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ABSTRACT

Economic thought has always been integral to human living. The recent few centuries
have driven economic thought to ups and downs and set it at the crossroads whereby
alternatives became more popular. The maturing consciousness of humanity has
realized that mainstream neoclassical economics suffers from severe problems of
philosophical foundations (ontology, epistemology, axiology and methodology) that
even extant heterodox economics alternatives failed to address. Islamic Economics
(IE) as a unique heterodox alternative questioned the foundations since inception and
is appraised as such in this research. Thus, this research develops a framework of
Islamic Economics (IE) development through Integration of Knowledge (IoK) based
on Islamisation of Knowledge (IOK). A brief review of development of economics
with relevant examples revealed that a physicalist ontology, rationalist epistemology,
axiological futility and methodological deficiency persisted as foundational problems
in mainstream and even present heterodox economics. However, parallel to IOK
development, IE developed as a response to such western originated economic thought
in early decades of the 20" century. The islah (reform) and fajdid (renewal)
movements of IOK and IE had hard time to actualise envisioned aspirations and lost
the initial zeal by the end of the 20" century. Global popularity of knowledge
integration led to a shift in IOK to IoK. This research appraises the IoK based on IOK.
It analyses the trend of IOK and IE development to highlight the intention of
integration within IOK foundational and some later writings and adopts IoK to
develop IE. This research was conducted through literature survey, discourse and
critical content analysis, simplified thematic meta-analysis and semi-structured
interviews of relevant individuals to obtain their expertise and scholarly insights about
the six-stages of the oK framework for IE development based on IOK. The identified
themes in systematic trend analyses of IOK and IE development facilitated
construction of the framework and identification, extraction and operationalisation of
IoK methodological principles as criteria for IE theory appraisal and validation within
the framework. The trend analyses, interview findings and narrative smoothing
discussion thoroughly validated the framework’s acceptability and viability for IE
development and most importantly the methodological principles’ role in appraising
and validating IE theories. Besides the highlight of the discussion of interview
experts’ corroboration of the IoK framework and methodological principles, it equally
supported the findings of trend analyses themes based on which the framework was
developed, and linked findings with extant literature and theories. This is followed by
some examples on how the framework can be applied in Islamic banking and finance,
welfare economics, waqf and Sustainable Development Goals. Some
recommendations on future research are given to demonstrate how the framework has
multidisciplinary implications and as such has the potential to resolve not only
problems and issues within mainstream or existing heterodox economics but those of
other disciplines integratively as well.
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CHAPTER ONE
INTRODUCTION

1.1 BACKGROUND OF THE STUDY
Economic thought has always come hand-in-hand with social development. A robust
economy facilitated the prosperity and expansion of the Hellenic and Roman
civilisations. It was present with the rise of Islam in the 7" century which heralded
sustained economic integration and established clear rights and duties, while also
driving industrial Europe and the contemporary period (Chapra, 2016; Koehler, 2014).
Modern economic thought took concrete shape in the last 300 years although its roots
are traceable to the legacies of earlier civilisations. Medieval Thomistic (named by
Thomas Aquinas 1225-1274AC), feudalist, mercantilist and protestant economic
thought challenged the Christian Paternalistic Ethic (CPE)' and dichotomised
economic thought into normative and positive trends. The later became dominant with
the rise of science and the positivistic shift? in economic thought that guided classical
economics and continues to guide mainstream neoclassical economics today (Hunt,
2016; Blaug, 1997; Mahomedy, 2016, 2017).

Modern economics, like all other social sciences, are Western sciences, and
rooted in foundations that reflect Western thought, worldview, and practice. Western
civilisation and its worldview have asserted global influence since the 16" century

(Hunt, 2016; Al-Attas, 1978; Ali, 2016). Western economic thought is an undertaking

! Christian Paternalistic Ethic represented the authoritative status of some set of rules, regulations and
foremost authority of the Catholic Church that determined what was ethical and moral in a society
based on some scriptural and own interpretation (Hunt, 2016).

