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The rclentlcss hostility and the cvcr widening cleft betwcen the sccularists and lslamists m 
countrics likc Algcria and Turkey, has crcated a most difiicult situation Wh ile one of the hostile 
camps believes in the total rejection of our traditional institutions, the other one wishcs to rctum 
to the pristinc origins. 1 would argue that both of these policies arc wrong. What the Islamtc 
countries need, is a complete rc-ordcring of the institutional matrix that would botlt meet, head 
on, the economie and social challenges imposcd by the contcmporary modem world, and also at 
the same tinte, be in harmony with the basic tcachmgs of Islam. 

In this paper, 1 wish to potnl to sorne of the characteristics of such a system. "lltc two most 
important constraints of tlte system arc the market efiiciency and harmony witlt the basic 
tcachings of Islam Efficiency is absolutely neccssary if thcsc countries arc to survive the ruthlcss 
competition imposed by Western capttalism and achievc sustained economie growth Hamtony 
with lslant is needed for the new system to obtam the approval of the masses. This also impltes a 
democratie system within an Islamic framework. In short, democracy, market cfliciency and 
harmony with Islam constitute the pillars of thts new institutional framework. lt will be argucd 
here that it is thts particular institutional framework thal ts bcst suited for poverty alleviation in 
the modemizing lslamic counlries of loday. The basic specifie outline of the mstitutional 
framcwork will also be presented. 

1. Why Democracy'! 

Near/y al/ the dcvelopcd countries in the world witlt more tltan $ 15.000 GNP per capita arc 
democracies. If \\C look at the statistics from the perspective of economie freedom, al/ the top 
incomc countries enjoy high lcvels of economie freedom Thcrcfore, it would not be wrong to 
argue that dcmocracy and economie freedom are slrongly relatcd lo successful poverty 
alleviation. This impression is confirmcd by another finding which hus yicldcd a strong 
correlation betwccn the Average Growth Rate of Per Capita GDP and Economie Freedom Grade; 
put difTcrently, nol only arc those countries wtth the highcst rates of economtc frecdom arc 
alrcady rich, they also gel richer the fastes!. lndced, whercas countries, which get an A from 
economie freedom have succeeded to grow by an average of 3.3% in the period 1980-1994, thosc 
which score the lowest in economie freedom, have expcricnced negative gro,,1h in the same 
period. Our countries, Algcna and Turl..ey, both do badly: \\hcreas out of a ranking compnsiny 
102 counlries, Turkey is ?Otl1, Algeria occupics the IOOth postlion (Gwartncy and et.a/1., 1996). 
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Since aller the liberal Ozal refonns, Turkey has reversed its economie pohey, thcre is no doubt 
thal it must have fallen to lower levcls. Put diflèrenlly, I would hke to argue that just as an 
improvemenl in democratie perfonnance and economie freedom Jeads to fast er rates of economie 
growth, a dc.:tcrioration ofthese criteria also Jcads lo a poorer grov.'lh perfonnum.:e. The increuscd 
military interference in public !ife in 1998, hus been definitivcly followcd by poor economie 
pertonnuncc. Il cmmol be a mere coincidence that the Republic of Turkcy is cxperiencing the 
second worst economie crisis of its 78 years of history. The Turkish cconomy experienccd 
negattve growth in both 1999 and 2001. The amlUal GNP growth rate in the second quarter of 
2001 has collapscd lo a shocking -Il 8% 2 Th us, there is no doubt that Turkey's position in 
Gwartncy's inde' has substantially deteriorated smce 1998. 

As imphed above, the linkage betwecn democracy and economie frcedom ts not a straight 
forward one. This is bccause, certain countnes in East Asia (llong Kong, Singapore, Malaysia 
and lllatland) have achievcd high levels of economie frecdom \VÎthout lx.'Coming full -tledgcd 
democracies. If we disregard thesc special cases, however, of the top tcn countries with the 
highest grades of economie freedom, six ure functioning democracies. Thcse six funclioning 
democrucies, New Zeeland, USA, Switzerland, the UK, Canada and lapan arc also among the 
riches! countrics of the world. 

Among the special cases of the Pacifie rim, the firsl Iwo, i.e., Hong Kong and Singapore, though 
not full-lledged democracics, arc controllcd by mcrchant oligarchies and enjoy very high rates of 
economie freedom (Gwartney and et.all. 1996. ~x). Other successful examples of small city-states 
govemed by merchant oligarchies have also bcen obscrved in European htstory llle so-called 
ltalian quadrilatcral; Venice, Milan, Genoa and Florence as weil as others m Flanders constituted 
the riches! zones of medieval/laie medieval Europe. Thcse historical examples from Europe share 
the following trait with the modem city-states of the Far East: in each, the state was (is) controlled 
by merchanls, who insisl on economie freedom. lllc rcsull is once aguin economie growth. 

To sum up, most of the richest countries of the world arc functioning dcmocrucies, which also 
cnjoy very high rates of economie freedom l3ut sorne countries of the Pacifie rim have 
successfuly penetrated among the ranks of thesc countries by establishing economie frecdom 
without, howcvcr, achieving full-fledgcd democracy. lllus, economie freedom emerges as the 
condit10 sme qua non of poverty alleviahon or economie gr0\\1h. The tmpllcattOn for Islamic 
countries JS clcar: economie freedom must be established llle question is whcther we should do 
so by also estabhshing democracy or w1thout tl ln this paper, 1 shall argue for the fonncr due lo 
the follo\ving observations. 

Besides thts very strong correlation between \.'Conomic development and democracy, thcre are 
also other very important merits of democracy. Political scientisls, for instance, have observed 
thal dcmocracics never fight wars againsl eaeh other. In such eountries the political process lo 
declare war is so d ifficult thal a democracy docs not expect a surprise allack from another 
democracy nor does il declare war easily on another democracy. Si nee the battle of Waterloo in 
181 S, ali the wars that took place wcre between non-democratie countrics or between 
dcmocracies and non-democratie coutries. ln this pcriod of 175 years, there has bcen no war 
bctween a democracy and another democracy (Ahlmark, 1998-1999· 187-189) 

Famines arc also not observed in indcpcndenl and democratie eountrics Moreover, this 
observation applics not only lo the rich democracies, but also to the poor oncs Famines occur 
either in colonies or in non-democrallc dJctatorships. "!be worsl famines of our times occur in 
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Sudan and North Korea, both of which are dictatorships (Sen, 1999). 
Dcmocracies also creale trust among the citizens by institutionalizing distrusl (St.lompka, 1998 
(a) and (b )). 

