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“Those people, who when they 
spend, are neither 
extravagant nor miserly but 
keep the golden mean 

between the two (extremes)” 
 
[Al-Furqan: 67] 

"The Messenger of Allah 
(PBUH) took a camel of a 
particular age on loan. He 
gave back to him a camel of a 

better age than the one he was given. He 
said: ‘The best among you is the best in 
repaying.’” [Jami-at-Tirmidhi, Book of 
Business, Hadith No. 1316] 
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Research Note 

 

Estimation of Potential Zakat Collection in Pakistan  
 
Salman Ahmed Shaikh 
 
This research note provides a primer on 
estimation of potential Zakat collectible 
using actual and recent data as much as is 
possible in Pakistan. Major assets and 
forms of wealth subject to Zakat include: 
 

 Gold and silver 
 Cash and bank balances 
 Debt receivable from others 
 Short term and long term financial 

investments 

 Real estate investments 
 Business inventory and assets held 

for trade 
 Livestock who are fed on common 

property resources 
 
Along with that, Ushr is applied on: 

 Agricultural production from rain-
fed land 

 Agricultural production from 
irrigated land 

 Minerals extracted from land with 
concerted efforts 

Moral Reflections on Economics 
Vol 2, Issue 3, March 2022 
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The rate of Zakat is 2.5% on wealth. There 
is 5% and 10% rate of levy on production 
from land depending on whether the 
production process obtains capital as 
water supply from natural or irrigated 
means.       
 
Zakat Computation on Gold 
 
It is difficult to obtain micro data on gold 
holdings in Pakistan from aggregate 
indicators. For this reason, we need to use 
proxy data. There are a total of 
31,915,884 housing units in Pakistan as 
per 2017 Census. Total owned units with 
minimum of 3 rooms are 10,596,504 as per 
2017 Census.  
 
We estimate that a household living in 
owned housing unit with minimum of 3 
rooms will on average possess 200 grams 
of gold. Some households will own more 
or less than this; but, for Pakistan, this 
assumption seems to be close to the mean 
value based on pilot survey results in 
Karachi.  
 
With our estimates, we arrive at Rs 22.87 
trillion as the Zakatable value of gold in 
Pakistan taking the current price of gold 
into consideration (Rs. 10,790 per gram on 
Forex.pk accessed on Feb 23, 2022).  
 
The estimates recently shared with ECC 
point towards potential private gold 
holdings of 5,000 tons (Source: Business 
Standard & Express Tribune, Feb 20, 
2022). Therefore, our estimate of 
2,119.38 tons is not too overly optimistic.  
 
There is another alternate way to 
estimate private gold holdings. There are 
roughly 41,358,490 married females in 
Pakistan excluding widowed and divorced 

as per the reported statistics in Census 
2017.  
 
If Upper Middle Income Class Poverty Line 
is used at PPP ($5.50/day), then 75.4% of 
them can be excluded as relatively 
poorer. For the remaining 24.6%, if 
average gold holding of 200 grams per 
married female is used, then Rs 21.96 
trillion value of gold is estimated to be 
held among married females.  
 
In addition to that, there will be 
unmarried females who would also have 
gold holdings. Therefore, private gold 
holdings from these two proxies can be 
estimated to range between Rs 21.96 
trillion to Rs 22.87 trillion. We can take 
the average of these two estimates to 
come up with a potential figure of Zakat 
collectible on gold holdings.   
 
Zakat on Real Estate Value and Rent 
 
World Bank estimates that around 60% to 
70% of Pakistan’s wealth is in real estate. 
Pakistan’s GDP is roughly $300 billion in 
reported accounts. There are various 
estimates about the size of the informal 
and unreported economy.  
 
Taking a conservative approach and 
relatively more consensus based figure, it 
is estimated that one-third value of GDP 
is in the informal and undocumented 
sector. World Inequality database 
estimates that Pakistan’s wealth-income 
ratio is 5.5. It can give us an estimated 
value of real estate wealth, i.e. 
approximately $1.32 trillion.  
 
World inequality database estimates that 
top 1% wealth owners hold 25.8% of 
wealth in Pakistan. If only 10% of real 
estate wealth is considered as held for 
trade in excess of regular personal use, 
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then the held for trade real estate wealth 
can be conservatively estimated at Rs 
23.49 trillion at PKR / $ exchange rate of 
Rs 178. If 2.5% rate of Zakat is applied on 
it, the potential Zakat collectible on real 
estate wealth can be estimated.  
 
It is estimated that average rental yield in 
Pakistan is 4% as per average rate 
obtained from Graana, Zameen and other 
real estate platforms. Census of 2017 
provides the data that 11.53% of all 
housing units are rented in Pakistan.  
 
Applying this 11.53% to total estimated 
real estate value, we can obtain the 
estimated base of real estate wealth that 
is rented. Applying 4% average annual 
rental yield, we can obtain the Zakatable 
base of aggregated rental income in 
Pakistan. We can apply 2.5% rate of Zakat 
to obtain potential Zakat collectible on 
rental income. 
 
