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About This Course

BNK611 — Economic ldeology in Islam studies the Islamic economic system as a distinct third way
between capitalism and socialism: its worldview foundations, its institutions (zakat, prohibition of riba,
Islamic banking), and its answers to the classic economic questions of production, distribution, and
growth. This handout covers the Islamic worldview of economics, property and market ethics, the
prohibition of riba and gharar, zakat and distributive justice, Islamic banking and finance, and
contemporary applications including the Pakistani experience.

Each lecture gives learning objectives, core explanations with definitions, examples, exam key points,@
a summary, and review questions.

_vulearninghub

.x¥z | _b¥ \{S) Learnin%HUB
Virtual University of Pakistan — Study

andout Page 3


V IMPORTANT


Lecture 1: Islamic Worldview and Economic Thought

Learning Objectives
Define Islamic economics

Explain its worldview foundations

Islamic economics studies human behavior regarding the acquisition and use of resources within the
worldview of Islam — tawhid (unity of God), khilafah (humanity's trusteeship of resources), and adalah
(justice). Unlike conventional economics, which takes preferences as given and separates positive
from normative analysis, Islamic economics integrates ethics: efficiency matters, but so do justice,
brotherhood, and accountability in the Hereafter.

The key departure is the concept of ownership: absolute ownership belongs to Allah; humans hold
property as a trust (amanah). This justifies both private enterprise (the trustee may use and benefit)
and social obligation (the trust must not be abused). Scarcity is recognized — the Quran
acknowledges limited resources — but the Islamic diagnosis adds a moral dimension: much scarcity is
relative, caused by hoarding, waste (israf), and unjust distribution rather than absolute shortage.

Methodologically, Islamic economics uses revelation (Qur'an and Sunnah) as a source of axioms
alongside reason and empirical observation. A policy is evaluated not only by Pareto efficiency but by
magasid al-shariah — the higher objectives of the Shariah: preservation of faith, life, intellect, lineage,
and property.

Key Definitions
Khilafah (vicegerency) is defined as the Islamic concept of humanity's trusteeship over resources,
which belong ultimately to Allah.

Magasid al-Shariah is defined as the five higher objectives of Islamic law: preservation of religion,
life, intellect, lineage, and property.

Examples
® Amanah: a factory owner may profit from his plant but may not pollute the river — the trust limits
use.

m [sraf: Qur'anic condemnation of waste underpins Islamic critiques of consumerism.

Key Points — very important for examsl%

Tawhid, khilafah, adalah: the three foundations.

Ownership is trusteeship: private use allowed, abuse forbidden.
Scarcity recognized; unjust distribution is the added diagnosis.

Magasid al-Shariah: the five objectives as policy criteria — very important.

Note:
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Note: ‘compare Islamic economics with capitalism and socialism' is the classic long question — anchor
it on ownership (trust vs absolute private vs state) and the role of ethics.

Review Questions
? Is Islamic economics a 'third system' or a moral critique of both? Discuss.

? How do maqasid guide economic policy?

Section Summary
Islamic economics keeps the analytical tools of economics but rebuilds them on trusteeship, justice,
and accountability — a distinct paradigm, not just capitalism with charity.

Exam Pointers
- How does the Islamic worldview change the definition of economics?

- Explain khilafah and its economic implications.

Lecture 2: Islam vs Capitalism vs Socialism

Learning Objectives
Compare the three systems

Explain the Islamic market position

Capitalism centers absolute private ownership, self-interest as the motive, and the market as the
coordinator, with the state's role minimal; its strength is efficiency and innovation, its Islamic critique is
neglect of justice and the spiritual. Socialism centers collective ownership and planning; its strength is
equality of outcome, its Islamic critique is denial of legitimate private incentive and bureaucratic
tyranny.

The Islamic system affirms private ownership and the market mechanism — the Prophet (PBUH)
refused to fix prices, saying Allah is the price-setter — but embeds them in moral constraints: no riba,
no gharar, no hoarding (ihtikar), obligatory zakat, and the state's duty to secure justice. It is sometimes
called the 'third way', though scholars caution it is not a compromise but an independent system with its
own axioms.

Practically, Islamic economies are mixed: markets allocate most resources, the state provides public
goods and corrects injustice, and voluntary institutions (wagf, sadagah) supplement zakat. The test of
'Islamic-ness' is not the label but conformity to Shariah principles in contracts, finance, and distribution.

Key Definitions

Ihtikar (hoarding) is defined as the Islamic prohibition of hoarding essential goods to force prices up.

Examples
m Price mechanism: the hadith on refusing price controls supports market allocation.
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m Mixed reality: Malaysia's dual banking system — Islamic and conventional operating side by side.

Key Points — very important for exams|§|

Capitalism: absolute ownership, market; critiqued for injustice.

Socialism: collective ownership, planning; critiqued for killing incentive.

Islam: private ownership + market, inside moral constraints (no riba/gharar/ihtikar).

Third way = independent system, judged by Shariah conformity, not labels.

Review Questions
? Is a mixed economy automatically Islamic? Why not?

? What are the limits of the market in Islam?

Section Summary
Islam keeps markets and private property but denies them absoluteness: both serve justice under
trusteeship.

Exam Pointers
— Compare the Islamic economic system with capitalism and socialism.

- Did the Prophet (PBUH) allow price-fixing? What does this imply?

Lecture 3: Prohibition of Riba, Gharar, and Maysir

Learning Objectives
Define the three prohibitions

Explain their economic rationale

Riba — any guaranteed excess over principal in a loan — is prohibited by the Qur'an in the strongest
terms (2:275-279), equated with war against Allah and His Messenger. Classical jurisprudence
distinguishes riba al-nasi‘ah (excess for deferred payment) and riba al-fadl (unequal spot exchange of
like commodities); modern Islamic finance extends the prohibition to all interest-based lending.

The economic rationale scholars offer: riba transfers risk entirely to the borrower, rewards capital
without enterprise, concentrates wealth, and fuels debt crises — the lender profits regardless of the
project's outcome. Islam replaces it with risk-sharing: mudarabah (profit-sharing) and musharakah
(partnership), where returns depend on actual performance.