Finally, democracics generale economie growth in the long nm by achicving a fastcr evolution of 
economie institutions (Çizakça, 2001 ). 

Thus, to sumrnarize, democracies successfully avoid wars (at least among thcmsclves) and 
famines, they generale tntst among their citizcns, and finally, they generale economie frecdom 
and long run economie growth by allowing a fast cr evolution of economie institutions. Putting ali 
ofthcse factors together, il is no wonder that nearly aU the most devcloped countrics in the world 
are dcmocraeics. ln view of ali thts, 1 argue thal modem lslamic countrics should aim at 
establishing democraeies if they are to alleviatc poverty. 

2. Islam and Democracy 

Tite problem in this statemcnt, however, is thal there is not a single Islamic country in the world 
thal cau be ca lied truly democratie. lndeed, sorne of the most important lslamie countries toda y, 
i.e., Algeria, Turkey, Egypt and lndonesia are ali govemed by secularist elites who fear thal truc 
democracy would simply bring lslamic fundamentalists to power and thal, once these groups 
come to power lhrough elections, they would "hijack" democracy and quickly revcrt to an Tslamic 
dictalorship. The implicit assurnption hcre is thal islam and dcmocracy arc incompatible and thal 
liberal democracy in lslamtc countries would simply lead to lslamic dictatorships. We will now 
examine this assumption and look at the rdationship betwecn Islam and dcmocracy. 

First of aU, we need to address the observation thal none of tl1e Islarnic countries in the world is a 
full-fledged democracy. Is this faet, however, duc to an inherent incompatibility of islam with 
democraey or, rather, due to specifie historical circumstances '? We will address this question first 
by examining the relationship betwecn Islam and democracy and thcn by bricfly looking at 
history. 

ln this context, the fust thing we note is thal Islam has a negative view of dictatorship. This is 
because, Muslims who belicve in the unity of God and his omnipotence, cannot casily accept a 
hierarchical society. A Muslirn considers every othcr Muslim as his equal before God. lf, on the 
other hand, men are equal to each othcr vis a vis God, then thts irnplics a brotherhood of men and 
not a dictalorship. Sabri Orman reaches to the same conclusion via the prohibition of interest. As 
is weil k.nown, one of the purposes of the ri ba prohibition is to base economie li fe on partnership. 
The Qur'an sends us an implicit message here, which is this; if economy must be based on 
partncrship, then the socialltfe must be based on brotherhood Put diffcrently, a business li fe tllat 
is based on partnerships, is reflected on society as a community tllat is based on brotherhood. 
Thus, an Islamic cconomy must be based on partncrships and an lslamic society on brotllerhood 
(Orma.u, 2000: 236-237). 1l1is view is also confirmcd by the faet thal a contract plays such an 
important role in islam: just as a contract is the foundation stone of a business partnership, the 
contract is also tl1e foundation stone of Islam itsclf. lndeed, the most basic relationship of Islam, 
tllat is the relationship bel ween man and Allah is also considered as a form of contract (Al-Atlas, 
1995: 144-145). To sum up, in a society ofwhich economy is based on partnership and its entire 
social matrix is based on brotherhood, citizens must enjoy equal legal status. That ali the citizcns 
of an islarnic society must be of equal legal status vis a vis cach other is therefore normal and 
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raltonal. The leader' s position in such a society is described as prinms inter pares. i.e. first among 
equals. The person, who is the first among equals cannot enjoy this position forever There must 
be a rotation and other brothers must also be givcn the chance to lead also. Therefore, in an 
lslamic society the categories of the leader and the led are not absolute but temporary (Onnan, 
2000: 236-237). 

Morcover, since absolute sovereignty belongs to Allah, the next question wc face is how to 
translate this to the political arena. Modem lslamic political thought solves this problern through 
the concept of chahfate. As it JS weil kn0\\1\, throughout Islamic htstory the chahfate was an 
hcreditary office thal was transrnitted from father to son. With the abolishrnent of this office by 
the Turkish republic, however, modem thinkers of lslarnic political theory came to consider 
chalifate nol as a hereditary office but as an agency. lndeed, il is argued, if man is the most 
advanced creature of this earth, he is entrusted with the responsibility lo lake good carc of this 
magnificenl trust. Thus, mankind is seen as agents of God and the earth is entrusted to each 
individuaJ or to the society in general. On the other hand, if earth is entrusted lo each man, then 
men are equal in front of God. This is the starting point for Islarnic dernocracy (Esposito and VoU, 
1996: 26). 

Entrusting nol a single man but the whole society with the responsibility of Allah's agency is also 
confrrrned by the Islamic Counc1l of Europe (1980: 6). Conscquently, the facl thal the 
responsibility of agency is givcn to the whole SOCiety, renders ali dîctatorships in the Islamic 
world as void and illegal. This is because, a diclalor who is ruling the whole society must face the 
question as lo from where he is getting his authority. Put diiTerenlly, does the authority to rule 
come from God or from the society ? Modem lslamic political thoughl answers this question by 
arguing thal the authority to rule cornes from Allah but reaches to the ruler via the society. And 
the process by which this authority is transrnitted by the society to the rulcr is nothing but 
dernocracy (Binder, 1988: 135; Ramadan, 1993: 153). Consequently, according to thesc authors, 
thosc who assume the power lo mie withoul going through the process of elections arc nol 
legilirnate rulcrs. 

Moreovcr, the slzura , i.e., consultation thal is menlioned in the Qur'an, has been rnisunderstood 
in history as the duty of the mler lo consult his minîsters. It has been argued, however, thal the 
slzura thal is rncntioned in the Qur' an is consultation arnong cquals. Therefore, those who 
disregard this and refuse to consult the entire society are, once again, illegitirnate dictators 
(Rahman, 1986: 90-91 ). 

