcile the notion 6f Pakistan as territory with the
notion of Pakistan as a symbolic marker of a larger cox‘nmunity.222 But, the Cabinet Mission
Plan was killed: and Nehru did more than anyone to kill it by his refusal to accept the

formula of ‘Grouping’,?2

and the weak centre which would thwart the prospects of
Congress dominance at the federal level. With the failure of the Plan, Pakistan’s realisation
as a territorial state became inevitable. Jinnah had held the view that in the face of the
‘Pakistan’ plan, the Congress would be forced to accommodate his demands and prevent
the calamity of India’s dismemberment. However, after Jinnah’s acceptance of the Cabinet

Mission Plan, the Congress called Jinnah’s bluff, shattering his political strategy and

ambition??* but actually precipitating the emergence of Pakistan.

20 1hid. p. 241
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The Two-Nation theory was incorporated by Jinnah in his politics only after the 1937
elections. There is hardly any debate about the outcome of these elections as their results
proved to be an embarrassment for the League candidates against the overwhelming
success of the Congress in the non-Muslim constituencies. These results not only revealed
the limitations of Jinnah and the League but also positively reduced their importance to the
Congress®?® and the prospect of the Congress’ dominance at the centre became clearer.2% It
was then that Jinnah embarked on a new strategy by formally demanding independent
Muslim states, repudiating the minority status which separate representation necessarily
entailed and instead asserted that the ‘Muhammadans’ of India were a nation. This was a

tactical move to overcome the Muslim Leagues’s political crises.”?” His aims however still

continued to be to secure Muslim interests ‘within’ and not in total separation from India.??®

The Two-Nation theory manifested itself in the Lahore Resolution of 23 March 1940.
Although, the resolution was far from a complete and coherent statement of Muslim
demands, one of its most outstanding features was that it declared the Muslims to be a
nation, rejecting once and for all their minority status. And although it formally demanded
independent Muslim states, it made no mention of partition and none of Pakistan. The
nature of this resolution was also obscure on the territorial demarcation of the regions and

their relation to each other.?
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It appears that apart from defining Muslims of all India as a nation, there was no other firm
resolve in this resolution. This was because Jinnah was aware that there was not one policy
platform that would suit the interests of all the Muslims of India, and that was why the
resolution was left vague leaving the League followers to make of it what they wished and
leaving Jinnah plenty of room for manoeuvre. Any precise scheme would have divided the
League because there were contradictions in Muslim interests between majority and
minority provinces and between an apparently separatist demand for autonomous Muslim
states and the need for a ceﬁtre capable of protecting the interests of Muslims in the rest of
India.*® Indian Muslims were as heterogeneous as the Hindus of the Sub-continent, divided
by social and e;conomic standing, by theology and by region. Certainly, there was not a
united Muslim political community with a common national aim even as late as 1945.2!
The appeal of the resolution and that of the Two-Nation theory lay in its loose knit
definition of a nation without compromising the interests of any Muslim community. The
use of religious slogans and symbols proved immeasurably useful not just in rousing
sentiments against the Congress ministries in the provinces but it also helped the League in

reaching the Muslim masses over the heads of provincial leaders.?*

From the above exposition it appears that the official historiography can be challenged on
the grounds that the creation of Pakistan was not a direct consequence of the Two-Nation
theory and a single Muslim political identity; and that the Two-Nation theory was just a
rallying call for the Muslims to take up the cause of securing a legitimate place for

themselves within the constitutional framework of a united India.

0 Moore, "Jinnah and the Pakistan Demand." p. 551
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However, even if Islam was used just as a symbol, the important question is how powerful
was this symbol and how significant was this rallying force considereing the manner in
which it changed the fortunes of Muslim League? To what extent did the cohesive power of
Islam in identifying all Muslims as ‘one nation’ in the context of South Asia impact on the
social and economic policies of the Pakistan that emerged, even if it had not directly driven

the emergence of Pakistan in the way described by the official historiography?