Zakat Computation on Tradable 
Inventory 
 
It is very hard to compute the value of 
unsold inventory at a particular date. 
Wholesale and retail trade value in GDP is 
reported for each financial year. 
Assuming one-month inventory 
outstanding from the total annual value of 
production, we can estimate the Zakat 
base. Thus, we are assuming average 
inventory turnover ratio of 12. We can 
apply 2.5% rate of Zakat on the estimated 
value of tradable inventory to come up 
with a potential figure of Zakat collectible 
on tradable inventory.  
 
Zakat Computation on Value of 
Financial Investments 
 
People also hold their wealth in bank 
accounts, mutual funds, stocks, annuities, 

and national saving scheme instruments. 
World inequality database estimates that 
top 20% wealth owners own around 74.2% 
of wealth in Pakistan.  
 
Among the individual heads related to 
financial investments, if only the wealth 
held by top 20% is assumed to be subject 
to Zakat where the payer has Nisab level 
value of wealth in excess of personal 
needs and debts, the total Zakatable base 
on each of the financial investment heads 
can be estimated.  
 
We can apply 2.5% rate of Zakat on the 
estimated aggregated value of financial 
investments held by top 20% wealth 
owners to come up with a potential figure 
of Zakat collectible on financial 
investments. The source and date of data 
obtained in various categories is 
mentioned in the estimation table. 
 
Most of the investments in shares in 
Pakistan are made by institutional 
investors who regularly trade shares in the 
market. Therefore, we can take the 
market capitalization of PSX and adjust it 
with respect to wealth distribution data 
from World Inequality Database as 
described before. We can apply 2.5% rate 
of Zakat on total market capitalization to 
obtain a conservative estimate of 
potential Zakat collectible on shares.   
 
Zakat on Livestock Value 
 
Livestock population data is available in 
Economic Survey of Pakistan 2020-21. 
Applying average market value on these 
livestock categories, we can estimate the 
aggregate value of livestock. World 
inequality database estimates that top 
20% wealth owners own around 74.2% of 
wealth in Pakistan.  
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If only the wealth held by top 20% is 
assumed to be subject to Zakat where the 
payer has Nisab level value of wealth in 
excess of needs and debts, the total 
Zakatable base on livestock can also be 
estimated. The rates on livestock wealth 
differ depending on whether the animal is 
goat, cow or camel. However, as argued 
by Yusuf al Qaradawi, the average rate 
can safely be taken as 2.5% for a 
preliminary potential Zakat estimation 
exercise since it is not assessment of 
Zakat for a particular individual.     
 
Ushr on Production 
 
Economic Survey of Pakistan 2020-21 
reports that 19.90 million hectares of 
cropped area out of 24.1 million hectares 
is irrigated by canal, wells, canal wells, 
tube wells and canal tube wells. Hence, it 
can be inferred that 82.57% of the 
cropped area in Pakistan obtains water 
supply from irrigation.  
 

On the other hand, 17.43% of the cropped 
area in Pakistan obtains water supply from 
natural sources, such as rain. Assuming 
constant returns to scale on average, the 
Nisf Ushr and Ushr can be applied on the 
value of agricultural produce to estimate 
the potential of Ushr collectible in 
Pakistan.  
 
In the classical understanding, only the 
production from land is subject to Ushr. 
Therefore, fish catch and poultry 
production is subject to Zakat if held for 
trade. Assuming inventory turnover ratio 
of 12, only 1-month production value is 
assumed to be subject to Zakat from the 
total annual value of production. If 2.5% 
rate is applied on tradable inventory, the 
potential collection can be estimated on 
fish catch and poultry and dairy 
production. 
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Estimation of Zakat Based on Classical Approach 
Report Date Category Notes and Sources Amount (Mln Rs.) Zakat (Mln Rs.) 

  Zakat on Wealth       

  Gold  Interpolation from Census 2017  22,411,577 560,289 

End Jun 2021 Currency in Circulation (Stock)  SBP Data  6,909,937 128,179 

End Jan 2022 Deposits in Personal Category  CA (33%), SA & TD (67%). Wealth held by top 20% 9,266,792 171,899 

End Jan 2022 Non-Resident Deposits in Personal Category  CA (33%), SA & TD (67%). Wealth held by top 20%  306,202 5,680 

End Dec 2021 KSE Market Capitalization  Net Zakatable Base. Source: PSX  7,900,137 146,548 

End Jun 2021 Real Estate Value (1.32$ Trillion With Wealth-Income Ratio of 5.5)  10% of Real Estate Wealth considered Held for Trade  23,496,000 587,400 

End June 2021 Rental Income (Assumed Yield=4%, 11.53% Houses Rented)  11.53% Rented Units with 4% Yield  1,083,636 27,091 

22-Feb-22 Open End Funds  MUFAP  1,060,919 19,680 

22-Feb-22 Dedicated Equity Funds  MUFAP  138 3 

22-Feb-22 Voluntary Pension Schemes  MUFAP  39,092 725 

22-Feb-22 Exchange Traded Funds  MUFAP  277 5 

End Jun 2020 Outstanding Value in NSS  SBP Handbook.  4,257,613 78,979 

End Dec 2021 Foreign Exchange Deposits (FE-25)  SBP Data  1,341,778 24,890 

End Sep 2021 Insurance Premium/Contribution (Non-Life)  Insurance Association of Pakistan  88,820 1,648 

