
Preface

Twelve years after the last devastating crisis, there is a palpable sense of anxiety
and pessimism among academics, policy makers, international organizations and
general population regarding the economic and financial future. There is a sense
that vital signs have deteriorated globally to the point that conditions are emerging
for formation of a perfect storm. Diagnostics of the causes of the last crisis pointed
to the failure of the dominant economic model, moral/ethical failure, governance
failure, policy failure, regulation failure and the failure of global supervision of in-
ternational finance and trade. These conditions allowed also for greed, an elemen-
tal ingredient in the application of the underlying theory of dominant economic
system. Not only these failures have not been corrected in the post-crisis period, in
some cases, they have been exacerbated.

With few exceptions, economies across the world are stagnating; unemploy-
ment (with few exceptions) is widespread; private investment is sluggish; produc-
tivity is declining; commodity prices are low and increasingly volatile; global debt
(government and private) is growing to levels higher than that in the period of run-
up to the crisis; governments have resorted to financial repression; there is large
and growing corporate liquidity with (apparently) no place to go; financialization is
proceeding unabated; global trade is shrinking; emerging markets, which provided
a cushion to the world economy during and immediately after the crisis, are them-
selves facing considerable instability; inequality of income and wealth distribution
is worsening across the world; poverty is spreading globally; macroeconomic poli-
cies in many countries have been unable to reverse or slow down adverse economic
and financial trends; international financial institutions appear to have failed in
their mandate to stabilize the global financial system or seriously challenge “beg-
gar-thy-neighbor” policies and reignite global growth; the depth and spread of do-
mestic and international political conflicts have intensified uncertainty across the
globe; finally, adverse environmental and ecological trends, against which the hu-
manity has been warned since the 1970s, are threatening life on the planet.1

Against this background, a wealth of information and research has sought to
explain why the world is facing these formidable challenges and offer solutions
from both inside and outside of the discipline of economics. Most of these efforts
focus on reforms of the present dominant system and its underlying theory; some
reforms propose deep structural changes; some reforms lie just at the margin. There
is, however, one view that does not directly question either the working of the
global system or the model driving it. This view transcends usual criticisms of as-
sumptions and axioms of economics and focuses on historical, long-term trends in

1 For detail discussion see various reports of the international agencies (UN, IMF, WB, UNCTAD, ILO,
OXFAM, EU and others as well as related academic books and articles published since the crisis).
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the world economy. It claims that the world economy is in the negative phase of a
Kondratiev cycle2 that is predicted to peak in the 2020s.

Alternative views tend to focus on the need for rethinking the way societies
have arranged economic activities and on the necessity of a new economics which
change or at least modify the epistemological foundation of the discipline. These
views are expressed from the inside or outside the discipline. The former includes
economists who suggest deep changes such as renegotiation of social contracts to
those who question the fundamental axioms of economics that have bearing on im-
portant social questions regarding morality, trust, cooperation, sharing, environ-
mental protection, inequality, poverty, social cohesion and solidarity. Ultimately,
these views focus on the conventional economics’ fundamental assumptions of
scarcity, rationality and self-interest.

There are of course insiders who defend, hard and fast, the dominant theory
and the system that has resulted from its application. Arguing that many of these
issues relate to morality, they hold that economics is not meant to address morality
“economics is not a morality play. It is not a happy story in which virtue is re-
warded and vice is punished. The market economy is a system for organizing eco-
nomic activity – a pretty good system most of the time, though not always – with
no special moral significance. The rich don’t necessarily deserve their wealth, and
the poor certainly don’t deserve their poverty; nonetheless, we accept a system with
considerable inequality because the system without any inequality don’t work.”3

2 Named after the Russian economist Nikolai Kondratiev (also Kondratieff) who identified cyclical
patterns in the 1930s. The current phase of the 40–60 year-cycle is associated with pessimism, stag-
nation, unemployment, low investment, worsening inequality, polarization of the society, political
conflicts and violence. See, G. Modelski and W. R. Thompson, 1996. Leading Sectors and World
Politics: The Co-evolution of Global politics and Economics. Columbia, South Carolina: University
of South Carolina Press; W. R. Thompson, 2009. “The Kondratieff Wave as Global Social Process.
In World System History, Edited by George Modelski and Robert A. Denemark. Oxford: Eolss
Publisher, pp. 174–195; and L. Grinin, A. Korotayev, and A. Tausch, 2016. Economic Cycles,
Crises, and the Global Priphery. New York: Springer.
3 Paul Krugman “Economics is not a Morality Play.” New York Times. September 28, 2010. There are
many who disagree with this assertion arguing that, first, no argument, theoretical or otherwise,
about the economy can be amoral. For example, Daniel K. Finn (The Moral Ecology of Markets, 2006,
Cambridge University Press) argues that assertion about and defense of self-interest assumption and
that of the market involve moral arguments. Second, it is argued that the dominant paradigm is not
merely a benign exercise in abstract tool of understanding economic phenomena when its assump-
tions, conclusions and implications are internalized by economic agents. It can and does enormous
harm (see for example, Shoshona Zuboff, 2009. “Wall Street crimes Against Humanity. Business
week, March 20; see also Abbas Mirakhor, 2014 “The Starry Heavens Above and the Moral Law
Within: On the Flatness of Economics’” Economic Journal Watch, vol. 11, No. 2, pp. 186–193). Even
successful businessmen/capitalists who believe capitalism “is the greatest problem-solving social
technology ever invented” assert that the basic economic model that has led to the present configura-
tion of capitalism is flawed and morally bankrupt. It is argued that such a model “has profound non-
academic consequences [. . .] it gives both permission and encouragement to some of the worse
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Other insiders’ defence of the status quo is based on underlying thoughts traced
to the neoliberal philosophy (Hayek-Rand-Freidman) and argue that economic
agents have no moral obligation to do more than adhere to the rules and laws of
the market society derived from the underlying social contract enshrined in socie-
ties’ constitutions.4 Other insiders to the discipline, however, argue that that the
standard dominant economic theory’s claim that material incentives are sufficient
to elicit appropriate behavior from economic agents, and that moral rules are not
necessary, is not supported by empirical evidence, and the foundation theory that
advocates this notion is quite implausible.5 The theory has no inherent set of rules
that would have any inducements for individuals in a society of self-interested eco-
nomic agents to have any “other-regarding” or prosocial proclivities, such as coop-
eration or collaboration. Indeed, the logic of the competitive model of this theory
implies that it is not unusual for agents in this theory to gain by violating the laws
and rules if “no one is looking” thus creating thereby pressure for others to do the
same. On the other hand, they argue, the evolutionary success of human species
owes much to human cooperation and collaboration in the economy as well as in
the rest of the social sphere.6

Even in a society in which the economy is based on the dominant theory, em-
pirical investigations have shown that many people do not cheat even if there is no

excesses of modern capitalism, and of contemporary moral and social life [. . .] if we internalize that
most people are mostly selfish – and then we look around the world at all the unambiguous prosper-
ity and goodness in it, then it follows logically, it must be true, by definition, that a billion individual
acts of selfishness magically transubstantiated into prosperity and the common good. If it is true that
humans really are just selfish maximizers, then selfishness must be the cause of prosperity. And it
must true that the more selfish we are, the more prosperous we all become. Under this logical con-
struct, the only good decision is a business decision – “Greed is good” – and the only purpose of the
corporation must be to maximize shareholder value, humanity be damned. Welcome to our neoliberal
world. But if instead we accept a prosocial behavioral model that correctly describes human beings
as uniquely cooperative and intuitively moral creatures, then logically, the golden rule of economics
must be the Golden Rule: Do business with others as you would have them do business with you.
This is a story about ourselves that grants us permission and encouragement to be our best selves. It
is a virtuous story that also has the virtue of being true (Nick Hanauer, 2018, “How to Destroy
Neoliberalism: Kill ‘Homo Economicus’: Debunking the failed paradigm of traditional economics,”
Evonomics, October 13, 2018. Of course there are those who argue that it is a fallacy to equate self-
interest with selfishness (see for example the arguments in this context the collection of papers by
Paul Heyn in Are Economists Basically Immoral? Edited by Geoffrey Brennan and A. M. C. Waterman,
2008. Indianapolis, Indiana: Liberty Fund.
4 For a history of emergence of neoliberal thought in economics see, Philip Miroski and Dieter
Plehwe (editors), 2015. The Road from Mont Pelerin: The Making of the Neoliberal Thought
Collective. Cambridge: Harvard University Press.
5 See, for example, Samuel Bowles, 2016. The Moral Economy: Why Good Incentives Are No substi-
tute for Good Citizens. New Haven: Yale University Press.
6 For detail see, for example, Peter Turchin, 2016. Ultra Society: How 10,000 Years of War Made
Humans the Greatest Cooperators on Earth. Chaplin, Connecticut: Baresta Books.
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monitoring and there are no gains (including reputational) for not cheating. There
are highly successful firms in such societies that offer their employees the oppor-
tunity and the comfort of knowing that they are doing jobs that are useful to the
society.7 Similarly, empirical studies have shown that there are inventors, innova-
tors and entrepreneurs (for example in the Silicon Valley) whose motivations tran-
scend narrow self-interests and self-regard, and who do not behave as rational
actors of the dominant economics. Their extrarational motivations include, inter
alia, self-sacrifice, cooperation, collaboration, human altruism, seeking meaning
in one’s life, creativity and concern for future generations.8

