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Abstract 
There are well established differences between conventional and 

Islamic economics in relation to the working of economic institutions 

like market. The conventional economic models do not capture the role 

of morals and values whereas; Islamic economics believes that morals 

and values play an important role in the working of institutions. 

Furthermore, a strong emphasis on morality and values is very 

important for the development and growth of society. In Islamic 

settings the individual and society are strongly interlinked and their 

economic behavior is not only determined by the worldly life but also 

on the life hereafter.  
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I. Introduction 
 After many years of E. F. Schumacher’s book entitled “Small is Beautiful: 

Economics as if People Mattered” Pearce (2006) has produced “Small is Still Beautiful: 

Economics as if Families Mattered”. His main emphasis stays that institutions other than 

market are playing a very important role in the development of the society as well as 

economy. He claims that conventional economics is value neutral and has no connection 

with the morality and immorality. It has been observed from the recent economic 

literature that most of the well-established economic models are not able to capture the 

human behavior and moral values and concentrate on the monetary matters.  

 

 These models are not able to absorb the religious norms and ethos. Most of the 

religions especially Abrahamic one emphasized on the moral values for the development 

of society as well as economy. Among them Islam has its own significant and unique 
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values and its models are based on the moral economy with two objectives i.e. utility in 

this life and utility in the life hereafter.  Its codes of life explain that how man as an 

economic/social agent can be successful in this worldly life and life hereafter as 

mentioned in Qur’an and in the saying of Prophet (PBUH). It is observed that value based 

moral economy is missed in the literature of conventional economics. Simultaneously 

many of current models in Islamic economics are developed on the same lines. Instead of 

developing the models for the Islamic moral economy they replicate the same models of 

conventional economics by incorporating the Zakat and interest free financing.  

 

 Keeping that in view an effort is going to be made to develop a theoretical model 

that will be able to develop a moral economy based on the Islamic injunctions along with 

the virtuous human behavior. However the meaning of moral economy under the 

umbrella of Islam is different. It is just not only based on the honesty, generosity, 

selflessness etc. but also inculcates the orders of Shari’ah. It means that moral economy 

is the subset of Islamic moral economy which is a universal set. According to this 

definition Islamic moral economy is more purified than the moral economy which is 

defined in the conventional literature.   

 

 The most important feature of the abovementioned model is that how the values 

are incorporated in the model. In the conventional economics value and price are 

synonymous with each other. However, price is clearly different than the value. Price is 

determined by the market forces and it is value neutral whereas value is in the mind of 

the people. Especially religion teaches about the moral values. In this context Islam has 

given a charter to its followers that how the moral values should be established and how 

these are regulated in an Islamic society/economy. If once it is decided that moral values 

are incorporated in the economic models and especially the divine values then the process 

of exchange will be different. It is a well-known factor that person/individual is always 

there at the end of any exchange or transaction. So how it is possible that exchange will 

take place without considering any moral value? Similarly the channels of distributions 

cannot be value free. At the end in this study role of the state will be discussed. The 

intervention of state is permitted if there are imperfections in the market or in the 

behavior of economic participants. If dishonesty, bribery, selfishness, greediness prevails 

in the economy then this is the duty of state to intervene and made the corrections 

through its legal instruments. Islam does not support the laissez-faire economy however, 

state plays its role but under the periphery of Shar’iah.   

 

 A number of issues besides the above mentioned issues are discussed in this study. 

However all these issues are discussed under the guidance of Quran, Hadith (sayings of 

Prophet PBUH) and with the help of writings of renowned Muslim jurists. The structure 

of the paper is as follow: Section I discusses the structure of the market in conventional 

and Islamic moral settings and explains the concept of trading among human beings and 

trading with Allah (SWT), section II discusses the moral values growth. Whereas section 

IV presents the conclusion 

 

II. Section - I 
 As noble Laureate Hayek (1976, 1978, 1979) said that market is neutral and there 

is no meaning of social justice in the mechanism of free market. He also claimed that it is 

better to serve thousands of unknown instead to serve few known. He claimed that 
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market is the only instrument that distributes on the basis of justice. However, gifts have 

their social value and in fact they are the part of the exchange that has their own value but 

no one is paying or receiving the price. Common goods are the main character of any 

economy. Exchange does not take place with robotics. Individuals have their own 

choices, emotions and moral values. However Islam has given the basic rules for 

exchange under the constraints of Shari’ah. There must be equity and justice in exchange 

and gains from exchange must be comparable and to some extent equal. It creates the 

value based economy and society. It teaches moral norms that are applied in the market. 