Gharar (excessive uncertainty) and maysir (gambling) are the companion prohibitions: contracts must
be transparent about price, subject matter, and delivery. Together, riba, gharar, and maysir prohibitions
reshape finance toward asset-backed, risk-sharing, transparent transactions.

Key Definitions
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Riba is defined as any contractually guaranteed excess over the principal of a loan; prohibited in
Islam.

Gharar is defined as excessive uncertainty or ambiguity in a contract's terms; prohibited beyond
trivial levels.

Examples
m Riba al-nasi'ah: lending Rs. 100,000 and demanding Rs. 110,000 back — the Rs. 10,000 is riba.

m Gharar: selling fish still in the sea — the subject matter is too uncertain.

Key Points — very important for exams |§|

Riba = guaranteed excess on loans; Qur'anic prohibition is categorical.
Types: nasi‘ah (deferment) and fadl (unequal spot exchange).
Rationale: risk-shifting, wealth concentration, debt instability.

Gharar (uncertainty) and maysir (gambling) complete the contract ethic — very important trio.

Review Questions
? Is all bank interest riba? Present the scholarly positions.

? How does risk-sharing replace interest?

Section Summary
The riba/gharar/maysir prohibitions are Islam's financial constitution: they outlaw risk-free returns on
money and demand transparent, asset-linked contracts.

Exam Pointers
- Define riba and its types.

- What is the economic wisdom behind prohibiting riba?

Lecture 4: Zakat, Waqf, and Distributive Justice

Learning Objectives
Explain zakat as an economic institution

Describe wagf's historical role

Zakat is the obligatory alms — 2.5% on qualifying wealth held a lunar year above the nisab threshold
— and the Islamic system's central redistributive institution. Unlike voluntary charity, it is a right of the
poor in the wealth of the rich (51:19) and a pillar of Islam; unlike taxation, its rates, base, and
beneficiaries (the eight categories of 9:60) are divinely fixed.
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Economically, zakat does several things: it taxes idle wealth (encouraging investment over hoarding),
transfers purchasing power to those with the highest propensity to consume (supporting demand), and
provides a social safety net. Classical scholars like Abu Yusuf discussed its administration as a state
function — the Islamic state collects and distributes it.

Modern debates: should zakat be state-collected or private? Can its base extend to new forms of
wealth (stocks, pensions)? Pakistan's compulsory zakat deduction on bank deposits (1980) shows both
the potential and the controversy — including sectarian objections and administrative leakage. Waqgf
(endowments) complement zakat by funding durable public goods: historically, wagfs financed schools,
hospitals, and waterworks across the Muslim world.

Key Definitions
Nisab is defined as the minimum wealth threshold above which zakat becomes obligatory.

Waqf is defined as a perpetual charitable endowment whose principal is preserved and whose
income funds public benefit.

Examples
m |dle-wealth tax: 2.5% annually on hoarded cash pushes wealth into investment.

m Waqf: Ottoman-era waqgfs funded entire hospital and school systems.

Key Points — very important for exams E

Zakat: 2.5%, fixed base/rate/beneficiaries — a right of the poor, not charity.
Economic effects: penalizes hoarding, boosts demand, funds a safety net.
Wagf: endowments historically financed education, health, infrastructure.

Pakistan's 1980 zakat ordinance: potential and controversy — know both.

Review Questions
? Should modern financial assets be zakatable? Argue both sides.

? State-collected or private zakat — which is better?

Section Summary
Zakat and wagf are Islam's built-in redistribution machinery: one flows annually to the poor, the other
endows public goods permanently.

Exam Pointers
- Explain zakat's economic functions.

— Compare zakat with conventional taxation.

Lecture 5: Islamic Banking and Finance
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Learning Objectives
Describe Islamic financial contracts

Critically assess the industry

Islamic banking replicates banking functions — deposits, financing, payments — without interest, using
Shariah-compliant contracts. The core modes: Murabahah (cost-plus sale: the bank buys an asset and
sells it to the client at a disclosed markup, payable deferred); ljarah (leasing); Salam (advance payment
for future delivery, used in agriculture); Istisna (manufacturing order); Mudarabah (trustee
profit-sharing); and Musharakah (joint partnership).

Sukuk are Islamic investment certificates representing ownership in underlying assets (not debt) — the
global sukuk market now exceeds hundreds of billions of dollars, with Malaysia and the Gulf leading
and Pakistan issuing sovereign sukuk. Takaful (Islamic insurance) replaces risk transfer with mutual
contribution and shared guarantee.

Critiques to know: much Islamic banking is 'Shariah-compliant but not Shariah-based' — murabahah
and tawarruq replicate interest economics, profit rates track conventional benchmarks (KIBOR), and
genuine risk-sharing (mudarabah/musharakah) remains a small share. Pakistan's Federal Shariat
Court 2022 judgment ordering full interest elimination by 2027 makes this a live policy issue.

Key Definitions
Murabahah is defined as a cost-plus sale contract: the bank buys an asset and resells it at a
disclosed markup on deferred payment.

Sukuk is defined as Islamic investment certificates representing ownership in tangible assets or
usufruct, not debt claims.

Examples
m Murabahah: bank buys a car for Rs. 2m, sells to client for Rs. 2.4m payable over 3 years.

m Pakistan sovereign sukuk: asset-backed issuance funding government borrowing Islamically.

Key Points — very important for exams |§|
Modes: murabahah, ijarah, salam, istisna, mudarabah, musharakah — know each in one line.
Sukuk = asset ownership certificates; takaful = mutual insurance.

Critique: form vs substance — interest-like economics, KIBOR benchmarking, little real
risk-sharing.

Pakistan: FSC 2022 judgment mandates riba elimination by 2027 — very important current affair.

Review Questions
? Is murabahah just interest by another name? Discuss.

? What would genuine risk-sharing banking look like?
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Section Summary

Islamic finance has built a large Shariah-compliant industry; its next test is moving from compliant form
to participatory substance.

