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Abstract

Concern over the tragedy of the commons emanates from the fact that Western economics has become a discipline devoid of values.  Exploitation of the natural environment can be abated when individuals consider intergenerational welfare and justice to be important factors in their economic decisions.  Islamic economics, unlike its Western counterpart, is a value-driven discipline replete with moral values that limits individual’s consumption, and imposes significant social and religious responsibilities on individuals as guardians of the natural environment for future generations. 
Introduction


History of economic development bears the truth as to the relationship between economic growth and environmental decay.  One can differentiate between economic growth and economic development with respect to their corresponding goals.  The objective of economic growth is to improve the standard of living by increasing the GDP per capita, while economic development intends to improve people’s well-being.  The concept of well-being is a much broader concept that encompasses the quality of life.   One factor that makes the distinction between economic growth and economic development even more pronounced is the concept of negative externalities in economics.


Externalities are the external costs (negative externalities) or benefits (positive externalities) imposed or conferred on others by the actions of a producer or a consumer.  Since the private producer or the individual consumer do not take these external costs or benefits into consideration when they make their production or consumption decisions, consequently, markets fail to incorporate them in prices charged for these goods.  

Figure 1 depicts market’s inefficient solution for negative externalities.

Figure 1.  Market Failure:  Negative Externalities 
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Figure 1 shows the market solution as Qp and Pp.  Suppose the firm’s decision produces external cost for the society, such as water pollution.  Consequently, the social solution for this case should be Qs and Ps.  Market failure to take this additional cost into consideration will result in over-production and under pricing of good X by the market. 

This paper is concerned with negative externalities and their impact on the environment: air pollution, water pollution, noise pollution, climate change, etc.  Market failure in such cases will impose cost on individuals, wildlife, and future generations.  Economic solution for negative externalities is to convert external costs into internal costs and correct market decisions either by the reassignment of private property rights, government regulation, or private negotiation between interested parties.

Property Rights


The overexploitation of public property resources is so well documented in economic literature that economists have named it the “tragedy of the commons.” If such resources were privately held, then the owner would monitor the use of the property to guarantee that marginal benefit of the usage exceeds the marginal cost of the usage.  Consequently, the private owner eliminates open access to this property and eliminates the external cost to the society.

For instance, if the ownership of a river were assigned to an individual owner(s), then problems such as over-fishing and waste disposal would be resolved automatically.  This suggests that private cost-benefit incentives are the best optimizing tools for the use of natural resources.

Government Regulation


Since private property assignment is impossible in a myriad of cases, government regulation is the most pervasive method of correcting market failure caused by externalities.   In reference to Figure 1, government regulation goal is to produce Qs and Ps as the optimal solutions for the society by internalizing the external cost of production.  This can be accomplished by either regulating the output of the industry at Qs level and setting standards for the industry or regulating the price at Ps level by imposing fees and taxes on the industry.  This strategy can be exemplified by examining government regulation to control pollution.


Regulatory policies to control pollution have vacillated between setting emission standards and emission charges.  An emission standard is the maximum level of pollutants that a firm can emit into the environment.  The enforcement of emission standards requires a sizeable government bureaucracy, which in turn is per se costly, intrusive, and often inefficient. Consequently, economists favor emission charges in the forms of emission fees, taxes, or transferable (tradable) emission permits that are less intrusive.  Emission fees and taxes are imposed on the firm for each unit of pollutant released into the environment.  These charges shift the firm’s private marginal cost upward to achieve the social optimal level of production.  Transferable emission permits will achieve the same results at a substantially lower cost to society with minimum intrusion in the firm’s decision-making process.  The regulatory agency will determine the total number of permits to guarantee the optimal level of pollution for the society.  Each permit that is sold to the firm allows the release of a certain amount of pollutant into the environment and, hence, converts the external cost of pollution to firm’s internal cost of production. 
Emission charges are the most efficient method of pollution control.  They are market-based policies that provide incentives for firms to control pollution without further intervention by the government.  Additionally, the government can use the additional revenue generated by these charges to provide other public goods, reduce taxes in other areas, or reduce government deficits.  Each of these options, rather than use of government resources, positively affect the welfare of the society.  

Coase’s theorem


Property rights will give the owner the right to use his/her property in ways that he/she sees fit.  Even with property rights defined legally, externalities could be still an issue for the society.  For instance, in Northern California, lumber companies often face public opposition when they want to cut old-growth forest on their own property.   Ronald Coase argued that regardless of initial assignment of property rights, when the cost of negotiation is minimal, a social optimal solution could be achieved through negotiation between the two parties [1]. In the case of Northern California lumber companies, instead of a costly lawsuit; the two parties can negotiate a mutually beneficial outcome.  To end this conflict to the satisfaction of both parties, either the protestors could pay a fair price for the company’s property and preserve the forest, or the company can compensate the protestors (or the society) for the perceived damages caused. 


