Journal of Islamic Economics
Vol. 1, No. 1, Muharram 1408H (Aug. — Sept. 1987)

Methodology of Islamic Economics

MUHAMMAD AKRAM KHAN®

1 INTRODUCTION

The main objective of the present paper is to discuss tn broad
and general terms methodology of Islamic Economics and to show
its major differences with the methodology of economics. It would
also discuss some of the methodological issues relating to [slamic econ-
omics. This paper does not intend, however, to discuss or appraiselr
methodology of economics. A vast literature exists on this subject
and its restatement at this place would not add much to the pool of
knowledge. In this section we intend to take up two questions: first,
why do we discuss methodology of a subject especially that of econ-
omics? Second, why do we need a methodology for Islamic economics?

1.1 Why Methodology at alf?

Methodology of a subject investigates into the concepts. theories
and basic principles of reasoning of a subject”. There is a wide difference
of opinion on the methodology of economics. From the classical empha-
sis on verification of assumptions to the neoclassical falsification of
predictions, the debate on methodology touches such issues as positive
vs. normative, inductive vs. deductive, incorporation vs. exclusion of
values, prescription vs. description. apriorism vs, €mpriricism, to name
only some main cross-currents. Economists have taken positions on
these issues and often heated debates have ensued as a result. The

*The author works in the Aaditor General Ofiee, Pakistan
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question arises: why a discussion of the methodology at all? The answer
is that the economists are keen to reach the truth and each methodo-
logical approach claims to reach it in a surer manner as compared
to the others.” Looking from this angle the debate on methodology
is an inborn human demand. Man has been keen to reach the truth
in all ages. The Quran also invites people on the plea that it is a
book of sure knowledge. Thus it appeals the human instinct to reach
the truth. The Qurian argues that one should discard the ‘doubtful’
against the ‘the sure’.” The debate on methodology in economics (and
other sciences as well) shows that there is hardly a disagreement on
this basic fact. The entire debate is intended to establish clear and
consistent rules to sift the true from the faise. **

1.2 Need for Methodology of Islamic Ecoromics

Despite the differences in various strands of methodological
debate in economics there is a broad agreement on at least three pomts

(i) The basic assumption is that man is selfish by nature and
he behaves rationally.

(li)) Material progress is a supreme goal.

(iii) Every person has an inherent tendency to maximise his
material weltare and he also has the knowledge and ability
for deciding what is good for him.

The Islamic view-point is quite different on these points. Firstly,
it is not true that man is selfish by nature. There is an overwhelming
evidence that in all civilised socicties men have been motivated by
altruistic motives. Altruism is a fact of life. Islam €Courages people
10 adopt altruism and to make sacrifies for others. The Quran has
praised Muslims because they prefer others over themselves although
they are in diffficuity. Caring for others is a paramount value of
[slamic society. Muslim societies E‘}ave a history of wagf institutions
devoted 1o philanthropic activitics.” Even in this age when the religious

**We ure uwire of the instrumentalist *distorlion” in the debate which doss not concern
itsell with the truth or falsity of a theory but with its uselulness or efliciency. But this
approzach remains unly one of the many approaches. the majority adheres to the Popperian
realism which through falsification of theories, trics to reach the truth of a theory.
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others dare 1 testimony 1o this slatement.

Al Qur’an, 59:9
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hold has gone weak, people in Muslim societies display a spirit of
altruism. In non-Muslim societies also philanthropy is a fact of life.
Only in ,?hmerica 22000 organisations arc engaged in philanthropic
activities. In sum, the assumption of seifish nature of man is not
supported by evidence in real life.

Secondly, the Imatcrial progress 18 not a supreme objective in
an Islamic society. It is a desirable goal but is subservient to the
Jfalah in the ‘Akhira, should there be a conflict. The prophet (5.A.W)
led a simple life and his companions also adopted an arduous life-style
The Quran talks of worldly pleasures as a plaything and a fleeting
joy. It seems that the primary emphasis is on the well-being of man
in the ’Al{chz'ra. It does not mean that Islam teaches monasticism or
fatalism. ~ Far from it. It enjoins upon its followers a balanced attitude.
Material prosperity 1s deswrable so far it helps one to erform his
duties towards God, society, family and one's own self. ~ It should
be a means to achieve falah in the "Akhira. Adopting material progress
as a supreme objective of life is thus alien to the Islamic framework.
Thirdly, Tslam considers man incapable of knowing what is best for
him. " Only God has perfect knowledge. The human knowledge is
imperfect and man needs guidance for making various decisions in
life. God in His ultimate mercy has revealed guidance for man through
prophets and books. Man needs this guidance.