Exam Pointers@
- Explain the main Islamic financing modes.

- Critically evaluate Islamic banking practice.

Lecture 6: Market Ethics and the Islamic State

Learning Objectives
Explain Islamic market ethics

Describe the state's economic role

The Islamic market ethic affirms free price formation but polices conduct: fraud (tadlis), cheating in
weights, najsh (fake bidding to inflate prices), and hoarding are prohibited, and the muhtasib (market
inspector) historically enforced standards — an early consumer-protection institution. Competition is
encouraged; monopoly achieved by hoarding or collusion is condemned.

Consumer protection in Islam rests on the seller's duty of disclosure (bay' al-amanah traditions) and the
buyer's right of rescission for defects (khiyar al-'ayb). Modern applications: halal certification as a trust
good, Islamic labeling standards, and the argument that Shariah compliance itself is a
consumer-protection regime for Muslim depositors and investors.

The state's economic role: secure justice, provide public goods, manage zakat and waqgf, regulate
markets against fraud and monopoly, and pursue maslahah (public interest) within Shariah bounds.
Classical scholars (al-Mawardi, Ibn Taymiyyah on hisbah and price regulation in emergencies) give this
a long pedigree — hisbabh literature is essentially Islamic market-regulation theory.

Key Definitions
Hisbah is defined as the classical Islamic institution of market inspection and moral regulation of
commerce.

Examples
m Hisbah: the muhtasib checked weights, measures, and professional honesty in medieval markets.

m Khiyar al-'ayb: a buyer discovering a hidden defect may return the goods — built-in lemon law.

Key Points — very important for exams
Market pricing affirmed; fraud, najsh, hoarding, and monopoly condemned.
Hisbah = classical market regulation and consumer protection.

Consumer rights: disclosure duties, defect rescission (khiyar al-'ayb).
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State duties: justice, public goods, zakat/waqf, market policing, maslahah.

Review Questions
? When may the state fix prices in Islam? (Hint: emergencies, per Ibn Taymiyyah.)

? Compare hisbah with a modern competition commission.

Section Summary

Islam's market is free but not lawless: ethics police conduct, the state secures justice, and both serve
maslahah.

Exam Pointers E
- What is the Islamic position on prices and monopoly?

- Explain the state's economic duties in Islam.

Lecture 7: Development, Poverty, and Falah

Learning Objectives
Define Islamic development

Explain the anti-poverty framework

Does Islam favor growth? The tradition values productive work — the Qur'an commands dispersion in
the land seeking bounty after prayer (62:10), and the Prophet (PBUH) praised the honest merchant.
Development in Islam is comprehensive: material growth plus moral and spiritual development (falah —
true success in both worlds), not GDP alone.

On poverty: Islam treats poverty as a calamity to be fought (the Prophet sought refuge from it) and
assigns responsibility across levels — individual effort, family support, community (zakat/waqf), and
state guarantee of basic needs. Classical jurists held the state must ensure every citizen's essentials;
modern Islamic economists translate this into a basic-needs strategy with Islamic financing.

Contemporary applications: microfinance on Islamic modes (qard-hasan, murabahah micro-credit —
Akhuwat in Pakistan is the famous interest-free model), ethical investment screens, and the debate
over measuring development by maqasid-based indices rather than GDP. The exam-ready line: Islamic
development = growth + justice + spiritual well-being, financed Islamically.

Key Definitions
Falah is defined as comprehensive human well-being and success in this world and the Hereafter;
the Islamic development objective.

Examples
m Akhuwat: Pakistan's interest-free microfinance, gqard-hasan loans with community guarantee.

m Magasid indices: attempts to rank development by faith, life, intellect, lineage, property outcomes.
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Key Points — very important for exams E

Work and trade praised; growth valued — but as part of falah, not GDP alone.

Poverty is a calamity; responsibility cascades: individual — family -~ community - state.
Tools: zakat/waqf safety nets, Islamic microfinance (Akhuwat model).

Measure by magasid outcomes, not just income — the development critique.

Review Questions
? Is GDP growth sufficient for falah? Why not?

? Evaluate Akhuwat as Islamic microfinance.

Section Summary
Islamic development pursues falah — material sufficiency with justice and spiritual health — using
zakat, waqgf, work ethics, and interest-free finance.

Exam Pointers
- What is the Islamic concept of development?

- How does Islam propose to eliminate poverty?

Lecture 8: Islamic Economics in Pakistan

Learning Objectives
Trace Pakistan's Islamization

Evaluate progress and gaps

Pakistan's Islamization of the economy has been partial and contested: Zia-era zakat/ushr ordinances
(1980), the creation of Islamic banking (Meezan Bank 2002 as the first full-fledged Islamic bank; now
~20%+ of banking), the Council of Islamic Ideology's reports, and the Federal Shariat Court's 2022 riba
judgment giving the state until 2027 to eliminate interest.

Assessment: Islamic banking grew impressively in assets and acceptance, but the critiques from
Lecture 5 apply — limited risk-sharing, benchmark following. Zakat administration suffered from
leakage and sectarian disputes. The 2027 deadline is the live test: true transformation requires
Shariah-compliant government borrowing (sukuk), central-bank instruments, and legal reform — or
another extension.

For exams, take a balanced position: acknowledge real institutional progress (a dual system serving
millions), note the substance gap, and argue that Islamization's success depends on political will,
scholarly consensus on alternatives, and economic realism — slogans don't replace instruments.

Key Definitions
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FSC 2022 judgment is defined as Pakistan's 2022 Federal Shariat Court ruling declaring
interest-based banking un-Islamic and ordering elimination by 2027.

Examples
m Meezan Bank (2002): proof Islamic banking can scale commercially.

m Zakat deduction controversy: Shia exemption demands showed the sectarian complexity.

Key Points — very important for exams E

Milestones: 1980 zakat/ushr, 2002 Meezan, ClIlI reports, FSC 2022 judgment.
Islamic banking ~20%+ of sector: real growth, limited substance.

Zakat: administrative and sectarian challenges.