End Sep 2021 Insurance Premium/Contribution (Life)  Insurance Association of Pakistan  172,423 3,198 

End Sep 2021 Insurance Premium/Contribution (Family Takaful Business)  Insurance Association of Pakistan  24,858 461 

End Jun 2021 Trade Assets (1 month Value of Wholesale & Retail Trade + Exports)  1-Month Inventory  1,038,417 19,263 

End Jun 2020 Livestock Value (Cattle at Rs 100,000/Unit) 51,500,000 5,150,000 95,533 

End Jun 2020 Livestock Value (Buffalo at Rs 100,000/Unit) 42,400,000 4,240,000 78,652 

End Jun 2020 Livestock Value (Sheep at Rs 20,000/Unit) 31,600,000 632,000 11,724 

End Jun 2020 Livestock Value (Goat at Rs 20,000/Unit) 80,300,000 1,606,000 29,791 

End Jun 2020 Livestock Value (Camel at Rs 100,000/Unit) 1,100,000 110,000 2,041 

  Total Wealth Zakat    1,993,678 

  Zakat & Ushr on Produce     

End-Jun 2021 Production in Livestock  Sector (Dairy, Meat, Poultry etc)  1-Month Inventory  5,509,117 11,477 

End-Jun 2021 Fish Catch  1-Month Inventory  185,701 387 

End-Jun 2021 Produce on Rain-fed Land (17.43% Cropped Area)  Ushr on Value of Production  809,233 80,923 

End-Jun 2021 Produce on Irrigated Land (82.57% Cropped Area)  Nisf Ushr on Value of Production  3,833,529 191,676 

End-Jun 2021 Production in Forestry  Nisf Ushr on Value of Production  244,184 12,209 

End June 2021 Mining and Quarrying  Nisf Ushr on Value of Production  976,819 48,841 

  Total Zakat & Ushr on Produce     345,514 

  Total Zakat Collection by Classical Method 2,339,192 

  Total GDP at Market Prices (2020-21) 47,709,300 

  Zakat to GDP Ratio 4.90% 
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Viewpoint 

 
Zakat and Protection of Poor from Inflation 

 
Qanit Khalilullah 

EVP, Group Accounts, Reporting & Financial Operations 
PTCL & Ufone 

 
In economic policy discourse, inflation is 
given prime emphasis in comparison to 
providing employment. However, we need 
to understand that as a result of inflation, 
if one party of the transaction i.e. buyer 
is suffering due to high price, the other 
one, who is the seller, 
gets benefit of this 
situation.  
 
Similarly, borrower of 
money who is usually 
having deficit of funds 
benefits from inflation 
due to reduction of real 
value of debt. Even a 
businessperson who has taken loan 
benefits since increase in output price 
increases revenue while reducing the real 
value of debt owed to the lender. In this 
case, the lender incurs a loss in real 
terms. 
 
Neoclassical economists usually do not 
favour government intervention in terms 
of price control because it distorts the 
market mechanism of achieving 
equilibrium through interaction of forces 
of demand and supply. It distorts price 
signals which ensure efficient utilization 
of economic resources.  
 
In case of increasing prices and profits in 
an industry, more producers would step in 
to earn higher profits. As a result, the 
production would increase, and prices will 
ultimately settle down. In case of 

interference through price controls and 
subsidies, this mechanism would not work 
and will result in waste of precious 
economic resources.  
 
The Holy Prophet (PBUH) refused price 

fixation and control. 
“The people said to 
Prophet (PBUH):  
Prices have shot up, 
so fix prices for us. 
Thereupon the 
Apostle of Allah said 
“Allāh is the one 
who fixes prices, 
who withholds and 

gives abundantly to others. I hope that 
when I meet Allāh, none of you will have 
any claim on me for an injustice regarding 
blood or property”.   
 
Qur’an says: “Oh ye who believe! Do not 
devour one another’s possessions 
wrongfully; rather, let there be trading by 
mutual consent” (Chapter Nisa: 29). 
Fuqaha and scholars argue that price 
fixation would negate mutual consent 
which is the essential characteristic of 
lawful trade, therefore, it is not allowed. 
 
The majority of the scholars agree on the 
above mentioned principle, and according 
to them only in the case of injustice being 
done to the public by hoarders and 
businessmen, the government can 
intervene to fix the prices of commodities 

 

Zakat helps poor to meet 

their essential needs even in 

an inflationary environment. 

Contrarily, higher Indirect 

taxation results in inflation. 
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for the welfare of the people and to 
safeguard the public interest. 
 
On the other hand, Zakat helps poor to 
meet their essential needs even in an 
inflationary environment. Contrarily, 
higher indirect taxation results in 
inflation. However, Ushr, which is a form 
of Zakat would 
produce results 
otherwise by helping 
poor and needy 
people who are 
affected the most 
from inflation.  
 
Ushr is applicable on 
value of production 
at a relatively lower 
rate of 5% or 10% compared to general 
Sales Tax (GST)/Value Added Tax(VAT). It 
is simple from the perspective of 
calculation and implementation as 
compared to modern forms of indirect 
taxation.  
 