Other tradilional Islarnic concepts being considered by the modem political scientJsts are the 
ijma ·a. consensus and ijtihad. independent decisiOn. As it is well-known, both arc based upon 
Prophet Muhamrnad's hadith: " My comrnunity does not agree on wrong". But this hadith has 
also been rnisused and the right to interpret and to oiTer solutions to a social problem has been !cft 
to a select group, the ulema. This has rneant thal the interpretation oflslarnic law to find solutions 
to social problcms was given to the learned jurists rather than to the people themselves. Once the 
jurists, acting in splendîd isolation, rcached a consensus, the subjecl was over and a renegotiation 
of the problem was closed. The result has been a striking conservatisrn and rigidity of law in a 
vast lslarnic comrnunity that faced ever changing circumstances and challenges. By contrast, in 
some Western societies the righi to interprel the law was given through the parlîamentary system 
to the people thcmselves. The rcsult was a highly sensitive body of jurisprudence to the actual 
problems faccd by the population. There is no doubt that parliarnentary systems created 
jurisprudence thal allowed a much faster rate of institutional evolution. Since mstitutional 
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evolution is considcrcd to be the most 1mportant factor lcading to cconom1c growth (North, 1999), 
it hus becn argued that the slugg.islmcss of lslamic law in responding to the challenges and the 
resultmg stagnant rate of institutional cvoluhon are dircctly responstbh: for the poverty of the 
Islam1c world (Çizakça, 1996; Çizakça, forthcoming; Kuran, 2000). 

Already during the 1930s Muhammad lqbal had been writing thal the authority to exercisc both 
ijma 'a and ijtihad, should be laken away from the ulema and be granted to thc pc.:ople themselves. 
i.e , to the parliamcnt The conclusion reached by lqbal and a host of other twentieth century 
lslamic political scientists is that a rcpubhc governed by parliamentary democracy is the most 
suitable political system for an Islamic community (Espos1to and Voll, 1996: 29). Thereforc, the 
secularist argument lhat if Islam comcs to power through democratie mcans it would hijack 
democracy is basclcss This does not mean, however, that such hijacking is never going to 
happc.:n lt s1mply means thal if it does happcn, the hijackcrs would viola tc not only democratie 
rules and basic decency, but also the bas1c lslamic princ1plcs 

Th us, having establishcd that Islam, as such, has no objection to democracy, wc must now exp lain 
why it is that full-fledged democracies arc ali in U1e West und thal there is not a single genuinely 
democratie !stamic country in the world ' This is a more a difficult task, as it involves dclving 
deep into the history of dcmocracy in the Western world Obviously volumes can be written on 
this subJCCl and this is not the appropnate venue to discuss such compte:-. historical phcnomcna 

But just a few brief observations can be made. First, sustained democracy1 developed in medieval 
Western Europe under special circumstances. These circwnstances and the institutions Utat 
emerged to deal with U1em wcre highly specifie to Western Europe.: (Tiemcy, 1982 and 1996, 
Çizakça, forthcoming). Vast regions of Furope remained outside the democratie system But a 
cross-cultural borrowmg of democracy has been proved possible. This is dcmonstrated by the fact 
thal not only many previously non-democrutic Western European countries such as Gennany and 
Spain but also a Pacifie country like Japan have succcssfully democratized. Moreover, Eastern 
Europe, recent! y relcas~:d from the Soviet system, is also successfully democratizing. 

So, il is proposed here that the Islamic world can also borrow democracy This would be, in a 
way, Western Europe' s way of paying buck for the mstitutions that 11 has borrowed from 
medieval Islam (Çizakça, 1994; 1996) l11e problem thal the Islamic world faces in borrowing 
democracy is basically one of distrust, which originales from the fact thal most modem Islamic 
societics arc ruled by sccularist elites who fear the masses. This situation has led to a path 
depcndcncy out ofwhich it is very ditlicult to escape. This is bccause, a minority supported by a 
powerful army can hold on to power indefini tel y against the masses. 

Historical studies have d1scovered that such conflicts can best be solved through elite settlemcnts. 
Elite settlements occur whcn rival groups in a society suddcnly and dcliberatcly start reviewing 
their relationships vis a vis each other and decide to agree on sorne basic issues. Such settlements 
are rare in history but when they do happc.:n, U1cy profoundly and radically change the societies by 
leading them to genuine democracy. 

Moreovcr, such elite settlements appcar to be condrtio sine qua non for the succcssful 
establishment of dcmocracics. That is to say, even in a society where most conditions for 
democracy have bcen satisficd, a fai lurc to reach to a settlemcnt among the elites leuds to 
democratie failure. This has been painfully confirmcd by Turkey, which had allowed in 1946 
severa) political parties and succcssfully transferred po\\er from the leading party to the 
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opposition in 1950. Thus, hnvmg satisfied sorne of the most obvious cntena, Turkey scemed weil 
on its way to full-flcdgcd democrucy. Sorne well-known polittcal scientists had even declared that 
the country had successfully hccome a full-fledged democracy (Rustow, 1970). To Rustow's 
intense ernbarrassment and everybody else's disappointment, shortly afier his article was 
pubhshed the mihtary look ovcr ! What had gone ''-'TOng? According to Burton and Higley, 
Turkcy had attempted to bccome a full-flcdgcd democracy without rcachmg an elite settlement. 
Thercfore a democratie failure was inevitable ( 1987: 303). 

