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in Perspective 
This editorial seeks to identify the missing dimensions of Islamic eco- 

nomics and the Islamic dimensions of East Asian economies. In doing so, 
it advances a critical review of the present discourse on Islamic economics 
and highlights some of its oversights. At the outset, it must be clearly 
understood that I am not critical of the very idea of an Islamic economics. 
I think that at a time when global intellectual leadership has been usurped 
by those who consciously subvert the idea of the divine and the role of 
divine mandates in the organization and governance of human affairs, 
Islamic economics, like Islamic philosophy and Islamic social sciences, has 
succeeded in at least presenting a paradigmatic alternative that still main- 
taines the centrality of transcendence in human existence. 

While I am all for sustaining the resistance to secularization of all knowl- 
edges, I am critical of the current discourse on Islamic economics because 
of its disconnection between theory and practice and because, for reasons 
that have not been explored systematically but are intuitively discernable, 
it has made Islamic economics synonymous with' interest-free banking. 
Many important elements of Islamic economics are completely ignored or 
even suppressed. Perhaps this may be a reason why Islamic economies 
have not really materialized. The importance of these less studied princi- 
ples can be discerned by studying how they have played a cardinal role in 
the world's fastest growing region, East Asia. I intend to show how East 
Asian economies have institutionalized Islamic principles in their contem- 
porary economic practices and are harvesting great benefits. It is ironic that 
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the oversight that prohibits most Islamic economists from looking at any- 
thing other than interest-free practices has precluded them from even rec- 
ognizing the existing Islamic practices in “other economies.” 

The Mythology af Islamic. Ecsnsmics 
The only element of Islamic economics which has enjoyed limited appli- 

cation, is interest-free banking. The limited amount of empirical work one 
encounters in the discourse on Islamic economics is confined to discussing 
and fine hmhg the problems and extant solutions (like murubuha) of com- 
mercial lending without the institution becoming a full partner or a pure 
lender. The former would discourage deposits and the latter is forbidden. 
For some mysterious reason, Islamic economists have chosen to make 
absence of interest and not the abscence of injustice the defining character- 
istic of an Islamic economy. While usurylribu is indeed forbidden, the 
widespread assumption that the absence of ribu/interest alone is necessary 
in an economy for it to qualify as Islamic is puzzling. 

Despite the growing agreement that interest is ribu, I believe that there is 
more to ribu than interest. When we describe ribu as interest we do injus- 
tice to it by limiting it. In a way, all kinds of isrcrf(excesses) constitute ribu. 
Anyway, even if we accept that ribu and interest are similar institutions, 
why should it be necessarily absent from an economy. Ribu is forbidden for 
Muslims not non-Muslims, and non-Muslims are not banished from 
Islamic economies, are they? Even in the early Medina economy, some 
ribu did existent. Muslims were forbidden from taking or giving ribu, but 
non-Muslims, who under the Medinan covenant were allowed to practice 
their own law, freely gave and took ribu. These same non-Muslims also 
bought and sold goods in the same market places as the Suhabuh. 
Therefore, the Medinan economy was not an Islamic economy if the 
absence of interestlusurylribu is made a litmus test for defining an econo- 
my as Islamic. 

The solution to the puzzle of why Islamic economics is reduced to 
Islamic banking can be gleaned from two contemporary conditions. First, 
the absence of an Islamic political economy and, second, the lack of 
autonomous markets/economies. The fmt is easy to understand. In many 
parts of the Muslim world the existing political structures are not specifi- 
cally geared toward realizing an Islamic society. Many of the legal codes 
have been borrowed/imported wholesale from colonial regimes. Not only 
are the polities based on non-Islamic jurisprudence, but also the program of 
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liberalization of Muslim economies, often dictated by the International 
Monetary Fund (IMF) and the World Bank or conditional foxign aid, is 
based on assumptions far from Islamic in their origins. Foreign norms and 
new economic policies, serving the interests of globalization rather than 
Islamization, undermine the prospects of Islamic political economies tak- 
ing root in the Muslim world. 