These insiders firmly believe that there is no better or more viable alternative
system to capitalism but insist that it is the underlying theory that has led to ad-
verse and dire consequences facing humanity.9 These people mount strong assault
on the foundation axioms and assumptions of the theory (especially narrow ratio-
nality and pure self-interest) and offer ways to reform the theory. The foundation of
their approach is the need they see in a reformed theory that has strong moral/ethi-
cal foundation in the spirit of Adam Smith.10 They insist that not only the narrow
self-interest assumption of the dominant economic theory lacks empirical plausibil-
ity, its role in capitalism must be reformed to have a moral and prosocial orienta-
tion if the collapse of the system is to be avoided. Others suggest that the laws and
rules of a self-regarding capitalism, driven by the generally selfish orientation pos-
ited by the underlying theory, lead to such unequal levels of income and wealth
distribution that provide the rich with political power to capture legislative power
of rule-making in their favor. Then, compliance with the resulting rules gives the
rich and the powerful additional and entrenched advantages to exploit. Hence, the

7 See, for example, Herbert Gintis, 2009. The Bounds of Reason. Princeton: Princeton University Press.
See also Samuel Bowles and Herbert Gintis, 2011, A cooperative species. Princeton: Princeton
University Press; Herbert Gintis, 2017. Individuality and entanglement. Princeton: Princeton University
Press; and Robert Frank, 2004. What Price the Moral High Ground. Princeton: Princeton University
Press, in which the author argues that morality has a productive role even in capitalism.
8 See, for example, Victor W. Hwang and Greg Horowitt, 2012. The Rainforest: The Secret to Building
the Next Silicone Valley. Los Altos Hills, California: Regenwold. The authors present their study of
successful Silicone valley projects and the motivations of their drivers that included venture capital-
ists, innovators and inventors who shared the risks of new project to create new and successful enter-
prises. They define “extrarational” motivations as those that transcend the distinction in the classical
notion of “rational and “irrational” and which conventional does not consider as critical drivers of
economic-value creation.
9 See, for example, Joseph E. Stiglitz, 2019. People, Power, and Profits: Progressive Capitalism for
an Age of Discontent. New York: W. W. Norton.
10 See, for example, Paul Collier, 2018. The Future of Capitalism: Facing the New Anxieties.
New York: Harper, in which the author argues that capitalism is “morally bankrupt” and can only
be redeemed by reorganizing itself on an ethical/moral foundation (of The Theory of Moral
Sentiments variety); but also see Branko Milanovic, 2019. Capitalism, Alone: The Future of the
System that Rules the world. Cambridge: Belknap Press.
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rationality of free-market individualism leads to economic, social and political dispar-
ities that leave a vast majority of the population unserved. In the absence of a third-
party arbiter interested in preserving the societies’ institutions that would avoid ex-
ploitation by the rich, it is free-riding, impoverishment of the major segments of the
population and eventual collapse of the system that will become inevitable.11

It is worth noting that the dominant model’s main objective is to solve the eco-
nomic problem stated as “limited resources and unlimited wants” that in turn leads
to the allocation problem whose solution becomes “economizing.” Even within the
system itself, there are increasingly vociferous debates regarding both elements of
the phrase “limited resources and unlimited wants.” Some argue that humanity is
in a phase of post-scarcity shifting to a phase of abundance and therefore there is a
need for a change in the mindset from “scarcity” to “abundance.”

The scarcity model, it is argued, is “hardwired” in humans based on their mil-
lennia of past experience of not having enough (in terms of food, clothing and shel-
ter) which, it is claimed, marked much of human history and created a base fear of
scarcity, poverty and starvation that became part of the human value system. Facts
have changed, however, now there is superabundance but the element of value sys-
tem that persists regarding scarcity continues to create greed (in form of maximiz-
ing behavior and accumulation, without asking “why am I doing this way?” in an
automatic response to the hardwired fear of scarcity that says “you better get it
while you can”) and wasteful consumption.12 For example, it is argued that about
90 percent of people lived in dire poverty and at the verge of starvation in 1820.
Now, however, the picture has reversed where only 10 percent of world population
lives in dire poverty, not because resources are scarce but because of poor gover-
nance and the resulting civil strife. Importantly, it is noted that during this period,
and all the time before it, the resources available on earth have remained constant
and sufficient as they have always been. Humans have been responsible both for
efficient and beneficial as well as for harmful uses of these resources. According to
this view, poverty in human societies is not due to scarcity of resources but due to
greed and antisocial radical individualism of some humans.

The notion that the fear of scarcity has been hardwired into the human psyche
on the basis that the history of civilization is one of starvation, is itself challenged

11 See, for example, Daron Acemoglu, 2003. “Why not a Political Coase Theorem? Social conflict,
commitment and politics”. Journal of Comparative Economics, vol. 31, pp. 620–652, in which the
author asserts that societies have inefficient institutions (rules and norms) and politics because
these serve the interests of politically powerful segment of the society and because the society lacks
an “outside agency” with the power to enforce better and more efficient institutions.
12 Much has been written in the context of discussions about the culture of excess and wasteful
consumption; see, for example, Benjamin R. Barber, 2007. Consumed: How Markets Corrupt
Children, Infantize Adults, and Swallow Citizens Whole. New York: W. W. Norton; and Andrew
Abbot, 2014. “The problem of excess”, Sociological Theory, vol. 32, no. 1, pp.1–26.
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by anthropologists. John Gowdy (1998) argues that “hunter-gatherers, people who
lived with almost no material possessions for hundreds of thousand years, enjoyed
lives in many ways richer and more rewarding than ours. A far cry from their por-
trayal as primitive savages struggling to survive during every waking moment,
these people had structured their lives so that they needed little, wanted little, and,
for the most part, had all the means of fulfilling their needs at their immediate
disposal . . . The view of human nature embedded in Western economic theory is an
anomaly in human history. In fact, the basic organizing principle of our market
economy – that humans are driven by greed and that more is always better than
less – is a microscopically small minority view among the tens of thousands of cul-
tures that have existed since Homo sapiens emerged some 200,000 years ago . . . the
most important message for me from these descriptions of hunter-gatherers are that
(1) the economic notion of scarcity is largely a social construct, not an inherent prop-
erty of human existence; (2) the separation of work from social life is not a necessary
characteristic of common production; (3) the linking of individual well-being to indi-
vidual production is not a necessary characteristic of economic organization; (4) self-
ishness and acquisitiveness are not natural traits of our species; and (5) inequality
based on class and gender is not a necessary characteristic of human society.”13

Economists have known that the economic model supporting the present preda-
tory economic system was morally deficient. It is argued however that “[m]orality had
to be put in cold storage till abundance was achieved, for abundance would make pos-
sible a good life for all,” so says Robert Skidelsky, an icon of Keynesian economics,
who quotes Keynes argument that “[f]or at least another hundred years we must pre-
tend to ourselves and to everyone that fair is foul and foul is fair; for foul is useful and
fair is not. Avarice and usury and precaution must be our gods for a little longer still.
For only they can lead us out of the tunnel of economic necessity into daylight.” And
Skidelski continues the argument that “Keynes understood that capitalist civilization
had, at some level of consciousness, undertaken to license motives previously con-
demned as “foul” for the sake of future reward. It had struck a bargain with the forces
of darkness, in return for which it would secure what the earlier ages could only dream
of – a world beyond the toil and trouble, violence and injustice of life as it actually
is.”14 It is not therefore that economics is just amoral, as Krugman would have it, it is

13 See, John Gowdy, 1998. “Back to the Future and Forward to the Past” in Limited Wants,
Unlimited Means. Edited by John Gowdy, Washington, D. C.: Island Press, pp. xv–xxix.
14 See, Robert Skidelski and Edward Skidelski, 2012. How Much Is Enough? Money and the good life.
New York: Other Press, p. 43. Their book, Skidelskis note, “is an argument against insatiability,
against that psychological disposition that prevents us, as individuals and as societies, from Saying
“enough is enough.” It is directed at economic insatiability, the desire for more and more money [. . .]
in rich and poor societies alike, insatiability can be seen whenever the opulence of the very rich runs
wildly ahead of the means of existence of the many.” The objective of the book is the reform of capital-
ism through policy changes as they argue: “Capitalism is a two-edged sword. On the one hand, it has
made possible vast improvements in material conditions. On the other, it has exalted some of the most
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that economics became immoral by design through a Faustian bargain that “paved the
way to hell” as the famous saying has it. The book penned by Robert Skidelsky and his
son Edward is a frontal assault on the second part of economics’ conception of “limited
resources and unlimited wants,” and its slogan that wants are given, arguing that
“[e]conomics – we generalize, but not grossly – conscientiously abstains from passing
judgements on wants.” And it is argued that the first element of clarity of thought to
be sacrificed “is the distinction between needs and wants. Needs, on the classical con-
ception, are objective; they refer to requirements of life or the good life. Wants, by
contrast, are a psychological phenomenon; they are “in the mind” of the wanter.
Needs and wants are independent of one another. The child needs, but does not want,
his medicine; the bibliophile wants, but does not need, a first edition of Blake. A need
establishes a moral claim to x, whereas merely wanting x does not. Beggars talk about
their needs, never about their wants.”