If Burton and lligley arc right and an ehte settlement is indeed a conditio s111e quo 11011 for 
reachmg full-fledged democracy, how then an elite settlement can be achtcvcd? A careful study of 
the successful elite settlements in history has revealed the followmg characteristics of these 
settlements: 

a . The rivalry and confltcl among the elites must have continued for a long lime prior to 
the settlcment, leadmg each elite to dcsperation and the concluston thal tl cannot win 

b. A major crisis looming on the horizon, ollen acts as a catalyst to bring together the rival 
elites. 

c . Once the leaders of the rival elite groups decide to settle lhcir differences, they do so 
relatively fast. AJI the successful settlements in history have bccn concluded atless than 
a year. 

d. Initial settlements do not occur bctween the groups. First, the leaders come together, 
otlen sccretly, and aller reaching an agreement, seek lo persuade lheir groups. This is 
the most difficult part of the proccss as each leader is immediatcly accuscd as a traitor 
Consequcntly, only mdtviduals with great leadership quahtics can achieve such 
settlements. 

e. Once the settlemcnt is reached this is documented officially. 
f Even if ali the above arc fulfillcd, il is absolutely neccssary U1at each group adheres to 

the conditions of the settlemcnt. Chcating by any group quickly dcstroys the settlement. 

Eh te settlements in AJgeria and Turkey, if they are to lake place at ali, may be expccted to occur 
among the moderate Muslims and U1e secularists. Turkey is in a more advantageous position in 
thal there is a consensus in the country to join the European Union. Consequently, both elite 
groups are under pressure to rcach an agreement. To reach such an agreement, however, both 
groups nced to review their pos1tions and remterpret sorne principles, which they have long 
believed in. 

Let us now assume thal elite settlements have laken place and U1e rival groups, thal is, the 
secularists led by the armed forces and moderate Muslims5 have agreed on the baste fcatures of 
the democratie process. This means thal the anned forces would not interfere in the elections and 
accept ilie decision of the electorale. We can assume thal free elections in both Algeria and 
Turkey would bring Muslim democrats to power. Thesc, on lheir part, must accept thal once in 
power, they would obey the democratie rulcs and agree to leave the govemmcnt in the nexl 
elections if they are not successful. 

The next question thal cornes to mind is the basic stmcturc of a concretc progran1 to be pursued 
by moderate Muslims in order to come and stay in power. We will focus on this qucstiÔn in the 
remaindcr of this paper. 1 will argue here thal the program lo be pursued by Muslim democrats 
should fulfill the following condilJons: 
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a The program should not eontradiet the bas1c teachings of Islam Fa1lure to do so would 
lcad to serious legitimaey problems. But the program should also not try to implemcnt 
the Qur'an literally. What is necded is a modem and dynamic program that is inspired 
by the way the Qur'an and the Prophetie traditions have solvc!d the problems of the 
scventh century Islamie community (Ralunan, 1984 19, 20) 

b. Muslim democrats need to incorpora te the bas1c eoncems of the secularists into their 
program This is necessary both to win the elections and to comply with the conditions 
of the elite settlement. 

c. The program must be dynamic and meet modem economie challenges. The most 
important economie target of the program must be to erad1cate poverty. 

d. ln the case of Turkey, the program should also be m hannony with the goal of joining 
the European union. Failure to do so, would deprive the party of seeularists ' votes. 

Let us now focus on the main traits of such a program. 

Property Rigltts: Ail modem economies and democracies respect property rights. Moreover, 
treating propcrly rights with utrnosl care and respect does not contradict Islam. On the contrary, 
Islam considers propcrty as one of the five values thal a Muslim must protect.6 Moreover, Islam 
imposes no upper limil to the amounl of wealth thal a Muslim can accumulate. The Qur'an 
confirms thal wealth is not distributed equally among the mankind (3: 14; 43:32). Y et, the way this 
wealth that can be accurnulated by a Muslim without any upper lirnit is put to use by him, is 
regarded as a most important test. Wealth that is simply kepl and hoarded without serving the 
mankind, is considered a great sin. Such wcalth is sure to send the Muslim to the ga tes of hell 
(9:35: 1 0:58; 17:26 ). ln short, white property eamed through legitima te means is considered to be 
completely legal, using this wealth for the good ofhurnanity is given great importance. 

8oth the state (59.7) and well-to-do individuals can rcd1stribute wealth m the society But \\rule 
state action by imposing taxes is not emphasized, voluntary giving through sadaqah or the waqf 
system is greatly emphasized. Indeed, there are more than 50 verses m the Qur'an that emphasize 
the importance of voluntary giving. In short, Islam emphasizes the redistribution of wealth in the 
society but prefers that this is done on voluntary basis by private individuals, themselves, as part 
of the1r religious duty. 

Conceming land ownership, a special but very important aspect of property rights, lslamic 
sources as weil as Islamic economie history yield important infonnation. Wc are informed, for 
instance, thal both state ownership as weil as private owncrship of land arc pcrmittcd. This is 
bccause, as it is weil known, Chalifûmar did not follow the Prophet's s11m1a in land ownership: 
whereas the Prophet had defmitively pennitted private ownership of land, Omar established a 
more complicatcd land ownership probably influenced by Roman and Sasanid traditions 
prevailing in Mesopotamia. He was able to override the Prophel 's sunna by basing his decision on 
the Qur'an (59:7) and arguing thal the situation had changed. 

Titus, since lslamic economie history informs us thal Is lam pem1its both state and private 
ownership of land, which type of ownership should a modem [stamic govemmenl prefer? A 
retum to the system established by Omar would be out of question. There arc severa} rcasons for 
this. First, under intensive Western pressure during the 19th century, Omar's system was 
abandoned in most of the !stamic world and was replaced by private ownership of land. Thus, 
under democratie conditions, an attempt to retum to thal system would be lantamount to a 
pohllcal suicide. This is because, most lands are now privately owncd and a retum to Omar's 
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system would nccessitate mass1ve confiscations. Morcover, such a retum would not be desirable 
a Iso from the perspective of productivity. For, as comparative studies in agricultural economies 
have sh0\\1\, private ownership of land is far more efficient than state 0\\1\ership This is 
confinncd not only by well-known comparisons of the Amencan and Soviet agricultural systems 
but a Iso by studies of the third world agriculture (Boyce, 1987). 
In view of all this, the agricultural po licy of Muslim democrats should be clcar: They should opt 
for private ownership ofland. This policy would be in harmony w1th the Prophet's srmna as weil 
as the 20th century experience. 