2 Positivistic shift refers to greater use of mathematics, statistics, and physics in economics during the
middle of the 19" and early 20™ century to prove it is pure science and not social science (Arif, 1985,
1987).



of many scholars who spent their lives contributing to the field, primarily focusing on
issues of growth and development. People’s welfare and wellbeing receive little
attention and the outcome of all these three centuries of economic thought is massive
inequality and concentration of market/economic power as a hallmark of Western
economics. It has perpetuated global crises and failed to reduce socio-economic
challenges in contemporary times (Stiglitz, 2019; Furqani, 2012). Many scholars have
pointed out that its shortcoming is due to its materialist nature, the neglect of its
foundations, ethical roots, and its spiritual/religious teachings. Such a materialist
orientation of economics as a discipline may be the legacy of the Western civilisation
but need not be the path taken by humanity at large (Mirakhor, 2020; Lee & Lavoie,
2013; Putnam & Walsch, 2012; Chapra, 2016).

For that reason, this study proposes the development of Islamic economics (IE)
via the Integration of Knowledge (IoK) based on the Islamisation of Knowledge
(IOK) as an alternative to mainstream economics. By mainstream economics, we refer
to the dominant neoclassical economics and elements of other streams of economics
like Keynesianism, post-Keynesianism, Monetarism, etc., that are partially and
indirectly acceptable within neoclassical economics (see Lee & Lavoie, 2013 for more
details).

Beginning with a brief review of the development of mainstream economics,
this study identifies problems that have caused many contemporary theoretical and
practical problems globally. The study then acknowledges the strengths of mainstream
economics, its beneficial contributions and appraises the alternative IE via an oK
framework based on I0K.

Economics has proved to be neither value-free nor ideology-free (Canterbery,

1987; Hunt, 2016). Religions (Islam, Christianity, or others) have contributed to its



development. While the Islamic civilisation‘s contributions to economic thought are
increasingly immanent in contemporary times, Western economists erroneously
categorised it within the Schumpeterian gap® (Pribram, 1983; Hunt, 2016; Islahi,
2005, 2014). The rise of IE and IOK in the 20" century proved that the Islamic
civilisation contributed to the development of economic thought and other disciplines.
With increased research, contemporary Western literature is being forced to
acknowledge and revise the historical development of economic and other thought
(Saliba, 2007).

When mainstream economics mechanised the homo economicus in attempts to
replicate scientific rationality axioms, its empiricism, predictability, infallibility,
utilitarianism, consistency, constant maximisation of value levelled human activity
into cause-effect relationships. The Great Depression in the 1930s witnessed
Keynesian economics challenge such an approach to economics and promoted
socialist economics packaged in the US President Roosevelt’s ‘New Deal’ economic
recovery program, i.e. the greater role of government in markets and the rise of
syndicate rights (Canterbery, 1987; Hunt, 2016). The classical and other economic
thought variants constantly rivalled it but ultimately all fell into the “positivistic shift’
trap.

Modern economic thought proved to have questionable philosophical

foundations that comprise its ontology, epistemology, axiology, and methodology.*

3 This period known as the ‘Schumpeterian Gap’ lasted for over more than 600 years (7" to 13
century) to which the least credit is acknowledged for the development of economics as a discipline or
science besides other sciences (Hunt, 2016; Ali & Thompson, 1999). Today, it is gradually recognized
and acknowledged.