2027 deadline needs sukuk markets, SBP instruments, legal reform — very important.

Note:

Note: this is the highest-probability long question in the paper — prepare a structured answer: history
- achievements - critiques - the 2027 agenda.

Review Questions
? Will the 2027 deadline be met? What are the obstacles?

? Is a dual banking system permanently acceptable?

Section Summary
Pakistan built real Islamic financial institutions; converting the whole system by 2027 is the unfinished,
genuinely difficult task.

Exam Pointers
- Assess Pakistan's experience with Islamic economics.

- What must happen before the 2027 riba-elimination deadline?

Lecture 9: Sources and Scholars

Learning Objectives
Identify the sources

Trace the scholarly lineage
Islamic economic thought draws on four sources: the Qur'an (foundational principles — prohibitions,

zakat, contract ethics), the Sunnah (market practices, hisbah precedents), figh (juristic elaboration of
contracts and finance), and the classical scholarly tradition. This is a 1,400-year literature, not a 1970s

invention.
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Key classical contributors: Abu Yusuf (d. 798), whose Kitab al-Kharaj advised Harun al-Rashid on
taxation and public finance; al-Ghazali (d. 1111), who analyzed markets, money, and the stages of
production; Ibn Taymiyyah (d. 1328), who wrote on prices, hisbah, and public finance; and Ibn Khaldun
(d. 1406), whose Mugaddimah contains theories of labor value, taxation (the Laffer-curve-like argument
that excessive taxes shrink revenue), and the rise and fall of economies — centuries before Smith.

Modern Islamic economics (from the 1970s: the first Jeddah conference 1976, IIlUM, IRTI/ISDB)
systematized these into a discipline. Know the lineage for 'trace the development of Islamic economic
thought' questions: revelation - classical scholars — modern systematization.

Key Definitions
Mugaddimah is defined as Ibn Khaldun's 14th-century work containing pioneering theories of labor,
taxation, and economic cycles.

Examples

m |bn Khaldun on taxation: 'at the beginning of a dynasty, taxation yields large revenue from small
assessments; at the end, small revenue from large assessments.'

m Abu Yusuf: advised against arbitrary tax-farming, an early public-finance reformer.

Key Points — very important for exams |§|
Four sources: Qur'an, Sunnah, figh, classical scholarship.

Abu Yusuf (public finance), Ghazali (markets/money), Ibn Taymiyyah (prices/hisbah), Ibn Khaldun
(labor, tax, cycles).

Ibn Khaldun's tax argument prefigures the Laffer curve by 600 years.

Modern discipline systematized from the 1976 Jeddah conference.

Review Questions
? Was Ibn Khaldun the first economist? Argue the case.

? How does revelation function as an economic source?

Section Summary

Islamic economics stands on fourteen centuries of thought; the modern discipline organizes, not
invents, this heritage.

Exam Pointers
- Trace the development of Islamic economic thought.

- What did Ibn Khaldun contribute to economics?

Lecture 10: Production, Work, and Entrepreneurship
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Learning Objectives
Explain the Islamic work ethic

Define legitimate profit

Islam dignifies productive work: the Qur'an links prayer and seeking bounty (62:10), and earning by
one's hands is praised above begging. Entrepreneurship is particularly honored — the Prophet (PBUH)
was a trader, and the honest merchant is ranked with martyrs in hadith. Profit is legitimate when earned
through halal means and fair dealing.

Production ethics constrain the how: no production of haram goods (alcohol, gambling services), no
exploitative labor practices, no environmental destruction — the khilafah trust applies to the factory as
much as the finances. Workers' rights are emphasized: 'pay the worker before his sweat dries' sets a
wage-payment standard modern labor law still chases.

The firm's objective in Islamic economics is debated: profit maximization within Shariah constraints, or
a broader stakeholder model pursuing maslahah? The mainstream position: profit is legitimate and
necessary, but constrained by ethics and complemented by social responsibility — neither Milton
Friedman's amoral maximizer nor a charity.

Key Definitions
Seeking bounty is defined as the Qur'anic principle (62:10) linking worship with dispersing to seek
economic bounty — the work ethic verse.

Examples
m Honest merchant hadith: ethical trade ranked among the highest virtues.

m Wage standard: 'pay before the sweat dries’ — timely, dignified payment.

Key Points — very important for exams |§|

Work dignified; trade and entrepreneurship honored.

Profit legitimate if halal and fair — constrained maximization.

Production limits: no haram goods, no exploitation, no environmental abuse.

Labor rights: fair wages, timely payment, dignified treatment.

Review Questions
? Can an Islamic firm maximize profit? Under what conditions?

? Apply khilafah to a factory's environmental duties.

Section Summary
Islam celebrates enterprise and profit — earned honestly, paid fairly, and bounded by trusteeship.

Exam Pointers
- What is the Islamic view of profit?
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- Discuss workers' rights in Islam.

Lecture 11: Consumption Ethics

Learning Objectives
Explain Islamic consumption principles

Link them to macro outcomes

Islamic consumption ethics steer between miserliness (bukhl) and extravagance (israf, tabdhir —
wasteful spending). The Qur'an (7:31, 17:27) commands moderation: enjoy good things, but waste not
— the squanderers are 'brothers of devils'. Consumption serves needs and wholesome wants, not
status competition or conspicuous display.

Economically, this ethic matters: it dampens the consumerism that drives debt-fueled demand,
encourages savings and investment, and reduces the environmental footprint. Zakat's wealth tax and
the inheritance laws (mandatory distribution among heirs) further prevent dynastic wealth
concentration.

Modern applications: ethical consumption movements, halal consumerism, and critiques of

advertising-driven demand creation. The exam point: Islamic consumer theory replaces utiIity|§|

maximization with need-fulfillment within bounds — wants are legitimate, waste is not, and haram
consumption is excluded entirely.

Key Definitions
Israf / Tabdhir is defined as Qur'anic condemnation of wasteful, extravagant spending beyond needs
and wholesome wants.