Commercial Policy: As it is weil known, the Qur'an has pennitted trade but prohibited riba (2: 
275). Muslims are a Iso ordaincd to put their wealth into good use and freely trade witl1 it (4·29). lt 
was Omar Il, who, based upon these and other verses (14:32; 2 164; 10:22), established Islamic 
commercial policy fonnally. This commercial policy was bascd on free tradc, whereby the state 
was not supposed to obstruct the free flow of goods by excessive customs duties or other means 
(Gibb; 1955: 1-16) 

The preference of classical Islam for frcc trade, suits perfectly to Ule prcvailing contcmporary 
situation. Thus, the free trade agreements already signcd and to be ratified in the future by both 
Algeria and Turkey wiili various European countries, do not contradict the basic tcachings of 
Islam. Islamic economie history, however, wams us to be cautious about poss1ble exploitation of 
free trade by others Reference should be made here to the d1sastrous impact of free trade on 
Islamic countries when the Ottomans pursucd a po licy of free tradc with the Europeans, white the 
latter practiced mercantalism. Thus, the free !rade policy to be pursued by the contemporary 
Islamic countries should be bast.'<i upon rcciprocahty History wams us Ulat when we practicc 
free tradc white oiliers protect Uleir economies, the result can be ruinous. This is continned by 
boili Ottoman and lndian economie history (Çizakça, 1980; lnalc1k, 1979-80; Rothennund, 1988). 
LAbor a11d lndustrial Relations: What would be the characteristics of a modem system of 
industrlal relations Ulat do not contradict the basic tcachings of Islam? F1rst of ali , wc need to 
remember Ulat Islam recognizes income differentiais and confinns that while sorne ind1viduals 
can be employers ot11ers will be employees (Qur'on, 43: 32). White establishing this, Islam 
ordains the employers to puy their workers market woges, ajr al-mis/, promptly. Payments made 
to workers can be in the fonn of wagcs or profit shares or both. There is plcnty of historical 
evidence that thesc principles were extensively apphed by Islamic societics of the past (Çizakça, 
1996). 

Other more militant labor market institutions such as collective bargaining and strikes, however, 
are alien to Islam. The eiTorts of sorne leftist lslamic cconornists notwithstandmg, such 
institutions are not accepted by Islam. The objection to such practices originales from the 
important rote assigned to contracts in Islam. Once ilie employee and the employer mutually 
agree on the terms of a contract, and both parties adhere to these terms, third parties are not 
permitted to interfere. The implication here is that trade unions can act on behalf of the workers 
only through vekalet, i.e. , agency or representation. 

The preference accorded by Islam to a mutually agrecd contract rather than militant tabor market 
practices such as collective bargaining, or particularly strikcs, should not surprise us. The 
importance attached to contracts is also attested by the very nature oflslam. Naquib A l-Attas has 
argued that even the most fundamental relationship in Islam, i.e , the position of a Muslim vis a 
vis Allah is a contractual relationship (1995: 144-145). Moreover , this contract assumes a 
persona! responsibility and, in comparison to Christianity, goes much deeper. Thal is to say, 
whercas Jesus Christ can act on behalf of a good Christian and ask God for his forgiveness, a 
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Muslim ts stnctly rcsponstble for ali hts deeds Il he vwlates the covenant, he pays for Il and 
nobody, not even Prophet Muhanunad, can act on his bchalf. Thus, if the concept of contract 
plays such an cssential rolc in the very phtlosophy ol Islam, it is only natural U1at industrial 
relations should also be governed by it. 

To sum up, a democratie Muslim goverrunent would !cave the wages to be detcrmined by the 
labor market. Moreover profit sharing schemes would also be encouraged. In a tabor market 
where strikes and collective bargaining are discournged, profit sharing schemes assume special 
importance Let us now focus on these schemes lt \\ÎII be argued here that profit shanng schemes 
would be particularly appropriate in an Islamic econom}' 

A worker's clatm of the profit generated by hts lirm is based upon the nmdarabah concept. 
Mudarabah is a capttal-labor partnership between the principal, who provides the capttal and the 
worker, who provides labor. ln ali lslamic partnershtps profit is shared according to mutual 
agreement, whtle Joss is shared according to the capital contributed. Based upon this, it was 
Sarakhsi who rulcd that investment can be made not only in the form of cash but a Iso as labor 
(Udovitch, 1970: 68). Moreover, it was also rccognit.ed thal in such partnerships each worker 
would contributc different quality and quantity of work. Under these conditions, providing U1at 
profit and loss ratios have bcen determined and agrccd upon by ali the parties ex ante, a tabor­
capital partnership would be legal according to lslamic law. There is no reason why such 
partnerships already accepted by the classical jurtsts, should not be modemized and e\prulded into 
massive industrial partnerships comprising hundreds even thousands ofworkcrs 

lt is intercsting to note that Western econoffilsts are also mterested in profit shuring contracts in 
the industry. Thcse economists, concemed about chronic unemployment obscrv~.:d in Western 
societies, argue that if the workers were paid in profit sharcs or a mixture of wagcs and profit 
shares, rather Uum purely in wages, the employers would hire more workers. This JS because 
while, in the long run, profit share firms equilibriatc at exccss demand for tabor, standard wagc 
fmns cquilibriatc with zero demand for tabor. 'lltus the characteristics of a share economy arc the 
following: 

a) Ail compensation systems have the samc long run equilibria. 
b) In the long run, share fmns cqUtltbratc at postttve excess demand lor labor whilc 

wage fmns equilibrate at zero excess dcmand for labor. 
c) A share system maintains full employment white rcacting to small dtsturbances. A 

wugc system responds to deOahonary shocks by creating unemplo}'ment m the short 
run (Wett7man, 1983 and 1984) 