The role of Islam in Pakistan’s emergence is clearly controversial. Apart from the official
historiography and those that hold Islam’s role in the pre-independence Muslim League to
have been a tactical one, there are those who hold that Islam’s role was manipulated by the
Muslim political elite in order to legitimise their bid for power.*® To make its message
more appealing, the League utilised Islamic jargon and traditional Islamic idioms to put its
message across.** These historians like the revisionists hold that the League overhauled its
political startegy of operating from a political, religious minority position to that of
asserting themselves as a separate nation with its own identity and culture which at many
levels appealed to the religious sentiments of the Muslims of India and created widespread
religious backing for ‘Pakistan’ in the mid-1940s. This in turn transformed the Muslim
League into ‘a chiliastic movement rather than a pragmatic political party.’?® 1t is
important to note that these historians do not necessarily attribute the creation of Pakistan to

Islamic ideology per se.
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Then why did Islamic symbolism have such an extensive and colossal effect on the politics
of south Asia and why did the umbrella of Islam which knitted together the identities of all
the Muslims of India prove to be so compelling for a heterogeneous Muslim population and
produce a rallying force of significant proportions? Was there ever a single Muslim identity
with Islam at its centre? The evidence suggests that this was not the case. Was there an all-
encompassing Islamic moral order that created an Islamic identity which transcended the
myriad particularistic and fragmentary identities and interests that shaped the lives and

experiences of India’s Muslims?

A view of the formation of a collective Muslim identity from below in the context of the
demand for ‘Pakistan’ suggests that it was through the ‘arena of public performance’ and of
‘collective activities in public spaces’ that a sense of shared moral collectivity or identity
was expressed. This importantly entailed that ‘community’, as enacted in such public
arenas, was never fixed dr static which in turn helped to crosscut the conflicts and divisions
between varied Muslim identities rooted in everyday life. It was through this route that
larger notions of moral order and therefore identity were expressed and created.*® This
‘public realm’ of cultural and religious ceremonials created a common language of religion
and order which consequently fostered a sense of ‘moral collective’ or ‘community’ among
the Muslims of India. With the transformations of nineteenth and twentieth-century politics,
this process shaped the politics of the public realm in India, which became instrumental in
the demand for ‘Pakistan’.?” Men with claims to communal leadership (such as the Ali

brothers, Maulana Zafar Ali Khan, Muhammad Igbal, and, ultimately, Jinnah) increasingly

268 A. Freitag, Collective Action and Community: Public Arenas and the Emergence of Communalism in
North India (Berkeley: University of Califomnia Press, 1989). p. xii
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sought to mobilize broad religious categories of identity. They progressively depended on
their ability to successfully deploy the language of moral community and coliectivity, as
they rallied for the support of autonomous individuals in public platforms.?*® Of course this
does not imply that there was a long history of the formation of an ‘Islamic political
identity’ or that this identity wheﬁ fostered was an exclusive one. It merely asserts that

there existed a sense of a Muslim identity at a rather generic level.

Another view of Muslim identity is from the top which asserts that the origins of the
Muslim collective idendity in the Indiah Sub-continent are related to the political and socio-
economic crises of the Muslim people. However this view asserts that the identity that was
fostered after the fall of the Mughal Empire was more about religious and cultural
awareness rather than with active political engagement with the colonial state. With the
arrival of the British in the Sub-continent the Muslims began to fear the loss of their
integrity among the ruling Christians and the aspiringv Hindus. The Muslim Ulema troubled
by the social and economic dislocation drew on their own traditions for interpretations and
Apatterns of action. They were of the opinion that the only way to restore Muslim self-
respect and Islamic political supremacy was to go back to the spirit of classical Islam, i.e. to
revert to the practices of the four Pious Caliphs, as their practices were seen to be the true
basis of Islamic ideals.**® They initiated movements that contributed to substantial religious

consciousness and reflected and encouraged the growing sense that Muslims in British

28 Gilmartin, "Partition, Pakistan, and South Asian History." p. 1076
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India were tied together in a separate community. The Ulema leading these movements
exemplified an inward looking sphere for their religious life while at the same time they
moved toward an acceptance of ‘Indian Muslim’ as their fundamental social identity.**’
Initially these movements appealed to different social groups and geographic locations.
Over time, however, each attracted a more geographically dispersed and more

heterogeneous following.?*!