It gives the lesson of brotherhood and explains how to deal in this world and what the 

targets of the life are hereafter. Philanthropy is the basic ingredients of all pillars of 

Islam. Allah (SWT) has promised that He will give the better reward for those who are 

giving to needy and poor Muslim brothers. It is worthwhile to note that philanthropy is 

not just to help the others but also it is the art of giving back. 

 

 However, market is mentioned twice in Chapter al Furqan of Quranas: 

“What is it with this Messenger who eats food and wanders in the 

market-place?” (25:7) “We sent not before you any messengers but 

they ate food and wandered in the market-place.” (25:20) 

 

 In these verses of Quran the market is positively considered as an institute where 

demand and supply work smoothly and price is determined. In Islamic settings all 

concepts are inter-related with this life and life hereafter and same with the market. In 

Islamic market the transactions are taking place on one hand between human beings and 

with Allah (SWT) on the other hand. 

 

 According to al-Ghazali the ultimate objective for the Muslim is not to collect the 

worldly wealth and this is not the purpose of the market. However market provides the 

services for the transactions and supports the buyer and sellers and believers fulfill their 

social needs and get the benefits from the market. In Islamic settings all market agents 

should follow the teachings of Quran and Sunnah. They should be honest, generous, 

philanthropist, not selfish, decent and truthful. Most of the Islamic scholars are in favor 

of just price (prevailing price with some ethical constraints) so they do not support the 

concept of fixation of price by state or any authority. They argue that when the 

companions of Prophet (PBUH) asked to fix the price the Prophet (PBUH) refused to fix 

the price and said that this is unjust. However, many Muslim scholars also support the 

idea of fixation of price in the interest of public.  

 

A. Trading in this World 

 Islam provides a set of principles for business to its followers. All the transactions 

should be interest free. Trading is permitted but without interest and Islam appreciates 

charity for the purification of the wealth
1
, fair business transactions

2
, adulteration and 

                                                           
1”But those who devour riba become like the one whom Shaitaan has bewitched and maddened by his 

touch. They have been condemned to this condition because they say, Trade is just like riba, whereas Allah has 

made trade halaal and ribaharaam. Henceforth, if one abstains from taking riba after receiving this admonition 
from his Lord, no legal action shall be taken against him regarding the riba he had devoured before: his case 

shall ultimately go to Allah. But if one repeats the same crime even after this, he shall go to Hell, where he shall 

abide forever! Allah deprives riba of all blessing and develops charity, and Allah does not like an 
ungrateful, sinful person.” (2:  274-276) 
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exploitation of others is not allowed
3
, business should be with the mutual consent of the 

parties, the property of others should not be used without permission and injustice is not 

allowed
4
. If believers will follow the above mentioned principles they will also get the 

reward in the life hereafter and this will also help their business, goodwill and people will 

have more confidence in them. Islam does not like injustice, greediness, cheating, 

adulteration, corruption, dishonesty and fraud. As mentioned above that worldly life and 

life hereafter are integrated with each other. So both of the markets are also integrated 

with each other. A pious trader will observe the advantages of his good deeds in this 

world and life hereafter.  

 

Quran says, “O you who have believed, fear Allah and speak words of 

appropriate justice” (30:70) 

 

B. Exchange of Present life with life Hereafter 

 In true sense of Islam, exchange takes place in this life and life hereafter. The 

nature of exchange is completely different in both of the lives. In this life the trade is in 

terms of goods and services whereas in the life hereafter the exchange is in terms of 

deeds, virtues and vices. As it is a well-known phenomenon that exchange in this life is 

dependent on the choices of the believers. Similarly, the exchange in the life hereafter is 

dependent on the choices of these agents.  

 

 As Allah(SWT) says in Quran: 

“These are people who bartered true guidance for waywardness. Their 

commerce did not profit them, nor are they rightly guided.” (2:16) 

 

 Here exchange is not in terms of material goods rather it is in the sense of human 

behavior (bad or good). How someone has opted true guidance or waywardness, it 

depends upon the priorities of the believers.  If exchange is in favor of true guidance then 

believers will earn the profit otherwise they will be punished which is purely a way 

towards loss. 