Thus, not only docs Ule share economy lead to grcater employment but these greater levels of 
employment would also be maintaincd in deflationary situations. 
Unfortunately, the share economy model has not bcen pcrfected yet. Sorne of U1e major problems 
associated wiili it have been summarized by Ekkehart Schlicht as lbllows: First, labor may 
demand to have a say in management.7 This would lead us to Ule Yugoslav mode!. Second, when 
ilie management wishes to hire new workers, as it should according to the thcory, how would ù1is 
affect the overall productivity of the existmg workers? Extsting workers may want highly 
productive workers to enter mto the firm as thts would enhancc the overall productivity and hcnce 
increase the sharc wage of every worker in the finn . But, tf this overall productivtty is low, the 
productive workcr would have little inccntive to enter mto this particular firm , \\hich pays 
relatively little reOcctmg its overall poor productiVIty. So, lhere may be clash of mterests. This 
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whole problem has been refern:d to by Schlicht as '·lack of standard11.at10n of labor m a team 
cont.::xt''. And, it is precisely because of this probkm thal labor-centered owncrship structures arc 
not prevalent in market economies (Schlicht, 1997). The problcm boils down to the dilliculty of 
assessing the marginal product oflabor and ddennining his corresponding share in the total profit 
gcncratcd. 
To \vhat cxtcnd the share economy mode! and Ils cnticisms would be relevant withm an lslamic 
framcwork, should constitute a special arca of rescarch. Out, it is dcar that this constitutes a 
promising arca of rcsearch into which Islamic cconomists should a Iso be contributing. 
To concludc this section, in modem democratie Islam, labor may be cmployed in the industrial 
sector by market wagc rates or by a system of profit sharing. Sincc collective bargaining and other 
third party interference is not allowcd in Islam, a system of payments based upon profit sharing 
would be particularly appropriate. Thus, whcn the theorctical problems associatcd with this 
system arc fmally resolved, modem democratie Islam should be the very first to apply it. 

Financtal Sector: 

As it is wcll-known, Islam has imposcd the most stringent prohibition of the rate of intcrest.8 

Conscquently, Muslim democrats will need to prohibit intcrcst if they wish to be considcrcd 
legitimate The problem, howevcr, ts thal no Islamic country, even Islamic dictatorshtps like lran 
and Sudan, has becn able to succcssfully elimmatc intercst from the cconomy. Even m hislory, 
during the classical age of Islam, thcre is evidence thal interest was not complelely climinated 
despite the severity of the prohibition. 
Thus, a much more rcalistic goal would be to reduce the prcvuiling rate of interest to the absolutc 
mimmum. This reduction, and not the complete elimination, should constitute the backbone of the 
economtc policy of the Muslim democrats. This policy would be supportcd by both devoted 
Muslims as weil as the secularists. 
Wc can approach this policy from both macro and micro-economie perspectives. Considering the 
former first, a policy of intcrcst minimizatton would ncccssitatc a senes of rcforms in the 
economy Prevailing interest rates can be reduccd only whcn the govenuncnt budget 1s balanccd 
and the govenunent borrowing is rcduccd drastically. With govenunent borrowing rcduced to a 
minimum and the govenunent paying its debts regularly, purchasing a govenuncnt bond would 
becomc u rational invcstmcnt, as a result , bond priees would increase and the rate of intcrest 
would be reduccd. 9 The most striking example of this was obscrved in En gland a ft er the Glorious 
Revolution, during whtch, radical institutional reforms wcrc made. Thesc mstitutional reforms, 
primarily the establishment of the Bank of England and subjcctmg the king to stringcnt borrowing 
criteria, led to a rcncwcd confidence in the abllity of the statc pay back its debts. This led to a 
massive inflow of capital from continental Europe to England, which increased bond priees and 
reduccd rate of interest to a barc mmimum dcspitc the fact that the state was borrowing hcavily to 
fmancc ils wars (North and Wemgast, 1989). 

The policy of reducing govenunent expenditurc to a barc minimum necessita tes a massive proccss 
of privatization. The state would have to withdraw from ali non-essential economie activtties and 
production. Morcover, a withdrawal from industnal production would not suffice and the state 
would even have to withdraw from the service sector. This would be in pcrfcct harmony with the 
basic tcachings oflslam and lslamic economie history. The latter informs us that for centuries, the 
most essential services, such as hcalth and education, have becn providcd in lslamic socicties not 
by the state but by the waqf system (Çizakça, 2000). 
Looking into the waqf system more closely, thus tuming our attention now to micro and 
institut10nal economies, wc note thal waqfs finance and manage the most essential scrvtccs in the 
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economy through private capital. Thus they achieve two goals simultaneously, by shilling the 
burden of service provision to the private sector they help reduce govemment expenditure 
substantJally and by channeling private capital to the service sector, they redistribute wealth in the 
economy m favor of the poor.lt rnight be noted here that Wlthdrawal of the state from the service 
scctor is already a fact of life in the West. This trend that has started in the USA is rapidly 

sprcading to Europe as weil. ln view of all this, Muslim democrats should aunat a massive waqf 
reform and eradtcate ali the factors obstructing the smooth functioning of the waqf system. To 
ach.ieve this, both the centuries' long Islamic waqftradition as weil as the latcst devclopments in 
the Western nonprofit sector should be laken into account. Knowlcdge for both is available 
(Çi7.akça, 2000; Salamon and Anheier, 1997; Salamon and et.a/1. 1999; The Economist, August 
18111

, 2001 · 67-69). 
Another institutional reform to reduce interest rates involves the banking system. This involves 
transforming the investment portfolio of the lslamic banks from one of muro balla dominated to a 
n111damba dominatcd one. A successful policy along these tines would in fact transform these 
banks into venture capital organizations. Within the limited scopc of this article further details 
caiUlot be givcn. It should suffice here to say thal tl1e conditions and the know-how as to how to 
achicvc this rcform are well-knoWil (Çiller and Çizakça, 1989). 

Finally, Muslim democrats can create another powerful fmancial institution that operates without 
the rate of interest thus reducing the need for interest in the economy further. A successful 
examplc of this institution can be found in Malaysia. lntroduced, for the first time, by Ungku 
Aziz, the Tabrmg 1/aji organizes the annual pilgrimage. Those Muslims who wish to go to the 
ptlgrimagc must open profit sharing accounts with the Tabrmg llaji and they are permitted togo 
only if they have saved a certain substantial amount. From the day of the account opcning until 
the maturity, the savings are invested in severa! projccts and the profits are distributed 
proportionally to the capital contributed (Ungku Aziz, 1959). By the ycar 1990, the Tabung Haji 
had successfully collectcd from 1.7 million pilgrim candidates a total of 1 btllion dollars. Jt was 
esttmatcd that within the next ten years the nurnber of pilgrim candtdatcs would increase to 4 
militons and their savings would reach 5.2 billion dolla.rs ( New Stmits Times , 2 
Novembcr 1990: 1 0). 