The global economy has increasingly become interdependent. The com- 
plex netwmk of exchanges of raw material, intermediate goods, finished 
products, capital, labor and technology, in addition to the multilayered 
ownenhip of the modes of production across borders generating multiple 
forms of traffic in goods - inter-industry, intra-industry, inter-fm and 
intra-firm - has made it impossible for any society to carve out an 
autonomous economic arena where “local norms” can be implemented or 
enforced. Moreover, the global norms that shape the character of the glob- 
al economy are dictated by the most powerful players in the system - the 
United States, Japan, and the European Union. Even though Muslim soci- 
eties are not as deeply embedded in the interdependent dimension of the 
global economy (except for the biggest oil exporters), they remain highly 
dependent on the global economy. Interdependence undermines autonomy 
and limits the scope for Islamization of economies. 

This double jeopardy precludes the development of an Islamic political 
economy and reduces the role of Islamic principles in the economic arena. 
While global governance and interdependence prevent the Islamization of 
economies, they have little bearing on the discourse of economics generat- 
ed by Muslims. Thus one sees the rapid Islamization of economics without 
any concomitant practical effect. The growth of oil-generated surpluses in 
some Muslim countries has allowed some degree of freedom in the bank- 
ing industry and thus the advances in Islamic economics have translated 
into limited Islamic banking practices. 

While it is easy to understand the conditions which limit the realization 
of an Islamic economy, namely, the absence of an Islamic political econo- 
my and the lack of autonomy, the limits on the discourse are difficult to 
comprehend. Why has riba alone taken center-stage? Why are other aspects 
of Islamic economy, such as ‘ad (iustice), zakah (distriiutive justice) pro- 
hibition of isrq, falab (welfare), been ignored or marginalized? W h y  have 
not issues such as equality of opportunity, public welfare, frugality, chari- 
ty, just wages, compulsory education, transparency in fiscal policies, ihti- 
s& commissions on isrq, discrimination in the work place, poverty allevi- 
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ation, redistribution of wealth, attracted the attention of scholars seeking to 
Islamize economics? There is no evidence either in the Qur’an or the 
Prophet’s (Pbuh) traditions which suggest a hierarchy of Islamic economic 
values. There is no evidence that ribu is worse than isriifor that instituting 
‘ad1 is less important than prohibiting riba? We do know that the Qur’an 
places social justice as the second most important value after individual 
virtue ( 5 8 ) .  So why are we ignoring the issue of justice? Why is Islamic 
economics not synonymous with “just economics” and not just interest-free 
banking? 

While we are in this critical mood, let us explore other fundamental 
aspects of Islamic economics. Can we have an Islamic economy without 
first realizing an Islamic polity? Is Islamic economy autonomous of Islamic 
governance? Can we have Islamic economic practices while the rest of the 
society is living according to the Swiss or the French legal codes? What is 
an Islamic economy? Is it a set of norms or practices of Muslims? Is it nec- 
essary that those who claim to practice Islamic economics be Muslims? 
What it the purpose of Islamic economic principles? Are they given by God 
to test the believers’ commitment to Islam, meaning that they add to the cost 
of economic transaction and undermine the efficiency of the economy? Or 
are they principles which enhance the capacity of the economy to fulfill the 
aspirations of the people and actually contribute to development? 

I believe that the principles of Islamic economy as revealed in the Qur’an 
improve the quality of the economy by encouraging the good and forbid- 
ding the harmful. They increase justice, decrease extravagance, increase 
welfare, decrease exploitation, increase equality and fairness, and under- 
mine discrimination. These are principles that enhance the overall well- 
being of the people. I do not believe that being a Muslim is a prerequisite 
to implementing these principles and benefitting from them. In the subse- 
quent section, I shall seek to demonstrate that many of the Islamic eco- 
nomic principles, so blatantly ignored in the Muslim world are widely prac- 
ticed by other societies who have profoundly benefitted by them, in partic- 
ular by the East Asian economies, whose performance in the last three 
decades have earned the praise, envy, and admiration of all and has been 
labeled collectively the “East Asian Miracle.” 