On Skidelskis’ account, the distinction between needs and wants was not the
only pre-modern concept that was discarded by economics. They add three other con-
cepts that were discarded as well: distinction between necessities and luxuries; the
concept of “enoughness”; and distinction between use-value and exchange-value.
The first distinguishes between what is necessary for human life, which establishes a
claim, and what are wanted but not needed (they “are an optional and possibly cor-
rupting extra”). As to the second, “enough” for modern economists means “enough
to satisfy wants.” This implies that “there can be no such a thing as wanting more
than enough. Avarice as a vice disappears from view.” The third refers to the disap-
pearance of “the central concept of use-value.” In pre-modern thought use-value
(based on Aristotle) meant the “particular contribution” of an object to life.
Modern economics considers transformation of use value (defined as utility in con-
sumption) into exchange value (defined as utility in exchange) “as only a technical
problem of determining at what point consumption goods will be exchanged rather
than used.” Since the two are considered as two sides of the same coin, utility, gone
is the metaphysical problem (which began with Aristotle) of the relation between the
two and how two commodities that contribute to human life in different ways could
be reduced to a common denominator: money. Skidelskis argue that “[u]nderstood in
its original sense, a real usefulness rather than mere utility in consumption, use-
value can no more be transformed into exchange value than color into length.”15

To a large extent, Skidelskis views converge to the argument by other economists
committed to capitalism, who advocate the need to reverse the course of “de-moraliza-
tion” of economics. They suggest ways and means of policy reforms – including shar-
ing, basic income, reducing the force of consumerism and insatiability, reducing the

reviled human characteristics, such as greed, envy and avarice. Our call is to chain up the monster
again by recalling what the greatest thinkers of all times and all civilizations have meant by the “good
life” and suggesting changes in current policy to help us achieve it.” (page 3).
15 Ibid, pp. 88–91.
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power of advertising, rethinking international relations within the context of re-
forms – that would make possible attainment of the “good life” for many rather than
for the few. These views, as well as those suggested by others discussed earlier, mod-
ify rather than replace the current dominant paradigm of economics by “re-
moralizing” it. There are other systems of thought where morality is not something
that has to be introduced into the working of economic paradigm. Assuming econom-
ics as a discipline that deals with resource allocation, production, exchange, distribu-
tion and redistribution, there are systems of thoughts (including those based on
religion) that have radically different perspectives on how societies could organize an
economy in which morality is embedded, inherently integrated and organically
placed at the core of its dynamic structure. Among these systems of thought is the
Islamic vision where “moral universe shares a great deal with other great spiritual
traditions of mankind”. It has a clear vision of an economy and “has something dis-
tinctive to offer to the resolution of the myriad problems that face humanity, both in
the rich and in the developing world: from poverty eradication, income inequalities,
good governance in the poor countries to the problems that affect the rich world of
overconsumption, alienation, and social fragmentation.”16

The Islamic vision offers a perspective that “affirms the primacy of the moral vision
that must form the basis of humankind’s economic relations and transactions.” It is
based on a “model of human being whose economic actions are guided by both inspi-
ration and the pursuit of virtues, and not only self-interest. And these actions take
place in a framework where both the Divine and the normative human archetype are
ever present.” Its main source of guidance, the Qur’an, confirms the spiritually empow-
ered human ability of attaining the “good life”, a life in a “felicitous state of inner and
outer plenitude if people cultivate an ethic of faith-in-action and the commitment that
would imply in terms of pursuit of the virtues, not least the ideal of a Just Society.”17

While the organizing principles of an economy and the rules governing the behav-
ior of participants are provided in the Qur’an, emergence of a discipline whose episte-
mological mission would be to study, understand, explain and formalize the vision in
a blueprint for communication to the wider Muslim world and others has been pain-
fully slow. Allawi (2017) suggests two reasons: “The first is that its original exponents
were untutored in the ways of the modern world and approached the problem mainly
through a jurisprudential construct, with little regard for the changed circumstances
of the world. The second is that they began to address these issues well after the su-
premacy of the Western economic model became established.”18

16 See, Ali Allawi, 2010. “Foreword” in Abbas Mirakhor and Hossein Askari, Islam and The Path to
Human and Economic Development. New York: Palgrave Macmillan, pp. ix–xii.
17 Ibid, p. xi.
18 See, Ali Allawi, 2017. “Foreword” in Abbas Mirakhor and Hossein Askari, Ideal Islamic Economy:
An Introduction. New York: Palgrave Macmillan, P. ix.
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The absence of an alternative blueprint of how to organize the economy ac-
cording to the teachings of the belief system – whose rituals were practiced daily
but not the rules that tells them how to behave in contemporary economy – cre-
ated a vacuum providing fertile ground for the entry, growth and entrenchment of
the powerful ruling ideology of liberal capitalism. The vehicle of globalization
driven by economists and policy makers trained in economics and social sciences
as taught in western universities had significant impact in Muslim societies.
Importantly, autocratic and centralized systems in these countries began to dis-
mantle as a result of which, “[h]uge fortunes were made either from abuse of li-
censing power or by the knocked-down purchases of state assets and land by
well-connected individuals. Privatization, deregulation, and the licensing of mo-
nopolies, all played their part in the shift of economic power from a poorly man-
aged and frequently corrupt state sector to a better managed but predatory form
of liberal capitalism. The whole process was applauded by the “international com-
munity” as signalling the entry of the Islamic world into the new era of globaliza-
tion and free markets. Of course, this process further distanced the Muslim world
from the possibility of regenerating the bases of an Islamic economic order.”19

Allawi, who served as the Minister of Defense and the Minister of Finance in post-
war Iraq, argues that “the ethos of globalization, as it is formulated in the language of
individual economic rights and freedom, is antithetical to the fundamental features of
an Islamic economic and social order . . . the ideas of duty, charity, solidarity, and self-
sufficiency do not sit well with the premise that it is only through cultivating and
channelling selfishness and greed that economic activity can be optimized or maxi-
mized. The assumption is made that man by nature is acquisitive and predatory, and
that the functions of a well-ordered economy are to direct these energies and drive into
a socially productive direction. This of course does not square well with the idea that
humans can perfect – or at least aspire to perfect – their qualities and that a moral
imperative should underlie human action. Islam does not deny the follies and greed of
human beings, but these must always be tempered by a constant questioning of the
purposes of human action. Wealth-creation is a by-product of moral action and not the
purpose of work.”20 However, an Islamic socio-economic “order can only be reborn if
certain fundamental reforms – in fact, fundamental paradigm shifts-are undertaken”
asserts Allawi, and he is not optimistic on that score because “the axes of the
modern economy are so distant from the moral economy of Islam21 that nothing

19 Ali Allawi, 2017, Ibid, p. x. See also his book: Ali Allawi, 2010. The Crisis of the Islamic Civilization.
New Haven: Yale University Press.
20 Ibid, p. ix–x.
21 It is worth noting that in the context of this volume, and perhaps from the point of view of Allawi
as well, the concept of “moral economy” in “the moral economy of Islam” is far more comprehensive,
deeper and broader (see A. Mirakhor and H. Askari, 2017. Ideal Islamic Economy. New York: Palgrave
MacMillan) than its use in western scholarship, first popularized by anthropologists, see, for example,
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short of a spectacular break would suffice to bring the pendulum back into some
form of equilibrium.”22

Allawi argues that the “main features of an Islamic economy have been eroding
for several centuries so that most are merely religious vestiges of a long-forgotten
past [. . .] By the time of the 1970s, the elements of an Islamic economy were simply
theoretical constructs that may have featured in the education of seminarians – but
had no place in the modern economy.”23 Moreover, Allawi notes that the “weaken-
ing in the average Muslim’s commitment to the idea of the moral imperative as the
main driver of economic dealings is mirrored by the loss of charitable giving that
lies at the heart of Islamic redistributive justice. It has become almost common
place to bemoan the unwillingness of the wealthy in Muslim lands to share their
wealth through charitable acts and endowment of foundations. The pages of the
world’s weeklies, glossies and websites are crammed with the faces of the new plu-
tocracy of the Muslim world, most connected in one way or another to the explosion
in oil wealth and the massive transfer of the world’s savings to the oil producing
countries [. . .] a great deal of it has cascaded down to various princes and poten-
tates and the cronies and fixers who feed on the public trough. These are the new
Muslim super wealthy class [. . .] notorious for their private indulgences and ex-
cesses, and their lack of any public spiritedness. There are no major research
foundations, universities, hospitals or educational trusts that are funded by large
charitable donations . . . service-based charitable work is an essential element of
Islamic economy, weaving, as it were, religious obligations with a strong sense of
social justice and moral responsibility.”24

Allawi suggests that bringing the Pendulum back requires “a process that
could, over the period of time, engender the necessary change in perspectives and
values that ultimately could shift the consciousness of Muslims towards finding a
new identity in the authentic roots of their civilization. This requires two fundamental
shifts in their cognition. The first is part of the worldwide phenomenon of question-
ing and challenging the conventional verities that have underpinned the legitimation
of late capitalism. This will bracket Muslims with the growing global band of dissent-
ers who call out the monstrous side effects of the dominant economic culture, even
as it seems to be an unstoppable machine that produces a never-ending cornucopia

E. P. Thompson, 1971, “The Moral Economy of the English Crowd in the 18th Century.” Past &
Present, Vol. 50, pp. 76–136; James C, Scott, 1976. The Moral Economy of the Peasant. Princeton:
Princeton University Press; see also, Norbert Gotz, 2015. “Moral economy: Its conceptual history and
analytic prospects.” Journal of Global Ethics, Vol 11, pp. 147–162.
22 See Allawi, 2017, p. x.
23 Note, in this context, the popularity of the content of the concept of Maqasid al-Shari’ah, relic of
intellectual efforts of religious intellectuals of nearly a millennium ago without deep or strong root
in the Qur’an, indicating the poverty of the present intellectual efforts at making the Qur’an’s vision
of economy accessible to humanity.
24 See Allawi, 2017, pp.xi–xii.
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of goods and services.”25 The second shift proposed by Allawi is a “decisive leap in
the cognitive framework of contemporary Muslims that leads them to redefine the
meaning and purpose of economic transactions.” This shift, Allawi argues, must
begin “with the Qur’an, the bedrock of a Muslim’s engagement with life and the
hereafter.” The Qur’an is the supreme moral arbiter for the economic conduct of
Muslims” and which defines an order “that in effect replaces ‘economics’ with
muamalat – or legitimate transactions and engagements between individuals, groups,
institutions and states that are morally charged and bounded by rules that are tran-
scendental in their origin and yet uniquely pertinent to the human condition.”