To sum up Muslim democrats should approach the fmanctal sector from both macro and micro 
perspectives. Their prirnary po licy objective would be to minimize the prevailing rates of interest 
in the economy. Once this is declared as the primary policy objective, however, a series of 
institutional reforms must be carried out. Both the policy objective and the associatcd institutional 
reforms would be supported by the bulle of the population, Muslim democrats and the secularists 
alike. 

Taxation: Wc have noted above that in Islam, redistribution of the accumulated capital is to be 
realizcd primarily by voluntary means. Thal taxation is given only secondary importance as a 
distributive tool, is revealed by the fact thal the Qur'an spccifically mentions only two taxes the 
zekat and the jizya. The former is a modest tax and the areas for which it can be spent is 
determincd by the Qur'an and h.ighly specifie. Actually, even the fiscal nature of zekat is 
controversial. For, it is preferred thal zekat should also be distributed voluntarily by the Muslirns 
themselves. ln any case, the fiscal nature of this "ta.x" is lirnited to the so called "collectors of 
zekat". The "collectors of zekat" constitutes only one of the eight categories of recipients and 
irnplics thal the statc can spcnd only one-cighth of the total amount of zekat collected and it can 
spend thts amount only for financing the collection expenses Thus, in short, the zekat would 
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provide a very modcst revenue for the state. The othcr tax mention\..'<.! in the Qur'an is the jizya 
(9:29). But, this is a discriminatory tax designcd to allow non-Mushms to keep their heads on 
their shoulders t ln an age when the residents of the occupied territories belongmg to other 
religions were routinely massacred, the jizya was a highly civilizcd means of saving the lives of 
the conquered people against the payment of higher taxes. But, today, although murdering 
individuals for their religious beliefs is still observed in certain parts of Europe and elscwhcrc, 
applying discriminatory taxation is considered to be totally unacccptable.10 Th us, the jizya cannot 
anymore provide a modem Islarmc govemment WJth any revenue. If so, how can an Islamic 
democratie govcmment fmance its expenses ? 

Most Islamic economists agree thal the natural resources a country is endowed with can be 
exploited by the state. So, obviously, this would constitute a considerable income particularly for 
the oil rich Islamic countries. But for those not endowed with such resources, the situation would 
be quite challenging. Faced by this challenge, ncarly ali the Islamic economists have argued that a 
modern Islamic govemment would be entitled to impose additional taxation. Only t.wo economists, 
Kahf and Çizakça have challenged the conventional wisdom. While Kahfs disagreement is based 
upon a careful study of the original sources of Islam, Çizakça approaches the problem from a 
totaJly different angle. 

Kahf has reached the concluston that not only the Qur'an but also the authenttc Prophetie 
traditions are si lent about either allowing or forbiddmg additional taxation. Nor is there any sound 
analogy (qiyas) to legitimale such taxes. But there are plenty of onginal and clear texls protecling 
private property from aggression whether by the stale or by individuals. After having made these 
observations, Kahfhas found in Imam Malik, one of the classical sources oflslamic jurisprudence, 
sorne specifie rules laying doWll as to urtder what conditions the state may impose additional 
taxation. These rules may boil down to a basic one, emergency defense e,_:penditure. If such a 
situation occurs, providing that the state budget is incapable of meeting thesc cxpcnses and 
providing that the taxes are imposed temporarily and progressively, i.e., primari ly upon the rich, 
then additional taxes may be imposed (Kahf, 1995: 117-119). ln short, unless faced by a national 
emergency, a modem democratie lslamic govemment concerned about ils Iegitimacy, would fmd 
it difficult to impose additional taxes beyond what it collects through the zekalt and natural 
resources. For, to do so, would contradicl the basic tcachings of islam 

My OWll argument, on the other hand, is bascd upon the observation thal oniy a few taxes are 
menlioned in the Qur'an. Moreovcr, wc have just discussed how these taxes cannot be a pp lied in 
modern societies Under these conditions, mostlslamic economists have shifted U1e argument to 
the imposition of extra taxation and the legitimacy of such policies 1 argue in this context that 
these economists are missing the message given in the Qur'an. The silence of the Qur'an as weil as 
the Prophet on the tssue of additionaltaxation can mean oniy one thing: that Islam prefers small 
revenues and, consequently also, small govemment. ln this age of global privatization, the 
modemity of the Qur'an is therefore slriking. 

Obviously, astate used to lavish spending cannot immediately ad just itselfto much lower Ievels of 
spending. Therefore, Muslim democrats would face considerable fiscal problerns if they came to 
power. ln my optmon, just like in the case of interest prohibition, this problem can also be solved, 
by a graduai approach. Muslim democrats can and should declare the reduction of the tax burden 
as one of their primary economie goals. Such a goal wou Id be supported by ail the segments of the 
civil society. lf the government can apply strict fiscal discipline and gradually but decisively 
reduce the tax burden, the results, according to the Mundeii-Laffer hypothesis, would be felt 
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raptdly in the economy in the form of lower cost inflation, incrcascd consumcrs' and producers' 
surpluses, whtch Jead to growth without inflation (Wanninski, 1975: Tite Economist, 1997: 20). 