The Theology of East Asian Economy 
In this section, I intend to explore some of the more widely circulated 

explanations for the East Asian economic miracle. In doing so, I will iden- 
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ti@ three very important ingredients of the miracle - high savings, con- 
sultative decision making, and more even distribution of wealth - and 
argue that these are indeed the elements one should expect to find in the 
hypothesized Islamic economy. Sadly, while Muslim economists pay scant 
attention to these Islamic values, non-Muslims who assiduously adhere to 
them continue to benefit from their virtues. 

The phenomenal development and growth sustained by East Asian 
economies for over three decades remains one of the most fascinating 
aspects of the twentieth century. Dubbed repeatedly by World Bank and the 
IMF as the “East Asian Miracle,” the growth of East Asian economies has 
attracted the attention of scholars from both the East and the West. 
Developing countries have been trying to model the growth patterns of 
Japan to emulate them, while Western nations study these economies with 
fear and uncertainty, as it is becoming increasingly clear that East Asia will 
eclipse the West in the economic arena. Already Japan, the World’s second 
largest economy, has exceeded all Western countries, in particular the 
United States, when it comes to indicators of wealth and prosperity such as 
balance of trade, per capita income, life expectancy, and current reserves. 

Western scholars, particularly after the end of the cold war with Western 
priorities shifting from security concerns to economic concerns, have pon- 
dered the miraculous development of East Asia and its implications for the 
global economy and the balance of economic power. Many explanations 
have been advanced. Some superficial and some profound. Regardless of 
the character or the nature of the narrative, all agree that the outstanding 
feature has been the sustained nature of East Asian growth. It is not the 
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wealth of these societies which is the issue here, it is their ability to identi- 
fy and institutionalize policies which consistently bring remarkably high 
growth rates, sometimes even in double digits.' 

For analytical purposes the East Asian region is usually divided into five 
subregions. The first subregion is Japan. Japan is very distinct from the rest 
of the region and in a moment we shall see why. The second subregion con- 
sists of South Korea, Taiwan, Hongkong, and Singapore, which are called 
the Asian Tigers or the NIEs (Newly Industrialized Economies). The third 
region includes Malaysia, Indonesia, and Thailand. The fourth region is 
China, and the fifth includes North Korea and the Philippines. Each region 
has its unique quality. 

Japan remains Asia's only nation to have industrialized in the nineteenth 
century and it actually lagged only four decades behind the English indus- 
trial revolution. Japan has been growing in a fashion very similar to the 
Western world. It too shifted from agriculture to industry in the late nine- 
teenth century, went on an imperial binge and colonized China and Korea 
and much of the region. It was a principle player in the Second World War 
and, despite the devastation in that war, continued to grow and prosper. 
China Is a world by itself. It has joined the Asian economic march very late 
but is doing a great job of catching up. North Korea and the Philippines are 
remarkable only for their failure to benefit from the overall growth in the 
region. Malaysia, Indonesia, and Thailand have enjoyed high growths like 
the NIEs, but unlike the NIEs a lot of it comes from an initial reliance on 
natural resources. Also their per capita incomes is still below $lO,OOO. No 
doubt they are growing rapidly, but they are not as advanced or as prosper- 
ous as the NIEs. Our focus in this editorial is on the NIEs. 
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There are many theories that seek to offer explanations for the miracu- 
lous performance of East Asia’s NIEs. The simplest explanation, and the 
one preferred by East Asians, is the political culture argument. This argu- 
ment suggests that there is something inherent to Confucian values, such as 
respect for order and harmony, that has facilitated this Asian miracle - 
development and prosperity without the negative aspects of modernity, 
declining moral values, disintegration of the family structure and growth of 
crime and drugs, which have plagued Western societies. Indeed, the amaz- 
ing growth of societies with little or no natural resources, Hong Kong, 
Singapore, South Korea and Taiwan, is largely due to the diligence, inge- 
nuity and hardwork of their human resources, who have one thing in com- 
mon - the Confucian way? 