Allawi, however, does not underestimate the challenge and recognizes it as “a
long, Herculean process whereby Muslims take stock of their condition and begin
to rebuild the scaffolding of a new world view from the wreckage of the past centu-
ries; and fashion a way of escaping from the clutches of an amoral, hegemonic, eco-
nomic engine. If Muslims prevail in this process, they can then rightly act as a
guide and beacon to the rest of humanity. Not only would they have propounded a
different way of organizing the world’s economy, they actually would have made it
work and succeed. But for that to happen they would need to shed centuries of ac-
cretions to their understanding of the world. They would have to re-interpret terms
such as markets, exchanges, risk, money, accumulation, distribution, consumption,
institutions and a myriad of others that define modern homo-economicus.”26

The present volume is a unique collection of analytical studies that attempt to ex-
amine some of the difficult challenges to conventional wisdom described above, and
offer new perspectives from Islamic finance and economics. The overall conviction is
that the Qur’an contains a vision of an economy and prescribes rules (institutions) that
govern allocation, production, exchange, distribution and redistribution in such an
economy. The mission of the discipline of Islamic economics is, in the first instance, to
extract, describe, interpret (that is an economic hermeneutic) and present this vision in
a form understandable in communication of the “economic universe of discourse.”
This constitutes the first function of Islamic economics. Once this is achieved, Islamic
economics has to engage in the presentation of an analytic framework for policy –
based on the Qur’an’s vision of the ideal economy – which, once implemented, allows
the economy of Muslim countries to converge, asymptotically, to the ideal vision con-
tained in the Qur’an and operationalized, to a significant extent, by the Messenger
(sawa) in Medinah.27

25 This would require Muslim economists engaging with what Idris and Mirakhor call the “eco-
nomic universe of discourse” (see the introductory chapter in this handbook) rather than attempt-
ing and advocating exclusivity and isolation as some advocate.
26 Allawi, 2017, pp. xiii–xv.
27 For a preliminary presentation of the vision of the Qur’an for economy, see Mirakhor and
Askari, 2017. Ideal Islamic Economy. New York: Palgrave Macmillan.
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The handbook sheds light on various issues in Islamic economics and finance
from an analytical perspective that can serve better the evidence-based policy-making
process, as well as the regulatory, investment and risk-management purposes. These
studies are based on the same logical, statistical and econometric methods that many
readers in conventional finance and economic analysis may also be familiar with.
Arguably, the analytical framework can be invariably used in conventional as well as
Islamic economics and finance as the logical foundations of these disciplines are
equally amenable to analytical methods and scientific inquiry. The Handbook offers a
blend of analytical evidence and insights on the internal mechanisms and modus oper-
andi of an Islamic financial and economic system from econophysics to game theory,
from Markov-regime switching models to the generalized method of moments, from
event studies to dynamic panel analysis, and from data envelopment analysis to agent-
based modelling, inter alia.

The structure of the handbook is reflective of the strong potential of Islamic fi-
nance and economics to redefine and reshape different aspects of economic life and
financial decisions. The introductory part discusses the nature and methodological as-
pects of Islamic economics, including its logical character, coherence, and consilience,
as well as a game-theoretic approach to the analysis of economic behavior. Part II ex-
amines the impact of economic uncertainty, and the role of interest rates, as well as
the formulation of macroeconomic policies. Part III considers the statistical microeco-
nomic models of asset prices from the perspectives of Islamic finance, and provides
some empirical evidence on the risk and return relationship for equity portfolios. Part
IV presents some analytical evidence on the role of risk-sharing finance as opposed to
conventional finance based on risk-transfer mechanism, and the significance of finan-
cial consumer protection. Part V examines the properties of Islamic financial institu-
tions and the stability of the Islamic financial system. Part VI discusses income
inequality and the role of risk-shairing finance and asset-based redistribution. Finally,
Part VII provides evidence on the relation between Islamic finance economic growth
and human development.

In Part I, Hamid and Mirakhor discuss, in the opening chapter, the logical char-
acter and coherence of Islamic economics, and examine Islam’s vision of the econ-
omy and economics, as well as the logical incoherence in mentality that retards
intellectual discourse and saps the energies needed for the advancement of Islamic
economics. The authors argue that Islamic economics is a concrete, systematic
framework and methodology, based on certain philosophical considerations, for or-
ganizing and developing economics institutions. The framework is distinctive and
unique vis-à-vis secular European ideologies, communicable to mainstream econo-
mists, and yields empirically testable propositions.

The principal objective is to extend the current consensus on Islamic economics
by placing it in the context of a more general system of science, which is consistent
with the Islamic and Prophetic sources. The authors argue that it would be difficult
to avoid the ultimately non-Islamic dualism of fideism and scientism in the absence
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of an integrated approach to Islamic economics. The unique system of Islamic eco-
nomics integrates the economic with the intrinsic values in a unified science of de-
velopment and self-transcendence. In this regard, Hamid and Mirakhor attempt to
answer some profound questions such as how and to what degree, if at all, a gen-
eral question of contemporary Western economic theory can be transformed into
one of Islamic Economics. Also, the question arises as to how and to what degree, if
at all, a general question of Islamic Economics can be transformed into one of con-
temporary Western economic theory. The authors ask, for example, whether Islamic
Economics can address non-trivial and important questions, ignored by the domi-
nant paradigm of economics, including the purpose of wealth, and whether analyti-
cally and axiomatically neutral methods of standard economics can assist Islamic
economics to arrive at its own systematic and coherent paradigm for analysis and
policy making, and to achieve the life of security, peace and economic sufficiency
that Islam promises humanity. The main thesis of this opening chapter is that the
importance and relevance of Islamic Economics lies, in large measure, in the strug-
gle to determine and articulate a type of scientific system that integrates the catego-
ries of human, economic, as well as moral, self-transcending experience into an
(objective-logical) intricate and coherent whole.

In Chapter 2, Choudhury and Taifur explain that the current socio-scientific though
and applications of the so-called modernity in intellectualism are erroneous in an
Islamic epistemological sense. The authors present an analytical alternative in the light
of consilience, meaning unity of knowledge from the monotheistic (tawhid) methodo-
logical worldview. It is also argued that the modern socio-scientific order rests on the
forced displacement of religion from the domain of meta-science as a rationalistic
choice. Yet it is not the way to understand the true reality for the future of the meta-
scientific world-system, and its particularities arising from the general theory of unity
in diversity of the good things of life. According to Choudhury and Taifur, the meaning
of true reality is that of the primal ontological nature of reasoning in the framework of
a unified worldview that explains the nature of ‘everything’. Such a religio-scientific
approach to meta-science comprises the methodological worldview of tawhid in the
generality and particularities of world-systems. It is as a particular case of the world-
system that economics assumes a heterodox academic perspective in the methodologi-
cal study of Islamic economics.

The authors argue that the uniqueness and universality of the tawhidimethodolog-
ical worldview in meta-science, characterized by the specificity of Islamic economics,
economics, can be formalized by consilience, which reflects the organic unity of knowl-
edge in the monotheistic sense. The unity of knowledge at work in a theory of meta-
science of inter-causality between multivariates to establish a wellbeing criterion,
paves the way for the coterminous theory of tawhidi worldview in everything. A theo-
logical and metaphysical approach to the study of Tawhid is supplanted by the
phenomenological methodology derived from the Qur’anic foundation of the monotheis-
tic worldview of the organic unity of knowledge as a symbiotic pairing in everything. No
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theocratic inhibition thereby exists in the derivation, formalism, and application of con-
silience as unity of knowledge derived from the tawhidi primal ontological origin of the
Qur’an. The order of consilience is mapped onto the mind and matter unison of the
world-system of unity of knowledge by Sunnah. The chapter concludes with a gen-
eralized model of the emerging meta-science on consilience for religion and science
and beyond in regards to the episteme of unity of knowledge. This generalized model
encompasses the abstraction and the applied domains in their continuity by recursion
across the knowledge, space, and time dimensions. Hence, the end of the pursuit
of generalized system is based on the mathematical continuity, by meta-scientific
discursive recursion, of the multi-dimensional evolutionary learning processes of
ontology, epistemology, and phenomenology.

In Chapter 3, Al-Suwailem provides some reflections on the principal properties of
economics, as a branch of knowledge, that serves a better future, and argues that a
coherent framework to reform the mainstream economics is yet to emerge, despite the
ongoing debates on the evident failures and shortcomings of mainstream economics.
Al-Suwailem also outlines a framework for a new paradigm in economics, and explains
how it aligns with universal moral principles. It is argued first that the internal incon-
sistency of economic theory, together with its failures to predict and explain major eco-
nomic events, cast serious doubts over its status as a science. Given the basic criteria
for science, it is concluded that economics lacks the most fundamental criteria of sci-
ence, namely the conservation principles that govern all natural phenomena. Al-
Suwailem indicates that the variables in economics, which are thought to be con-
served, are model-dependent and lack the power of empirical evidence. It is argued
that concrete examples from economics, such as Pareto optimality, the law of markets,
money, bubbles and Ponzi games, show that economic conservation laws are not ap-
plied in economics.

The chapter concludes that there is a pressing need to formulate core principles
of economics within a scientific framework in order for economics to serve a better
future. This framework has proved to be exceptionally valuable in the progress of sci-
ence over the last four centuries. Economics can also adopt the same principles of
science including the core moral values that guide economic behavior. Since these
core moral values, like the Golden Rule, prudence, and modesty are shared across
most faiths and cultures, they are universal in nature.