It is important to notice that Coase’s theorem is concerned with optimality (efficiency) of the solution and not with equity and ethical considerations.  In our example, the well-being of the parties and the cash transfer between them have drastically different ethical consequences.  

Islamic Economics


Political economy was initially a branch of moral philosophy.  Adam Smith and his followers were quite concerned about moral issues and the norms of good social behavior.  In times, economics became independent from ethics and Western economists declared it as a value-free discipline.  Consequently, classical (Western) economists principally focused on “self interest” to explain human motivation in social, political, and economic arenas.  


The metamorphosis of modern Western economics was completed when economics lost its political side and adopted the engineering concept of “efficiency.”  The efficiency of an economic solution is measured by the principle of “Pareto optimality.”  A solution is Pareto optimal if improvement is no longer possible, i.e., mutually beneficial opportunities have been exhausted.  There seems to be a trade-off between Pareto optimality (efficiency) and equity, fairness, and other distribution issues as the following passage shows.

A state can be Pareto optimal with some people in extreme misery and others rolling in luxury, so long as the miserable cannot be made better off without cutting into the luxury of the rich.  Pareto optimality can, like ‘Caesar’s spirit’, ‘come hot from hell’ [2].


This transformation of economics was responsible for the rise of positive economics (analysis of the facts and explanation of how markets do operate) at the expense of normative economics (which is concerned about concepts such as rights, equity, and other desirable social-political values that examine how markets ought to operate.)

In contrast to Western economics, Islamic economics is a value-driven discipline. Individual Muslim’s choices are subordinate to the collective interests of a larger Islamic community. Accordingly, the collectivist social and religious norms of Islam guide the economic behavior of individual Muslims.  Hence, homo Islamicus, unlike its counterpart homo economicus, must be a paragon of values.

Table 1 depicts homo Islamicus as the antithesis of homo economicus.

Table 1:  Two Opposite Models


Homo Economicus




Homo Islamicus


1. Assumptions                                             1.  Assumptions

a. Limited resources (scarcity)                  a.  Abundant resources 

b. Unlimited needs                                     b.  Limited needs

2. Behavioral Norms                                      2.  Behavioral Norms

a. Individualism                                          a.  Collectivism

b. Self-interest                                             b.  Common interest

c. Competition                                             c.  Cooperation

d. Amoralism                                               d.  Moralism

Western classical economics is based on the idea of unlimited needs of individuals who face limited resources.  The classical homo economicus is a rational and calculating person who seeks to maximize his happiness (utility).  Individuals’ search for happiness is represented by an emotionless cost-benefit analysis of their decisions.  More importantly, happiness is usually measured by material means.  Furthermore, due to a scarcity of resources, individuals must compete with each other to secure happiness.  Consequently, homo economicus is a competitive and acquisitive person who is interested in his own self-interest.  Additionally, due to independence of economics from moral philosophy, the rational and materialistic homo economicus’s behavior has turned into a value-free calculation.

In contrast to classical economics, Islamic economics begins with the abundance of resources and assumes the limited needs of individuals.  Accordingly, the problem of scarcity in classical economics is due to unnatural assumption of unlimited needs created by artificial means such as advertising.  Islam, like other religions, imposes legal and moral restrictions on totality of human behavior, including individuals’ needs.


Islam, as a comprehensive way of life, embraces the totality of Muslims’ conducts, including their economic transactions.  Individual Muslim’s freedom is always bounded by his/her social and religious responsibilities.  Muslims are free, but they are responsible to God and other Muslims for their actions.  As a result, freedom and responsibility are the two sides of one coin in Islam.  Social and religious responsibilities are the constraints imposed on Muslims’ behavior, including their economic behavior.  Islamic norms of behavior such as justice (Quran, 5:8), moderation (Quran, 17:29), charity (Quran, 57:7), and waste avoidance (Quran, 7:31) are the restrictions that are meant to change the innate selfish nature of man to altruistic and compassionate economic behavior. 

Islam and Ownership

In the absence of an ecumenical Islamic economics model, we introduce the pieces of the model as depicted in Figure 2.

Figure 2:  Islamic Economic System
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Figure 1 places the institution of private property at the center of Islamic economics system.  Understanding this institution is essential for the development of a true economic theory of Islam.


In Islam, ownership in an absolute sense belongs to God.  The earth and its natural resources are God’s blessings that He has mercifully made available to mankind for his/her sustenance.

To Allah belongs al that the heavens and earth contain.






   (Quran, 2:284)

 Do you not see how He has subdued to you all that is in the earth?