Thus on these basic assumptions Islamic economics has a different
position. This provides, in part, need and justification for a separate
methodology ol islamic economics. There is another difficulty with
economics. It does not accept any source of knowledge other than
the human knowledge, derived through mental hypothetico-deductive
process. Thus 1t has closed upon itself the doors of sure knowledge
available from divine sources. This has not only increased the confusion
in economic thinking but has always left the question of criterta for
truth unsettled. As a result there is hardiy anything in economics which
is universally accepted as vahid and true. [t seems that the entire knowl-
edge of economics hdb been developed for its own sake and not for
the sake of humdmty > The complete denial of any divine knowledge

Eummrm.' 23, August 1986, p.75.
Thlb 15 based on such Quranic verses as: 6:32, 14:3, 16:107, 75:20-21, 100:§
N CAL Qur'an catlegoncally denies monasticism, 57:27

The Prophet 5.A W said: {Lawful] weulth for a virtuous man is an excellent thing™.
al-Hakim, afMustadrik, Vol. 11, H.l, Hyderabad (India); Diara Ma'anf Nizam-yya,
I340 A.H.

AI Qur’an, 4:11

"Sir John Hicks has observed: ‘There is much of economic theory which i3 pursued
for no better reason than its intellectual atiraction: it is a good game’. (Hicks. 1L R.,
Causafity it Econonvics, Oxford: Basil Blackwell, 1979, p.viii). Also Hutchison T., “Our
Methodological crises”™ in Peter Wiles and G. Routh, Economics in Disarray, Oxford:
Basil Blackwell. 1984, pp.[-21.
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has left economics without any universally accepted framework. Almost
everything is questionable, including the boundary conditions,

This is not to contend that the process of criticism and rational
examination of economic theories itself is questionable. It only means
that economics does not have any hard core of sure knowledge which
may be treated as a point of reference and criteria for judging the
truth and falsity of various theories. Therefore there is a need for a
methodology which not only provides basis for sure knowledge but
also eliminates confusion of contradictory theories by laying down a
criterion for judging the contending theories. Since mainspring of [slam-
ic economics is divine knowledge, it cannot accept a methodology
which relies only on human knowledge.

2 METHODOLOGY OF ISLAMIC ECONOMICS
2.1  The Hard Core

The basic function of methodology is to help in reaching the
truth. The hard core of Islamic economics consists of postulates of
the Qur'an and the Sunnah of the Prophet (S.A. W). These postulates
are divine in nature. Therefore question of their truth or falsity does
not arise, They are true because of their origin. The method of Islamic
economics is that for each situation reference is made, first of all, to
these two sources. It is only after we do not get any guidance in
these sources that human reason comes in and question of methodology
arises.

For example, a number of the verses in the Qur’an lay down
general principles and predictions relating to economic phenomena.
We cite below some of these verses. These verses need no verification
or confirmation because they have been revealed by the All-knowing
God. In Islamic economics they are accepted as given. These and other
verses of the Qur'an and authentic ahad]igh of the Prophet (S.A.W)
form the hard core of [slamic economics:

(i)  *God takes away (gain} from usury but adds (profit) to
chartty” {2:276)

(i) 'And if they had followed the teachings of Torah and the
Gospel, and what has been sent down to them by their
Lord, they weould surely have enjoyed (blessings) from the
heavens abave and the earth below their feet’ (5:66)

(1i1) “When they had become oblivious of what they were warned,
we opened wide the gates of everything to them; vet as
they rejoiced at what they were given, we caught them un-

