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1. In tro duc tion

The main aim of this pa per is to dis cuss the na ture and scope of al lo ca tion of re sources
among the goods and serv ices pro duced in an interest- free econ omy. In this pa per an at -
tempt will be made to dis cuss the con di tions or cri te ria re quired for ef fi cient al lo ca tion of
re sources based on Is lamic value sys tem. The topic of al lo ca tion of re sources pri mar ily
comes within the pur view of micro- economics and its re lated dis ci pline known as wel fare
eco nom ics. Micro- economics or wel fare eco nom ics mainly deals with the utili sa tion of re -
sources at a par ticu lar time. It is not very con cerned with the growth of re sources in re -
sponse to changes in time. As a re sult, the dis cus sion of micro- economics or wel fare
eco nom ics in al lo ca tion of re sources is pri mar ily static. It is not a dy namic one.

  In this pa per it is as sumed that there is no dif fer ence be tween in ter est and ‘riba‘ and Is -
lam rec og nises the con cept of wage, rent and profit as stated in the Holy Qur’an and Sun nah
of Prophet Mu ham mad (SAW).

  In the pa per it is shown that the ef fi cient al lo ca tion of re sources in an interest- free
econ omy is pos si ble through the in tro duc tion of the Is lamic value- loaded con cept of ‘ac -
count ing price’ for capi tal as one of the de ci sion cri te ria. In other words, we must link up
ma te rial con sid era tions with eco nomic eth ics based on Is lamic value sys tem. There fore, it
is ob vi ous that al lo ca tion of re sources in an Is lamic eco nomic sys tem de pends upon both
ob jec tive and sub jec tive cri te ria. The ob jec tive cri te ria will be rep re sented by the ‘ac count -
ing price’ of capi tal which must be based upon the Is lamic op por tu nity cost and the sub jec -
tive cri te ria will be rep re sented by the eco nomic eth ics which must be based upon the
in junc tions of the Holy Qur’an and Sun nah. So, the scope of al lo ca tion of re sources is both
wide and nar row at the same time. It is nar row or re stric tive in the sense that the al lo ca tion
of re sources must take place un der the frame work given by the Holy Qur’an and Sun nah. It
is wide in the sense that the al lo ca tion of re sources must take into con sid era tion the mar ket
and non- market forces like ex ter nali ties, secu lar fac tors etc. and re lig ious fac tors like
moral, so cial and eco nomic val ues of Is lam (Man nah, 1984).

  The pa per is di vided into four sec tions. Sec tion I gives the in tro duc tion, Sec tion II
makes a re view of the real pro cess of al lo ca tion of re sources in both capi tal ist and so cial ist
eco nomic sys tems, Sec tion III deals with the the ory and prac tice of re source al lo ca tion in an 
Is lamic eco nomic sys tem and Sec tion IV con cludes the analy sis and makes an at tempt to
bring about the pol icy im pli ca tions of the analy sis made.

II. Re source Al lo ca tion Un der Capi tal ist and So cial ist Eco nomic Sys tems: A Brief Re -
view

A. Re source Al lo ca tion Un der Capi tal ist Eco nomic Sys tem: One of the most im por tant
theo ries of re source al lo ca tion in the capi tal ist econ omy is the neo clas si cal doc trine.
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Though neo clas si cal the ory failed to an swer clearly why in ter est is paid, yet it plays a vi tal
role in the al lo ca tion of re sources from the mi cro and macro- economic view points of the
capi tal ist econ omy. In the mar ket econ omy the com mod ity price and the rate of in ter est are
es tab lished in such a way that they can en sure equi lib rium be tween de mand and sup ply of a
par ticu lar com mod ity at a par ticu lar time. At tempt has been made to for mal ise the con cept
of mar ket econ omy through the com peti tive equi lib rium model. There fore, it is claimed
that per fect com pe ti tion helps to make a choice of Pa reto Op ti mum. For in stance, if the rate
of in ter est be comes equal to mar ginal pro duc tiv ity of capi tal in both pres ent pe riod (t) and
fu ture pe riod (t+1) of a par ticu lar in vest ment proj ect, the op ti mum level will be reached. In
this case both the vari ables are de fined with re spect to a par ticu lar com mod ity which is cho -
sen as a nu meraire (Man nan, 1984). Since the pres ent mar ket sys tem en sures per fect equi -
lib rium be tween in vest ment plans of dif fer ent agents of the econ omy, we need some
plan ning for achiev ing the op ti mum level. If we as sume that the mar ginal bene fit and cost
of rele vant com bi na tions of dif fer ent vari ables like individual- social, direct- indirect,
economic- non- economic etc. have al ready been de ter mined, then the cri te ria for choos ing
be tween dif fer ent in vest ment proj ects must re flect time- value of money. Be cause the bene -
fit from capi tal comes from an income- flow over a long pe riod of time. To com pare an tici -
pated in come stream with cost we re quire to find out the pres ent value of the bene fit to be
re ceived in fu ture over a long pe riod of time (i.e. the life- time of the proj ect). Usu ally the
pres ent value of the fu ture bene fit is found out by dis count ing interest- income from the re -
turns of the life- time in vest ment. In fact, the re ver sal of the cu mu la tive in ter est to be re -
ceived in fu ture is known as dis count ing. Hence in ter est oc cu pies a place among de ci sion
cri te ria ir re spec tive of the kinds of in ter est re ceiv ers in a capi tal ist sys tem (Man nan, 1984).
Leav ing aside dis cus sion re gard ing the ques tion which will be the ap pro pri ate rate of in ter -
est to be used for dis count ing fu ture in come stream or if the dis count ing by the rate of in ter -
est is ap pro pri ate, let us now dis cuss about the in vest ment de ci sions in the fol low ing:

  Usu ally two types of de ci sions are needed: (1) whether a par ticu lar in vest ment will be
car ried out or not; (2) which in vest ment proj ect should be cho sen among the lim ited number 
of al ter na tive proj ects. Cer tainly a proj ect should be cho sen which is quite dif fer ent from
the in vest ment proj ects al ready un der taken. Ac cord ing to the neo- classical the ory, four
types of cri te ria are used for tak ing in vest ment de ci sions. These are: (i) pres ent value cri te -
rion, (ii) cost- benefit cri te rion, (iii) in ter nal rate of re turn, and (iv) cri te rion of break- even
time. Let us now dis cuss them one by one:

(i) Pre sent Value Cri te rion

The pres ent value cri te rion should be ex pressed with the help of the fol low ing for mula:
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Where

PVMNB   =  pres ent value of the mar ginal net bene fit;
   r’s =  mar ginal net bene fits ob tained from in vest ment proj ect;
            i    =  rate of in ter est. 

Ac cord ing to the above cri te rion we get two prin ci ples of  choos ing an in vest ment proj ect:
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(a) The proj ect should be un der taken for al lo ca tion of re sources on the ba sis of the 
as sump tion that the so cial op por tu nity cost of capi tal is rep re sented in the rate
of in ter est.