These mo;fements can be categorised broadly under modernism, reformism and
traditionalism and were represented by the Aligarh, Deobandi, Ahl-i Hadis, Nadwa and the
Barelvi movements.?*? The reformist group of Ulema such as the Deobandi and the
traditionalist such as the Barelvi mainly strove to provide religious leadership and their aim
was to reconstruct Muslim society in a way that would conserve the Islamic way of
learning and its traditional theological stance. Their goal was to create a community that
was observant of Islamic religious law and committed to spiritual life. These Ulema in the
nineteenth century were rather apolitical towards their relationship with the colonial
government and shunned or ignored politics. Even though they did not encourage the
politicisation of the Muslims, their stress on the differentiation of Muslim and non-Muslim,
regardless of numbers, inadvertently evolved into a demand for parity of representation
held dear by Jinnah in the years immediately preceding partition. The ‘logic of parity’
might not have been the consequence of slow evolution of a Muslim political identity but it

was religious in origin.?*?
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It was only in the first quarter of the twentieth century that the curriculum of social, cultural
and religious consciouness of these movements provided significant impetus in initiating a
politicisation of Muslim identity. It was during this time that religious symbols became a
basis for political participation which started signifying a Muslim political éonsciouness
(considering the numerous and unique situation of Muslims scattered all over the Sub-

continent).

It is important to assert that not all movements initiated by the Ulema had an apolitical
stance. Aligarh and Nadwa sought an active political role in relation to the colonial
government.2* This movement included liberals, secularists and modernists and followed
western ideas of nationalism. A group of north Indian Muslims, led by Syed Ahmad Khan
fouﬁded the MAO College Aligarh in 1877 and the Aligarh Movement associated with it. It
was Syed Ahmad who had initially spoken in terms of ‘two nations’ inhabiting India and
made a point of not supporting the Indian National Congress. He asked the British to
acknowledge the political importance of the Muslims and not marginalise them because of
their numbers.>*® The alumni of MAO were to form the All-India Muslim League in 1906,
and in the same year representatives of this movement went in deputation to the Viceroy to
ask for special representation for Muslims and recognition of their ‘political importance’ in
the new legislative councils. It was through the efforts of this movement that the Morley-

Minto reforms granted Muslims separate electorates with extra seats, over and above their

% Metcalf, Islamic revival in British India. p.316. Nadwa also sought a political role. Its objective was to
consolidate a single leadership for all the Muslims guiding them in religious matters and mediating between
them and the government. It differed from Aligarh on the ground that Nadwa scholars were not to be Western
educated but members of the Ulema and act as internal leaders to their community whose prestige did not
depend on the acquisition of Western culture but on high skill in traditional learning. Nadwa was founded in
1893 and operated as a Sunni religious academy. It was an association of the Ulema based in Lucknow. p. 316
& 336
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proportions of the population, in those provinces where they were ‘politically important’. 246

These reforms opened provincial and national level politics to nationalism and Islam started
to become an important force in galvanizing localised Muslim communities into a larger

unit capable of competing in the broader political arena.?*’