“Translation of the Quranic verses has been taken from Ahmad Al ul-Quran: A
Contemporary Transtution, Karachy: Arkash Publishing, 1984.
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aware, and they were filled with despair’ (6:44)

(iv) "And you should seek His forgiveness and turn towards
Him, He will bestow the best things of life on you for a
time ordained, and favour those with blessings who are
worthy of grace. But if you turn away, I fear the punishment
of terrible Day for you' (11:3)

(v} ‘O my people, beg your Lord to forgive you, and turn to
Him in repentence. He will send down ramn in torrent for
you from the skies and give you added strength’ (11:52}

{vi) ‘Ishall give youmore if you are grateful, but if you disbelieve
then surely My Punishment is very great’ (14:7)

(vit) ‘But he who fails to hear my warning will have his means
restricted’ (20:124)

All these verses state general economic principles and make certain
predictions. These predictions need no verification. They are true and
Istamic economics accepts them as given. The hard core of Islamic
economics consists of such axioms. They define the boundary condi-
tions of I[slamic economics. At the same time they are criteria for
testing theories propounded by human beings. Any theory put forward
by a human being is tested on these criteria and if there is a clear
and undeniable contradiction, the theory is rejected straightaway with-
out any further examination.

The above methodology applies only to the divine texts but not
to the human interpretation of these texts. The human interpretation
of these texts is open to examination and criticism. There exists a
well formulated methodology ( 'ilm al-usul) to derive inferences from
these texts. The Islamic economist apphes the same methodology for
testing the inferences from, and interpretation of, the divine texts. It
is pertinent to add at this point that the methodology to interpret
the Qur'an and the Swusngh also needs re-thinking. The scholars of
the Qur’an and the Surnah in the early era of Islam showed remarkable
insight, imagination and vision and interpreted the basic sources in
the context of their times. With the passage of time the methodology
developed by them has lost relevance due to change in time and place.
The entire context has undergone a major change. Therefore, there
i1s a dire need to review the whole methodology in this age. For example.
the Aadith sources may be studied as a whole to study the rauonale
and objectives of the Prophet (S.A.W.) on any particular issue. The
insight thus pained may be used to decide the Shauri'ah position on
an analogus contemporary question. A host of new questions m the
contemporary life require the Shuri‘a/i position but the scholars are
unable to present an answer mainly because the existing methodology
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does not take them very long. The need to review the Shari'ah methodol-
ogy i1s another subject, however, and it should not detain us here.

2.2 The Role of Reason

The scope of Islamic economics includes study of Islamic values,
analysis of real-life economic phenomena and exploration of ways
and means to transform the existing economies into Islamic economies.
Therefore, the hard core of [slamic economics provides direct guidance
on a small number of questions. A dominant part of the economic
reality requires application of human reason and intellect within the
over-all divine framework. The question of methodology becomes im-
minent mainly in the area where human reason is applied. In this
area the general principle is that if a theory does not contradict any
divine text it would be open for criticism. The criticism would be on
two planes: rational as well as empirical. A theory must satisfy both
the criteria. It should be true on rational grounds and should also
be confirmed by empirical evidence. The confirmation is sought by
Popperian thesis of falsification. It means that a theory would be tested
on the criterion of falsifiability. The theories which are not falsified
by these two criteria would be accepted. To this extent the methodology
of Islamic economics is similar to that of economics.

It further implies that the hypotheses of Islamic economics must
be stated in a form that they can be falsified. In other words the
hypothesis must make clear its conditions and predictions. A hypothesis
would merit consideration only if it tells the situations in which it
would not hold or if it specifies the conditions which would falsify
1L

[t may be mentioned that the falsifiability criterion applies only
to theorems which ask *how’ of an economic system. It does not apply
to questions of ‘why’ in an economic system because reason can be
applied only to questions of “how'. It cannot be applied to questions
of ‘why’ which takes one to the domain of faith and morality. In
economics the questions asked are: how markets behave? How firms
take decisions? How economy responds to a certain phenomena? It
does not ask ‘why’ because it takes economics into held of morality.
Since Descartes. the West has learnt to segregate reason from faith
and morality. In Islamic economics, questions of faith and morally are
quite vatid. Therefore, for questions of ‘why” applies the criteria of faith
and morality.'®

"For a persuasive discussion on the subject, see Abu Sulayman, A.H., "Islamization
of Knowledge with special reference o Political Science™. The American Journal of
l‘v{?mﬁc‘ Sacial Sciences, (2:2), December 1983, pp. 263-290.