4 Machlup (1978) perceived these foundations overlapping and expressed for instance the historical
scholarly perception of methodology as separate and integral to epistemology. Similarly, IOK was and
so the contemporary shift to IoK is epistemological generally and methodological particularly (Haneef,
2014; Malkawi, 2014). The reppercussion of IOK development, however, was its lacking
methodological compared to the epistemological contributions as we discussed in chapter three. Other
philosophical foundations like ontology, axiology are interrelated to the former two and shape them in



The positivistic-scientific quest in economics resulted in repetitive crises, irrational
exuberance for stability and prosperity, financialisaton (Shiller, 2015), environmental
destruction, market power centralisation and monopolisation (Stiglitz, 2019), and
constant materialisation and desacralisation (Al-Attas, 1995). Hence, among the
multiple assumptions, regressions, testing, modelling, and other economic
methodologies, some are more and some less relevant today. The state of economics
today suffers from a methodological deficiency resulting from marginalisation and
narrow philosophical foundations, namely ontology (theory of being), epistemology
(theory of knowledge and its sources) and axiology (the study of the nature of value or
valuation) (Mahomedy, 2016, 2017; Furqani, 2012; Stiglitz, 2019).° Mainstream
economics narrowed the nature, role, and position of human beings to that of homo
economicus and a unidimensional or unidisciplinary positivistic development of
economics. While alternative Western economic schools like post-Keynesian
economics, institutional economics, Austrian/neo-Austrian economics, neo-Ricardian
economics and other schools under ‘Post-Autistic Economics’ or more generally as
‘Heterodox Economics’ questioned the approach and aspects of mainstream
economics (Bosca, 2015), no one seriously questioned or discussed its philosophical
foundations (Mahomedy, 2016; Furqgani, 2012; Omercic et al, 2020).

While appreciating the beneficial contributions of mainstream economics, this
study attempts to address this gap by highlighting Muslim responses to mainstream
economics based on foundations that have the potential to overcome its identified
foundational problems. Since the encounter with Western civilisation and economic

thought, Muslims objected to its approach and imposition of its narrow and flawed

distinct fashion. It is this dynamism of philosophical foundations that modern economic thought lacks.
See footnote 11 for more clarification of the views of ontology and epistemology and vice versa.

3 See also Haneef (2014), Furgani and Haneef (2012), Hunt (2016), and Canterbery (1987) for greater
detail.



foundations and worldview. It is for those reasons that this study appraises IE via an
IoK framework based on IOK while simultaneously overcoming their shortcomings
raised since inception. Many studies increasingly proved that IE and IOK proved to
have sound and comprehensive philosophical foundations. Such an approach is
genuine and realistic in contrast to the abstract nature of mainstream Western
economics (Haneef, 1997; Furqani, 2012). The increasing significance of knowledge
integration in contemporary times and the shift from Islamisation (IOK) to Integration
of Knowledge (IoK) makes the development of IE with the use of beneficial
contributions of mainstream economics conducive and commendable. To justify that,
a greater insight into the foundational problems of mainstream economics acquaints us

with the deeper repercussions of those foundations and related problems and issues.

1.2 RATIONALE OF THE STUDY AND STATEMENT OF THE PROBLEM

This study appraises the development of Islamic Economics (IE) via the Integration of
Knowledge (IoK) based on Islamisation of Knowledge (IOK) to overcome
foundational problems and related issues of mainstream economics. It firstly presents
the ontological, epistemological, axiological, and methodological foundational
problems and related issues of mainstream economics. It then highlights Muslim
responses in the form of islah and tajdid movements of which IOK and IE are relevant
in overcoming the problems of mainstream economics. Despite their shortcomings,
both have sound foundations and decades of development have helped to identify the
need and rising significance of IOK as the future framework approach of IE
development that has the potential to overcome the problems of mainstream
economics. Thus, addressing the mainstream foundational problems and adopting the

IOK approach to developing IE is an alternative approach and has the potential to fill



the gaps by proposing a framework for IE methodological development based on

robust foundations (Omercic et al, 2020).