 

“Indeed, mankind is in loss, Except for those who have believed and 

done righteous deeds and advised each other to truth and advised each 

other to patience.”(103:2-3) 

 

                                                                                                                                                
2 “Do not usurp one another’s property by unjust means, nor offer it to the judges (as bribe) so that you may 

devour knowingly and unjustly a portion of the goods of others.” (2:188) 
3 “Woe to those that deal in fraud. Those who, when they have to receive by measure from men, exact full 
measure. But when they have to give by measure or weight to men, give less than due. Do they not think that 

they will be called to account? On a Mighty Day. A Day when (all) mankind will stand before the Lord of the 

Worlds?” (83: 1-6) and “Give full measure when ye measure and weigh with a balance that is straight: that is 
the most fitting and the most advantageous in the final determination.” (17:35) and “And O my people! Give 

just measure and weight, nor withhold from the people the things that are their due: commit not evil in the land 

with intent to do mischief.” (11:85) 
4 “O you who have believed! Do not devour one another’s property by unlawful ways; but do business with 

mutual consent.” (4:29) and “Come not nigh to the orphan's property, except to improve it until he attains the 

age of full strength; and fulfill (every) pledge, for (every) pledge will be enquired into (on the Day of 
Reckoning).” (17:34) 
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 It is very interesting to note that the concept of purchasing is not similar to worldly 

concept where there is no need to purchase with money or wealth while the exchange or 

purchase is based on the right or wrong choice. It all depends upon the behavior of the 

believers. If choice is not in the right direction then they will be punished as: 

 

Qura’n says: “Those who have purchased the present life in exchange 

for the afterlife, for them punishment shall not be lightened, nor shall 

they find any to help them.” (2:86) 

 

 In this exchange, price is not paid in any worldly currency ratherthe currency of 

this exchange is the actions of the believers. The whole concept revolves around 

submission. However, believers participate as economic agents in the exchange of this 

world as well as in the exchange of life hereafter. Allah(SWT) says: 

 

“Wretched the price they paid for their souls: That they should 

blaspheme against what God revealed, in envy that God would make 

His grace descend upon whomever He wills of His creatures!” (2:90) 

 

 In this exchange believers have the covenant with Allah (SWT) and if they do not 

fulfill it, then they will be at loss. 

 

“Those who sell the covenant of God and their vows for a paltry sum, 

no share shall they have in the afterlife. God will not speak to them or 

regard them on the Day of Resurrection, nor will He purify them. 

Agonizing punishment awaits them.” (3:77) 

 

 Allah(SWT) in chapter al-Saf guides the believers about the trade which is 

beneficial for them.  

 

“O believers, shall I point you to a commerce that will save you from a 

painful torment? That you believe in God and His Messenger; that you 

exert yourselves with your wealth and persons. This would be best for 

you, if only you knew.” (61:10) 

 

 A common question arises, that how believers can earn profit in this trade? The 

answer is that they have to spend in the way of Allah (SWT). Here again it should be 

noted that believers are asked to spend and apparently they are not taking anything. But 

this is not the worldly trade, in fact this trade is with Allah (SWT), who gives the 

guarantee that there is no loss in this trade. 

 

“Those who recite the Book of God, who perform the prayer, who 

expend of what We provided them, secretly and in the open—these can 

expect a commerce that will never fail. He shall pay them their wages 

in full and increase His favors upon them. He is All-forgiving, All-

praiseworthy.” (35:29–30) 
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 Then what will be profit? Once again, it is different than the worldly profit. 

Allah(SWT) has not only purchased the wealth but also the souls of the believers. 

Allah(SWT) has promised for the virtuous behavior of the believers.  

 

“God has purchased from the believers their souls and their wealth 

and, in exchange, the Garden shall be theirs. They fight in the cause of 

God, they kill and are killed—a true promise from Him in the Torah, 

the Evangel and the Qur’an. Who is more truthful to his promise than 

God? So be of good cheer regarding that business deal you transact. 

That is the greatest of triumphs”. (9:111) 

 

III. Section II 
 Similarly, how trade and growth are conceptualized in the conventional 

economics? Does religion supports the current concept of growth and its related issues? 

What is the role of technology in the welfare of the human being? Is the conventional 

concept of growth environmental friendly? These are the major questions discussed by 

conventional economists. However the answers of these questions become completely 

different with in the periphery of religion and Islamic economics. This growth is not 

limited to the material growth but it also simultaneously considers the spiritual growth. 

Exchange takes place in trade and as mentioned above one can find persons at both ends. 

