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PREFACE

T IS A BLESSING of Allah that I have been actively involved in the Zakat sector
for almost a decade, advising governments, financial institutions, corporations
and individuals on various aspects of Zakat. I have been privileged to meet global
Zakat institutions, state Zakat collectors from over thirty different countries and have
presented on Zakat at various global forums. The highlight was in 2021, when I had
the responsibility to design a sovereign Zakat fund for a Muslim country. I was tasked
with designing the entire end-to-end Zakat value chain; not just the Figh-related

elements, but also parts related to governance, finance, operations, and policy making.

This journey has allowed me to spend a considerable amount of time reading on
Zakat and economic matters, and dealing with real Zakat queries and contemporary
issues. The subject of Zakat is something I love, and I wanted to leave behind a
Sadagah Jariyah in the form of knowledge related to the topic. I am fond of the idea
of super-specialisation as a student of knowledge, scholar and Mufti. It is the way
forward in this era. Hence, Zakat and Finance, or Islamic economics as a whole is the
area I wish to devote my life to, with a view of assisting Muslims in their daily personal
finance issues, businesses and more importantly, being a means of developing a Halal

ecosystem. In fact, spending one’s life in the fight against Riba is a life spent in the

cause of Allah.

It would be an honour, fortune, and privilege to be a means of developing an
economy which redistributes wealth fairly, eliminates injustice, brings people closer
together and most importantly, makes an environment more conducive to the

recognition of Allah. Zakat is just that; it removes the financial and economic barriers



blocking people from the recognition of Allah. Hence, this book is that investment 1

hope to benefit from one day in the next life.

This book is a culmination of research, discussions, and contemplations on

everything to do with Zakat calculation. I have focused on four areas:
1. Personal Zakat
2. Business Zakat
3. Investment Zakat
4. Islamic Financing Zakat

My gratitude goes out to everyone that has assisted me or engaged with me. I
would like to thank and pray for everyone I met through National Zakat Foundation
who assisted me in this journey. Similarly, I would like to express my gratitude to my
family, my parents, teachers, and friends, for their support, patience and prayers for
me. And most importantly, I remember my beloved teacher and Shaykh, Mufti
Ebrahim Desai (Rahimahullah), who I dedicate this book to and pray that Allah
accepts this as a Sadaqah Jariyah for him. He would have been so happy in seeing this
publication and would have immediately written a foreword for the book. May Allah

allow us to serve the Deen like he did, accept it from us and unite us with the Prophet
and our teacher in Paradise.
Faraz Adam

Leicester, United Kingdom

227 February 2022
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CHAPTER ONE:

WHAT IS ZAKAT?

Introduction to Zakat

HE BEAUTY OF ZAKAT is that it can be described from several angles; Zakat
can be explained in terms of its status in Islam, or its calculation or even the
benefit received by a Zakat beneficiary. Each description considers one angle

of this beautiful prism. One of the simplest but most profound descriptions of Zakat

is that Zakat is a pillar of Islam. ‘Abdullah ‘ibn ‘Umar ibn Al-Khattab (may Allah be

pleased with them) states that he heard the Messenger of Allah  say:

Islam has been built on five: testifying that there is no god but Allah and that
Mubammad is the Messenger of Allah, performing the prayers, paying Zakat, making
pilgrimage to the House, and fasting in Ramadan.” [Sahih al-Bukhari & Sahih Muslim]

In the commentary of this Hadith, scholars discuss whether Islam and the five

pillars are identical or different notions. The reason for this question is that in another

narration in Sahih Muslim, the Prophet described Islam as the five pillars
themselves. Therefore, Hadith commentators questioned whether Islam is
synonymous with these five pillars. Ibn Abd al-Salam (Rahimahullah) states that
Islam and the five pillars are two different entities; Islam here refers to the linguistic

meaning which means absolute subservience to Allah, whilst the five pillars are
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manifestations of this subservience. Therefore, Ibn Abd al-Salam states that absolute

subservience is a result of practicing on these foundations’.