(b) The proj ect whose pres ent value of net bene fits is the high est should be cho sen 
for al lo ca tion of re sources.

(ii) Cost- Benefit Cri te rion

This cri te rion may be rep re sented with the help of the fol low ing for mula:
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Where,

BCR =  benefit- cost ra tio;

 C =  amount of cost;

 B =  amount of bene fit;

 i =  rate of in ter est or dis count rate;

 t =  time;

 n =  number of years.

The for mula may also be stated in the fol low ing way:

Benefit Cost Ratio
Present Value of Benefit (PVB)

P
=

resent Value of Cost (PVC)

Ac cord ing to this cri te rion, if the gross bene fit and cost ra tio of a proj ect af ter dis count ing
be comes equal to unity or more, the proj ect should be taken up for al lo ca tion of re sources.

(iii) In ter nal Rate of Re turn

The in ter nal rate of re turn is a rate which may be com pared to any in ter est rate rep re sen ta -
tive of so cial op por tu nity cost of pub lic capi tal. It is such a rate of in ter est which makes the
pres ent value of bene fit and cost equal. If the rate is higher than the rate of ex pected re turn,
more in vest ment will be pre ferred sub ject to the avail abil ity of suf fi cient capi tal re quired
for ad di tional in vest ment. The in ter nal rate of re turn for dis count ing can be ex pressed in
terms of the fol low ing equa tion un der the as sump tion of in defi nite rate of re turn:
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Where,

B =  pres ent value of re turns;

C =  pres ent value of costs.

In other words, the in ter nal rate of re turn un der fixed to tal bene fit and cost over the life- time
of the proj ect and un der the speci fied pe riod of time is one which makes bene fit and cost
equal. That is:
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Where,

 Bt =  amount of bene fit in each year;

 Ct =  amount of cash in each year;

 t =  time;

 n =  number of years;

 i =  rate of in ter est or dis count rate.

There are two im pli ca tions of the above for mula:

(a) The proj ect whose rate of re turn is higher than the mar ket rate of in ter est is ac cept able.

(b) The proj ect whose rate of re turn is the high est should be fi nally cho sen for al lo ca tion of
re sources. 

(iv) Cri te rion of Break- even Time

The break- even time is a time af ter which the net re turn of the in vest ment proj ect be gins.
The break- even time may be ex pressed in terms of the fol low ing for mula:

(Bt - Ct) ≥ 1, for t = t*, the break- even time.

The im pli ca tions of the above for mula are the fol low ing:

(a) The proj ect whose break- even time is lesser than the pre- determined time is ac cept able.

(b) The proj ect whose break- even time is the least should be un der taken. Ac cord ing to the
clas si cal econo mists, in ter est is a re ward for wait ing. Keynes and other pro po nents of li -
quid ity pref er ence the ory re garded in ter est not only as a re ward for sav ing, but also as a re -
ward for part ing with li quid ity. In ter est is the price paid for in vest ing a part of the liq uid
money kept idle for specu la tive pur poses. In ter est may also be re garded as a pre mium to
com pen sate for the money kept in as set forms like bonds, se cu ri ties, etc., to face the un cer -
tain ties. The higher the de gree of fu ture eco nomic un cer tain ties, the higher will be the rate

Volume 25 Number 5 1999                                                                37



of in ter est. When the price of all eco nomic as sets in clud ing bonds ceases to rise fur ther, the
specu la tors be come very much con cerned of a pos si ble fall in as set prices. As a re sult, they
are will ing to hold money in cash. On the other hand, when the specu la tors fore see a rise in
the price of eco nomic as sets, then they re duce their de mand for cash and want to hold more
eco nomic as sets.

  When price of as sets in creases, the eco nomic as sets can be sold out at a profit. Of
course, if the rate of in ter est falls to a very low level, then the specu la tors want to hold in fi -
nite amount of cash. In the cir cum stances, the econ omy is caught un der a “li quid ity trap”
and the de mand curve for money be comes per fectly hori zon tal. In this case, the rate of tech -
no logi cal prog ress is usu ally so slow that the mar ginal ef fi ciency of capi tal gradu ally de -
creases with the in crease in capi tal. Of course, it will not be un rea son able to think that if
money sup ply in creases fur ther, it will in crease con sump tion and the de mand for money for 
trans ac tion pur poses. Usu ally the in di vid ual and firm are in spired by the ex pec ta tion re -
gard ing fu ture eco nomic con di tions to give pri or ity to eco nomic as sets over cash money. If
the specu la tors think that the mar ginal ef fi ciency of capi tal and rate of in ter est will in crease
in fu ture, then only they give pref er ence to the in vest ment of capi tal as set. There fore, the as -
set hold ers must take into con sid era tion the fu ture price of as sets and pro spec tive yields
(which is re flected in the mar ginal ef fi ciency of capi tal) com pared to bond and other debt
in stru ments. The pres ent and pro spec tive (ex pected) price of capi tal as set par tially de pends
upon the pres ent and ex pected rate of in ter est. That is why the re la tion ship be tween money,
loan and eq uity is very com plex. Ac cord ing to the Keynes ian in vest ment the ory, if the mar -
ginal ef fi ciency of capi tal is higher than the pre vail ing rate of in ter est, in vest ment will take
place. That is, prof it abil ity is the main fac tor for in vest ment de ci sion (Man nan, 1984).
There fore, in the capi tal ist growth the ory, the rate of in ter est is rele vant so long as it in flu -
ences the amount of in vest ment. It is also ar gued that the rate of in ter est is a tech ni cal con -
cept since it is not only rele vant in case of gross in vest ment in new ma chines, it is also
rele vant in case of in flu enc ing hu man be hav iour. The rate of in ter est af fects the level of use
of old ma chines (be cause it af fects the in stal la tion of new ma chines) and these be come
com peti tive with old ma chines in the frame work of dis counted value of fu ture re turns. As a
re sult, the rate of in ter est also af fects the value of these as sets and capi tal for ma tion. Ac -
cord ing to capi tal ist the ory, capi tal for ma tion is a tool for ef fec tive tech no logi cal prog ress.
The econ omy will come to the ad just ment path by the change in in vest ment rate and as a re -
sult, the rate of in ter est will come closer to its equi lib rium path. The op ti mum level of in ter -
est rate ap pears to be equal to the growth rate of gross out put. There fore, we find that in a
capi tal ist eco nomic sys tem the rate of in ter est is linked up with in vest ment de ci sions in a
very com pli cated way. Hence we can rightly say that the rate of in ter est plays a vi tal role in
the al lo ca tion pro cess un der mar ket econ omy (Man nan, 1984).