Despite the fact that its rate is much 
lower than 16%/17% of GST, it would fetch 
more amount because it has no 
complicated requirement of input tax 
adjustment like GST. More importantly, it 
would be collected to support the poor 

class by meeting their basic needs instead 
of creating inflation for them like an 
indirect tax (GST) does, and therefore, is 
considered an adverse tax.  
 
Allama Ibn-e-Khuldun had showed that tax 
rates and tax collection have a non-linear 
relationship. It is not necessary to 

maximize the tax 
rate to maximize 
revenue collection. 
A low, stable and 
consistent tax rate is 

considered 
conducive for the 
economy in order to 
encourage private 
investment and 
ensure sufficient 

revenues for the government to maintain 
law and order and provide public goods.  
 
By introducing lenient tax rate on 
production and wealth, private 
investment will be encouraged which can 
enhance the supply of goods and thus 
reduce any cost-push pressures on 
inflation. If Zakat on real estate is 
implemented except the residential unit 
or office/factory in use, an important 
component of inflation, which is rise in 
cost of housing can also be checked. 

 

 

 

 

 

 

 

 

 

 

 

Allama Ibn-e-Khuldun had 

showed that tax rates and tax 

collection have a non-linear 

relationship. It is not necessary 

to maximize the tax rate to 

maximize revenue collection. 
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Book Review 
 

Title: Interest Free Banking 
 

Author: Council of Islamic Ideology 

Publisher: Idara-e-Tahqeeqat e Islami 

 

 

This report published in the form of book 
in Pakistan by the Council of Islamic 
Ideology was a monumental effort in the 
journey towards interest free banking in 
the country. It had great impact on 
policymaking regarding Islamization of 
the economy. It got translated into Arabic 
as well in other languages spoken in the 
Muslim world.  
 
Arab countries as well as South East Asian 
countries also gave attention to this 
report in implementing Interest Free 
Banking in their respective countries. The 
reason why this report got a lot of 
attention was its policy-oriented focus. It 
was a policy blueprint to Islamize the 
financial system. 
 
The report envisaged a gradual approach 
to evolve an interest free banking and 
economy through a series of step-wise 
reforms. It had a well-thought plan 
keeping in view the open economy 
framework and international 
commitments. It provided specific 
suggestions to Islamize the functions of 
central bank, development finance 
institutions, commercial banks, 
specialized banks and non-banking 

financial institutions, such as mutual 
funds, insurance companies and 
investment companies. 
 
In its gradual approach, the report 
suggested that the process of Islamization 
of the financial system shall be carried 
out in a linear step-wise reform process. 
 
First, the element of interest shall be 
avoided in transactions between federal 
government and provincial government 
and between government and central 
bank. Then, the government institutions 
shall be reformed to eliminate the 
element of interest.  
 
The loans provided by House Building 
Finance Corporation (HBFC) and other 
specialized banks and Development 
Finance Institutions (DFIs) run by 
government shall be made free of 
interest. The investment schemes offered 
by National Investment Trust (NIT) and 
Investment Corporation of Pakistan (ICP) 
were to be reformed to eliminate the 
element of interest.  
 
Then, in the next phase, the report 
recommended that interest shall be 



ISLAMIC ECONOMICS PROJECT|MORAL REFLECTIONS ON ECONOMICS|VOL 2, NO. 3 MAR 2022 9 

 

eliminated in commercial banking by 
replacing the interest based loans with 
Islamic finance schemes and finally by 
replacing interest based deposit 
mobilization with profit-loss sharing 
based investment deposits.  
 
In the last phase, the 
report stated that 
the external loans 
from governments 
and international 
DFIs shall be 
reformed to 
eliminate interest. 
Since there is less 
legislative control in 
such engagements, 
the process of elimination of interest will 
involve convincing the international DFIs 
to use Islamic finance schemes.  
 
This linear step-wise approach was a 
logical one. It started from reforms in 
institutions in which government has 
ownership. Then, it extended the efforts 
of eliminating interest in institutions in 
the domestic economy where legislation 
and market power can be utilized. Finally, 
it suggested reforming transactions and 
engagement with rest of the world where 
there is less legislative control for 
reforms. 
 
In retrospective lookback, the approach 
envisaged in the report can be 
appreciated given the present scenario. 
After the publishing of report, in later 
years, the government kept on using 
interest-based public finance options and 
allowed Islamic banking to operate in 
private sector in parallel to conventional 
banking without eliminating interest 
based banking through legislation.  
 

Thus, conversion of conventional banking 
into Islamic banking slowed down. More 
importantly, the use of debt based modes 
of financing and especially the close 
connection to interest based benchmark 
in pricing could not be avoided. Hence, 

even the Running 
Musharakah product 
could not avoid 
interest based 
benchmark in a 
scenario where 
majority share in 
banking is held by 
conventional banks 
and who get major 
share of business 
from government 

when it sources funds in public finance 
utilizing the conventional interest based 
sovereign securities. 
 
Another important aspect of the report is 
its elaboration of the Islamic finance 
schemes and discussing their applicability 
in different functions of different 
governmental and non-governmental 
institutions. 
 