In  Dbakirat al-Ugba, a commentary on Sunan al-Nasa’i, the author
(Rahimahullah) states that this narration presents a structure made up of parts, with
the idea of something being built on top of a foundation. Here, Islam is built on top
of these foundational pillars. Thus, this Hadith draws an analogy to a structure
supported by five foundational pillars: four pillars in each corner and one central
pillar. The testimony of faith, in other words Iman, is the central pillar, which then
has four pillars surrounding it. Being a pillar implies that they are enablers. A pillar is
not there for itself per se, but to strengthen something else. These pillars are enablers
and a support for everyone connected to the construct of Islam. This is true for Islam
at an individual level as well as Islam at a societal level. If even one pillar is absent, it

can destabilise and weaken the foundation of Islam at a micro and macro-level?.

Furthermore, these five pillars are the most primary and obvious forms of Islamic
rituals and practices. They are very distinct forms and practices conveying a meaning
of Tawhid (oneness of Allah) and subservience to Allah. Everything else in Islam,
such as trading, marriage, consumption and family matters are not strikingly and
substantially different in form; even non-Muslims can perform such practices similar
to Muslims. There are, of course, certain key differences in the details, but these
worldly practices are not otherworldly nor deemed rituals when practiced by Muslims.
The Islamic guidelines for all these other areas guide Muslims to the most optimal

practice within the confines and systems of this world. Thus, when these pillars are

1AI-3 OSONC-= (; MBCS;; M;;»FC;- 3 QH;:;-H @& <O;»iElaithjas F; F
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described as Islam or the foundations of Islam, it is very clear that these practices are

very distinct markers of Islam.

In addition to the above, these five pillars have a powerful and meaningful way of
bringing the community towards piety, virtue and goodness. These pillars have a pulse
within them which pumps life to the hearts. The energy that flows from these pillars
sustain and empower the entire community. These pillars bring value and meaning

into other practices and dimensions of the community and civil society.

The five pillars of Islam are the foundation of Islam. These pillars are connected
in strengthening an individual and the community. These pillars work together to
form the basis of a successful and strong community. From the five pillars, the Qur'an
mentions the three pillars of Iman, Salat and Zakat together repeatedly. In particular,
the Qur’an interlinks Sa/az and Zakat 28 times. There must be a reason for this.
Almighty Allah promises those who perform these great actions Paradise underneath

which rivers flow.

Imam al-Iraqi (Rahimahullah) states that whoever performs the pillars of Iman,
Salat and Zakat correctly, will be able to fast and perform Hajj easily. Imam al-
Kirmani (Rabimahullah) mentions Salat and Zakat have more importance and
emphasis due to their universal nature®. They are universal since Sa/at is practiced five
times a day and in almost every circumstance, whilst Zakat has a connection with
every day of the year since a person’s daily income and expenses, debts and dealings

all have Zakat implications.

If we look at Zakat and the other pillars in terms of their ultimate role, we see

that the essence of everything in Islam is to guide us into the mercy of Allah in the

3 Ibn Hajar, Fat? al-" n £ P€L ON® ;$mLLC @;; BF
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next life by doing actions of mercy in this life. Every practice in Islam is there to
ultimately connect us with Allah and recognise Him. Each Islamic practice plays a
different role in facilitating our recognition of Allah. Zakat brings order to the chaos
in the economy, markets, and society, allowing the economy and all its participants
to recognise Allah. Zakat facilitates recognition of Allah for the payer, beneficiary,
society as well as the markets. It is a multi-dimensional act with compounding impact.

Zakat removes economic barriers between us and the recognition of Allah.

The interlinking of these pillars and the importance of their implementation can
be fathomed by what happened in Yemen in the era of the Prophet . The Prophet

instructed Sayyiduna Mu’adh (Radiallahu anhu) to educate the people of Yemen
and teach them these three pillars. The experience of Mu’adh (Radiallahu ankhu) in
Yemen is a practical example of how these pillars of Iman, Salat and Zakat strengthen
an individual and a community. As noted by al-Iragi and al-Kirmani, these pillars
have a universal nature, are communal in practice and have great importance for the
community, and it is for this potential reason that these pillars were specifically
highlighted to Sayyiduna Mu’adh when being dispatched to Yemen, as he was being
sent to a community and nation and not just an individual. His focus was the Islam

of the community and not just an individual.