B. Re source Al lo ca tion in a So cial ist Econ omy

Ac cord ing to Schum peter (Schum peter, 1951), in a so cial ist econ omy there would be no in -
ter est as an in de pend ent value phe nome non. In the erst while So viet Un ion in ter est was not
ob served in the cost of pro duc tion of the state en ter prises af ter the abo li tion of pri vate en ter -
prises. Apart from very few ex cep tions, in most cases in ter est was not paid for the use of
fixed capi tal. Since capi tal was not so abun dant to bring down the rate of in ter est to a zero
level, its rela tive ef fi ciency in al ter na tive em ploy ment was con sid ered for achiev ing wel -
fare. Moreo ver, since an im por tant range of in vest ment de ci sion was really de cen tral ised, it
was nec es sary to in form the de ci sion mak ers about the scar city price for na tional al lo ca tion
of re sources, and eve ry body had to abide by it. Ac cord ing to the well- known con di tions of
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profit maxi mi za tion, the rate of in ter est should be uni form through out the econ omy so that
the sup ply of in vest ment fund (which is po liti cally de ter mined) be comes equal to de mand
(Gross man, 1953). There fore, the mak ers of in vest ment plan in the then So viet Un ion in tro -
duced dif fer ent co ef fi cient of de fi cien cies re lat ing to the norms of func tion ing of capi tal.
These co ef fi cient were used by the mak ers of in vest ment plan and natu ral data and pa rame -
ters for modi fy ing the un just lower price of ma te rial in puts sup plied through ra tion ing. In
the then So viet Un ion, three ar gu ments were shown for capi tal charges:

(1) The use of capi tal charges may be sup ported for the de vel oped con cept of op por tu nity
cost re quired for al lo ca tion of scarce capi tal.

(2) The use of capi tal charges may be sup ported for in creas ing capi tal re quired for new net
in vest ment on the ba sis of the needs of the econ omy.

(3) The use of capi tal charges may be sup ported for in tro duc ing a cri te rion for a mini mum
amount of capi tal and cur rent cost in an ar bi trary pe riod (T) if the an nual pres ent op er at ing
cost flow is as sumed as con stant. This pro cess is equiva lent to the method of ap ply ing 100
per cent in ter est charges to pri mary capi tal in vest ment in time ‘T’. (That is, 100/T per cent).
As Man nan said, “But the mak ers of in vest ment plans were care ful to dis so ci ate the capi tal
charges ad vanced by them from the capi tal ist cate gory of in ter est, even to the ex tent of as -
sert ing that there is noth ing in com mon be tween the two.” (Man nan, 1984). The pro posed
capi tal charge was just a cal cu lat ing de vice and this was nei ther a price paid to the capi tal ist
for the use of capi tal nor a kind of per sonal in come preva lent in the capi tal ist sys tem.
Though the pro po nents of capi tal charges brought some changes in the con cept of capi tal
charges sub se quently and though they failed to re al ise that the pro posed in ter est came
within the ac count ing cost of in vest ment proj ect and that this was a price form ing ele ment,
yet they did not rec og nise the ex is tence of in ter est (Gross man, 1953).

  It should be men tioned here that the capi tal charges played a vi tal role in one way or
the other in the al lo ca tion of scarce capi tal in East Euro pean coun tries like Po land, Bul garia
etc. though the fi nanc ing of large- scale in vest ment proj ects through the non- reimbursable
interest- free grants of the Fi nance Min is try and paid by the In dus trial Bank of the coun tries
con cerned con tin ued in Czecho slo va kia and Hun gary. Even new fi nan cial dis po si tion in
Ru ma nia in the years 1967 and 1970 also did not in clude any capi tal charges. Of course, it is
ar gued that the al lo ca tion of scarce capi tal in Marxian the ory is not ef fi cient. Pro fes sor
Gross man said that there was no doubt about the fact that the then So viet econo mists faced
some prob lems in re mov ing this in ef fi ciency. Among the prob lems, the im por tant one is the 
ax iom rep re sented by the la bour the ory of value for re source al lo ca tion. This ob sta cle is
more acute in cases of capi tal al lo ca tion. Its fa tal blow is that it meas ures out put in terms of
la bour. But ac cord ing to the logic of ra tional al lo ca tion the al ter na tive com bi na tion of re -
sources should be meas ured in terms of maxi mand or mini mand. There fore, the in puts must
be meas ured in terms of pro duc tion units in case of mini mi sa tion of la bour in puts (maxi mi -
sa tion of lei sure) with a fixed bill of goods where unit of mini mand is the unit of la bour time. 
It should be men tioned here that Pro fes sor Fried man (1962) criti cized Marxian la bour the -
ory of value from dis tribu tive point of view. In the words of Fried man, “Even if one ac cepts
the ba sic ethi cal propo si tion, the Marxian the ory of ex ploi ta tion is logi cally fal la cious.
Clearly, some part of cur rent prod uct is at trib ut able to non- human capi tal. The Marxian an -
swer is that non- human capi tal is the prod uct of past labour- embodied la bour, as it were.
But if this were so (and I do not mean to im ply that it is), the Marxian slo gan would have to
be re phrased: pres ent and past la bour pro duce the whole prod uct but pres ent la bour gets
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only part of the prod uct. At most, this im plies not that pres ent la bour is ex ploited but past la -
bour is, and a new ethi cal propo si tion would have to be in tro duced to ar gue that pres ent la -
bour should get pres ent and past la bour pro duce” (Fried man, 1962).

  From the above dis cus sion it is clear that the rate of in ter est or capi tal charges play a
very vi tal role in both the capi tal ist and so cial ist sys tems. The capi tal ist sys tem is based
upon con sumer’s sov er eignty while the so cial ist radi cal para digm is based upon pro duc er’s
sov er eignty. As a re sult, the na ture of role played by the rate of in ter est in both the sys tems is 
quite dif fer ent. Since the own er ship of pro duc tion or gani sa tion and ob jec tives of pro duc -
tion are dif fer ent in both the sys tems, the im pli ca tions of op por tu nity cost, the na ture of the
rate of in ter est and the mo ti va tion prop er ties are also dif fer ent in both the sys tems. There -
fore, the al lo ca tion of in vest ment re sources un der pro duc er’s sov er eignty is quite dif fer ent
from mar ginal pro duc tiv ity cri te rion un der con sumer’s sov er eignty (Man nan, 1984).

III. Al lo ca tion of Re sources in Is lamic Eco nomic Sys tem

The al lo ca tion of re sources in Is lamic eco nomic sys tem is quite dif fer ent from the al lo ca -
tion of re sources in a capi tal ist or a so cial ist sys tem. The re source al lo ca tion in Is lam dif fers
from al lo ca tion of re sources in a capi tal ist sys tem in the fol low ing ways (Man nan, 1984):

(i) In a capi tal ist sys tem in ter est is con sid ered as an ele ment of cost of pro duc tion while Is -
lamic eco nomic sys tem re jects in ter est as an ele ment of the cost of pro duc tion. In a capi tal -
ist sys tem the dis tribu tive shares are four: wage, rent, in ter est and profit, while in the
Is lamic sys tem the dis tribu tive shares are three: rent, wage and prof its. There is no place of
in ter est in the Is lamic eco nomic set up since it is not in cluded in the cost of pro duc tion in the
Is lamic eco nomic sys tem.