The report categorically mentions that 
the ideal interest free alternatives of 
finance include Musharakah and 
Mudarabah. Both are inclusive modes of 
finance which are not only free from 
interest, but free from indebtedness. The 
redistributive impacts of these Islamic 
equity based modes of finance are 
substantively and meaningfully different 
from interest based lending.   
 
However, the report realized that moral 
hazard and adverse selection are major 
problems in equity based modes of 
finance. Moral hazard implies that the 
clients who are provided with capital 
know that the risk to capital is borne by 

The report envisaged a gradual 

approach to evolve an interest free 

banking and economy through a 

series of step-wise reforms. It had 

a well-thought plan keeping in view 

the open economy framework and 

international commitments. 
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the capital provider, i.e. banks. Hence, if 
clients understate profits or show loss in 
their accounts, they will be able to reduce 
their financing cost or avoid it altogether.  
 
Furthermore, in the presence of debt 
based financing at a predetermined rate 
or mark-up, only the 
risky commercial 
clients who are not 
able to afford or 
obtain debt 
financing will come 
to Islamic equity 
based modes of 
financing. Those 
who are liquid and 
profitable will not 
want to share their higher returns on 
investments with Islamic banks in profit-
loss sharing contracts. This is the problem 
of adverse selection.      
 
To overcome this, the report suggests that 
transparency and audit is very important. 
Where it is difficult to ensure 
standardized audited accounts, the debt 
based modes of Murabaha Muajjal 
(Deferred payment sale) and Ijarah 
Muntahiyya Bit-tamleek (Ijarah resulting 
in asset ownership) can be used. In 
working capital finance of farmers, Bai 
Salam (advance payment sale with 
deferred delivery) can also be used.  
 
The report suggested that in priority 
financing to the micro-borrowers, interest 
free loans can be used. Since banks obtain 
a significant portion of their deposits in 
current account, they can be obligated to 
share a certain percentage of these 
deposits in providing credit to low-income 
borrowers.  
 
The report allowed a fixed service charge 
as application fee, but discouraged its 

overuse, especially at variable rates 
where service charge becomes a function 
of maturity of contract and the amount of 
funds borrowed.  
 
In the similar vein, the report also 
discouraged the use of inflation indexing 

as it may become a 
norm. The report 
stated that loan 
contracts shall be 

non-compensatory. 
If the financial 
institution wishes to 
benefit from 
investing funds, it 
shall use Musharakah 
and Mudarabah or at 

least Islamic debt based financing 
schemes, such as Murabaha and Ijarah. In 
short term working capital finance, 
Murabaha and Salam can be used. But, in 
providing credit loan of money, it shall 
avoid any predetermined profit. To cover 
its administrative expenses, banks can 
only charge a fixed application fee.  
 
The report also suggested that the DFIs 
can use venture capital financing and 
private equity. They can provide financing 
through auction of investment share in 
the enterprises. The debentures can be 
replaced with Participation Term 
Certificates (PTC) which will operate on 
the principles of Musharakah.  
 
The report also discussed the operational 
complexities. In determination of profits, 
it recommended the use of profit 
determination on daily product basis. In 
some cases, where financing is provided 
to micro-enterprises which do not keep 
proper records of business, a pre-
announced profit rate can be used. 
However, in principle, actual profit 

Important aspect of the report is its 

elaboration of the Islamic finance 

schemes and discussing their 

applicability in different functions of 

different governmental and non-

governmental institutions. 
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distribution shall be based on actual 
profits when they are made available.  
 
Profit sharing based on predetermined 
profit rates shall only be used in a limited 
way where microenterprises do not 
maintain business records. In situations 
where the microenterprise is able to 
provide 
evidence of 
loss, banks 
shall share in 
loss and do not 
demand fixed 
profit based 
on pre-
announced 
rates.  
 
The report 
also recommended that instead of 
compounded interest on late payment, 
the banks shall introduce penalty which is 
paid to government or third-party to avoid 
profiteering on liability due. 
 
For ensuring stable rates of profit 
distribution to the depositors, the report 
suggested that nationalized banks shall 
determine their profits by combining 
asset pools. This will ensure that 
commercial displacement risk is avoided. 
However, implementing it in private 
sector banks is not feasible.  
 
In specific issues, such as loans to 
employees, the report recommended the 
use of interest free loans. Staff loans are 
already heavily subsidized. Hence, 
interest free loans will not burden the 
employing organizations since they 
already provide fringe benefits to their 
staff. Profit payment on provident fund 
can be announced as a unilateral bonus 
until the fund is properly transformed on 
Islamic investment principles. 

 
In insurance, the report suggested the use 
of mutual co-insurance and avoiding the 
element of interest in investment 
operations. The investment schemes 
offered by insurance companies shall also 
only utilize Islamic investment options 
like it was recommended for NIT and ICP.    

 
The report 
recommended 
that in order 
to ensure that 

deposit 
mobilization 

through profit-
loss sharing 
shall not result 
in people 
avoiding banks 

to park their savings, the government can 
provide deposit protection for some 
definite period to instil confidence and 
avoid financial exclusion.      
 
In multiple places, the report 
categorically stated that the debt based 
and sale based modes of financing shall 
only be used where Mudarabah and 
Musharakah are not usable. The report 
discouraged a prolonged and significant 
use of debt based financing schemes in all 
types of contracts and needs.  
 