Whilst on the subject of Sayyiduna Mu’adh and Yemen, it is comforting to cite a
narration in Kanz al-Ummal depicting the growth and development of Yemen. It is
narrated that during the caliphate of Sayyiduna Umar, Mu’adh returned back to
Madinah, however, Sayyiduna Umar (Radiallahu anhu) sent him back to Yemen. The
following year, Mu’adh sent a third of Zakat funds of Yemen to Madinah. Sayyiduna
Umar exclaimed that he did not send Mu’adh to Yemen as a tax collector or Jizyah

collector for Madinah but rather sent him to administer Zakat in Yemen, to take
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Zakat from the wealthy and redistribute the Zakat among the needy there. Mu’adh
(Radiallahu anhu) responded,

“I cannot find a recipient for one third, thus I have sent it to you.”

The following year, Mu’adh sent half of the Zakat collected in Yemen to
Madinah. Again, Sayyiduna Umar questioned Sayyiduna Mu’adh. Mu’adh
responded,

“I cannot find any recipient for the remaining half.”

The third year, Mu’adh sent the entire Zakat collected in Yemen to Madinah.

Sayyiduna Umar enquired again about this decision. Sayyiduna Mu’adh replied,
“I cannot find a single person in Yemen who is eligible to receive Zakat!™

If everyone in a society is performing Salat and nobody is below the poverty
threshold, one can only imagine how well off and successful spiritually, economically
and socially the community would be. Arguably, each pillar develops a particular
dimension of existence; the first pillar — Shahadah — zooms in on the developing of
the soul and the spiritual dimension of life. The second pillar — Salaz — focuses on
syncing the soul with outward conduct. The third pillar — Zakat — focuses on
developing the economic dimension for a sustainable transition into the Hereafter.
The fourth pillar — Fasting — concentrates on the safeguards and restraints needed to
grow in a responsible and virtuous manner. The fifth pillar — Hajj — spotlights the
ultimate goal and vision annually as a reminder and as an ‘awayday’ to reorganise and

restrategise on the ultimate goal.

4 Abu Ubayd. Al-Amwal. Beirut: Dar al -Fikr
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The secret behind this is that these pillars are the absolute core basics and building
blocks of success. Whoever has these pillars in their life, the rest of Islam will follow
and manifest in their life. Wherever these pillars are absent, Islam is absent. Thus,
Sayyiduna Abu Bakr (Radiallahu anbu) took a very strong stance when people began
to object to pillar one (Shahadah) and pillar three (Zakat) in his caliphate. He was
aware of the threat and knew that the future of Islam depended on the strength of

these foundational pillars.

The pillars of Iman, Salat and Zakat were not ordained just for this nation but
for previous nations also. The relationship between man and Allah across time has
been manifested through Iman, Salat and Zakat. Adherence to these pillars has a

direct correlation to our success.

As mentioned earlier, Zakat can be described from different angles and
perspectives. From a payer’s perspective, Zakat is one’s commitment and financial
expression of membership to Islam. It is a contribution to the global Islamic
‘cooperative’. From a societal perspective, Zakat resources the growth of faith and the
faithful. From a beneficiary’s perspective, Zakat is a human capital fund which seeks
to empower individuals. Zakat guarantees every struggling person a baseline provision
and support to give them more opportunities to break out of the cycle of poverty.
From an economic perspective, Zakat is an injection of liquidity into the market and
functions as an economic stimulus by unlocking consumer spending. For
communities, Zakat is a solidarity bond to look after one another and to grow

together.

We will explore throughout these pages how Zakat functions and operates in a
very systematic way, that it is so much more wholesome than a tax system and a truly

transformative welfare system. Although there are parallels between Zakat
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computation and tax computation, unlike tax, Zakat is a worship; it is rewarding and

is used in specific ways as outlined in the divine guidance.

Meaning of Zakat

Every letter and word in the Qur’an has been divinely selected. Every word, letter
and sequence has a reason behind its selection. The Most Wise is full of wisdom, His
every action has an underlying wisdom. The language and words in the Qur’an are so
central to understanding Islam, that language in the Qur'an and Sunnah has
epistemological weighting in Islam. Ijtibad (deducing laws) cannot be done without
having a deep understanding of Arabic grammar, lexicology, syntax, etymology,

rhetoric and other areas of linguistic study.