Gurudy, R, "The Balance Sheet of Western Philosophy™, ASISS, (2:2), pp. 169-178,
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2.3 Inductive or Deductive Reasoning

What is the response of Islamic economics to the question of
choice between inductive and deductive reasoning? The brief answer
is that Islamic economics applies & combination of both the methods.
But this brief answer needsl gualification. Muslims are the inventors
of the inductive reasoning. Before the advent of Islam the ancient
world did produce some great systems gof philosophy but they were
based on abstract speculative reasoming.” The Qur'an invited people
to look and see. It argued on the evidence of such natural phenomena
as sun, moor, day, night, rainfall, seasons, differences of colours and
tongues.” This igmted a spirit of nquiry which led o the discovery
of inductive method in research, The Qurian cites the example of
Prophet Abraham who asked for an empirical evidence for life after
death.”” The discovery of One God by Prophet Abraham also came
by an empirical method.” At this place the Qur'an says “Thus we
showed to Abraham the visible and the invisible world of the heavens
and the earth so that he could be among those who believe™ (6:73).
Hence the emphasis on the word showed (nuri) refers to seeing and
looking. God has used the experimental method to establish validity
of metaphysical truths. It shows that for physical reality. it would be
still more preferable to hold on to this method.

Therefore. in [slamic economics inductive method is only a con-
tinuation of the tradition set by Muslims in the past. Bur it has been
argued that it is not possible to derive any scientific conclusions merely
by inductive methods. The argument goes like this, Whenever a person
looks around and sees a thing, there is aiways a priori thought in his
mind which made him select the particular thing he saw out of the
numerous others which he ignored. Therefore, the real source of knowl-
edge is man’s intellect and not observation. We do not dispute this
argument, We accept that human intellect is the source of knowledge.
But we want to add that there are other sources of knowledge as
well. For example. revelation and institution are sources of know-
ledge. Human mind is capable of receiving flashes of brilliant ideas

“One of the prayers of the Prophet (S.A W) bears testimony 1o the fact that the
Prophet (8. A W) himself was very keen for rational explanation of natura! phenomenon,
He used 1o pruy: "God! grant me knowledge of the ultimate nature of things: 4dahuninig
Arima Haqu'tg al-ashiva’ kanahiva, a well known tradition found in swfi works such as
Al b, "Uthman al Hujwiri (6.465/1072; Kushf al-Mahjud, p. 166, as referred to by
Saged Sheikh in his notes on Allama lqbul's Reconsiruction of Religious Thought in
is}um {Lahore: Institute of Islamic Culture, 1986, p. 138).

lqb.l! (1930, 1986), p. 100

*al- Qurlan, 2:164, 15:16, 16:68-69. 21:33. 24:143-44, 30:48. 15:9, 36:40, 17:6, 4112,
45:5. 50:6. 6725, BS:1

Ibld 2:260

“Ihid 6:75-78

“Ibid 16:68. 20:38, 28:7.
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which do not have any visible linkages in the empirical world or which
are not result of systematic observation. The point we want to make
is that the source of a theorem may be inductive or a priori but the
[slamic economist tests it on the multiple criteria of Shari‘ah, reason
and empirical-evidence. Should we say then that [slamic economics
does not use deductive reasoning at all? It cannot be said in simple
words until we qualify our reply. The deductive reasoning in economics
assumes a perfect knowledge of the future by economic agents. Abstract
deductions are made on the basis of this assumption.” As a matter
of fact the corpus of economic theory consists of, mainlty, on these
deductions. The validity of the assumption of perfect knowledge has
been called into question by empiricists. Islamic economics also cannot
accept this assumption as it clashes with one of the fundamental beliefs
of Istam. Perfect knowledge of t]gée future is only with Allah and man
has only an imperfect knowledge.” Therefore, the method of  abstract
deductions on the assumption of perfect knowledge cannot be accept-
able to Islamic economics. The whole argument can now be summed
up to in one sentence. Islamic economics accepts human intellect as
a valid source of knowledge but does not accept modei building on
the basis of deductive reasoning. Model building involves a series of
deductions from initial premises, which presumes perfect knowledge
of the future.