1.2.1 PROBLEMS AND ISSUES WITH MAINSTREAM ECONOMICS

1.2.1.1 Physicalist Ontology’

Ontology is the branch of metaphysics that deals with the nature of being (Merriam-
Webster, 2004). Mainstream economics adopted a ‘physicalist ontology’ as part of its
philosophical foundations that perceives everything as physical because of the
positivistic influence since the 16™-century that phased away the mercantilist phase of
economic thought. The climax of physicalist ontology occurred in the middle of the
19" century when it became the norm in science and life.” Heilbroner and Milberg
(1995) and Hunt (2016) mentioned how the scientific or positivistic orientation of
economics excluded normative contributions or insights into economic phenomena.
Malkawi (2014) explained that the Western approach to knowledge perceived such
contributions subjectively. Shah (2007, 2012) claimed that such practical orientation
in science just tell part of the story while leaving much untold and unaddressed that

creates socio-economic or other problems. This is a philosophical problem of

¢ See the origin of the term in Mahomedy (2016, 2017).

71t can be traced back to the 13"-century Thomistic phase of economic thought (characterized by the
philosophical thought and writings of Thomas Aquinas (1225-1274 AC) concerning Catholic Christian
ethical and moral teachings), rooted in Christian ethics, morality, and values aimed to end oppressive
class relationships of those and earlier times with the help of Christian paternalistic ethic (CPE). The
ethic was eventually abused by elites/lords of subsequent centuries feudalistic system that led to what
was characterized as the 'first phase of distancing from CPE or also called the maturing phase'.
Subsequent mercantilism phase of economic thought (where the CPE in the hands of the church
weakened and shifted to mercantilist capitalists.) aggravated it and led to the 'second phase of
distancing from CPE or the mature phase' that shaped ontological physicalism in the real sense,
empowered the protestants' ethic to defeat the catholic church as the paternal authority and gradually
nurtured the positivistic way of thinking (Hunt, 2016; Mahomedy, 2016, 2017). Systematized
enlightenment writings reflected the shift from concerns about moral sentiments to positivistic thinking
even more and so further fostered ontological physicalism.

For more detail see enlightenment economics writings of Adam Smith (1723-1790), David Hume
(1711-1776), Robert Malthus (1766-1834), David Ricardo (1772-1823), Jeremy Bentham (1748-1832),
his students James Mill (1773-1836), Joh Stuart Mill (1806-1873).



mainstream economics that caused many issues. This study addresses the issue
through the alternative IoK methodological approach of IE development.

The physicalist ontology is recognised by its conceptualisation of human
nature as material, materialistic, self-interested, greedy yet rational (Brue & Grant,
2013). Arif (1985, 1987) highlighted how Smith’s theory of moral sentiments
gradually shifted and gained features of such an ontology via stratification® to
systematise economic thinking in ways similar to the mathematics and physics of the
day (Pribram, 1983; Mahomedy, 2016, 2017; Omercic et al, 2020). Such a shaped
physicalist ontology that perceived only matter and tangible objects as a source of
value led to intensified economic thinking with an imperialist and colonialist mindset
that spread throughout the world in the 18" and 19" centuries with destructive and
exploitative consequences (Said, 1979; Mirakhor, 2020; Jomo, 2020).

The problem of physicalist ontology became embedded in mainstream
economics. Since the Great Depression, it has caused significant unemployment,
inflation, unsustainable living, poverty, inequality, etc. (Stiglitz, 2016, 2019). Ten
smaller recessions since World War II followed’ (Hunt, 2016; Froyen, 2001, 2009)
due to such an ontology and the rationalist epistemology, axiological futility, and
methodological deficiency of mainstream Western economics. Neither mainstream
orthodox economics nor heterodox variants addressed this ontological problem of

mainstream economics nor resolved the issues it created (Omercic et al, 2020).

8 Stratification starts with abstract thinking that usually involves values, norms, ethics, morality and as
such help link it with more systematized products of thought that enable appreciation of it and
presentation systematically. However, the promise for success is absent. That is apparent in the
stratification attempt of economics as a science from moral sentiments. In return, it shows the need for
a revision of present economics whose issues root back into the early years of development (Arif, 1985,
1987).

® To name a few: 1948-1949 for eleven months, 1953-1954 for thirteen months, 1957-1958 and 1960-
1961 for nine months, 1969-1971 for more than two years, 1974-1975, 1979-1980, 1981-1982, 1990-
1991, etc. (see Hunt, 2016).