Allah coined the word “Zakat’ for a reason. The root letters of the word Zakat
indicate strongly to what Zakat is, what it does and what it achieves. Linguistically,

Zakat relates to the following meanings:

Numa’ — growth

Taharah - purification

Barakah — blessing

Salah — righteousness and integrity

Madp — praise

Zakat has something to do with each aspect of the above. Each linguistic meaning
surfaces in the functioning of Zakat. Zakat functions in multiple ways for different

stakeholders in the Zakat value chain. The above meanings all manifest in the Zakat
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value chain, whether it is with the payer, beneficiary, or society. Some of the functions

of Zakat for the payer are as follows:

Z.akat establishes subservience to Allah in one’s life.

Zakat is an expression of gratitude for the blessing of wealth.
Zakat is a purification for the soul.

Zakat is a means to multiply one’s reward for the Hereafter.

Zakat is to sympathise and show compassion for the less fortunate.

Zakat is a purification of wealth.

Some of the functions of Zakat for the beneficiary are as follows:

Zakat is to alleviate poverty and the need of the needy.

Zakat removes any ill-feeling and spiritual diseases in the needy such as
jealousy, rancour, or malice against those who have wealth.

Zakat is there to allow the recipient to survive and get free access to basic

necessities.

Some of the functions of Zakat for society are as follows:

It is a means of developing and strengthening the Islamic economy.
It is a means of Da’'wah and propagation of Islam.
It bridges the gap between the rich and the poor.

It develops brotherhood and sisterhood between different classes of society.

Differences between Zakat and Sadagah

Zakat and Sadagab are forms of worship done by Muslims. The two are different
in their own respects. The word Sadaqah is derived from the Arabic word Sidy (truth).

All actions of righteousness in Islam are a form of Sadagab, as they reflect the sincerity
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and truth in the heart of the doer. Zakat on the other hand, is one of five fundamental

foundations of Islam. This makes it a compulsory act, and therefore, all Muslims must

give Zakat, provided they meet certain conditions. On the other hand, Sadagab is an

act of uprightness, and people can excel therein according to their appetite. Some of

the key differences between Zakat and Sadagah are as follows:

10.

Zakat is obligatory once a year whilst voluntary Sadaqah is never
obligatory.

Zakat is paid on specific assets such as: gold, silver, cash, business
assets, agricultural produce, livestock, and treasure troves. Whereas
Sadaqah has no such specification in terms of assets.

Certain liabilities can be deducted from a Zakat calculation whereas
Sadaqah has no calculation in which liabilities are deducted.

In the early generations, Zakat was collected and distributed by the
Islamic government whereas Sadaqah has always been a personal and
private act of kindness.

According to some schools of law, Zakat can be forcefully taken. The
state can take punitive measures on the non-payers of Zakat. Whereas
Sadaqah is never enforced upon people.

Abandoning Zakat payments is tantamount to a type of treason whereas
not giving Sadaqah is not sinful.

Zakat has thresholds and bands (Nisab) whereas Sadaqah has no
thresholds.

There is encouragement and guidance on where to spend Zakat
whereas Sadaqah has no geographic guidance.

Zakat has specific areas and categories for spend whereas Sadagah does
not have defined recipients.

Zakat is quantified monetarily whereas Sadaqah can be non-monetary

too.
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The operations of Zakat in respect to calculation, collection, distribution show
another dimension of how Zakat functions. The above points paint an operational
reality to Zakat; it is not simply a ‘charity’ in the sense of a voluntary, personal choice
and gesture of goodwill. The clear guidelines and framework of Zakat as mentioned

in the books of Figh show that Zakat is an institution within a system.

Sadagah is spontaneous, random and purely voluntary in nature. Sadagab is the
everyday charity that we are accustomed to. You can give Sadagah to whom you want,
how much you want, where you want, how you want and as little or as much as you
want. Whereas Zakat cannot be given to everyone. It is a specific amount and there
are geographic considerations in its distribution. Thus, Zakat is very different to
charity. Zakat is not charity and should not be relegated to charity in our minds. By
not understanding the distinct nature of Zakat and Sadaqah, there are two

consequences:

1. Deficiency in the amount of Sadaqah paid, as everyone suffices on Zakat as

their form of ‘charity’.