Examples
m |sraf: buying food to throw away — condemned though the food itself is halal.

m Inheritance: fixed shares fragment large estates across heirs each generation.

Key Points — very important for exams

Middle path: neither miserliness nor extravagance (7:31, 17:27).
Wants legitimate; waste (israf/tabdhir) and haram excluded.

Macro effects: less debt-consumption, more savings, lighter footprint.

Inheritance law systematically deconcentrates wealth.

Review Questions
? Is advertising un-Islamic? Discuss with nuance.

? How does zakat shape the savings decision?
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Section Summary
Islamic consumption is need-based and waste-free — a micro ethic with macro consequences for
savings, debt, and distribution.

Exam Pointers@
- What are the Islamic principles of consumption?

- How does inheritance law affect wealth distribution?

Lecture 12: Distribution: Wages, Profit, and Justice

Learning Objectives
Explain Islamic factor returns

Describe the distributive framework

Islamic distribution theory assigns factor returns by contract and justice: wages for labor (ujrah — set
by agreement, paid promptly and fairly), profit for enterprise and risk-bearing (legitimate, even large, if
fairly earned), and rent for property use (ijarah of assets is lawful). What is forbidden is return without
risk or effort — riba — and exploitation (ghabn — deception in exchange).

Functional distribution (wages vs profits) is left largely to markets and bargaining, but the state and
community correct outcomes: minimum dignified livelihood is a right, and zakat/waqgf redistribute.
Unlike socialism, Islam does not equalize outcomes; unlike laissez-faire, it does not sanctify them —
the test is process justice plus a sufficiency floor.

Contemporary issue: CEO pay and wealth concentration. Islamic scholars generally accept
market-determined incomes but condemn exploitative structures and demand effective zakat/waqf plus
just labor institutions — the system's answer to inequality is institutional, not confiscatory.

Key Definitions
Ghabn is defined as deception or exploitation in exchange, e.g., selling at a grossly unfair price
through misinformation.

Examples
m Ujrah: a tailor's agreed wage — lawful and protected; delay in payment is condemned.

m Ghabn: hiding a car's accident history to inflate its price.

Key Points — very important for exams

Wages (ujrah), profit (risk-bearing), rent (ijjarah) — all legitimate by contract.
Forbidden: riba (return without risk), ghabn (deceptive gain).

Inequality of outcome tolerated; injustice of process and destitution not.

Answer to inequality: zakat/waqf + just institutions, not confiscation.
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Review Questions
? Is a billionaire's wealth un-Islamic? Apply the framework.

? What is the 'sufficiency floor'?

Section Summary
Islam distributes by just contract and corrects by obligation: markets set functional shares, zakat and
justice set the floor.

Exam Pointers |§|
- How are wages, profit, and rent treated in Islam?

- Does Islam permit income inequality?

Lecture 13: Money and Monetary Policy

Learning Objectives
Explain the Islamic view of money

Describe interest-free monetary tools

Classical Islam used commodity money — gold dinars and silver dirhams — valued for intrinsic worth
and resistance to debasement; debasement by rulers was condemned as corruption. Modern fiat
money is accepted by contemporary scholars as money by custom (thamaniyyah bi'l-urf), so monetary
transactions, salaries, and zakat on cash are all valid in fiat terms.

The gold-dinar revival movement (and cryptocurrency debates) raises the exam-relevant question:
does Islam require metallic money? The mainstream answer: no — what matters is money's functions
and the prohibition of riba/gharar in monetary dealings, not the material. Inflation is condemned as
unjust erosion of debts and wages, making price stability an Islamic monetary objective.

Islamic monetary policy without interest: central banks use reserve requirements, refinance ratios, and
Shariah-compliant instruments (sukuk-based open-market operations, as in Malaysia and Bahrain).
Pakistan's challenge: the SBP's policy rate is interest-based — a fully Islamic framework needs
alternative transmission tools before 2027.

Key Definitions
Thamaniyyah bi'l-urf is defined as money accepted by social convention rather than intrinsic value
— the basis for fiat money's validity in modern figh.

Examples
m Malaysia: Bank Negara conducts Islamic money-market operations via sukuk.

m Inflation injustice: a 20% inflation halves the real value of a gard-hasan loan — the lender bears it.

Key Points — very important for exams
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Classical: gold/silver; modern: fiat valid by custom (thamaniyyah bi'l-urf).
No metallic requirement — functions and contract rules matter.
Inflation condemned: unjust erosion of claims.

Islamic tools: reserve ratios, sukuk OMOs; Pakistan needs SBP reform by 2027.

Review Questions
? Are cryptocurrencies halal money? Apply the criteria.

? How would the SBP target inflation without a policy rate?

Section Summary
Islam cares how money behaves — stable, honest, riba-free — not what it is made of.

Exam Pointers@
- Does Islam require gold money? Discuss.

- How can monetary policy work without interest?

Lecture 14: Fiscal Policy: Bait-ul-mal and Taxation

Learning Objectives
Describe Islamic fiscal institutions

Justify modern taxation

The bait-ul-mal (public treasury) is Islam's fiscal institution: revenues from zakat, kharaj (land tax),
jizyah (historical), ghanimah, and state properties funded public spending — defense, administration,
welfare, and public works. Umar's diwan systematized stipends, an early welfare register.

Are taxes beyond zakat allowed? The majority position: yes, when genuine public needs exceed zakat
revenue — justified by maslahah and the ruler's duty to secure welfare — provided they are just,
necessary, and equitably levied. This underpins modern Islamic states' income and sales taxes
alongside zakat.

Fiscal principles: balance over the cycle (classical scholars disliked chronic deficits and wasteful court
spending), transparency of the bait-ul-mal, and spending priority for the needy and public goods.
Pakistan's fiscal debate — narrow tax base, massive exemptions, deficit financing — can be read
through this lens: the problem is less the tax instruments than their unjust, narrow application.

Key Definitions
Bait-ul-mal is defined as the Islamic public treasury, funding state functions from zakat, land taxes,
and state revenues.