However, since the government did not 
increase its use of Islamic financing 
schemes in sourcing funds itself and 
reopened the case on prohibition of 
interest at the legislative level, the 
conventional banking could not be 
contained and transformed quickly 
enough. Thus, private sector Islamic 
commercial banks could not significantly 
move towards Mudarabah and Musharakah 
as much as was expected and desired in 
the report.         

 

The report categorically stated that the debt 

based and sale based modes of financing shall 

only be used where Mudarabah and 

Musharakah are not usable. The report 

discouraged a prolonged and significant use 

of debt based financing schemes in all types 

of contracts and needs. 
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Research Paper in Focus 
 
Paper Title: From Streamlining to Mainstreaming “Islamization of Knowledge” 
Author:   Sari Hanafi 
Publisher:  American Journal of Islam and Society, 38(1-2), 101 -135. 
 
International Islamic University of 
Malaysia (IIUM) was established according 
to the visions developed by prominent 
Islamic scholars Ismail al-Faruqi (Co-
founder of the International Institute of 
Islamic Thought in Virginia [IIIT]), Abdul 
Hamid Abu Sulayman (Current Chairman 
of IIIT), and Syed Muhammad Naqib al-
Attas (Founder of the International 
Institute of Islamic Thought & Civilization 
[ISTAC]), with the aim of linking what they 
call ‘revelation and heritage’ with social 
and human sciences. 
 
The author explains that this paper 
unfolds the passage from a generation of 
faculty who established the Islamization 
of Knowledge (IoK) paradigm in order to 
streamline it, to a new generation that 
seeks to mainstream it. The aim is to show 
that this transition has been made 
possible due to the employment of 
Maqasid-al-Shari’ah. 
 
Maqasid-al-Shari’ah approach provides 
conversation at a broader level engaging 
society in a pluralistic and universal way. 
There is more agreement on universal 
morals than on specific teachings of any 
religion. However, there is need for 
balance.  The author notes that the 
greatest challenge for research at IIUM is 
to transform the meta-religious principle 
from its philosophical outlook into a more 
feasible scheme for practical intellectual 
engagement.  

 
On the other hand, the author highlights 
that too much repetition dulls the mind 
and creates boredom, instead of 
motivating students to engage in further 
exploration. Therefore, there is need for 
bilateral exchange of views, discussions 
and discourses to appreciate the Islamic 
perspective in an engaging way and to also 
acknowledge that why it may still not be 
acceptable to some people. There is need 
for analytical and engaging dissemination 
of ideas than mere articulation in 
legalistic ways. 
 
Two broad aims of academic institutions 
can be identified, i.e. i) building high 
quality morally conscious professionals 
having a clear understanding of Islamic 
precepts, injunctions and their 
contemporary applications, and ii) 
developing and creating new knowledge 
itself, i.e. Islamization of Knowledge. To 
achieve the first aim, both curriculum and 
extra-curricular activities are important.  
 
As far as the first aim is concerned, IIUM 
has been quite successful through its 
culture and environment, such as the use 
of discussion circles (Halqa), religious 
lectures (Friday sermon) and religious 
teachings (Recitation of Qur’an and Tahfiz 
with meaning).  
 
However, as far as the second aim is 
concerned, it is a long-term project in 
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which multiple generations will be 
involved. The author rightly illustrates the 
scholarly views from the physical 
scientists that what is needed is not a 
complete overhaul of the specific 
knowledge of physical sciences, but 
incorporating the Islamic perspective and 
consciousness about Islamic worldview.  
 
Physical sciences can help in 
understanding the cause-effect link in 
physical dimensions. However, how to 
benefit from the knowledge of cause-
effect link requires a moral and normative 
perspective wherein religion has an 
important role to provide values and 
ethical perspective.  
 
In Islamization of knowledge, social 
sciences have more need of reform. The 
knowledge about life and physical 
sciences does not need a parallel religious 
explanation of the physical facts. 
However, when it comes to knowledge 
about human behaviour, human society 
and policies to govern and transform 
human behaviour in society, religious 
knowledge has much to offer. That is 
where, there is greater need of 
integration of knowledge. 
 
In achieving the second aim, another 
challenge which the author mentioned is 

the incentive problem. Increasingly, 
universities in Malaysia have felt financial 
pressures. Research grants are limited. In 
winning research grants and promotions, 
record of publishing in past is important. 
There are much less number of journals 
which are welcoming towards integration 
of knowledge and pluralistic methods of 
inquiry. 
 
That is why, even within Islamic 
economics, much of the research is 
directed towards empirical and statistical 
analysis of “what is” rather than what 
“ought to be”. In this regard, it is 
important to utilize at least the 
indigenous journals to produce research 
which is aiming at integration of 
knowledge and Islamization of 
Knowledge.  
 