In Chapter 4, Mohamed, Mirakhor, and Erbaş analyze the comparative behaviors
of Muslims and non-Muslims by employing selected behavioral and experimental
games to examine the level of adherence to the rules of behavior in the society. There
is an increasing interest in behavioral economics and behavioral finance, which hold
the potential of providing plausible explanations to the question of how emotions af-
fect markets but also how to enhance constructive behavioral norms. The focus in be-
havioral finance is made on the impact of emotions, framing bias, heuristics and
market forces on investment decisions, firm behavior, market regulation, and educa-
tion policy. The experimental games are based one the premise that Islamic economy
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is a rules-based system and the compliance to such rules of behavior does not only
improve economic performance and social welfare but helps also individuals in achiev-
ing higher potentials. Indeed, the adherence to a rules-based system has the po-
tential of reducing cognitive and psychological biases. The selected set of seven
rules (Capstone Rule, Cooperation, Contract, Property Rights, Reciprocity, Golden
Rule and Trust) can also be used to examine market failures such as those related to
negative externalities from narrow decision-making, and can be useful also in the de-
sign of viable solutions based on ethical, social and legal considerations

The game-theoretic experiments are carried out on test subjects from diverse
backgrounds, depending on age, ducation, profession and income levels in Malaysia
and Singapore. The experimental results suggest that religious identity is associated
with Muslims outperforming or underperforming non-Muslims in some, but not all,
of the seven rules-based experiments. The priming on Muslims is conducive to in-
creased adherence to the Rule of Contract and Golden Rule against unprimed Muslim
counterparts, who tend to perform better in tests on Property Rights and Trust.
However, given the similar performance of primed and unprimed Muslim segments,
there is no evidence that Islamic identity affects the adherence to Capstone Rule,
Cooperation and Reciprocity.

In Part II, the focus is placed on particular aspects of the Islamic economic sys-
tem that reflect the impact of economic uncertainty, the implications of interest
rates, and the objectives of macroeconomic policies. In Chapter 5, Maghrebi exam-
ines the relation between interest rates, unconventional monetary policies and vol-
atility expectations in financial markets. Given the near-zero interest rates and
abstinence from communication around policy meetings under the self-imposed
purdah rules, it is expected that forward guidance may reduce market expectations
of excessive volatility stemming from policy uncertainty. Based on the event-study
methodology, the empirical evidence from unconventional monetary policies by the
Bank of Japan, including zero-interest policies and quantitative easing programs,
indicates that forward guidance has, indeed, some moderating effects on volatility
expectations. It is state-contingent rather than open-ended forward guidance that
can be more effective in reinforcing the expectations channels of monetary policy
transmission and feedback from financial markets. In the absence of forward guid-
ance, markets tend to be associated with higher levels of expected volatility and
significant forecast errors around policy meetings.

During periods of financial instability, market participants are more likely to
seek guidance, not so much from past information, as from forward-looking mone-
tary policy and forward-looking volatility indices. Part of the problem associated
with the limited room for maneuver in monetary policy to address the post-crisis
econmic recessions stems from policy uncertainty and the anchoring of the entire
financial system on interest rates. These interest rates are pre-determined rates of
return that are independent of the states of nature of the real economy. Thus, in the
absence of risk sharing and equity financing, the financial system is inherently biased
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toward the accumulation of debt, and the formation of asset bubbles leads inevitably
to the perpetuation of financial crises. From the perspective of Islamic finance and eco-
nomics, monetary policies based on interest rates are not permissible, regardless of the
sign and magnitude of interest rates. The analytical evidence that policy uncertainty
affects the formation of volatility expectations has an important bearing on our under-
standing of the essence of interest rates and monetary policies. Perhaps, no amount
of forward guidance can eliminate the excessive amount of policy uncertainty
stemming from the settting and resetting of interest rates, which can be conducive
to unwarranted price fluctuations in financial assets, and shifting risk premia in
the real economy.

In Chapter 6, Mahmud, Yamaguchi, and Yülek examine how macroeconomics
works given given the complexities of the financial system. The analysis is based on
the stock-flow consistent modelling based on Accounting System Dynamics (ASD),
which can capture some of the complex dynamics of money creation in the financial
system. In the Fractional Reserve Banking and Intermediation of Loanable Funds the-
ories, the causality runs from fiat money to bank-induced money creation. In the en-
dogenous view of money represented by the Financing-through-Money Creation,
causality is reversed. The ASD approach can incorporate the complexities of money
creation into macroeconomic modeling and assess the outcomes of different models
of monetary creation and financial intermediation. The chapter reviews the shortcom-
ings of Standard Macroeconomic Model (SMM) and propose ASD as an alternative ap-
proach to macroeconomic modelling. The notion of ‘declining velocity of money’ had
severe implications for the stability of money-price linkage, which is central to the
SMM approach. Other difficulties and anomalies include the protracted economic re-
cession following the financial crisis, the inefficacy of traditional monetary responses
and the failure of DSGE models in foreseeing the crisis.

It is argued that the stock-flow consistent ASD model can capture and better
explain the inner workings of the real economy. The ASD allows for the simulation
and assessment of the outcomes of money creation by banks. The findings suggest
that fractional reserve banking can inherently cause monetary instability even
when the base money, or monetary policy, is stable. Indeed, under the fractional
reserve banking system, central banks simply cannot entirely control money stock.
This can partially explain why (i) the quantitative easing policies recently intro-
duced in Japan, U.S.A. and E.U. countries have all failed; and (ii) why debt is con-
tinuously mounting in these countries. The main conclusion is that these repeated
failures are policy-proof, and are due to the design of the debt money system itself,
which suggests that they can only be remedied by a re-design of the macroeco-
nomic and financial system. It is argued that the public money system has the po-
tential to provide a promising solution to the problems caused by the debt-based
financial system. The main tenets of Islamic finance, including the notion of risk-
sharing and prohibition of interest, are fully consistent with the principles of bank-
ing and financial practices under the public money system.
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In Chapter 7, Othman argues that growth-enhancing policies pursued with the
objective of achieving sustainable economic development have to focus more on
the real sector of the economy rather than the financial sector. The recurrence of
debt crises continues to generate serious arguments about the fundamentally insta-
bility of conventional financial systems and the effectiveness of macroeconomic
policies. The study focuses on the inherent constraints and limits of standard mac-
roeconomic policies, and the potential merits of alternative fiscal and monetary pol-
icies based on risk-sharing finance.

The chapter introduces some proposals for fiscal reform including Equity
Participation Shares (EPS), which represent a risk-sharing structure capable of replac-
ing government debt in the financing of fiscal deficit and development expenditures.
The EPS instruments are asset-backed by government development projects, with a
rate of return that is function of the rate of return in the real sector. The EPS issuance
allows for a broader public participation in economic activities, and sharing of returns
in the real economy. The simulation results based on the Malaysian economy indicate
that EPS can indeed constitute a good substitute for interest-bearing government
bonds, thereby gradually reducing the debt service. The interest payments, and hence
government spending, can be reduced to the extent of the diminishing amounts of bor-
rowing. Since the return on EPS-investment vehicles depends on the return on govern-
ment portfolio of development projects, no costs accrue to the government out of EPS
issuances. The analytical evidence suggests that EPS schemes can, indeed, promote fi-
nancial inclusion as more equitable opportunities to access the wealth of the nation
are provided to all segments of the society regardless of wealth and income levels. The
positive distribution of income to participating stakeholders would, in turn reduce, the
oligopolistic nature of rent seekers and riskless financial intermediation.

Part III presents some analytical studies in the emerging area of statistical micro-
economics of asset prices and equity investment portfolios. In Chapter 8, Baaquie
and Maghrebi provide a synthesis of theoretical models of the behavior of asset
prices based on the formalism of statistical physics. The statistical theory of com-
modity prices developed in previous studies is formulated based on the microeco-
nomic action functional. The empirical evidence from single and multiple spot
prices lends strong support to the principal assumptions of the statistical formula-
tion. Futures prices are also modelled in the context of a two-dimensional statisti-
cal field and a non-linear Lagrangian is postulated. The chapter argues that the
demand and supply functions should not be defined by market forces driven by
consumer sovereignty, short sales, margin trading, and scarcity of resources, but
by genuine factors related to resource abundance, rational constraints on con-
sumer behavior and asset-redistribution based on risk-sharing.

Some perspectives from Islamic finance and economics are also considered in
the discussion of the statistical microeconomic modelling of asset prices. In particu-
lar, the focus is made on the role of risk-sharing in shaping the microeconomic action
functional. Risk-sharing is regarded as the defining principle of Islamic finance, and
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future research may shed some light on its role within the unifying system and mech-
anisms underlying the demand and supply of securities, asset pricing, and exchange
relations in the economy. Further analytical research may shed light on an integrated
framework for asset pricing that unifies production, exchange and consumption, and
supersedes the separate and independent modelling of supply and demand.
Statistical microeconomics may provide a better understanding of the dynamics of
asset prices and market forces based on an unconventional set of economic princi-
ples reflecting resources abundance, rational constraints on consumer behavior, and
asset redistribution based on risk-sharing.

In Chapter 9, Sadr and Gholami argue that monitoring strategy may be part of
the reasons for the insignificant share of participation from Shariah-compliant
products in the balance-sheet of many Islamic banks. The empirical literature sug-
gests that effective monitory by banks can mitigate the risks associated with profit-
loss sharing arrangements and raise the bank risk-adjusted returns. Under the as-
sumptions of efficient markets and complete information, equilibrium returns are
commensurate to systematic risk. The violation of these assumptions may lead to
arbitrage opportunities where assets are priced independent of the degree of risk
undertaken. The benefits of risk diversification can be inhibited by the absence of
timely and accurate information. Therefore, information gathering plays an essen-
tial role in investment decisions, portfolio rebalancing and proper functioning of
markets in exchange economies.