The question remains; how does Islamic economics proceeds 10
model building? Islamic economics accepts the real life situation that
individuals do not have perfect fore-knowledge and different individuals
have different knowledge. Therefore, in a given situation the possible
reactions could be numerous. Therefore, the only rational approach
for [slamtc economics is to observe the human behaviour in the historical
and institutional setting und then hypothesise on the basis of actual
knowledge. This would require adopiion of unusual research methods
borrowed from such disciplines as sociology, marketing, social psychol-
ogy. social anthropology. history. business management and industrial
relations. The sources of data would be as unusual as national accounts,
company accounts, national budgets, trade practices, behaviour of em-
ployees, behaviour of tarmers, etc.

2.4 Assumptions and Method

The busic assumptions of economics have influenced its method
as well. The economist assumes that human beings are selfish, rational,
maximisers of their own material well-being and possessers of perfect
knowledge in the future. These assumptions led to the hypothetico-
deductive method with a limited number of variables. [slamic economics

2if—h.ltc:his.ml. T.. op. cit. p.5
Al-Qur'an, (e.g) 31:34
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does not agree with any of these assumptions.

In Islamic economics there are high-level assumpuions derived
from the divine exts and low-level assumptions based on human reason-
ing. The high level assumptions need no verification. Therefore it dis-
penses with the need to discuss the validity or otherwise of these assump-
tion. So far as low-level assumptions are concerned, they needed to
be tested against the twin criteria of rationality and empirical evidence.
This is a distinct position than that of economics. The western econo-
ntists have argued (most prominent bemg Friedman) that the assump-
tions need not be empirically valid.” In fact some have gone to the
extent of saying that valid predictions are possible only from invahd
assumptions. Islamic economics does not accept this posttion on the
basis of rationality and empiricism.

This leads us the question: What are high-level assumptions in
lslamlc economics? Firstly. man is neither selfish nor altruistic; he is
both.” He has ar inborn tendency to be selfish, to love wealth but
he has also been endowed with the ability of being altruistic. Caring
for others is a trait of human character which can be verified by over-
whelming evidence. Secondly. by education altruistic behaviour can
be cultivated and made persistent. Thirdly. human beings have imper-
fect fore-knowledge.-” Therefore, all economic analyses would be carried
out in a world of uncertainty. Fourthly, in the ultimate analysis, fafuh
of the "Akhira is preferable over material progress in this world.
This is not an exhaustive list, More high-level assumptions may be
framed from the Qurian and the Sunnafr.

2.5 Problep-Solving

Islamic economic thaught has u long history. though 1t has not
been properly documented. Early thinkers like Abu Yusuf, Abu Ubaid.
Yahya b. "Adam. Qudama b. Ja'far. al-Mawardi. Ghazali. Thn
Taimiyya, Ibn Khaldun, Shah Wali Ullah, Afghant and thinkers of
recent past like Igbal, Mufli *Abduhu, Rashid Rida. Mawdudi. Bagar
as Sadr. Talegemi to name a tew huave almost unanimousty adopted
a problem solving approach. Tht..} have been concerned aboul the
economic problems of their respective umes. They have writien on
poverty, social justice, taxation. economic balance, market imperfec-
tions and allocative role of the stule. They based thetr arguments on

b

"Hutchison. T.. op. cil, p.8

“We find verses in the Qur'an which bear wiiness to both the traits of human nature
For examiple the Qurian says: Scllishness is ever present in huntan souls (+12%). At
.molhcl place it sayvs: we created man of finest possibilities ($5:.4)

At Qurian, 718

AI Qurian, 20071, 23, 28600 87217

5|dd|(.]1 MU, Recent works on e bistory of laaric Econemie Thonghu, (Research
paper ). Jeddih: I( RIE. T980.



