In other societies in the region like Indonesia and Malaysia where Islam 
dominates, natural resources have played as much a role in development as 
have human resources. For example, oil for Indonesia and tin and rubber 
for Malaysia. But even in these places, it is the Chinese who have domi- 
nated industrialization and most of the investments and technology has 
come from Chinese conglomerates. But there are many flaws in the politi- 
cal culture agrument. If Confucian values are singularly responsible for the 
East Asian growth, then why didn’t these values provide this growth earli- 
er, why did it happen only after the 1960s? More importantly, why haven’t 
these values vitalized other societies which also adhere to the same princi- 
ples? Of course, one may argue that once development took place, Asian 
values may have protected these newly modernized societies from plung- 
ing into moral decline like some of the Western societies. But that idea 
remains a thesis which has not been subject to serious empirical explo- 
ration. Nonetheless, the theory of Asian/Confucian values provides Asian 
leaders with great fodder for their after dinner speeches in foreign capitals 
but nothing more. 

The political economic explanation of the East Asian growth, though 
inadequate, offers much more important clues to understanding the East 
Asian miracle. According to this perspective, the two most important ele- 
ments of the growth have been the role of a benign and authoritarian state 
that has single mindedly pursued economic growth and the role of the 
United States, which has provided security guarantees, foreign and devel- 
opment aid, open and unfettered access to its markets without any recipro- 
cal gesture, and a continuous flow of technology from both itself and 
Japan? 
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The United States has pumped over $20 billion dollars in foreign aid into 
the region, subsidized defense and provided necessary infrastructural sup- 
port for establishing capitalist economies. Currently, the East Asian Tigers 
run a positive balance of trade of about $55 billion with the United States 
annually.“ The prosperity of Japan has also assisted the region, as it has 
increasingly become a “Japanese zone of co-prosperity.” The fear of 
NAFTA (North American Free Trade Agreement) and the European Union 
has driven Japan toward providing more financial support, through FDI 
(foreign direct investments), ODA (official development aid), consumer 
lending, and lending through multilateral institutions such as the Asian 
Development Bank, whose primary sponsors are Japan and the United 
States. Japan is also opening up its markets for East Asian products by 
exporting them intermediate goods and important finished goods. But 
Japan runs a positive trade balance with East Asia and the deficit is made 
up by the American market.5 Thus, in many ways the East Asian miracle is 
dependent on American and Japanese markets, investments and technolo- 
gy transfers, besides American security guarantees and an open market 
policy even in the face of heavy trade barriers to American goods. 

The international political economy (IPE) approach sheds light on many 
aspects of the development phenomenon, technology, resources markets, 
but there are some elements of the process, such as savings rate and fru- 
gality, consultative decision making, and equitable distribution of wealth, 
which cannot be explained through IPE models. These are the elements 
which are not only crucial for understanding East Asian growth but are 
also, in my opinion, elements of an Islamic economy. Perhaps these are 
qualities which the Asian people hold in common due to their common 
Confucian heritage. But they are found not only in the Chinese dominated 
East Asian countries but also in Japan, Malaysia, and Indonesia which are 
predominantly Muslim societies. It is widely accepted that these three ele- 
ments have played a key function in the East Asian miracle. I humbly sub- 
mit that these very same elements would also constitute key elements of an 
Islamic economy. 

I s I a mi c E c Q n e, m i c P r i n c i p I es : Avo i el i n g Isr& 
In verses 17:27 and 7:31, the Qur’an condemns isrdfor wasteful expen- 

diture. Some Islamic economists also recognize the prohibition of isrdf or 
the sanction against wasteful expenditure/consumerism as an important 
principle of Islamic economics.6 While richer Muslim societies in the past 
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and the present are outstanding for their grandiose consumption patterns, 
East Asian economies are remarkable for their high savings rates of 30 to 
40 percent of GDP, which they have maintained for nearly four decades? 
These savings rates play a major role in the miracle of East Asia. 