The regression analysis based on pooled data on risk-sharing arrangements un-
dertaken by the Agricultural Bank of Iran allows for tests of the hypothesis that the
monitoring effects on the efficient portfolio allocation of portfolio assets are signifi-
cant. The evidence indicates that the benefits that can potentially accrue from the
implemention of monitoring policy are likely to exceed the incurred costs. Thus,
there are strong incentives for Islamic banks to adopt monitoring policies, as infor-
mation is crucial for investment analysis, portfolio rebalancing, and a better under-
standing of the return-generating process.

In Chapter 10, Raza, L’Huillier and Ashraf examine the empirical issue of whether
the choice of weighting strategy affects the performance of Shariah-compliant equity
portfolios under different market conditions. It is argued that Shariah-compliant in-
vestment guidelines, albeit explicit on the selection screens of stocks, are rather silent
on the weighting methods used in the construction of Shariah-compliant equity port-
folios. The market capitalization-weighted strategy and smart-beta strategies, which
represent fundamental value-weighted, equal-weighted, and low-risk weighted
strategies, exhibit different risk and return characteristics that cannot be ignored.
Markov-regime switching models are used to capture nonlinearities in the behav-
iour of returns on a sample of active constituent firms from S&P 500 index, with
shifts between two market regimes –high regimes for bullish markets and low re-
gimes for bearish markets.
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The empirical evidence suggests that shifts between market regimes have signifi-
cant implications for Shariah-compliant equity portfolios, with asymmetric effects on
the performance of market-capitalization and smart-beta portfolios. Whereas market-
capitalization and fundamental value-weighted strategies perform better under bull-
ish and less volatile markets, low-risk strategies can be useful for risk-hedging pur-
poses with respect to bearish and more volatile periods. Thus, the existence of
different regimes governing the behavior of economic and financial variables in the
realm of Islamic finance is not negligible. The large family of regime-switching mod-
els can be useful in gaining a better understanding the dynamics of Islamic capital
markets, and their dependence on latent states of the real economy. The econometric
modelling of equity returns allows for rational rebalancing of Shariah-compliant port-
folios depending on prevailing market regimes, and for rational regulation based on
on a proper understanding of the complex market dynamics, and risk-hedging
strategies.

In Chapter 11, Hamzah reviews the development of various structures of sukuk
or so-called Islamic bonds, and discusses the implications of sukuk allocation for
portfolio risks. While sukuk are usually regarded as Shariah-compliant alternatives
to debt instruments, these particular modes of financing have nonetheless been
the subject of serious criticism and suspicion about their reliance over the risk-
transfer mechanism and resemblance to conventional bonds. The modelling of op-
timal sukuk portfolio is based on the mean-variance analysis, which is useful in
understanding the trade-off between risk and return. The Chebyshev theorem is ap-
plied to determine the probability of default for the efficient sukuk portfolios. The no-
tion of default is based on the premise that sukuk constitute a variant of fixed-income
securities. The analytical evidence suggests that the probability of default increases
monotonically as the proportion of debt-like sukuk increases and that of equity-based
sukuk decreases.

It is noted that in Islamic finance, pre-determined rates of return are substituted
by ex-post and observed rates of return on investment. Thus, the notion of risk-free
asset with pre-determined payoffs is not permissible. But given the increasing prob-
ability of default for portfolios with higher proportions of debt-like sukuk, even the
recourse to sukuk investment in pursuit of risk-free rates of return is shown to be
not without risk. These analytical findings reinforce the notion that Islamic finance
should be driven by instruments based on the principle of risk-sharing rather than
the widespread practice of merely mimicking conventional bonds. The future devel-
opment of sukuk, and indeed of the entire financial system, rests on a clear distinc-
tion between risk-transfer and risk-sharing, which is essential to ensure financial
stability.

In Chapter 12, Sadr demonstrates that the set of Shariah-compliant instruments
used to finance private and social enterprises are complementary and serve both
the interests of investors and the welfare of unprivileged groups. It is shown that
the implementation of Shariah rules would lead to the restructuring of the economic
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system in ways that integrate the financial and real sectors, and flows of income
generated in the former are intrinsically linked to real assets in the latter. Thus,
speculative activities are reduced, with both sectors growing in tandem ensuring
thereby a stable flow of national income.

The analytical tests are based on a system of simultaneous equations, reflecting
investment, capital accumulation and production functions. The simulation results,
which are based on financial and economic time-series obtained from the Central
Bank of Iran, the Statistical Center of Iran, and the Management and Planning
Organization, suggest that the elimination of interest from the financial system is
conducive to a significant value-added for the agricultural sector. Thus, a consistent
and articulated transition from a ribawi to interest-free financial system can contrib-
ute significantly to sustainable growth in various sectors of the real economy.

Part IV considers various aspects of risk-sharing finance including asset-renting
and crowdfunding, as well as financial consumer production. In Chapter 13, Beck,
Iqbal, and Mutlu examine the profit-loss sharing, or risk-sharing, aspect of Islamic
banking, and address the question of whether a more prominent role for Islamic
banks is associated with higher intertemporal risk-sharing and consumption smooth-
ing. The study relates the importance of Islamic banks to the degree of consumption
smoothing in an economy by regressing changes in consumption on changes in in-
come, and uses the consumption-smoothing parameter as a proxy for risk-sharing in
a country. An attempt is made to test the proposition that Islamic banks operating on
profit-and-loss sharing financial agreements rather than debt contracts can facilitate
better intertemporal risk-sharing. Based on Penn World Tables, and the Bankscope
and IBIS databases, as well as different balance-sheet measures of bank valuation,
there is no clear evidence of significant relationship between intertemporal risk-
sharing and the market share of Islamic banks. However, a closer examination of the
composition of financing contracts by Islamic banks reveals that mudarabah invest-
ment accounts on the liabilities side of balance sheets have a stronger relationship
with intertemporal risk-sharing.

It may not be surprising, indeed, that the contribution of Islamic banks to risk-
sharing remains statistically, if not economically, insignificant. Under the current
state of affairs, it is rather difficult for Islamic banks to contribute toward risk-
sharing in a more meaningful manner, given the tendency to replicate conventional
fixed-income financial products, and to engage in risk-transfer activities. The pre-
vailing legal and regulatory environment is not supportive of risk-sharing finance
either. Consumption smoothing is oftern understood in terms of moderating fluctu-
ations in income with interest-bearing debt. It should be rather regarded as the nat-
ural result of differentiated governance structures that allow for broader and
participatory asset holding and prosperity sharing. The governance structures can
promote x-efficiency, system stability, employment and income, and can tangen-
tially smooths consumption as well. Thus, the emphasis should be placed on the
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development of financing modes and promotion of regulatory measures that are
more consistent with the principles of risk-sharing.

In Chapter 14, Akın and Iqbal examine the questions of whether and how differ-
ent modes of financing have asymmetric effects on SMEs access to finance, and to
what extent the access can affect firms in terms of performance and growth. Debt fi-
nancing, or money renting, requires collateral and shifts financial risks to borrowers,
creating serious constraints for SMEs. In contrast, asset renting, or leasing leading to
ownership, is associated with lower collateral requirements, and it is also founded
upon the concept of risk sharing. The empirical tests are based on a group of SMEs in
member countries of the Organisation of Islamic Cooperation (OIC), with sample ob-
servations obtained from the World Bank Enterprise Survey database.

It appears that access to finance is more acute problem for SMEs in OIC member
countries compared to their peers in the rest of the world. As financial services in
these countries are dominated by the banking sector, the collateral and conditions
attached to loan contracts constitute the main impediments to finance. The natural
result is that many SMEs in the region remain credit-constrained, with growth po-
tential diminished in line with limited access to finance, lower production and con-
strained growth strategies. Also, the availability of collateral is found to have a
positive impact on SMEs’ performance, which implies that leasing, as well as, ijarah
can constitute viable alternatives to bank lending. Thus, the empirical results sug-
gest that the renting of assets is associated with stronger benefits over money
renting. Indeed, bank lending is function not only of firm characteristics, but mac-
roeconomic conditions, institutional quality, country risk, and information asym-
metries as well. Given the fact that many OIC countries have low scores in this
respect, bank lending tends to depend solely on the existence of collateral and
credit history, or lack thereof. In effect, bank lending may not necessarily increase
even if the conditions attached with collateral are relaxed. In light of these condi-
tions and empirical evidence, it is important to switch toward leasing-based op-
tions, which can facilitate and increase the access by SMEs to finance in the OIC
member states.

In Chapter 15, Torabi and Mirakhor explore the issue of how credibility and rep-
utation can be used to address asymmetric information problems related to crowd-
funding in web-based social networks. The analysis is based on the premise that
faithful agents (characterized by iman and ‘amal salih) and perceived to be compli-
ant with the rules of behavior prescribed by the Qur’an ad Sunnah (operationally
defined as taqwa), can develop also a reputation for faithfulness toward contractual
obligations, trustworthiness and credibility. A game-theoretic model of equity
crowdfunding is designed to examine the effectiveness of rule-compliant behavior.
The likelihood of success is a function of the credibility of game participants and
their faithfulness to the terms and conditions of contracts, which can reduce the
degree of moral hazard (gharar).
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The objective is to demonstrate how equity-crowdfunding contracts can be de-
signed to eliminate moral hazard and control the adverse effects of asymmetric in-
formation. It can be shown that the aggregate net surplus, or barakah, from games
including participants characterized by faithfulness is higher than that from games
with participants deprived of such fame and reputation. Thus, it is important to de-
fine a reputation index, or benchmark for fame, for users of social networks and
crowdfunding platforms, in order to assess the impact of individual levels of reputa-
tion on the crowdfunding community of financiers and entrepreneurs. It is expected
that participants are sensitive to individual actions and changes in reputation.
Thus, good reputation does not only reduce information asymmetry, it can also be
conducive to higher aggregate net surplus in equity-crowdfunding projects. Trust
is, indeed, built on good fame and reputation, which facilitates risk-sharing atti-
tudes in society, and permits the sharing of prosperity as well.