Examples
m Umar's diwan: registered stipends for soldiers, scholars, and the needy — proto-welfare state.
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m Justification: income tax lawful by maslahah where zakat is insufficient for public needs.

Key Points — very important for exams|§|

Bait-ul-mal: zakat, kharaj, state revenues - defense, welfare, public works.
Taxes beyond zakat: permitted by maslahah if just and necessary.
Classical fiscal virtues: balance, transparency, pro-poor priority.

Pakistan's issue: narrow unjust base, not the instruments themselves.

Review Questions
? Design a just tax system on Islamic principles.

? Why did classical scholars oppose deficit spending?

Section Summary
Islamic fiscal policy is need-based and justice-constrained: tax what is necessary, spend on maslahah,
and keep the treasury honest.

Exam Pointers
- What were the revenues and functions of the bait-ul-mal?

- Are modern taxes beyond zakat permissible?

Lecture 15: International Trade in Islam

Learning Objectives
Explain Islamic trade ethics

Describe historical and modern practice

Islamic international trade ethics affirm openness: the Qur'an praises trade journeys (Quraysh), and
classical Muslim merchants built Afro-Eurasian networks on trust and credit instruments (sakk — the
origin of 'cheque’, hawala). Honesty in measurement and disclosure was the brand of Muslim
commerce.

Trade policy in Islamic history was generally liberal: low, uniform customs duties (ushr — 10% on
hostile traders, 5% on dhimmis, 2.5% on Muslims, per Umar's precedent), no systematic protectionism.
Modern Islamic economists mostly favor openness with ethical constraints — fair competition, no
dumping, honoring contracts across borders.

Contemporary applications: halal trade (the global halal market — food, cosmetics, logistics — is a
major Islamic-economics success story), Islamic trade finance (murabahah-based letters of credit), and
the question of sanctions and boycotts as economic weapons — debated under the ethics of economic
warfare.

Key Definitions
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Sakk is defined as classical Islamic commercial paper; the etymological origin of the word ‘cheque’.

Examples
m Umar's ushr: 10/5/2.5% differentiated customs — early non-discrimination with security logic.

m Halal logistics: segregated supply chains as a Muslim-majority trade advantage.

Key Points — very important for examsl%

Trade praised; Muslim merchants built trust-based global networks.
Classical policy: low, differentiated customs (ushr); generally liberal.
Modern stance: openness + ethics (no dumping, honor contracts).

Halal economy and Islamic trade finance as contemporary applications.

Review Questions
? Are boycotts Islamically justified? Discuss.

? How does Islamic trade finance differ?

Section Summary
Islam's trade tradition is open and ethical: low barriers, honest dealing, and today a booming halal
economy.

Exam Pointers
- What was the Islamic approach to trade and tariffs?

- Discuss the halal economy as Islamic trade policy.

Lecture 16: Environment and Intergenerational Justice

Learning Objectives
Ground environmental economics in khilafah

Apply it to climate policy

Environmental stewardship flows directly from khilafah: humans are trustees, not owners, of nature —
and corruption on land and sea from human hands is condemned (30:41). Classical figh protected
shared resources: hima (conservation reserves), harim (inviolable zones around water), and
prohibitions on wasteful water use even at a flowing river.

Intergenerational justice is built in: the trust must be passed on undiminished — a principle modern
economists reach via sustainability constraints. Contemporary scholars extend this to climate policy:
carbon-intensive development violates trusteeship, and polluters bear moral (and, some argue,
financial) liability.
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Exam synthesis: Islamic environmental economics = khilafah + prohibition of israf + maslahah across@
generations. Applications: green sukuk (Malaysia, Indonesia fund renewables Islamically), wagf for
conservation, and Pakistan's climate vulnerability as a trusteeship failure demanding policy.

Key Definitions
Hima is defined as classical Islamic conservation reserves where grazing and cutting were restricted
— proto-protected areas.

Examples
m Hima reserves: the Prophet designated conservation zones around Madinah.

m Green sukuk: Indonesia's sovereign green sukuk funds climate projects Islamically.

Key Points — very important for exams

Khilafah: trusteeship of nature, not ownership (30:41).

Classical tools: hima reserves, harim water zones, anti-waste rules.
Trust must pass undiminished: built-in intergenerational justice.

Modern: green sukuk, waqf conservation, climate liability debates.

Review Questions
? Is carbon pricing Islamically justified?

? Design a wagqf for watershed conservation.

Section Summary
Islamic economics was green before green was a movement: trusteeship forbids plundering the earth
or the future.

Exam Pointers
- What is the Islamic basis of environmental economics?

- How does khilafah imply intergenerational justice?

Lecture 17: Islamic Capital Markets and Takaful

Learning Objectives
Explain Shariah-compliant investing

Describe takaful mechanics

Beyond banking, Islamic capital markets include sukuk (covered in Lecture 5), Shariah-compliant
equities, and Islamic funds. Stock screening: business screens exclude haram sectors (alcohol,
gambling, conventional finance, pork); financial screens cap interest income, debt ratios, and
non-compliant assets (AAOIFI/DJIMI thresholds, e.g., debt/market-cap below one-third).
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Takaful (Islamic insurance) models: wakalah (operator as agent for a fee) and mudarabah (operator
shares surplus). Participants contribute to a common pool; claims are paid from it; surpluses may be
distributed. Family takaful parallels life insurance for education, Hajj, and retirement planning.

Pakistan's market: PSX has a Shariah-compliant index (KMI All-Share Islamic), Islamic mutual funds
are among the fastest-growing segments, and SECP regulates takaful operators. The exam point:@
screening makes equity investment permissible by purifying returns — dividends from compliant
business, with non-compliant income cleansed by donation.

Key Definitions
Shariah screening is defined as Shariah screening of stocks by business activity and financial ratios
(debt, interest income caps).

Examples
m KMI All-Share Islamic Index: Pakistan's Shariah-compliant equity benchmark.

m Purification: donating the interest-income portion of an otherwise compliant dividend.

Key Points — very important for exams

Equity screens: business (haram sectors out) + financial (debt/interest caps).
Takaful: mutual pool, wakalah or mudarabah operator models.