If research journals are not flexible 
enough for this purpose, books, edited 
volumes and research bulletins shall be 
utilized in print and seminar series or 
seminar courses shall be introduced in 
non-print ways of knowledge 
dissemination. If faculty is provided with 
some incentives in using these mediums, 
they will take interest and hence, more 
quality content can be developed with 
more concerted efforts in the future. 
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Reflections 
 
Plato is quoted to have said:  

 
We enjoy free sunshine, oxygen, water 
and life-supporting climate to live. The 
blessings and hardships are good and bad 
only till we are alive. All social problems 
and their solutions become irrelevant 
when we are no more. Beneath all the 
chaos and clutter and hopes and fears, we 
need to reflect on what is the purpose of 
life? 
 
The twentieth century can well and truly 
be regarded as the century of modern 
science. Science has made us understand 
the physical world better and to make the 
ever-more effective use of matter around 
us. The comforts of life that a common 
person takes for granted were not 
available to even the Kings and the Royals 
of the past. 
 
Nonetheless, along with advancements in 
science and technology, over 200 million 
people died in the last century in wars. On 
average, if 5,500 people die on every day 
of a century, only then it will reach the 
figure of 200 million. Is extinction merely 
a rearrangement of molecules, even if it 
happens to humans via nuclear weapons? 
We need better humans, morality, values 
and a social contract that can make us live 
better, meaningful and fulfilling lives. 

The technological advancements do not 
make right as wrong or wrong as right. In 
fact, if values are undermined, then the 
same technology can be used for more 
destruction rather than for social benefit. 
 
Using free will, we can use the moral 
screening provided by conscience to act 
in good ways. But, if I believe that this life 
is the only life, then why shall I use my 
limited time, income and abilities to help 
others? How can absolute justice be 
provided in the crime of genocide? Even in 
other crimes, with perfect monitoring, 
prosecution and law enforcement, the 
suffering caused is irreversible. 
 
Our outlook on the universe will be 
different based on the meaning we attach 
to our relationship with the universe. 
From Physics perspective, extinction is 
merely a rearrangement of atoms, even if 
it happens to millions of humans via 
nuclear weapons. 
 
Prof. Stephen Hawking once said: “We are 
the product of quantum fluctuations in 
the very early universe[ii]”. Prof. Neil 
deGrasse Tyson also remarked that it is 
possible that our entire existence is a 
program on someone else’s hard drive and 
that everything in our lives is just a 
creation of some other entity for their 
entertainment [iii]. The physical 
appearance of life can be studied as 
biological and chemical processes, but is 
life just all that? 
 
Humans live in society and exercise their 
free will in socio-economic relations. 
Unlike the dials in a well-functioning 
clock which do not intersect, humans 
have the potential to be compassionate or 
not to be. But, why should I part with my 

“Man is declared to be that 
creature who is constantly in 
search of himself - a creature 
who at every moment of his 
existence must scrutinize the 
conditions of his existence. He is 
a being in search of meaning [i]”. 
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time to help some stranger I might never 
meet again or for someone who lives miles 
away from me? Why should I part with my 
wealth if it is scarce, legally belongs to 
me and so nobody could question what I 
would decide to do with it in life? 
 
Science seeks cause-effect relations in 
physical realities. Mathematics is one of 
the tools to guide this search in complex 
relationships. Some scientists exclusively 
focus on material processes. So, they only 
extract the deeper meaning as regularity 
and algorithm itself. Science can only 
help us thus far. The reflection on nature 
and its regularity around us requires a 
philosophical underpinning for deeper 
meaning. 
 
Columbia University Professor, Dr. Brian 
Greene elucidates that Science is very 
good at answering the 'how' questions. 
How did the universe evolve to the form 
that we see? But it is woefully inadequate 
in addressing the 'why' questions. 'Why is 
there a universe at all?' These are the 
meaning questions, which many people 
think religion is particularly good at 
dealing with [iv]. 
 
Cooking is not chemistry and chemistry 
alone. When cooking starts, what 
ingredients are involved at the most 
indivisible level and how they mix 
together is part of reality. The second set 
of reality is who is cooking, why and for 
whom? The cook and hunger as part of 
reality are as much important as the 
knowledge of how the ingredients mix to 
become eventually a prepared ready-to-
eat food. We drink so that we quench 
thirst. 'Why' in what happens is part of 
reality as much as 'how it happens'. If a 

person asks who made the computer, the 
answer is not sufficient if it only describes 
the materials and processes through 
which the computer was created. Prof. 
Seyyed Hossein Nasr writes: 
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“The idea of reductionism which is 
innate to modern science could be 
described as the reduction of the 

spirit to the psyche, the psyche to 
biological activity, life to lifeless 

matter and lifeless matter to purely 
quantitative particles or bundles of 
energy whose movements can be 

measured and quantified. [v]” 
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Market News 

 
 SAIB to establish $533 million Sukuk program to fulfil financial needs (Arab News, Mar 

24). 

 

 Afghanistan to transform conventional banking into Islamic banking (Salaam Gateway, 

Mar 24). 

 

 Indonesia raises $153 million from additional Sukuk auction (Nasdaq, Mar 23). 

 

 Women constitute 74% of total beneficiaries of Takaful and Karama Programme (Ahram 

Online, Mar 23). 

 

 Commercial banks need not be wary of Fintech: FPCCI (Daily Times, Mar 22). 

 

 Oman’s Islamic banking financing growth topped 11.6% YoY in 2021, in contrast to the 

conventional banking sector’s 3.1% (Fitch Ratings, Mar 22). 