In Chapter 16, Alaabed, Masih, and Mirakhor examine financial consumer pro-
tection through supervision and market discipline channels in dual banking sys-
tems. The analysis is based on the estimation of two-step dynamic GMM models for
an unbalanced panel of conventional banks and Islamic banks in OIC member
states. The main assumption is that the principles and modus operandi of Islamic
banking have implications for the distribution of risk in the society and the nature
of relations between consumers and financial institutions. It can be argued that
Islamic banking is axiomatically aligned with greater financial consumer protection
given the Shariah requirement for financial transactions to be anchored in the real
economy, and its restrictions on the sale of debt and short selling, which reduce the
degree of leverage and systemic risk.

The authors contend that the present configuration of Islamic banking falls
short of its axiomatic potential and fails to restrain excessive risk-taking, to the det-
riment of financial consumers. These findings shed light on the crucial importance
of Islamic banking reforms and the general framework of regulation and supervi-
sion required to strengthen financial consumer protection. There are serious short-
comings in the fulfillment of requiremens for transparency and accountability. Not
only do Islamic banks fall short of their axiomatic disciplinary obligations. It is also
clear that external discipline, more broadly, fails to restrain excessive risk-taking.
Worse still, banks continue to amass liabilities, increasing thereby financial lever-
age and systemic risk. There is an urgent need for reforms to correct distortions in
the present regulatory and supervisory framework, which contribute to excessive
risk-taking and risk-shifting. Policies ought to be reshaped to ensure that losses are
borne by those, who stand also to benefit from risk enterprises and economic activi-
ties, rather than by depositors and taxpayers. There should be a shift in focus by
policy-makers toward measures that alter attitudes toward risk in the banking in-
dustry and increase disciplinary incentives for depositors.

Part V examines some operational aspects of financial institutions and the sta-
bility of the Islamic financial system. In Chapter 17, Dolgun examines the important
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issue of liquidity risk management and assesses the challenges faced by Islamic
banks in light of Basel III regulations. It is well recognized that an efficient manage-
ment of liquidity risk is central to the sustainability of bank financing activities and
protection against systemic risk. The empirical analysis focuses on the relation be-
tween liquid assets and financing assets of participation banks in Turkey. The re-
sults suggest that the introduction of new liquidity regulations may have a negative
and significant effects of bank financing in the real sector. This can be explained,
in part, by the requirement to retain higher cash-holding rations, and to invest in
high-quality liquid assets, increasing thereby the marginal costs of funds and di-
minishing the capacity of bank financing.

The chapter concludes that the problems of liquidity management by Islamic
banks should be addressed differently from their conventional counterparts. Indeed,
the evidence from stress tests indicates that Islamic banks are associated with a
shortage of liquidity and unstable funding. The Basel III liquidity coverage ratio
(LCR) requirements may lead to serious implementation challenges for Islamic banks.
If the LCR requirements are enforced upon Islamic banks, a disproportionately larger
share of bank resources would be constrained to increased cash holding due to the
chronic shortage and inadequate availability of high-quality liquid assets such as
Sukuk. These regulatory requirements are condutive to difficulties in calibrating the
balance-sheet structure to suit the practices of Islamic banks. Thus, the introduction
of appropriate regulatory measures based on the principle of risk sharing, can im-
prove the ability of Islamic banks to mitigate liquidity risk and channel more financ-
ing to the real sector. Beyond the reduction of costs associated with financial
regulation and bank supervision, the potential benefits of risk-sharing finance extend
also to greater stability of the entire financial system.

In Chapter 18, Rafi provides an antifragility framework for risk-sharing finance.
The quantitative analysis of antifragility is based on non-Gaussian probability dis-
tributions and heuristics tests. This study provides an original framework for the
quantitative evaluation of risk-sharing finance by extending and mapping antifra-
gility onto Islamic finance. Mapping a deterministic model to antifragility remains
an unexplored area, not only in the domain of risk-sharing finance, but in the general
domain of antifragility as well. It is possible to expand the quantitative methods
for interest-free models into antifragility under the modeling restrictions defined
by Taleb (2012), which are significantly more restrictive than those imposed in
other deterministic models.

This study demonstrates the antifragility of an Islamic financial system. This
property is important in light of mounting evidence about the fragility of debt-
based conventional financial systems, which can be, as shown by Taleb (2012), math-
ematically quantified following the seminal work of Mandelbrot (2004). The evidence
about the antifragility of risk-sharing finance is also consistent with earlier studies by
Mirakhor (1993) and Mirakhor and Askari (2014) about the stability of interest-free
economic systems. The inherent ability of the system to swiftly revert back to the
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equilibrium state follliwng exogenous or endogenous shocks implies that recourse to
unconventional monetary measures may be possible. Thus, interest-free financial
systems are inherently more stable than conventional systems, which are character-
ized by perpetual boom-bust cycles and require external stabilization measures.

In Chapter 19, Iqbal assesses branch n-etwork efficiency using the Data
Envelopment Analysis (DEA) methodology. The issue is important because of the
need for Islamic banks to ensure that individual branches are adequately resourced,
and that the aggregate resources, available at the level of branch network, are used
efficiently. The DEA approach has the merit of overcoming some of the shorcomings
of efficiency ratios, parametric and non-parametric methods, and balance score-
boards. It has the potential of identifying different levels of inefficiency, thereby en-
abling managers to focus on the significant factors that determine efficiency and
profitability.

Based on a branch network of an Islamic bank in Malaysia, the empirical evi-
dence suggests that it is optimal to improve scale efficiency rather than managerial
efficiency. However, managers need to ensure that additional resources are not as-
sociated with decreasing managerial efficiency. Due to the indivisibility of some re-
sources, the ultimate objective is not to eliminate inefficiency, but to ensure that
branches operate within a predetermined and acceptable threshold of efficiency. It
can be argued that as the Islamic banking sector continues to develop as an integral
part of the financial system, efficiency and profitability can provide reliable meas-
ures of development and maturity. A reliable assessment of bank efficiency de-
pends, however, on a better understanding of the role of risk sharing in Islamic
banking, and the intrinsic differences in inputs and outputs between conventional
and Islamic banks. Thus, risk sharing has an important bearing on the modus oper-
andi, efficiency and profitability of Islamic banks.

In Chapter 20, Ali assesses the impact of non-intermediation activities on the lev-
els of risk and profitability in Islamic and conventional banking. The increasingly in-
tense competition among banks has naturally reduced the ability of some banks to
raise funds, and lowered their market valuation. There are stronger incentives for
banks to compensate for the reduction in profits with income derived from non-
intermediation activities. Islamic banks are no exception to this global phenomenon.
Although the core business of banks still lies in lending activities, an increasing num-
ber of banks in South Asia have shifted to investment banking and other related activi-
ties. It is this structural shift towards non-intermediation activities that warrants
further analysis of the potential implications on bank performance. The Generalized
Method of Moments is used to test for the significance of interest-free and fee-based
income, and to assess the impact of non-traditional activities on the relative perfor-
mance of Islamic banks vis-à-vis conventional banks.

The empirical evidence indicates that, on average, banks remain profitable
over the sample period, but the degree of variability of profits remains high. There
are also positive and significant effects of non-intermediation income on bank
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profitability. These empirical findings suggest that income from non-interest fi-
nancing has the potential of improving the profitability of banks without affecting
their risk levels. An increase in total assets or capitalization is conducive to lower
bank risk. However, a greater exposure to credit-driven activities increases default
risk. Thus, it is important for Islamic banking to focus on risk-sharing activities,
which offer viable alternatives to interest-based financing. A banking sector
driven by financing strategies and modus operandi based on risk sharing has also
the potential of contributing toward a stable financial system and sustainable eco-
nomic growth.

Part VI includes some analtytical studies of the relation between income inequal-
ity, risk-sharing and asset-based redistribution. In Chapter 21, Akın, Bacha, Mirakhor,
and Iqbal address the important issue of asset-based redistribution, and contend that
asset-based redistribution driven by risk-sharing finance can address some of the
shortcomings of income-based redistribution. The chapter examines also recent find-
ings in wealth inequality related to interest-based debt contracts and increasing in-
equalities, which constitute an inherent feature of modern market economies. Wealth
inequality is at alarming levels in many developing and developed countries, as well
as OIC member states, where budget deficits and infrastructure projects are typically
financed with further debt obligations. The issue arises as to whether risk-sharing in-
struments can be useful for asset-based redistribution in addressing the chronic prob-
lems of income inequality.

A stock-flow consistent macroeconomic model is developed to gauge the signif-
icance of GDP-linked sukuk as an effective redistributive policy tool. The simulation
results indicate that redistributional benefits accrue to the lower segments of the
population without deteriorating key public accounts, including budget deficit and
public debt. Thus, the analytical evidence lends support to the argument that, as
risk-sharing instruments, GDP-linked sukuk can be implemented as an effective re-
distributive policy instrument. However, the model outputs also highlight the im-
portance of using the GDP-linked sukuk as a redistribution mechanism, which
should be supported and complemented by other policy tools, such as the effective
use of zakah and secondary markets for sukuk trading.