Purification: cleanse non-compliant income by charity.

Pakistan: KMI Islamic index, growing Islamic funds, SECP-regulated takaful.

Review Questions
? Is investing in a bank that has an Islamic window permissible?

? Design a family takaful plan for education.

Section Summary

Islamic capital markets let Muslims invest and insure without riba or gharar — through screening,
mutuality, and purification.

Exam Pointers
- How does Shariah screening of stocks work?

- Compare takaful with conventional insurance.

Lecture 18: Critiques and the Way Forward

Learning Objectives
Evaluate the discipline critically

Outline its future
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Critics argue Islamic economics is thin: strong on prohibitions, weak on distinctive predictive theory;
that Islamic banking mimics conventional finance; and that 'Islamic’ labels serve marketing more than
transformation. Sympathetic scholars concede the theory gap but note the field is young and the
institutional achievements (a trillion-dollar industry) are real.

Internal debates: traditionalists vs modernists on riba's scope; the substance-vs-form controversy in
banking; whether zakat can be a full welfare system; and the political economy question — who
benefits from Islamization rhetoric? These are healthy signs of a maturing discipline, and examiners
reward awareness of them.

The forward agenda: empirical testing (does Islamic finance deliver stability?), maqasid-based
development metrics, climate and digital-economy figh (crypto, Al), and Pakistan's 2027 transition as a
natural experiment. The closing exam line: judge Islamic economics by its own objectives — falah,|§|
justice, stability — not by how closely it copies conventional models.

Key Definitions
Form vs substance debate is defined as the critique that Islamic finance copies conventional
products' economics while changing only their legal form.

Examples
m Empirical test: did Islamic banks outperform in 2008? (Evidence: fewer toxic assets, but not
immune.)

m Pakistan 2027: the world's largest live test of full Islamization.

Key Points — very important for exams

Critiques: thin theory, mimicry, marketing over transformation.

Internal debates: riba's scope, form vs substance, zakat's limits, political economy.
Agenda: empirical tests, magasid metrics, crypto/Al figh, Pakistan 2027.

Judge by Islamic objectives (falah, justice), not conventional mimicry.

Note:

Note: ending a paper with this critical awareness — strengths, weaknesses, agenda — earns
top-band marks for evaluation.

Review Questions
? Is Islamic banking a success or a failure? Defend your verdict.

? What would convince skeptics of Islamic economics?

Section Summary
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Islamic economics is a young, self-critical discipline with real institutions and an unfinished agenda —
know its debates, not just its doctrines.

Exam Pointers |§|
- Critically evaluate Islamic economics as a discipline.

- What is the forward agenda for Islamic economics?

Lecture 19: Contemporary Scholars and Debates

Learning Objectives
Navigate scholarly debates

Apply to new issues

The contemporary scholarly spectrum: traditionalists (riba = all interest, strict; Tagi Usmani — the most
influential living authority, whose Introduction to Islamic Finance shaped the industry) vs
modernists/neorevivalists (riba = only exploitative usury; bank interest permissible — Fazlur Rahman,
some Azhar scholars) vs the middle path (prohibition stands, but implementation needs genuine
alternatives — Siddiqi, Chapra, Kahf). Know this spectrum: 'discuss the debate on bank interest' is a
standard question.

Moral philosophers' contributions: Monzer Kahf (zakat economics, awqaf revival), Nejatullah Siddiqi
(banking models, the 'two-tier mudarabah' proposal), Umer Chapra (Islamic monetary economics, the
just-order vision), Abbas Mirakhor (risk-sharing finance theory at the IMF). Their collective project:
proving an interest-free economy is viable, not just virtuous.

Unresolved frontiers: inflation-indexation of gard-hasan (does compensating inflation violate riba?),
cryptocurrency (mal — property? — and gharar debates), and Al-driven finance (algorithmic
mudarabah?). Exam technique: map any contemporary issue onto the spectrum — traditionalist text,
modernist context, middle-path synthesis — and argue your position with both.

Key Definitions
Two-tier mudarabah is defined as Siddigi's model: depositors share profits with the bank, which
shares with entrepreneurs — two-tier risk-sharing.

Examples
m Usmani: the industry's architect — strict but pragmatic (sukuk standards).

m Indexation: compensating 20% inflation on gard-hasan — riba or justice?

Key Points — very important for exams

Spectrum: traditionalist (Usmani) — modernist (Fazlur Rahman) - middle path (Siddigi, Chapra,
Kahf).

Two-tier mudarababh: the risk-sharing banking blueprint.
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Frontiers: indexation, crypto, Al finance.

Map issues onto the spectrum; argue with text + context.

Review Questions
? Is crypto mal? Present the positions.

? Defend or critique the modernist riba view.

Section Summary
Islamic economics lives in debate: know the spectrum, the architects, and how to argue new frontiers.

Exam Pointers@
- Map the scholarly debate on bank interest.

- Who are the key contemporary Islamic economists?

Lecture 20: Question Bank and Exam Technique

Learning Objectives
Drill questions

Write evaluatively

Question bank: Q1. Define khilafah, amanah, magasid — and link them economically. Q2. Riba
al-nasi'ah vs al-fadl: examples. Q3. Zakat vs tax: four differences. Q4. Murabahah mechanics in five
steps. Q5. Critique: 'Islamic banking is conventional banking in hijab.' Q6. Hisbah vs modern consumer
protection. Q7. Falah vs GDP: what changes in policy? Q8. Ibn Khaldun's tax curve: explain and apply.

Q9. Pakistan 2027: three prerequisites for riba elimination. Q10. Israf: micro ethic, macro
consequences. Q11. Wagf: historical role + modern revival. Q12. Design a gard-hasan microfinance
product (Akhuwat-style). Long Q: 'Assess Pakistan's Islamization experience' — structure: 1980
ordinances - banking growth — FSC 2022 - achievements - substance critique — 2027 agenda -
verdict.