   (Quran, 22:65)

He has subjected to you what the heavens and the earth contain; all is from Him.

   (Quran, 45:13)

The Quran also indicates that God has created man as His deputy on earth to enjoy and protect God’s creation.

Bohold, thy Lord said to the angels; “I will create a vicegerent on earth.”


   (Quran, 2:30)

It is He who hath made you the inheritors of the earth.






   (Quran, 6:165)

It is important to remember that Islamic economics is of a normative form.  Thus, the use of these resources is subject to Islamic norms of moderation and avoidance of wastefulness.  The earth and its resources must be protected for all generations to come.  In a few words, Islamic social justice demands intergenerational equity as well.  This suggests that while we are allowed to use these resources for our own benefits, we must also protect them for our progeny.  Consequently, Islamic economics could resolve a major problem that has preoccupied Western economists for a long time, namely, the problem of negative externalities and its impact on the environment.


In Islam, the earth and its resources belong to God and Muslims are obligated to protect these resources for future generations.  Consequently, Islamic norms will not allow one to benefit from these resources and impose cost on others.  A complete application of Islamic norms will eliminate the problem of negative externalities and provide a safeguard for environmental protection.


We have already established that absolute ownership belongs to God and human beings are His trustees and care takers who have the right to use and enjoy the earth and its resources and yet they must protect and preserve it for future generations.  Therefore, one can argue that Islam has pragmatically established the limited right of private ownership as a system of rewards and incentives to motivate individuals in their trusteeship function.   Then, private ownership is God’s reward for those who fulfill their obligations.

Islam and Markets


Having discussed the institution of ownership in Islam, we now direct our attention to the economic concept of markets.  Markets play a key role in capitalism (or market economies).  They determine the market-clearing price at which buyers and sellers voluntarily exchange goods and services with each other to pursue their own satisfaction as declared by Adam Smith in his Wealth of Nations [3].

It is not from the benevolence of the butcher, the brewer or the baker that we expect our dinner, but from their regard to their own interest.  We address ourselves not to their humanity, but to their self-love.

It is the invisible hand of the market that controls and coordinates these individuals’ actions to create the unintended wealth of nations.


We have already alluded to differences between the two economic systems.  Islamic collective norms, values, and injunctions have put limitations on individuals’ freedom, ownership right, and pursuit of self-interest.  Additionally, the Islamic state has a very visible presence in Islamic economics and regulation of markets, as well as, individuals’ exchanges.  Markets have always existed in the Islamic world, but so have market regulators (mhutasibs).  The following passage from Ayatollah Taleqani’s Islam and Ownership shows the irreconcilable differences between Islamic economics and capitalism [4].

Given the limits on freedom of trade and the government’s supervision of commodities in Islam the law of supply and demand in the capitalist sense does not apply.  Demand in common capitalist usage and in its reality is determined by purchasing power and wealth whereas demand based on Islamic jurisprudence (feqh) arises out of need.  In Islam the supply and provision of commodities will be to the extent of satisfying (kamali)[morally elevating] necessities.  In Islamic economics the market cannot become the toy of capitalist greed which may open the way to “eat in vanity.”


Islamic social justice demands regulation of market to guarantee that prices remain fair in the marketplace.  Therefore, the invisible hand of the capitalist market is supplanted by the visible hand of market regulators in Islamic economics.  Capitalism strives for competitive outcomes: competitive markets and competitive market prices.  Such outcomes are considered desirable and hence are not subject to government control.  In contrast, Islamic economics does not rely on market prices, but strives for fairness in the marketplace.  To guarantee the fairness of prices, Islam prohibits hoarding, black markets, and the concentration of market power in any form and fashion.  There is no room for monopolies, oligopolies, and cartels in Islamic economics.  Individual exchanges and trade, in general, must also be legal, fair, and based on honesty and mutual consent.  Therefore, the exertion of force and economic power in business transactions are totally banned in Islam.

Islam and Government


The role of government in economics is another discernible difference between capitalism and Islamic economics.  Governments have a very limited role in classical economics.  They provide national defense and enforce rules and laws to guarantee orderly operation of markets.  Their augmented economic responsibilities can be justified when markets fail to generate efficient solutions.  


Islamic government is the guardian of Islamic social and economic justice.  Islamic law (shariah) is the main instrument for the achievement of social and economic justice.  Therefore, the primary responsibility of Islamic government is the reinforcement of Islamic law and the Islamic value system.  As was mentioned, Islam recognizes the limited freedom of individuals in social, political, and economic arenas.  Freedom is always accompanied by certain responsibilities in Islam.  Muslims have responsibilities to God, to His creation, and to each other.  Therefore, Muslims’ economic transactions (production and or consumption decisions) are subject to Islamic norms, values, and injunctions.  This is the reason why Islamic normative economics is culturally, not market, driven. Therefore, in Islamic economics the government is the predominant institution rather than market.  