In Chapter 22, Aaminou and Akın explore the nexus between debt and wealth
inequality by employing an agent-based macroeconomic model. The objective of
the theoretical modelling of this relationship is to understand the implications of
high inequality on several macroeconomic variables, and in particular financial fra-
gility. The literature about the potential effects of interest-based debt contracts on
the formation of high income and wealth is, however, still scant. Previous studies
suggest that interest-bearing debt governs the formation of rents, and that rents
and capital gains are mainly responsible for worsening wealth inequality. This
study presents, perhaps, the first agent-based model in related literature to examine
the issue of whether the interest-rate mechanism constitutes a long-term driver of
inequality.
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The simulation results indicate that inequality increases as the financial econ-
omy dissociates itself from the real activity over time due to the prevalence of ex
ante interest rates in the financing of economic activities. The analysis is extended
with the substitution of interest rates with ex post rates of return to the real econ-
omy. The theoretical evidence suggests that rate substitution can have a significant
impact on the level of inequality and real GDP growth. As the economic output is
partly produced through interest-based financing of economic activities, it is natu-
ral that, in the absence of redistribution policies, an interest-based economy is con-
ducive to higher inequality, and that redistribution policies become therefore a
necessity. The simulation results suggest, however, that a remodelling of economic
activities governed by risk-sharing finance has the potential of reducing wealth in-
equality without even resorting to redistribution policies. These long-term effects
can be significant, indeed, as economic growth under risk-sharing finance is inher-
ently balanced and, thus, sustainable.

In Chapter 23, Mokhtar explores two main empirical issues related to the nature
of the relationship between GDP growth and wellbeing and the main determinants of
the latter. The analytical approach is based on Ibn Khaldun’s model of development,
which focuses on the circular relation between justice, rules of behavior, political au-
thority, wealth and the social welfare. The estimation of pooled ordinary least-
squares regression models a sample of developing economies including some
Muslim countries suggests, indeed, that the wellbeing depends more significantly
on the stability of growth rates than their significance. Wellbeing is strongly re-
lated to growth persistence and external demand, and it is function of inclusive
economic growth and quality of life. An increase in foreign direct investments,
government expenditure and savings is likely to improve wellbeing. Thus, the re-
sults lend support to the argument that the Human Development Index can cap-
ture variations in living standard that measure of wellbeing using GDP per capita
and purchasing power parity.

The empirical evidence reflects also the crucial role of efficient government,
rule of law, government spending, transparency and accountability, as well as fis-
cal and trade freedom. Thus, the focus should be made on the government’s ability
to formulate and implement sound social and economic policies, and on the effi-
cient allocation of public expenditure to promote the private sector. It is important
for Muslim countries to promote wellbeing by addressing the chronic issues related
to accountability, governance, and efficiency. Economic policies that focus solely
on the immediate short-term effects on economic growth may bring little remedy to
the long-term social effects of income inequality. It is only a coherent approach to
development integrating the economic, social and human dimensions that has the
potential to improve welfare and wellbeing.

Finally, Part VII considers the nexus between Islamic finance, economic growth
and human development. In Chapter 24, Imam and Kpodar investigate the relation-
ship between the development of Islamic banking and economic growth for a
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sample of low and middle-income countries. An attempt is made to answer the
question of whether the development of Islamic banking is good for growth. The
issue is important because Islamic banking has unique characteristics that differ
from conventional banking, and appear to be better adapted to less developed
economies in the Middle-East, sub-Saharan Africa and Asia.

The empirical analysis is based on System GMM estimation, which can be use-
ful in controlling for endogeneity bias in testing the effects of Islamic banking on
growth for a panel of developing economies, including OIC member states. The re-
sults show that, despite its relatively smaller size compared to the entire economy
and the financial system, Islamic banking is positively associated with economic
growth even after controlling for various determinants, including the level of finan-
cial depth. The results are robust across different model specifications, sample com-
positions, and time periods. The empirical results indicate that many Muslim
countries that currently suffering from low growth may consider the design and im-
plementation of policies that reinforce the role of risk-sharing in further developing
this important part of the financial system.

In Chapter 25, Dieye provides an empirical analysis of economic stability and
growth for developing countries in the Muslim world. Economic policies are tradi-
tionally based on monetary and fiscal solutions that, while providing short-term
remedies to financial crises and economic recessions, tend to perpetuate the cycle
of credit expansion, debt defaults, and economic austerity. The different paradigm
of Islamic economics may offer, however, more viable alternative economic solu-
tions. The new proposal for policy framework replaces traditional variables of mac-
roeconomic adjustment with counterparts from Islamic economics, such as the rate
of return to the real economy instead of interest rates.

The simulation exercise is based on the economic conditions of Senegal, the
African and predominantly Muslim country, which offers an interesting example of
a developing country with rich resources that can be optimally leveraged to address
economic and social challenges. The evidence suggests that macroeconomic models
based on the principles of Islamic economics can present a viable alternative to
conventional models. The simulation results present, indeed, new perspectives on
the need to reduce the propensities to consume and to import, which is in line with
the Islamic rules of moderation in consumption. It sheds light also on the need for
agricultural output adjustments to achieve domestic self-sufficiency, and for fiscal
adjustments based on expenditures rather than taxation to attain higher levels of
real GDP, total investment, and exports. Thus, the Islamic economic model allows
for the formalization and quantification of the institutional and individual rules of
conduct, and the assessment of the relation between behavioral rules and economic
performance. The analytical framework can be also extended to examine the impact
of risk-sharing finance, and the importance of the rate of return on the real sector for
monetary, and fiscal policies. Islamic economics offers, indeed, new perspectives on
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institutional rules and behavior, which can contribute to the development of new in-
stitutional economics.

In Chapter 26, Akther-Uddin, Saiti, and Masih examine the relationship be-
tween human development, financial development, and economic growth using the
dynamic Two-Step System Generalized Method of Moments for a large sample of de-
veloped and developing countries. The objective is to understand the significance
of this nexus for OIC member states relative to other developing countries. It is
noted that per capita real GDP growth rates in OIC-Asian countries have been rising
significantly since the start of the twenty-first century, but still at slower rates than
other developing countries. The estimation results suggest a positive relation between
economic growth and human development indicators, such as the average years of
schooling and the ratio of healthcare spending to GDP. In contrast, economic growth
seems to be negatively correlated with financial development measured in terms of do-
mestic credit to private sector and bank deposits, among others.

There are several policy implications, including the need to increase healthcare
spending, and focus on investment in human capital accumulation. To avoid brain
drain, it is also important to develop production and services industries to create
job opportunities for graduates from institutions of higher learning and vocational
schools. The focus should be made also on institutional development, macroeco-
nomic stability, capital formation, and industrialization, which are crucial fo sus-
tainable growth in Muslim countries. Since sustainable economic development
depends on financial system stability, it is crucial for OIC countries to develop a
robust Islamic finance industry based on the principle of risk-sharing, which
strengthens the relation between the financial sector and the real economy.

Finally, in Chapter 27, Mydin and Mirakhor examine the issue of whether natu-
ral resources impede rather than contribute to economic growth in Muslim coun-
tries. The resource curse is descriptive of economic conditions where natural
resources are negatively linked with economic development and growth. The issue
is important in light of the relatively poor economic performance of oil-producing
OIC member states. The literature suggests that this economic puzzle can be partly
explained by institutional failure, which induces counter-productive behaviors
such as rent-seeking, patronage and corruption.

The empirical evidence using the Pooled Mean Group (PMG) method for dy-
namic heterogeneous panels is, indeed, indicative of resource curse effects on the
OIC economies. There are apparent weaknesses in the quality of institutions, which
constitute the premise for resource curse. Poor institutional scaffolding naturally re-
sults in repeated policy failures and economic imbalances that tend to affect the
poorest and weakest segments of society, particularly during financial crises and
economic downturns. There is a pressing need to improve the quality of institutions
by adopting an Islamic institutional framework that offers economic and social jus-
tice in countries that profess Islam and seek prosperity for all. In the divine teach-
ings of Qur’an and Prophetic tradition, or Sunnah, lies a wealth of remedies to the
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resource curse and plight of oil-rich countries. The evidence of resource curse re-
flects fundamental problems related to the implications of faith and positive atti-
tudes. It is natural that the concentration of power, poor governance, and lack of
accountability result in increasing wealth disparities. Asset-based redistribution
can provide some remedies to the resource curse. But no amount of rules and regu-
lations can be effective without significant changes in attitudes toward wealth accu-
mulation and income redistribution.

In light of the brief introduction of this unique collection of analytical studies,
it is clear that risk-sharing constitutes a common thread that connects important
issues that are germane to the ongoing debates about economic uncertainty and fi-
nancial instability, about interest rates and policy uncertainty, about debt and fi-
nancial crises, about financial institutions and financial consumer protection,
about inequality and income redistribution, and about the relation between finance
and development, inter alia. As risk permates many aspects of human life and eco-
nomic actitivies, risk sharing can certainly play a central role in the distribution of
risk in the society, and the setting of effective institutional and individual rules of
behaviour that govern production, exchange, allocation, and distribution, as well
as (re)distributive justice.

Thus, the principal conclusions that can be drawn from these analytical studies
are broadly consistent and robust, despite differences in theoretical modelling, em-
pirical testing, and logical analysis. The overriding objective of this Handbook of
Analytical Studies in Islamic Finance and Economics is to rethink the role of econom-
ics from an Islamic perspective, and to demonstrate the relevance of Islamic eco-
nomics as a useful field of knowledge that is amenable to the same analytical
methods used to test standard economic propositions. Given the fundamentally dis-
tinct paradigms, it is natural that different logical arguments may be articulated,
different solutions to the same problems of human development may be advocated,
and different remedies to the same challenges of economic growth may be pre-
scribed. As the axes of modern economy and Islamic economy remain distant, con-
vergence necessitates a redefinition of modern homo-economicus and a profound
consciousness about the moral imperative that drives human action. It is incum-
bent upon Islamic economics, as a discipline, to present an analytical framework of
the Qur’anic vision of ideal economy that serves the purposes of an intelligible eco-
nomic universe of discourse.
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