(ii) In a capi tal ist sys tem the rate of in ter est is linked up with the capi tal ist money mar ket in
one way or the other. The money, bond, loan and eq uity in which eco nomic val ues can be
held over time are in flu enced by the rate of in ter est in one way or the other. There is no such
coun ter part of this type of money mar ket in Is lam. Is lamic money mar ket is both sim ple and
com plex. It is sim ple be cause it rec og nises the right of the share hold ers and en cour ages eq -
uity par tici pa tion on the ba sis of profit- sharing. It is sim ple also be cause it does not sup port
such specu la tive ac tivi ties which dis tort re source al lo ca tion. In the Is lamic money mar ket,
specu la tion is to be re placed by fore cast ing and pre dic tion based on solid eco nomic data.

(1) Re source al lo ca tion in Is lam has not only eco nomic ob jec tive, but also has so cial and
moral ob jec tives. The Marxian wel fare and in vest ment func tions dis re gard moral, ethi cal
and non- material val ues. Of course, it does not mean that Marxian so cial sys tem is value-
 neutral. The idea of ac count ing price in Is lam dif fers from the Marxian idea of ac count ing
price. The ac count ing price of capi tal in the Marxian eco nomic sys tem takes a form of price
form ing ele ment and it is re flected in price. On the other hand, ac count ing price in Is lam is
not a part of price. Be cause if it be comes a part of price, it im plies that it in di rectly rec og -
nises in ter est.

(2) Marxian the ory is based upon the la bour the ory of value. Ac cord ing to this the ory, price
re flects pro duc tion cost and pro duc tion cost is meas ured in terms of ab sorbed la bour time.
Only la bour yields sur plus value. Be cause the value of la bour re ceived by the capi tal ist for
us ing la bour is higher than the value paid to la bour by the capi tal ist for us ing la bour serv -
ices. Ac cord ing to Marx, other fac tors of pro duc tion like ma chines, plant, raw ma te ri als,
etc. re pro duce them selves in the pro duc tion pro cess. Is lam does not ac cept this nar row
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view. Like Marxian the ory Is lam also re jects in ter est as a cate gory. But like Marxian the ory
Is lam does not con sider la bour as the only source of value.

(iii) Ac cord ing to Marx, the wel fare func tion for in flu enc ing in vest ment de ci sion is cre ated
from the source within the so ci ety and it rep re sents the will of the Com mu nist Party in
power. The wel fare func tion in Is lam is cre ated from the source out side the so ci ety and it
rep re sents the will of God. This role of the con stant ex oge nous vari able in build ing Is lamic
eco nomic struc ture is very im por tant. The flexi bil ity of the en doge nous vari ables does not
de pend upon the whims of the capi tal ist or the bu reauc racy of the Com mu nist Party, it de -
pends upon the prin ci ples of Shari’ah. Of course, this does not mean that there is no scope
for new think ing or ar gu ment in Is lam. The real al lo ca tion of re sources in Is lam mainly de -
pends upon sub jec tive fac tors. The ob jec tive fac tors in Is lam play a lim ited role in al lo ca -
tion of re sources.

  The ob jec tive fac tors may be ex pressed in terms of ac count ing price of capi tal while
the sub jec tive fac tors may be ex pressed in terms of Is lamic wel fare cri te ria. Let us now dis -
cuss about the two types of fac tors in the fol low ing:

(a) Ob jec tive fac tors

The ob jec tive fac tor is the ac count ing price of capi tal. The ac count ing price of capi tal may
be used for en sur ing ef fi cient al lo ca tion of re sources in Is lamic eco nomic sys tem. The ac -
count ing price can be de ter mined by the profit in dex or the share divi dend in dex of a se -
lected in dus try based upon time se ries or cross sec tion data. This kind of ac count ing price
may be based upon the con cept of op por tu nity cost. It is pos si ble to have a range of ac count -
ing price in an Is lamic sys tem. Ideo logi cally, this ac count ing price may be seen as a neu tral
con cept since it can work in any eco nomic sys tem as an ac count ing de vice. But in Is lam it
must have ideo logi cal ori en ta tion and bias. Be cause the ac count ing price of capi tal must be
evalu ated in terms of ex plicit value judge ment based upon the cri te ria of Is lamic so cial wel -
fare with a view to en sur ing ef fi ciency and eq uity in re source al lo ca tion. It is likely that the
pat tern of ac count ing price in dif fer ent sec tors of the econ omy will be di ver si fied to re flect
the pat tern of pri ori ties given by the na tional plan. Need less to say, the main task of the na -
tional plan is to de ter mine the amount of fund to be in vested in pub lic and pri vate sec tors in
a par ticu lar pe riod of time and to de ter mine the na ture and pat tern of in vest ment un der Is -
lamic set up. It im plies that Is lam sup ports a good deal of flexi bil ity and de cen trali sa tion in
in vest ment and out put de ci sions. Is lam sup ports free dom of choice in oc cu pa tion and con -
sump tion con sis tent with the Shari’ah Law (Is lamic Law). It may be shown with the help of
the fol low ing ex am ple how the ac count ing price of capi tal helps the pro cess of re source al -
lo ca tion in Is lam (Man nan, 1984):

  Let us sup pose that the Cen tral Plan ning Author ity has iden ti fied three in vest ment
proj ects. The proj ects are X, Y and Z. Let us sup pose that all the three proj ects are equally
so cially de sir able and con sis tent with the Is lamic val ues. But the re sources at the dis posal of 
the state at pres ent al low only two proj ects to be taken up. Now the prob lem is how to de cide 
which one of the three proj ects should be given up. Based on the past ex pe ri ence let us sup -
pose that the ac count ing price of capi tal is 15 per cent and the cal cu lated rates of re turn of the 
three proj ects are 17 per cent, 10 per cent and 19 per cent re spec tively. There fore, ac cord ing
to the ac count ing price of capi tal, we are to choose proj ects X and Z since the rates of re turn
of these two proj ects are higher than the as sumed ac count ing price of capi tal. Of course, be -
fore fi nal ac cep tance for im ple men ta tion, the two proj ects should be ana lysed and evalu -
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ated from wel fare view points. Need less to say, the ac count ing price has only been shown in
pa per; it is not used for real trans ac tions. Till now this con cept is ideo logi cally neu tral and it
has only helped in the de ci sion mak ing pro cess since it has brought ob jec tiv ity in the al lo ca -
tion pro cess of re sources. It will be er ro ne ous to in clude ac count ing price of capi tal in the
same class of in ter est of the capi tal ist sys tem.

  The ac count ing price in the so cial ist sys tem is de ter mined by the ob jec tives and
evalua tion of the na tional plan and the bu reauc racy in charge of ad mini stra tion. There fore,
the ac count ing price in the so cial ist sys tem re flects the pref er ence of the peo ple at the top
and the level of this pref er ence works as the level of valua tion of the con sumer goods. The
con sum ers in the so cial ist sys tem de pend upon the mercy of the Cen tral Plan ning Author ity
or the bu reauc racy. But in Is lam the ac count ing price re flects the eco nomic, so cial and
moral wel fare func tions. The pref er ence of both the con sumer and pro ducer is sub or di nate
to it.