As one can see that trade in Islamic system has its unique meanings. When participants of 

trade are involved in the virtuous actions then according to Islamic norms this trade has 

two dimensions i.e. among the parties and with Allah (SWT). This is mentioned in 

number of Qur’anic verses that provide guidance about the trade with Allah (SWT). This 

trade cannot be measured on any scale. It has its own value which is beyond 

measurement. So growth and trade theories which are available in conventional 

economics ignore the spiritual growth and trade with the lawgiver. From the economic 

point of view this trade and growth generates tangible and intangible capital. Islamic 

economic theory gives clear indicate the mechanism of generation of different types of 

capitals like moral capital (from traditional capital) social, psychological and human 

capitals (from religious capital). It should be noted that religious capital is more universal 

as compared to moral capital where moral capital is based on the worldly standards and 

religious capital is equal to moral capital plus religious guidance and norms. It is 

important to mention that growth model in this framework are based on the virtuous 

human behavior. It negates the behavior based on selfishness, greed, vice, wickedness, 

dishonesty etc. Trade with Allah (SWT) has innumerable advantages. It gives 

satisfaction, happiness and utility and ultimately the reward hereafter.    

 

A. Islamic Moral Capital 

 Ratnapala (2003, p.217) while treating Justice, beneficence, and temperance as the 

main components of moral capital stated: 

 

“Justice or morality of duty is expected of us: we will be condemned if 

we murder, rape, or steal, but we will not be praised if we don’t. On the 

contrary, beneficence or morality of aspiration is not mandatory. We 

are not condemned if we fail to perform acts of great charity or to make 

heroic sacrifices, but we will be praised if we do. Beneficence, by this 

definition, consists of voluntary acts that both the giver and the 
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beneficiary are not compelled to give or to receive. One can be just 

without being beneficent.”  

 

 And Ratnapal (p.222) added as: 

“Though regarded as moral, some institutions may actually increase 

transaction costs by regulating or prohibiting particular kinds of 

transactions altogether (for example, bans on alcohol consumption and 

sales or on Sunday shopping), and hence they do not help to build 

moral capital.” 

 

 And on page 229, Ratnapala further elaborated: 

“Restrictions on alcohol and tobacco sales and consumption, 

prohibition of many recreational drugs, regulation of prostitution, and 

censorship of erotica are prominent examples of temperance-related 

limits on liberty. Legislators seek to justify these laws on the grounds 

that such laws protect not only the consumer but also others. Yet these 

laws deviate radically from traditional tort principles.” 

 

 The Islamic views are different from the above stated ones. In Islam there is a 

clear distinction between the good and the bad. The good deeds are appreciated while the 

bad ones are condemned. The Islam teaches its followers to spend their lives according to 

the teachings of Quran and Sunnah. Similarly, Islam stresses upon the need and 

importance of charity if someone is wealth enough. In fact there are severe punishments 

and clear warnings as prescribes in Islamic teachings for those who are wealthy and earn 

enough and do not involve themselves in charity and helping the needy and the poor. The 

generation of moral capital does not mean that there are no rules to follow; in fact there 

are clear guidelines in the form of Quran and Sunnah. This indicates that anything that is 

harmful for society and fellow human beings is prohibited strictly. Furthermore, there is 

only one way to increase moral capital in society and that is to follow the Islamic rules 

and regulations. Nonetheless, moral capital as discussed above is based on man-made 

principals and not divine in nature and scope. There is a general consensus that the good 

deeds by man-kind can only be under the guidance of a strong Lawgiver.  

 

 Contrary to moral capital, Islamic moral capital is authentic, broad and all-

inclusive.  Islamic moral capital is not restricted as compared to conventional one. It 

encompasses every social, cultural and economic aspect. The reason behind the 

universality and comprehensiveness of Islamic moral capital is that the rules and 

regulation that are the basis of Islamic moral capital are not man-made, therefore, the do 

not have any bias or flaws. Islam has given a detailed code of training to Muslims which 

is unique and continuous. There is reward to every action as stated in Quran in Surah Al 

Zilzal that even a very tiny action has its reward. It should be noted that all the actions 

and activities in this world are closely linked with life hereafter. A good deed has reward 

in this world in the shape of goodwill in market as well as in the life hereafter. It is 

therefore can be concluded that all every Islamic concept is linked with both lives. Every 

sort of transaction (action, dealing or exchange) is associated with a unique moral value 

and that is according to the teachings of Islam which ultimately becomes a reason for 

reduction in transaction cost. Comparatively this transaction cost will be less as compared 

to the case where there are moral values without any divine guidance. 
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 The main ingredients of moral values are Justice, Ihsan (Nice Behavior) and Sila-

i-rahm (looking after the relatives). The accumulation and generation of moral capital is 

directly dependent on the acts of the members of the society i.e. good acts generates 

moral capital and bad acts like  injustice depletion of moral capital  in an Islamic 

framework.  