Islam also recognizes the necessity of market mechanism, though the visible hand of Islamic government corrects market solutions to guarantee social justice and equity.  Therefore, Islamic government’s regulation of market is not limited to those responsibilities dictated by market failure.  Islamic social and economic justice requires the closure of all means of exploitation.  Consequently, market regulation put an end to firms’ exploitation of natural resources and production of negative externalities.  It also prevents individuals to take advantage of each other.  Market regulators must guarantee the fairness of market outcomes.  

Legal Formulas


So far we have shown that Islamic economics could control negative externalities through the institution of ownership and the Quranic injunctions.  The Islamic government can also interfere with the right of ownership in pursuit of social justice. 

Islamic government could levy new taxes, and could nationalize natural resources and land for variety of reasons.


Additionally, Muslim jurists have developed a set of formulas from the Quran, Prophetic Tradition, rules of logic, and urf (custom) that provide additional flexibility in managing environmental issues.  Here is a list of some important legal principles and formulas that can be used for this purpose.

1. Principle of La Zarar (Do no harm) 

Muslim scholars believe that Islam has established an order for the use of human and natural resources to eliminate the possibility of exploitation of these resources.  According to Bani Sadr, the use of these resources for production and consumption is allowed based on the following criteria [5]:

a. Islam prohibits any destructive use of human and natural resources.

b. The principle of La Zarar (do no harm) must be observed by all Muslims to guarantee that their actions will not harm others.

c. Conservation of these resources is an obligation for all Muslims since wastefulness is a sinful act in Islam.

O children of Adam!  Wear your beautiful apparel at every time and place of prayer; eat and drink: But waste not by excess, for Allah loveth not the wasters.  (Quran, 7:31)

God has blessed mankind with everything that is needed for his/her sustenance.  Wasteful behavior is a sign of ungratefulness.  Consequently, conservation is an important economic norm in Islam.  Muslims are custodians of God’s resources on earth.  They should use them for their own benefit and preserve them for future generation’s use as well.  Muslims are commanded not to waste these resources.

2. Repelling the harmful should be prior to obtaining the useful 

This legal formula that is cited by Enayat [6] clearly shows that Western cost-benefit analysis is of no use in the case of serious negative externalities.  The harmful act must be stopped regardless of potential benefits.

3. Individual losses should be borne for the sake of preventing collective losses 

Ronald Coase argued that externalities are reciprocal in nature as the following quotation indicates.

The traditional approach has tended to obscure the nature of the choice that has to be made.  The question is commonly thought of as one in which A inflicts harm on B and what has to be decided is: how should we restrain A?  But this is wrong.  We are dealing with a problem of a reciprocal nature.  To avoid the harm to B would inflict harm on A.  The real question that has to be decided is: should A be allowed to harm B or should B be allowed to harm A?  The problem is to avoid the more serious harm. [7]

The Islamic legal principle that is cited by Enayat [8] shows Islamic objection to Coase’s argument that externalities have reciprocal interpretation.  Islam is not concerned about the less serious harm.  Islam intends to eliminate harms in the first place. 

Conclusion


The protection of the environment seems to be indispensable to sustainable economic development as it is defined in the following passage.

Sustainable development is development which meets the needs for the present without compromising the ability of future generations to meet their own needs [9].

The cost-benefit model of Western economics has a built-in bias against future costs and benefits. The model considers a decision to be worthwhile if the present value of its benefits exceeds the present value of its cost.  The present value is inversely related to the discount rate and the time period involved.  As a result, the present value of distant benefit and costs will have minimum bearing on present decisions.


Furthermore, the economic model of cost-benefit analysis ignores social values, and other cultural issues and considers them irrelevant as to the selection of the best option for the society.  This is perhaps the most important reason for the negative relationship between economic growth and the environmental decay.  The environmental crisis seems to be the by-product of Western civilization and its economic and scientific view of the nature that put man in control of nature instead of being controlled by it.  Ancient cultures believed in the sacredness of the earth and a life style based on the right harmony between human needs and nature.  


Islamic economics is a normative and cultural system as well.  Islamic norm of moderation and waste avoidance are environmentally friendly.  Furthermore, Islam’s view of intergenerational justice and social and religious responsibilities will motivate Muslim to establish the right balance between human needs and nature.  More importantly, the fundamental belief that the true ownership belongs to God is the key to environmental protection.  What Muslims own is in fact entrusted to him/her by God for usufruct.  She/he can enjoy the use of the property on the condition that she/he does not harm or waste it.  This is formula is a viable safeguard for protection of the environment.
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