Exam technique: Arabic terms with one-line definitions earn precision marks; Qur'anic references
(2:275, 7:31, 51:19) anchor authority; and every evaluation should balance achievement against
critigue — the course rewards honest assessment over apologetics.

Key Definitions
Honest assessment is defined as the three-part evaluation structure: achievements - critiques —
agenda.

Examples
m Q5: the hijab critique — answer with form-vs-substance evidence.

m Long Q: the seven-station structure.
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Key Points — very important for examsl%
Twelve questions across doctrine, institutions, Pakistan.
Long Q: Pakistan's Islamization — seven stations.

Arabic terms + verses = precision and authority.

Balance achievement with critique — honest assessment wins.

Review Questions
? Which station of the Long Q is weakest for you?

? Cite three verses with economic content.

Section Summary
The BNK611 paper rewards principled evaluation: define precisely, cite authoritatively, and judge
honestly.

Exam Pointers
- Assess Pakistan's Islamization.

- Critique Islamic banking's substance.

Lecture 21: Islamic Social Finance

Learning Objectives
Explain social finance

Design the system

Islamic social finance: zakat (the obligatory pillar — 2.5% on idle wealth above nisab; the
poverty-eradication engine), sadagah (voluntary — flexible, immediate), waqf (endowment — perpetual
charity; historically funded universities, hospitals, waterworks), and gard-hasan (benevolent loans —
Akhuwat's interest-free microfinance as the modern model). Together: a complete welfare system —
redistribution (zakat), emergency relief (sadagah), public goods (waqf), credit access (gard-hasan).

The economics: zakat's circulation effect (idle wealth taxed — hoarding penalized - investment
encouraged), waqf's perpetuity (capital preserved, usufruct flows forever — the original endowment
model universities copied), and Akhuwat's proof (Rs. billions disbursed, ~100% recovery —
interest-free microfinance works at scale). The critique: zakat collection is state-weak in Pakistan
(voluntary, fragmented) — potential unrealized.

Exam synthesis: 'Design an Islamic welfare system for Pakistan' — structure: zakat (formalize
collection, target the poorest), waqf (revive for schools/hospitals), gard-hasan (scale Akhuwat-style),
and sadaqgah crowdfunding (digital platforms). The thesis: Islam built welfare before the welfare state —
revive the instruments with modern administration.
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Key Definitions
Akhuwat model is defined as Akhuwat's model: interest-free microloans funded by donations,
recovered ~100%, relent — gard-hasan at scale.

Examples
m Wagf: the Ottoman soup kitchens and VU-era university endowments — perpetuity funding public
goods.

m Zakat's hoarding penalty: 2.5% yearly on idle cash — invest or share.

Key Points — very important for exams |§|

Zakat, sadagah, wagf, gard-hasan — the four instruments.
Circulation effect: zakat penalizes hoarding, rewards investment.
Akhuwat: interest-free microfinance proven at scale.

Welfare before the welfare state — revive with modern administration.

Review Questions
? Compute zakat on Rs. 2 million idle savings.

? Why does wagqf suit universities?

Section Summary
Four instruments, one welfare system: redistribute, relieve, endow, and lend — Islam's social finance,

ready for revival.

Exam Pointers
- What are Islamic social-finance instruments?

- Design Pakistan's Islamic welfare system.

) vulearn,inghub.x¥z | _b¥ \{S) Learnin%HUB
Virtual University of Pakistan — Study Handout Page 28


V IMPORTANT


Glossary of Key Terms
Khilafah (vicegerency) — the Islamic concept of humanity's trusteeship over resources, which
belong ultimately to Allah.

Maqgasid al-Shariah — the five higher objectives of Islamic law: preservation of religion, life, intellect,
lineage, and property.

Ihtikar (hoarding) — the Islamic prohibition of hoarding essential goods to force prices up. |§|
Riba — any contractually guaranteed excess over the principal of a loan; prohibited in Islam.
Gharar — excessive uncertainty or ambiguity in a contract's terms; prohibited beyond trivial levels.
Nisab — the minimum wealth threshold above which zakat becomes obligatory.

Waqf — a perpetual charitable endowment whose principal is preserved and whose income funds
public benefit.

Murabahah — a cost-plus sale contract: the bank buys an asset and resells it at a disclosed markup
on deferred payment.

Sukuk — Islamic investment certificates representing ownership in tangible assets or usufruct, not
debt claims.

Hisbah — the classical Islamic institution of market inspection and moral regulation of commerce.

Falah — comprehensive human well-being and success in this world and the Hereafter; the Islamic
development objective.

FSC 2022 judgment — Pakistan's 2022 Federal Shariat Court ruling declaring interest-based
banking un-Islamic and ordering elimination by 2027.

Mugaddimah — Ibn Khaldun's 14th-century work containing pioneering theories of labor, taxation,
and economic cycles.

Seeking bounty — the Qur'anic principle (62:10) linking worship with dispersing to seek economic
bounty — the work ethic verse.

Israf / Tabdhir — Qur'anic condemnation of wasteful, extravagant spending beyond needs and
wholesome wants.

Ghabn — deception or exploitation in exchange, e.g., selling at a grossly unfair price through
misinformation.

Thamaniyyah bi'l-urf — money accepted by social convention rather than intrinsic value — the basis
for fiat money's validity in modern figh.

Bait-ul-mal — the Islamic public treasury, funding state functions from zakat, land taxes, and state
revenues.

Sakk — classical Islamic commercial paper; the etymological origin of the word 'cheque’.

Hima — classical Islamic conservation reserves where grazing and cutting were restricted —
proto-protected areas.
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Shariah screening — Shariah screening of stocks by business activity and financial ratios (debt,
interest income caps).

Form vs substance debate — the critique that Islamic finance copies conventional products
economics while changing only their legal form.

Two-tier mudarabah — Siddigi's model: depositors share profits with the bank, which shares with
entrepreneurs — two-tier risk-sharing.

Honest assessment — the three-part evaluation structure: achievements - critiques — agenda.

Akhuwat model — Akhuwat's model: interest-free microloans funded by donations, recovered
~100%, relent — gard-hasan at scale.
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