The tw:;> nation idea of Syed Ahmad was later formalised by Mohammed Igbal in 1930
when he linked Pakistan to a definite territory. He suggested a territorial Muslim state, ‘a
Muslim India within India’ in northwest India (Igbal did not at that point use the word
‘Pakistan’).2* It appears that there was a political pedigree to the idea of the ‘two nation
theory’ that huddled Muslims all over India under a single political identity which was
officially employed by the League in 1940. It is important to assert that no direct line
should be drawn between the establishment of a Muslim political identity in the
constitution in 1909 (Morley-Minto reforms) and the emergence of Pakistan in 1947,
although it can be considéred one of the many enabling developments.2* This is because as
we discussed earlier, the struggle for ‘Pakistan’ was not so much to create a separate
homeland for India’s Muslims, as it was to create a Muslim political community, to define
a symbolic center to give moral and political meaning to the concept of a united ‘Muslim
community’ in India which would stand for political parity with the Hindus in an

independent India. >
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However, after the First World War even the reformist Ulema started to assert their
political identity and began to play an active role in opposition to the British administration.
The Deobandi conception of the political role of Muslims in India had been shaped by the
nature of their religious reforms. They sought the answer to the decline of the Muslim state
in the development of a Muslim community guided and regulated by the Ulema. They
emphasized religious education as the key to the united participation of Muslims in politics.
They sought to develop a view of religious solidarity which was itself political and based
on the authority of the Ulema, who interpreted the religious law and Muslim public
opinion.?®! This political role was demonstrated first during the Khilafat movement founded
in 1919 to protect the temporal and spiritual power of the Ottoman caliphate under the
banner of pan-Islamism. Also, Maulana Husain Ahmad Madani (who was a principal of
Dar-ul-Ulum?*?) was prominent in the formation of the Jamiat-i-Ulama-i-Hind in 1919
which happened to be the first independent organisation originating from the Ulema
leadership in India.?> This Jamiat joined the Indian National Congress and campaigned for
Muslim and Hindu unity in an independent India.?** Most of the Ulema were opposed to the
League and its irreligious leadership and they gave almost no support to the League on

account of its secular politics. These Ulema were wary of the authority of Muslim
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politicians and of the idea of yielding power to a state controlled by such politicians.*®
Their disquiet had been increased by Jinnah’s incorporation of the notion Qf discretion in
choosing between Islamic law and customary law during the passage of the Muslim
Personal Law Bill in the Central Legislature in 1937.2%% Additionally, they were not
sympathetic towards the concept of Pakistan as they held pan-Islamic beliefs. For them
Pakistan was basically a territorial construct and was thus alien to the philosophy of Islamic
brotherhood, which was unijversal in char4actcr.257 The notion of a western model of a
nation-state was not compatible with Islamic political values. According to them, Islam
could not be confined within.national borders, as Muslims around the world were one

nation.?*8

There were some reformist Ulema and many of the Pirs of the shrines who supported the
League. Foremost among the reformist Ulema was Maulana Shabbir Ahmad Usmani, who
had once been an active member of the Jamiat-i-Ulama-i-Hind, and who now was called
upon to head the new, pro-Pakistan Jamiat-i-Ulama-i-Islam. Maulana Shabbir Ahmad
Usmani subsequently issued a statement supporting the League in the name of the 300 or so
Ulema.*® The most vital religious support for the League came from the Pirs of the shrines
who had long sought an outlet for expressing their religious concerns in the political
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According to the above analysis, there appears to be a twofold thrust to the creation of a
Muslim identity (even if not immediately a political one) in n.lany parts of south Asia.
There was the impetus being build in the ‘public realm’ which consequently fostered a
sense of ‘moral collective’ or ‘community’ among the Muslims of India and then, there
were the movements initiated by the Ulema that fostered not only Muslim social, cultural
and religious identities but in the beginning of the twentieth century initiated a process of
politicisation of the Muslim identity. Over time these movements began to attract a more
geographically dispersed and more heterogeneous following among Muslims. What also
needs to be mentioned here is that the period of British rule brought firmer edges to Muslim
identities. There was a sharpening of the distinction between Muslim and non-Muslim,
which was in part an outcome of the impact of British understandings of India and in part
that of religious revivalism through the Ulema. There was also the development of a
separate Muslim political identity against the claims of an all-inclusive Indian national
identity.?*! The politicisation of the Muslims during the Khilafat agitation contributed to
new communal demands. Islamic ideas exerted immemse normative power not only on the
Muslim masses but importantly on the Muslim elite. Economic and political threats also
created co<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>