  In Is lam nei ther con sum ers nor pro duc ers ex ploit any body. They co- operate with each 
other for the well be ing of all the peo ple of the so ci ety. There fore, we see that the ac count ing
price of capi tal in Is lam must take into con sid era tion the fac tors like con sumer’s pref er ence, 
pref er ence of the pri vate sec tor, pref er ence of the pub lic sec tor, the rela tive scar city and
prof it abil ity in terms of dis placed al ter na tives at home and abroad and Is lamic ideo logi cal
weight (Man nan, 1984). This con cept of ac count ing price may be ap plied in the fol low ing
cases of re source al lo ca tion:

(i) Re source Al lo ca tion in the Pure Pub lic Sec tor: There is a need for sup ply ing so cial good
in this sec tor and ex ter nali ties ex ist in this sec tor. In this case mar ket sys tem does not work.
The na tional im por tance of this sec tor is very high.

(ii) Re source Al lo ca tion in the Pure Pri vate Sec tor: In this sec tor smaller in vest ment is
needed for pro duc ing con sumer goods and pro ducer goods and the peo ple do not feel the
need of bor row ing.

(iii) Pub lic Sec tor In duced In vest ment with Pri vate Sec tor: The proj ects in which the risk
ex ists and the pri vate ini tia tive is not en cour aged in in vest ment, the par tici pa tory in vest -
ment on the ba sis of profit and loss shar ing is needed.

(iv) Ex ter nally In duced In vest ment: The in vest ment on the ba sis of profit and loss shar ing
may be made in those sec tors where there is a scope for tech nol ogy trans fer from one coun -
try to the other.

  The price mecha nism in terms of the mar ket forces of de mand and sup ply un der the
over all Is lamic struc ture of pro duc tion, con sump tion and dis tri bu tion is ap proved in Is lam.
There is no place of a so cial ist so lu tion re gard ing di rected la bour, ad min is tered out put plan
and price in the Is lamic set up. Of course, it does not mean that the Is lamic mar ket sys tem is
iden ti cal with the capi tal ist so lu tion of out put plan and price. In the capi tal ist sys tem the
mar ket mecha nism gen er ates im per sonal forces of de mand and sup ply. In the capi tal ist sys -
tem all trans ac tions are im per sonal and profit- oriented. In Is lam this is true in a very re -
stricted sense. In Is lam the mar ket mecha nism gen er ates such de mand and sup ply forces
which are con sis tent with the value sys tem de rived from faith in Al lah (SWT). In this sense
all kinds of trans ac tions in Is lam are per sonal and welfare- oriented. Be cause in the Holy
Qur’an time and again stress has been laid upon high de gree of hon esty, re li abil ity and
truth ful ness in eco nomic and com mer cial trans ac tions. There fore, if a proj ect is cho sen on
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the ba sis of ob jec tive con sid era tion led by mar ket forces, it should also be ac cept able from
wel fare view points (Man nan, 1984). Let us now dis cuss about the wel fare func tion in Is lam
and its role in the al lo ca tion of re sources in the fol low ing:

(b) Sub jec tive Fac tors (Wel fare Cri te ria)

In Is lam in vest ment cri te ria and wel fare cri te ria are in ter linked. In the same way in di vid ual
and so cial wel fare are also in ter re lated. So, un like capi tal ist sys tem the Is lamic wel fare eco -
nom ics is not dif fer ent from in di vid ual con sumer be hav iour or the in di vid ual firm’s be hav -
iour. Be cause both the in di vid ual and firm work un der Shari’ah Law, there fore Is lam does
not sup port Pa reto Op ti mum Cri te rion. The Pa reto Cri te rion wants to say that if a change
makes some one bet ter off with out caus ing any harm to any body, then it will be re garded as
wel fare or bet ter ment. To com pare this con cept of Pa reto Op ti mum with the Is lamic in sight
let us now dis cuss the Pa reto Cri te rion with the help of dia gram as fol lows:

Let us sup pose that there are two in di vidu als in the so ci ety: X and Y. The util ity of in di vid -
ual X is rep re sented by the hori zon tal axis while the ver ti cal axis rep re sents the util ity of in -
di vid ual Y. Ac cord ing to the Pa reto Cri te rion, if a change from point A takes a per son to the
right of point A, to point B or above point A to point C or D, then that situa tion may be re -
garded as an im prove ment. Be cause in di vid ual X will be bet ter off at point C, but in di vid ual 
X is also not worse off and both will be bet ter off at point D. But ac cord ing to Pa reto Cri te -
rion, point E can not be evalu ated. Be cause at point E, in di vid ual Y is bet ter off, but in di vid -
ual X is worse off. The Pa reto Wel fare con cept is not able to solve the ba sic so cial prob lems
of dis tri bu tion and re dis tri bu tion.

  Is lam is very much con cerned with these so cial prob lems. Even when the capi tal ist
Gov ern ment faces al lo ca tional prob lems, then it tries to solve the al lo ca tional prob lems on
the ba sis of its own ar bi trary value judge ment. This ar bi trary value judge ment works on the
ba sis of capi tal ist wel fare func tion. In this sense there is no solid foun da tion of wel fare eco -
nom ics un der capi tal ist econ omy. But in Is lam the so cial and moral con sid era tions are so
in ter re lated that these must en com pass the Qur’anic value judge ment. This kind of wel fare
func tion is only con fined to the Is lamic so ci ety. If an econo mist does not know how to dis -
tin guish be tween de vel op ment and un der de vel op ment re sult ing from a pol icy change due
to new in vest ment de ci sions, then he will not be able to give any rec om men da tions re gard -
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ing any al lo ca tion of re sources. There is no way of weigh ing the net re sult on the ba sis of the
ob jec tive pri or ity de spite the prob lem of in ter per sonal com pari son. The only way out is the
for mu la tion of a set of ex plicit value judge ment which en ables the ana lyst to evalu ate in -
vest ment de ci sion on the ba sis of wel fare cri te ria. The Shari’ah prin ci ples will pro vide the
ba sis for mak ing al lo ca tion, pro duc tion and dis tri bu tion fair and le giti mate. There fore, it is
im pera tive to clas sify the gen eral cri te ria which will help con struct an in dif fer ence map.
The in dif fer ence curve will help us rank the util ity of the dif fer ent com bi na tions of goods
con sumed by the mem bers of the Is lamic so ci ety. The in dif fer ence map upon which the in -
di vid ual de ci sion is based may be re garded as so cial and moral wel fare func tions of Is lam
(Man nan, 1984).