A radtcal and substantial tax reduction, however, crumot be carricd through unless this policy is 
accompamed by a thorough waqfreform. For, tax reduction necessitates thal the goverrunent must 
withdraw not only from industrial production but also gradually from the service sector as weil. 
Th us a waqf reform emerges nol only as an esscntial pohcy for reducmg the mterest rate but also 

the tax burden lslamic economie history informs us thal a total wtlhdrawal of the state from the 
service scctor is not just a wild drerun. Research has shown thal the Oltoman state during the 
classical age did not spend anything on essential services and thal tl1ese were financed entirely by 
the voluntary sector (Barkan, 1953). Obviously a complete and immediate witlldrawal of the state 
from tlle service scctor is not recornmendcd here. Instead, a graduai approach giving lax 
ad van lages to tlle donors and a graduai withdrawal as tlle waqf sector expands, is recornmended. 
Il will be argued here tllat a thorough waqf reform would also con tri bute to t11c democratie process. 
Il should be remembered in tllis conlexl tllat, due to complex reasons, Islamic societies do not have 
a well established aristocracy. lt has been argued way back during the 181

h century tllat citizens in 
such a society, where between an omnipotent state and the citizenry no intermediatc institutions 
exist, would be crushed by tlle state and become extremely dependent on il for ali tlleir needs. This 
argument was made by Alexis De Tocqueville. De Tocqueville was concemed tor his country 
France, where tlle aristocracy had perished under the giyotin. He was observing anotller country, 
the United States of America, which also did nol have an aristocracy. What fascinated De 
Tocqueville about tlle US was that despite its Jack of aristocracy, Amencans were neitller crushed 
by tlleir state nor did tlley need it for tlleir social needs. For De Tocqueville tlle answer was in tlle 
existence of a powerful civil society and tlle obsession of tlle A.meriCéllls to be self sufficient and to 
solve tlleir problems through associations and foundat10ns, i e , waqfs. lit short, in a society 
witllout an aristocracy tllat can curb and control tlle power of tlle state tl is tlle associations 
(waqfs), which take over this function of control (De Tocquevtlle, 1961 · 376-379). Smce Islan1ic 
socielles also do nol have aristocracies, waqfs are needed for contrtbutmg to tllc checks and 
balances and freeing tlle citizens from being over dependent to t11e state 

Conclusion: 

lslan1 is not against democracy, on the contrary, il favors it. Therefore, il is the historians' task to 
ex'])lain tlle fact tllat tllere is no full-fledged democratie lslamic country. The answer must be 
sought in hislory and not in the basic teachings of Islam. The "hijack" argument of tlle secularists 
is tllerefore bascless. Notwitllstanding tllis, Muslim democrals should assure tlle secularists about 
U1eir sincere belier in democracy. This can best be done through an elite selllcment. 

If as a result of such settlement Muslirn democrats do come to power, their economie/social 
program must be inspired by tlle Qur'an and tllc Prophetie traditions. The lerm " inspired" is 
emphasized because establishment of a modem system based upon a literai interpretation of the 
Qur' an can Jead to grave mistakes. A socio-economic system inspired by tlle Qur'an, on tlle other 
hand, can be highly modem and dynan1ic. Such a system can face both the challenge of ilie global 
competition and, al tlle Saille time, be approved by tlle masses as well as tlle secularists. 
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5. Tht polltlcal party m po .. ..,, must yi•ld ro 1/s rival if so d6manded by tht •ltctoro/6 

1 For forth" deto1Lf consul/ www.d ... gov.tr 
J Ewn Tuttey, wh1ch 1s conndutd tobit the most democraNc ls/01mc country rn the world, u not ofoll·fl•dg<'d democracy. 
The folloHiing factors nnder o democracy on incompl1te one: 
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b. If the decnons on 1mpeded 
c. If ch•cb and boloncu cannat bit proP'rly utobllshtd and OM rnslltullon m po-..u domrnot~ts tht or hus. 
d. If the conslltullon con bit inltrpret•d man orl)llrory manner. 
t. If the opP'ol courts ore absent or occess to th6m on obstructed. 
f If the ormedforces and the pollet do nor olxly the ww and ore corrupt 
g. lfthtn IS no fnt prus or the pre:ss IS controlled by c.rtoin grou p.s. 

' Tht democrocy thal emerg•d m onc~•nt Gruct -..as relatiwly short llvt!d and d1sapp~tond dunng tht Roman ero. The 
democrocy thal ~dm med1""'/ West~tm EuroP'. by contrast was sustmn..d and sunon.vtd mio tht mod,.n llme.s. 
' Th• lerm "modtrate" moy lm ply dl}f<'renl lhmgs m eoch country. Thtnfon ,.., >+til prefer 10 must tht tum "Mus/lm 
democrots". Musl1m democrot.r art mdiVIduoi:J ... ho on both nnc..re Mus/ims and demoaot.s. Thty also nud to haw o 
jii!Xible view of the Shan 'o. Th1s 11 lxlcouse in mo.ft Jslom1C countnes today chongrng the prwoiling C1vil Law for the Shan 'o 
ls not oce~tptoblt to the seculorists. 
1 Othu vollus thor must be protecttd ore mind (hift oi-<Jql), re ligron (hift ed.din ), self (hifz tl-nefs) and tht nat g~tneroNons 
(hifz el-nes/). Bulk oftht lslom•c cnm1nol ondfoml/y law u dem-.dfrom thts• w>lue.s. 
1 Jflobor has a say 1n monogemtnl thu ,.·ou/d enhonct producliVIty by nducing rnformollon asymmell')\ 
1 Other monothew nllgwns howt al.ro proh1b11td mltrtst But Islam htu 1mposed tht most stnngml proh1b1llon (AI-Qus1, 
1981-82). 
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1 Bond priees and infere.</ rares are negarively correlared If tn/eres/ yielding go.-emmen/ bonds are nol des1red. rhe 
govemment can issue bonds thal are related ro the projitab11ity of certain government asse/s. Su ch government bonds should 
be issued as registered bonds. Such bonds are not usurious due to rhe tmcertainty im•olved in rhe /ife span oftheir owner.t 
Govemment bonds become usurious when they are issued as bearers ·shores. For more details about how government bonds 
ha.-e been used to finance Ottoman domestic borrowing see, Çtzakça. 1996. ch.5. 
1 The kharaj another major classical Islamtc tax applted tn agnettlt11re a Iso falls mro the dtscnmtnatory caregory and is 
therefore irrelevant for a modern Islamic government. 
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