 

 Islamic banks’ total assets expanded by 8.1% in 2021 in Bahrain as compared to 4.2% 

growth for conventional banks (Zawya, Mar 21). 

 

 Minimum capital funds for a licensed digital bank shall be RM 100 million during the 

foundational phase and RM 300 million after the foundational phase (SKRINE, Mar 21). 

 

 Bahrain-based GFH’s $100 million Sukuk fund aims to power economic growth in 

Pakistan (Pakistan Observer, Mar 18). 

 

 Grab partners with Sedania to roll out Islamic financing products for its gig workers 

(Fintech News, Mar 18). 

 

 Global Sukuk issuances surged 39% to $250 billion in 2021 (National News, Mar 18). 

 

 Saudi Arabia issues $2.75 billion Sukuk in March (Zawya, Mar 16). 

 

 Islamic banking market share in Bahrain rises to 17.8% of total banking system assets at 

end-2021 (Fitch Ratings, Mar 16). 

 

 KLK issues RM 2 billion worth of Islamic bonds (Edge Markets, Mar 16). 

 

 Aafaq Islamic Finance and AFS partner to support FinTech start-ups (IBS Intelligence, 

Mar 7). 
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 Islamic banking deposits in Pakistan have grown at 10-year CAGR of 23% outpacing 12% 

growth in conventional deposits (Express Tribune, Mar 6). 

 

 Islamic banking in Egypt amounts to EGP 429 billion in 2021 (Daily News Egypt, Mar 6). 

 

 Islamic deposits stand at EGP 350.4 billion while financing reached EGP 328 billion (Daily 

News Egypt, Mar 6). 

 

 Sovereign Sukuk to fall to $73 billion this year (Pakistan Observer, Feb 25). 

 

 First Abu Dhabi Bank set to sell $500 million Sukuk (Reuters, Feb 23). 

 

 Islamic fintech start-up IMAN raises $1 million funding (Zawya, Feb 22). 
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Economic and Financial Indicators 
 

Islamic Banking Statistics Up to Q4-2020 
 

Country CAR 
Gross 
NPF 

ROA ROE 
Net Profit 

Margin 
Cost to 
Income 

Bahrain 17.80 8.30 0.40 4.50 13.80 53.20 

Bangladesh 12.70 4 1 22.90 34.30 55.40 

Brunei 19.20 4.80 1.70 13.60 56.50 45.20 

Egypt 19.01 5.77 2.86 32.30 60.10 26.26 

Indonesia 21.60 3.10 1.50 13 19.90 80.10 

Jordan 22.80 2.20 1.70 17.20 49.40 50.60 

Kazakhstan (2019Q3) 33.30 0.20 1.30 4.50 19.50 34.50 

Kuwait 17.70 1.90 1 10.20 23 30.80 

Malaysia 18 1.30 0.70 9.70 28.70 40.70 

Nigeria 16.80 7.80 3.20 41.70 96.80 37.90 

Oman 14.50 2.20 -0.80 -6.20 -23.40 69.90 

Pakistan 16.60 4.10 2.40 39.20 43.60 49.50 

Palestine 15.20 2.50 0.70 8.50 20.70 69.20 

Qatar (2019Q1) 18.30 1.40 0.40 4.40 38.90 11.90 

Saudi Arabia 
(2021Q1) 

18.60 1.20 2.50 19.80 54.30 45.70 

Sudan 11.50 3.50 3.50 67.70 51.20 49.70 

Turkey 17.80 3.40 1.30 16.60 23.10 36.80 

UAE 20.10 6.90 0.80 6.10 20.40 50 

Source: IFSB Data  
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Alternate Reference Rates and USD 3-Month LIBOR 
 

Alternate Reference Rates Interbank Offered Rate 

Risk-Free. No maturity and credit risk premium Includes the risk level of banks 

Overnight Available for tenors from overnight to 12 months  

Transaction-based Based on subjective submissions by banks 

Backward looking Forward looking 

Require spread adjustment for maturity and 

risk premium  

Only require adjustment beyond bank credit risk 

since that is already incorporated. 

ARR + Credit Adjustment Spread + Margin LIBOR + Margin 

 
 

 
Source: FRED Economic Data 

 

 
Source: Bank of England Data 
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Call for Papers 
 
Emerald Journal of Islamic Accounting and Business Research 
Corporate Governance in Islamic Banking & Finance, Special Issue 
https://www.emeraldgrouppublishing.com/calls-for-papers/corporate-
governanceislamic-banking-finance 
 
10th Islamic Economics Workshop, 14 – 16 October 2022 
IKAM Center of Islamic Economics, Turkey 
https://ikam.org.tr/iew-10 
 
The 12-th Foundation of Islamic Finance Conference 2022 (12-th FIFC 2022) 
1st - 2nd October 2022 (Web-based) and 
8th - 9th October 2022 (Face-to-face in Istanbul, Turkey) 
https://submit.confbay.com/conf/12-th_fifc_2022 
 
The 8th International Islamic Monetary Economics and Finance Conference 
5th – 6th October 2022, Online Webinar 
https://submit.confbay.com/conf/iimefc2022 
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