  The Is lamic con cept of util ity is a much wider con cept than the con cept of util ity un der
capi tal ism. Is lamic con cept of util ity is best known as ‘ma sla hah‘ (masalehat- al- Ibad). The 
term ‘ma sla hah‘ re fers to the well be ing of the hu man be ings. Ac cord ing to Al- Shatibi, ma -
sla hah is the prop erty or power of a good or serv ice that gov erns the ba sic ele ments and ob -
jec tives of life of the hu man be ings in this world. Ac cord ing to him, there are five ba sic
ele ments of ex is tence in this world. They are: (i) life (al- nafs), (ii) prop erty (al- mal), (iii)
faith (al- din), (iv) in tel lect (al- aql) and (v) pos ter ity (al- nasl). All goods and serv ices which
have the power to pro mote these five ba sic ele ments are said to have ‘ma sla hah‘ and the
goods and serv ices which have ma sla hah will be termed as needs. Want in capi tal ism is de -
ter mined by the con cept of util ity while need in Is lam is de ter mined by the con cept of ma -
sla hah (Khan, 1989).

  The con cept of goods is also dif fer ent in Is lam. In Is lam goods are boun ties be stowed
by God upon man kind. Ac cord ing to the Holy Qur’an, the con sum able goods are those
which at trib ute moral and ideo logi cal val ues to them (man kind). In the Holy Qur’an re -
gard ing goods two terms are used. These are: al- tayyibat and al- rizq. The word, al- tayyibat
has been used 18 times while the word al- rizq has been used 120 times in the Holy Qur’an.
Al- tayyibat re fers to good things, pure and good things, clean and pure things, good and
whole some things and sus te nance of the best. Al- rizq re fers to Godly sus te nance, di vine be -
stowal, Godly pro vi sion and heav enly gifts (Ali, 1975). Ac cord ing to Is lam, con sumer
goods are the use ful, bene fi cial con sum able ma te ri als whose utili sa tion brings about the
ma te rial, moral and spiri tual bet ter ment of the con sumer. Things which are not use ful and
pro hib ited in Is lam are not goods in the Is lamic sense. In capi tal ism goods are those which
are ex change able. But in Is lam goods are those which are ex change able and mor ally use ful
(Choud hury, 1991).

  The cri te rion to judge if a par ticu lar good has ma sla hah is fixed in Is lam while the cri -
te rion to de ter mine util ity dif fers from per son to per son. In di vid ual ma sla hah is con sis tent
with so cial ma sla hah while in di vid ual util ity may be in con flict with so cial util ity. In Is lam
ma sla hah un der lies all eco nomic ac tivi ties in a so ci ety such as con sump tion, pro duc tion
and ex change while util ity is the ob jec tive of con sump tion and profit is the ob jec tive of pro -
duc tion in capi tal ism. The util ity de rived from the simi lar quan tity of same good dif fers
from per son to per son and the com pari son of util ity can not be ob jec tively de ter mined. But
com pari son of ma sla hah in sev eral in stances may be pos si ble. For in stance, per son A may
be pro tect ing his life by eat ing an ap ple while per son B, by the same act may only be im -
prov ing his health. So, ma sla hah of A is more than ma sla hah of per son B.

  Is lam as so ci ates be lief in the Day of Judge ment and the life in here af ter in ex tri ca bly
with be lief in the Unity of God. This ex tends the Mus lims’ time ho ri zon be yond death. Life

Managerial Finance                                                                44



be fore death and life af ter death are closely in ter re lated in a se quen tial man ner. This has two 
ef fects as far as al lo ca tion of re sources by the con sumer is con cerned. The out come of a
choice of ac tion is com posed of two parts: im me di ate ef fect in this life and ef fect in the life
to come. The number of al ter na tive uses of one’s in come is in creased by the in clu sion of all
the bene fits that will be gained by them in the life here af ter. For in stance, interest- free loan,
qard- e- hasana, sa daqah to the poor and the needy, car ing for ani mals, spend ing for the
wel fare of the fu ture gen era tion, im prov ing com mu nity life, propa gat ing the mes sage of Is -
lam, pro mot ing good deeds and thoughts, time in the re me brance of God.

  There fore, many al ter na tive uses of one’s in come may have posi tive util ity in the Is -
lamic frame of ref er ence, al though their util ity or bene fits in the capi tal ist or com mu nist
frame of ref er ence may be zero or nega tive. True suc cess for the Mus lims re fers to the to tal
ho ri zon of time since it is the same ef fort to do good which re sults in suc cess both in this life
in all as pects and in the life af ter death (We ber, 1958; Shows, 1972; Ali, 1975; Kahf, 1989;
Choud hury, 1991; Sha tibi, un dated). The Holy Qur’an une quivo cally em pha sizes this be -
hav ioural norm for ma te rial and spiri tual mat ters with a view to se cur ing a bal anced life.

  Ac cord ing to Is lam, re sources should be first al lo cated to the es sen tials (da ru ri yyat).
Af ter meet ing the es sen tials, the re sources should be al lo cated to the ful fill ment of com ple -
men tari ties (ha ji yyat). Re sources left out af ter al lo ca tion of re sources to es sen tials and
com ple men tari ties may be al lo cated to ame lio ra to ries (tahsini yyat). This or der ing is a type
of lexi co graphic or der ing and can not be rep re sented by con vex in dif fer ence curves that
neo- classical eco nom ics as sumes for pref er ence or der ing. The sec ond level of pref er ence
or der ing comes when choice is in volved within three cate go ries of needs. In this case of es -
sen tials and com ple men tari ties we may not be able to con struct a pref er ence or der ing that
can give smooth con vex in dif fer ence curves. Only in case of ame lio ra to ries we can use
smooth in dif fer ence curves (Banna, 1965; Sid diqi, 1972; Khan, 1989). In other cases, we
need bal anc ing and there is no room for prodi gal ity (Is raf).

  The con cept of ex ten sive com ple men tari ties among life- sustaining and moral pos si -
bili ties is bet ter ad dressed by the the ory of so cial well- being. This is dis tinct from the en tire
utili tar ian idea of so cial wel fare, hap pi ness, free dom and ra tional choice in fa vour of ex ten -
sive in ter ac tions, in te gra tion and crea tive evo lu tion. These at trib utes are caus ally re lated
with the or gan iza tional be hav iour of the shu ra tic pro cess world view in Is lamic po liti cal
econ omy. Thus a thor oughly non- neoclassical per spec tive is in tro duced in this way into re -
source al lo ca tion in the Is lamic po liti cal econ omy (Choud hury, 1991).

  In the light of the Holy Qur’an and Sun nah we can spec ify at least four prin ci ples and
twelve cri te ria of wel fare from Is lamic view points. The four prin ci ples are: per mis si bil ity,
con sis tency, bal anc ing and de sir abil ity. The wel fare cri te ria are: ideo logi cal pro mo tion, ef -
fi ciency in re source al lo ca tion, eq uity in dis tri bu tion of re sources, col lec tive good, pri or ity
to the im me di ate need, sta bil ity, cer tainty, con ti nu ity, pro duc tiv ity, hu man con sid era tion,
uni ver sal ity, eth ics and mo ral ity. Let us now dis cuss these prin ci ples and cri te ria in the fol -
low ing sec tion in some de tail.