High savings has enabled these societies to finance their own growth and 
avoid the foreign aid trap which has been the bane of many underdeveloped 
countries. Many countries, in the hope of sparking growth, have borrowed 
heavily from foreign countries and multilateral institutions. The debt bur- 
den, and sometimes just the cost of servicing these debts, has crippled many 
economies. But East Asians, thanks to their high savings (sometimes even 
required, as in Singapore), have managed to finance much of their capital 
need. Indeed, the enormous capital accumulation which has resulted from 
these savings has made East Asian economies capable of making foreign 
direct investments (FDI) in the United States and China. East Asia has 
shown that avoiding isr& something which Islamic economists have only 
talked about as a minor addendum to interest-free banking, can play a sig- 
nificant role in economic growth and autonomous development. 

Cansultative Governance 
An important principle of Islamic social organization is the principle of 

shura or consultative decision making. The Qur’an advises Muslims to con- 
duct their affairs through a process of mutual consultation (3:159). The 
Qur’an also considers as blessed those who conduct their affairs through 
mutual consultation (42:38). The contemporary discussions among 
Islamists, Western scholars of Islam, and many Muslim intellectuals about 
the form democracy would take within an Islamic ethos, centers around the 
concept of shuru.8 While there is little clarity on what an Islamic democra- 
cy or shurocracy would look like, there is widespread agreement that shuru 
or consultation is not just a desirable but a necessary ingredient of Islamic 
governance. Given the centrality of consultation to management of Islamic 
affairs, it is remarkable how little attention Islamic economics/economists 
pay to shuru and its role in Islamic economics. 

East Asia now manifests some transition to democracy in Taiwan and 
South Korean. During the miracle years, they were either single party 
authoritarian regimes or military dictatorships. Nevertheless, these places 
demonstrated a remarkable degree of state-society interface and many of 
the policies advocated by the government were those desired by the eco- 
nomic sector. The social policies also reflected the popular will; therefore, 
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these states had little problem in implementing effective policies over 
decades. The confidence that they were able to generate in the society came 
from their ability to understand and pursue the goals of the society at large 
and, therefore, the policy outcomes were more consultative than authorita- 
tive. In an interesting fashion, these East Asian states were ruling with both 
consent and through cooperation of the ruled without actually creating 
Western style democratic institutions? 

The governments created consultative bodies, called advisory commit- 
tees, which were composed of leaders from the society and the state 
(bureaucrats and politicians). The governments also facilitated the devel- 
opment of associations and chambers of commerce which became their 
partners in collecting industry information and devising development 
strategies to optimize the joint resources of the public and private sector. 
These consultative bodies (yes! this is exactly what they are called) creat- 
ed multiple levels of interface between the rulers and the ruled, in many 
ways “tying the hands of the rulers.” The governments always sought to 
build consensus in order to facilitate a harmonious sOciety.’O These inter- 
faces helped legitimize the rulers and enabled the ruled to systematically 
give their input to policy making. Trust and cooperation emerged and state 
and society became partners in the pursuit of economic development and 
social welfare.” Henry Rowen, in his “Overview,” uses a headline to 
describe this phenomenon in Qur’anic terms.12 He calls it: “Understanding 
good and avoiding or abandoning bad policies” resonating the Quranic 
injunction: “Enjoin what is good and forbid what is wrong”! (31:17). 

Consultative governance, or shuru, has clearly played a significant role 
in the miraculous development of East Asian economies. What is striking 
about this is that East Asian societies have discovered the merits of Islamic 
decision making either through trial and error or through their own 
Confucian tradition and have demonstrated its merit. 

Bi st ri butive justice 
While there are only seven verses in the Qur’an that prohibit interest 