 

 As Ratnapala illustrated drinking is a relative phenomenon and someone drinking 

more than others do not harm the society but one has no appreciation if it does not drink 

at all. Whereas, Islam gives a different view, Islamic teaching postulate that if such bad 

deeds are being avoided, then the reward will be the blessings of Allah (SWT). These 

good deeds increase the moral capital. It is an established fact that the chances of 

destruction are low in a pious society. Similarly, a society with the increased “good” 

deeds has higher efficiency and productivity that eventually reduces the transaction cost. 

The concept of accountability to Allah (SWT) differentiates between the roles of state in 

Islamic settings vis-à-vis conventional settings.Islam has laid stress that the state is 

responsible to make sure that the members of an Islamic society are living according to 

the rules and teachings as prescribed by Islam. As discussed earlier, in Islamic settings 

the individuals and state are closely linked and both are accountable to Allah 

(SWT).There is a famous saying by Prophet (SAW) that Islamic society works like a 

human body where the pain will be felt by whole body is one part of the body is 

suffering. Therefore, it is safe to conclude that it is difficult to separate individual from 

society and vice versa.  Islamic Moral capital can be defined as: 

 

Islamic Moral capital = Moral Capital in conventional setting + the Rulings of Shariah 

(Islamic law) 

 It is evident from the examples from conventional literature that the market is 

driven bet self interest in conventional settings but virtue is part of the transaction. It is 

because of these good deeds that the welfare of the participants increases. Islam does not 

condemn the self-interest but the existence of life hereafter completely changes the 

overall concept of moral market and capital. In addition to good deeds, good intentions 

are also very important and they become another dimension of Islamic moral capital.  

Islamic teaching state that the good intentions will also be rewarded even though if they 

are not actualized due to any valid reason. 

 

 “One saying of Prophet is:  Ibn Abbas reported: The Messenger of Allah, peace 

and blessings be upon him, related from his Lord the Blessed and Exalted”, “Verily, 

Allah has recorded good and bad deeds and He made them clear. Whoever intends to 

perform a good deed but does not do it, then Allah will record it as a complete good deed. 

If he intends to do it and does so, then Allah the Exalted will record it as ten good deeds 

up to seven hundred times as much or even more. If he intends to do a bad deed and does 

not do it, then Allah will record for him one complete good deed. If he does it then Allah 

will record for him a single bad deed.” (Muslim; Bukhari) 

 

 Moral capital is the universal set and all other intangible capitals are the sub-set of 

the moral capital. However, one has to keep in mind that all of the activities for the 

followers of Islam are guided by Quran and Sunnah. So when one says Islamic it means 

should be different from the conventional understanding. 
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IV. Conclusion and Recommendation 
 In the above discussion, it has been tried to define Islamic moral economy, Islamic 

moral market and Islamic moral capital. Islamic teachings related to the morality are 

completely different than the conventional system. Here intentions are also very much 

important. Believers are following the instructions which of Quran and practices of 

Prophet Muhammad (SAW). All the institutions and agents in this system are integrated 

even the actions of this world are integrated with the reward in the life hereafter. 

Similarly the meaning of trade is entirely different in both the systems. Market is not only 

the market of this world but it is also has its complementary part, i.e. market of life 

hereafter. Trade, market, exchange and capital all have a different connotation under this 

system.  It is very interesting to note that not only the fellow men are involved in the 

trade but also Allah (WT) is buyer and believers are expecting the reward from Allah 

(SWT) for their exchange. It all depends upon the preference order of the believers. If 

their preferences are just for the worldly affair then maybe they will not get the reward 

and in some cases they will be punished because of wrong doings. It is also interesting to 

note that market is not considered as bad place. Market is developed according to the 

teachings of Islam that becomes blessing for its agents and the participation of agents is 

considered as blessing for them. Similarly moral capital is also based on the intentions of 

the believers. Islamic moral capital and Islamic moral finance are not just based on the 

actions but also on the intentions.  

 

 One can conclude that under the umbrella of Islam the economy, market and 

capital will behave in different directions as compared to conventional system. The socio-

economic agents will behave according to guidance of Quran and practices of Prophet 

(SAW). The norms of society are honesty, humbleness, altruistic, caring, generosity and 

the environment where people can live with peace and love. 
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