The Prin ci ples of Re source Al lo ca tion in Is lam

(1) Per mis si bil ity: Ac cord ing to this prin ci ple, the al lo ca tion of re sources for in vest ment
should be made in such a way that it is per mis si ble in Is lam.
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(2) Con sis tency: The al lo ca tion of re sources should be made in such proj ects or sec tors
which are con sis tent with the prin ci ples of the Holy Qur’an and Sun nah. The con cept of
con sis tency is very dy namic. If a par ticu lar in vest ment is ideo logi cally con sis tent with the
prin ci ples of the Holy Qur’an and Sun nah should be de cided by the ijti had and qi yas.

(3) Bal anc ing: Ac cord ing to capi tal ist prin ci ple of tran si tiv ity, if among the three proj ects
X, Y and Z, X is more ac cept able than Z and Y is more ac cept able than Z, then if X is ac -
cepted for in vest ment. Z can not be ac cepted in stead of Y even though proj ect Z also is con -
sis tent with the Is lamic value sys tem. Ar row used this crite rion in 1963 in de vel op ing
Gen eral Pos si bil ity Theo rem re gard ing so cial choice and in di vid ual price. This cri te rion is
based upon the as sump tion of capi tal ist econ omy which is not ac cept able in Is lam. In Is lam
one should make a de sired bal ance be tween sub jec tive and ob jec tive fac tors of life. The
rules of life in Is lam is to main tain an hon est liv ing with the ap pro pri ate and bal anced use of
hu man in tel lect and boun ties pro vided by God. There fore, if the prin ci ple of bal anc ing is
vio lated, then it may give rise to a prob lem of in con sis tent use of re sources.

(4) De sir abil ity: Ac cord ing to this prin ci ple, the in vest ment should be made in those proj -
ects which are de sir able and bene fi cial for the well be ing of the so ci ety as a whole and which 
sat isfy the ba sic ele ments of ma sla hah. Need less to say, this con cept of de sir abil ity must be
in con for mity with the Is lamic value sys tem.

Wel fare Cri te ria for Al lo ca tion of Re sources in Is lam The cri te ria of wel fare will work as
con di tions for choos ing among dif fer ent in vest ment proj ects for al lo ca tion of re sources on
the ba sis of Is lamic Shari’ah. Of course, most of these cri te ria are mu tu ally over lap ping.
How ever, it should be men tioned here that these cri te ria are just in dica tive, but not ex haus -
tive. Let us now dis cuss the cri te ria in some de tail in the fol low ing.

1. Ideo logi cal Pro mo tion: The in vest ment ex pen di ture should be such that it leads to the
pro mo tion of Islami za tion. The al lo ca tion of re sources can not be made in any proj ect which 
down grades the Is lamic im age. God says “The si mili tude of those who spend their wealth
for the cause of God is like the si mili tude of a corn which grows seven ears, in each ear a
hun dred grains. God is Boun ti ful, All know ing.” (2:261). Man must make ap pro pri ate use
of the re sources be stowed upon him by God for their bal anced growth. Oth er wise it will not
be able to pro mote Is lamic value sys tem. There fore, the in vest ment of re sources in proj ects
which di rectly or in di rectly ac cel er ate the pro mo tion of Islami za tion should be pro moted.

2. Ef fi cient Use of Re sources: The con cept of ef fi ciency in capi tal ism is to maxi mize util ity
or profit with the use of avail able re sources while in Is lam it re fers to the maxi mi za tion of
the ful fill ment of needs with the use of avail able re sources. The ful fill ment of needs is de -
sir able since the needs have ma sla hah. Greater em pha sis has been laid upon the ef fi cient
use of re sources. A great warn ing has been given in the Holy Qur’an to give up wast age and
ex ces sive ex pen di ture with a view to en sur ing ef fi cient use of re sources. God says, “But
waste, not; By ex cess, for God loveth not wast ers.” (6:141). “Ver ily spend thrifts are broth -
ers; of the Evil ones; And the Evil one; is to his Lord un grate ful.” (17:27). The im por tance
given by the Holy Qur’an re gard ing ef fi cient use of re sources should be un der stood in a
wider per spec tive. The con cept of re sources stated in the Holy Qur’an re fers to all kinds of
re sources such as hu man re sources, natu ral re sources, min eral re sources etc.

3. Eq uity in Dis tri bu tion of In come: The al lo ca tion of re sources should en sure eq ui ta ble dis -
tri bu tion of in come. The ex is tence of dif fer ent classes of peo ple in so ci ety is rec og nised in
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the Holy Qur’an. The Holy Qur’an men tions about the dif fer ences in in tel lect, in come and
as set or re sources. (4:33). Is lam does not ad vo cate dead- level equal ity. The con cept of eq -
uity de pends upon the socio- economic level and stage of a so ci ety im bued with the Is lamic
con cept of socio- economic jus tice.

4. Col lec tive Good: In case of im ple men ta tion of an in vest ment de ci sion the in di vid ual in -
ter est may clash with the col lec tive in ter est. In such case pref er ence or pri or ity will be given 
to col lec tive in ter est. Of course, it does not mean that the in di vid ual in ter est should be to -
tally ig nored. If the in di vid ual in ter est is af fected, the sys tem of com pen sa tion should be in -
tro duced if the ne ces sity for the same arises.

5. Pri or ity to the Im me di ate Need: It is im prac ti cal to think that al lo ca tion of re sources in a
par ticu lar time will bring equal wel fare for all mem bers of the so ci ety. Pri or ity should be
de ter mined on the ba sis of im me di ate need for al lo ca tion of re sources in the proj ects un der
con sid era tion. This pri or ity should be made in the light of the Holy Qur’an. God says,
“Wor ship God and as so ci ate naught with Him and con duct your self with be nefi cence to -
ward par ents and to ward kin dred and or phans, and the needy, and to ward the neigh bour that 
is a stranger, and the com pan ions by your side, and the way farer, and those who work for
you. Surely God loveth not the proud and boast ful who are nig gardly and en join peo ple to
nig gard li ness.” (4:37- 38).

6. Sta bil ity: The al lo ca tion of re sources should be made in such a way that it does not bring
any in sta bil ity in the econ omy. It should be men tioned here that if there is un de sir able in fla -
tion due to un planned in vest ment, it may lead to a lack of con fi dence in the home cur rency.
The un de sired in fla tion dis torts real in come level and ef fi ciency.

  Is lam does not sup port hoard ing, profi teer ing, specu la tion, mo nop oly etc., since these
dis turb sta bil ity of the econ omy. There fore, bal anced al lo ca tion of re sources in ac cor dance
with Is lamic ide ol ogy is the only means to at tain sta bil ity in the econ omy.

7. Cer tainty: In the Is lamic econ omy most of the in vest ments are col lec tive in vest ments
which have greater risk ab sorp tive ca pac ity. De spite this there is a need to re duce the risk of
loss due to the pos si bil ity of un cer tainty of profit. Since the econ omy is es tab lished on the
prin ci ple of profit- loss shar ing and eq uity par tici pa tion, it is needed to earn profit from in -
vest ment. There are many meas ures for over com ing risk and un cer tainty such as dis count -
ing of risk, sen si tiv ity analy sis etc.