(2:275, 2:276, 2:278, 2:279, 3:130, 4:161, 30:39), there are 60 verses that 
stipulate, mandate, encourage charity, discuss its virtues and rewards, warn 
of punishment to those who eschew it, and warn against hoarding it (9:34, 
2:261, 2:265, 2:276, 2:280, 30:39, 34:39, 3529, 57:11, 57:18, 6417, 
2:271, 2:245, 512, 57:11, 57:18, 64:17, 73:20, 2:273, 283, 19:31, 1955, 
9:91, 17:29,23,243,2110,2:177,2195,2:254,2:267,2227,5:55,9:71, 
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13:22, 14:31, 21:73, 22:41, 22:78, 24:37, 2455,  2456, 27:3, 30:38, 31:4, 
33:33,47:38,57:7,57: 10,58: 12,58: 13, 63:10,64:16,2: 264,2:266, 16:75, 
4:38, 2:3, 3: 180, 2:215). Astonishingly, Islamic economists have over- 
looked the significance of charity, welfare, redistribution of wealth, and 
prevention of income inequalities and wealth disparities. If anything, the 
sheer weight of Allah’s interest in charity and distributive justice should 
have made Islamic economics synonymous with “charitable/welfare/dis- 
tributively just economics” rather than interest-free banking! Islamic econ- 
omists have made charity a personal issue, a desirable element of piety but 
not a necessary element of economy. They study zakat under taxation and 
not as an organizing principle of society. Of course there are exceptions, 
like Umer Chapra and M. A. Mannan. Chapra states the importance of dis- 
tributive justice eloquently. l3  

Hence Islam not only requires the fulfilment of everyone’s needs, pri- 
marily through a respectable source of earning, but also emphasizes an 
equitable distribution of income and wealth so that, in the words of the 
Qur’an “wealth does not circulate only among your rich” (59:7).14 

Fortunately for East Asia, their economists, unlike contemporary Islamic 
economists, did not give the short end of the stick to issues of income and 
wealth equality. Distributive justice has remained an integral aspect of the 
region’s development. From the earliest phase of its development, East Asia 
has opted for “growth with equality” or “shared growth.” Nearly the entire 
population of each of these countries has benefitted from the regional 
growth. Indeed, Indonesia’s struggle against poverty - where 60 percent 
of the population had been below poverty levels in 1970 but only only 14 
percent in 1993 - is an indication of the region’s success in not only elim- 
inating poverty but also in providing a higher lifestyle for a majority of its 
population. From 1965 till now, all the countries that have combined high 
growth with high income equality are in East Asia. Distributive justice, 
while being a worthwhile goal in itself, also has many social and political 
benefits. It leads to widespread literacy, human development, and reduces 
‘tensions between different groups and the possibilities of political unrest 
and crime. The prosperity and relative internal peace enjoyed by East Asia 
is a handsome testimony to the virtues of distributive justice. 
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Conclusion 
The central thrust of the arguments here is not to undermine the project 

of Islamic economics, but to underline the oversights in the current dis- 
course. As a discourse, Islamic economics has demonstrated the potential 
for developing a worldview based essentially on Islamic principles. It has 
been a great success in this larger task. But unfortunately it has fallen short 
in achieving the specific goal of articulating a vision of economics that pays 
equal and appropriate attention to all the Islamic principles that directly and 
indirectly impinge upon economic issues. Therefore, I have advanced a cri- 
tique of the contemporary discourse on Islamic economics with the twin 
purposes of showing how it’s singular focus on interest is marginalizing 
other important elements of Islamic economics such as justice, distributive 
justice, and consultative decision making, and how other economies are 
thriving by paying attention to these very principles. The discussion of East 
Asian development seeks to demonstrate how the Islamic principles of 
equity, shura, and frugality have benefitted other societies who recognize 
the merit of these values and have steadfastly sought to implement them. 

The success of this editorial lies in a renewed attention to all the impor- 
tant aspects of Islamic economics which have not been as fully developed 
and operationalized as interest-free banking. The point being that while 
interest-free practices are essential and important components of Islamic 
economics, they do not in themselves fully constitute the Islamic econom- 
ic worldview. Hopefully, this editorial will inspire more correspondence 
between contemporary economic practices, economic conditions, political 
realities, and the growing Islamic discourse on Islamization of economics. 
We hope that in the future Islamic economics will pay greater attention to 
issues of poverty alleviation, justice, redistribution of wealth and resources, 
and Islamic forms of governance. More importantly, it is hoped that Islamic 
economists will not limit their efforts to producing models that only meet 
their “Islamic criteria,” but also devote attention to actual economic devel- 
opment and betterment of Muslim societies. 
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