8. Con ti nu ity: Ac cord ing to this prin ci ple, the use of re sources should be con tinu ous so that
growth is en cour aged. An ef fi cient but grow ing econ omy is bet ter than an ef fi cient but un -
wor thy econ omy. Prophet Mu ham mad said, “The per son who seized land be long ing to no -
body would cease to have any right to such land if he did not rea sona bly ex ploit it af ter three
years of pos ses sion.” In an other Hadith stated from Aye sha Sid diqa Prophet Mu ham mad
said, “Who ever cul ti vates land which is not the prop erty of any one has a bet ter ti tle to it.”
There fore, the con tinu ous use of re sources is de sir able so that it en cour ages growth.

9. Pro duc tiv ity: The al lo ca tion of re sources should be such that it leads to pro duc tiv ity and
it en ables the peo ple to sat isfy their ba sic needs. God lays ut most em pha sis upon the hu man
ef fort and hu man in volve ment in the pro duc tion pro cess to sat isfy ma te rial wants with a
view to lead ing an hon est and a de cent liv ing. God said, “And when prayer is fin ished, then
dis perse ye through the land and seek the bounty of God.” (62:10).
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10. Hu mane Con sid era tion: The al lo ca tion of re sources should be such that the poor and the 
needy are bene fited. In Is lam ut most im por tance has been laid upon do ing wel fare to the
poor and the needy by in vest ment in so cial in sur ance, so cial se cu rity, mini mum wage etc.
God says, “And in their wealth the poor and out cast have due shares.” (51:19). God also
says, “So give what is due to kin dred, the needy and way- farer. This is best for those who
seek coun te nance of God and it is they who will pros per.” (30:38). “And in their wealth and
pos ses sions was the right of him who asked (the needy), and him who was pre vented for
ask ing (for some rea son).” (51:19).

11. Uni ver sal ity: The al lo ca tion of re sources should be such that it brings wel fare to most of
the peo ple. At ten tion should be given so that al lo ca tion of re sources does not serve the in -
ter est of a par ticu lar re gion or a par ticu lar sec tion of peo ple ig nor ing the col lec tive good of
the so ci ety.

12. Eth ics and Mo ral ity: The fi nal ob jec tive of the al lo ca tion of re sources in in vest ment
proj ect of the dif fer ent sec tors of the econ omy is to at tain the sat is fac tion of God, to serve
the cause of God both in the world here and here af ter. There fore, the al lo ca tion of re sources
should be made in such a way that it serves this no ble ob jec tive.

How to Ap ply Is lamic Wel fare Cri te ria in Al lo ca tion of Re sources

The four prin ci ples men tioned above must be ful filled in case of al lo ca tion of all types of re -
sources. Of course, it is not likely that all wel fare cri te ria or con di tions should be ful filled
to gether. One cri te rion may come in con flict with an other cri te rion. For in stance, sta bil ity
cri te rion may clash with the cri te rion of ideo logi cal pro mo tion. The in vest ment ex pen di -
ture in ideo logi cal pro mo tion may lead to ex ces sive in fla tion which may pose a threat to
eco nomic sta bil ity. In this case even if some con di tions are not ful filled, we can take re -
course to the second- best choice. Be sides, some of the cri te ria are ob jec tive while oth ers are 
sub jec tive in na ture. It is very dif fi cult to as sess the sub jec tive cri te ria. In this case, ap pro -
pri ate decision- making de pends upon the value judge ment of the con cerned decision-
 makers. The cri te ria may be evalu ated in the fol low ing ways:

(a) The cri te ria in flu enc ing the in vest ment al ter na tives un der con sid era tion
should be iden ti fied.

(b) The se lected cri te ria should be evalu ated in such a way that they are well-
 defined and clear.

(c) The cri te ria should be ranked in chrono logi cal or der in ac cor dance with the
value judge ment of the de ci sion mak ers.

(d) The cri te ria ar ranged in chrono logi cal or der ac cord ing to value or rank should
be as signed a number. For in stance, the most im por tant cri te ria should be as -
signed ‘)100’ and the least im por tant one should be as signed ‘1’.

(e)  The as signed num bers will in di cate the im por tance of the cri te ria and they
will also help to de cide which cri te ria should be ig nored in mak ing al lo ca tive
de ci sions.
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IV. Con clu sion

We can de rive the fol low ing con clu sions from this pa per:

1. The al lo ca tion of re sources un der pro ducer sov er eignty is dif fer ent from mar -
ginal pro duc tiv ity cri te rion un der con sumer sov er eignty. The re source al lo -
ca tion in Is lamic eco nomic sys tem not only takes into con sid era tion the good
things of both the sys tems (capi tal ist and so cial ist), but also in cludes some
ad di tional cri te ria based on Is lamic so cial and moral wel fare func tions. 

2. The real al lo ca tion of re sources de pends less upon ob jec tive fac tors and more 
upon sub jec tive cri te ria. The ob jec tive cri te ria are ex pressed ei ther in terms
of ac count ing price of capi tal which is de ter mined by share- dividend in dex or 
profit in dex of the se lected in dus tries or in terms of op por tu nity cost.

  The ac count ing price of capi tal is Is lamic value- loaded. It may be dif fer -
ent for dif fer ent sec tors of the econ omy de pend ing upon the na tional plan re -
quire ment and over all pri ori ties.

  The sub jec tive cri te ria are ex pressed in terms of wel fare cri te ria and the
in vest ment cri te ria are in ter mixed with the cri te ria of wel fare. We have iden -
ti fied in this pa per four prin ci ples and twelve wel fare cri te ria in the light of
the Holy Qur’an and Sun nah. How ever, these are not fully ex haus tive, but in -
dica tive.

3. It is not likely that all wel fare cri te ria should be ful filled at a time. The best
way is to rank each cri te rion on the ba sis of im por tance and to see if most of
the im por tant cri te ria are sat is fied as well as the in vest ment de ci sions are
taken in con for mity with the Is lamic val ues and ide ol ogy. That is, the best
way is to fol low the second- best pol icy to choose among the wel fare cri te ria.

4. The con cept of ex ten sive com ple men tari ties among life- sustaining and
moral pos si bili ties is bet ter ad dressed by the the ory of so cial well- being. This
is dis tinct from the en tire utili tar ian idea of so cial wel fare, hap pi ness, free -
dom and ra tional choice in fa vour of ex ten sive in ter ac tions, in te gra tion and
crea tive evo lu tion. These at trib utes are caus ally re lated with the or gan iza -
tional be hav iour of the shu ra tic pro cess world view in Is lamic po liti cal econ -
omy. Thus a thor oughly non- neoclassical per spec tive is in tro duced in this
way into re source al lo ca tion in the Is lamic po liti cal econ omy.
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