2. Zakat being treated as charity and exposed to abuse, carelessness and lack of

regard.

Zakat vs Riba

Allah contrasts Zakat and Riba in the following verse of Surah al-Rum:

“Whatever Riba you give, so that it may increase in the wealth of the people, it

does not increase with Allah; and whatever Zakat you give, seeking Allah’s pleasure

10
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with it, (it is multiplied by Allah, and) it is such people who multiply (their wealth in
real terms.)” [Qur’an 31:39]

Literally, Riba is an unjustified increase or addition. Technically and
operationally, Riba refers to an unwarranted surplus in the exchange of specific,
homogenous commodities, or a yield from a risk-free and loss-covered investment, or
the monetisation of a loan, or any unfair term in an exchange contract. Systemically,
Riba operates as exploitation and injustice, fuelling inequality. Although Riba and
“Interest” are used interchangeably,

the Islamic notion extends beyond interest. Riba is more than just simple interest
and compounding interest; Riba is any unjustified excess or gain in a bilateral contract
which is stipulated for one of the two transacting parties. To elaborate, there are three

types of Riba:

1. Riba al-Nasi'ah is the unfair advantage and excess gained without
consideration by deferring delivery of any homogenous counter exchanges.

2. Riba al-Fadhl is the unfair contractually agreed excess in units without any
consideration in an exchange of homogeneous goods.

3. Riba al-Ma'nawi is the unjustified gain through imposing unfair terms in

the contract.

Riba is absolutely prohibited in Islam. Paying Riba, receiving Riba and
facilitating Riba are all non-compliant activities. Riba is an injustice to the needy and
creates disparity between the rich and the poor. Riba is unjust because the borrower
must pay the ‘profit’ even if they were in complete loss. It is only fair and proper to

pay the same amount back to the lender. On the other hand, Riba is unfair on the

5 Al-Ayni, al- Binayah, Multan: al-Maktabah al -Hagganiyyah
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lender too because if money is lent to a successful business, the lender does not get a
commensurate share in the success. Riba is destabilising because lending with Riba
encourages further borrowing and investment during a growth period and places high

burdens (causing bankruptcies) when profits are low.

When Riba-based credit floods the markets, many new customers — who
otherwise would not be in the position to buy — are introduced and become part of
the competition. This can artificially increase demand due to the increased number
of potential customers and increased competition, even though many of them do not
have the net financial ability to cover the expense. This can lead to skewing the supply

and demand dynamic of the market, which then inflates prices.

With higher prices, the cost-of-living increases, and the normal means of income
such as labour do not equal the same output in the markets. This pushes those already
struggling into a further debt spiral. As such, not only do prices face punishment as a
result of Riba, even wages are impacted. When wages are not sufficient to meet basic
necessities and there is desperation, crime thrives. Thus, Riba causes the degradation

of society and social morality.

It is Riba which weaponises money, as lending — for those who do not seck reward
from Allah - becomes attractive and incentivised when it is profitable with Riba.
Thus, lenders earn interest as debt piles on borrowers. Debt only becomes attractive
if it is interest-based. It is Riba which spurs debt. Riba is effectively debt which piles

the pressure on borrowers. The famous saying states:

““T'here are two ways to conquer and enslave a nation. One is by the sword. The

other is by debt.”

Sayyiduna Umar ibn al-Khattab (Radiallabu anhu) said:

12
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“Beware of debt, for its least impact is worry and its ultimate impact can be full-

blown war.”¢

“Debt is a product of power relations which inherently exhibits capturing and
dominating mechanisms of subordination, appropriation and exploitation in various
societal, political and economic fields. Debt is a degrading institutional tool which
not merely controls and masters labor in advance, it also self- and socially estranging,
and entangling the indebted person solely into the ropes of economistic valuation.
Contemporary societies are burdened by the Neoliberal Pauperism which is a state of

dragging-down indebtedness disguised as a fictitious “trickled-down” wealth.””

Riba has a predatory nature to it, where the borrower is prey to the lender and is
forced to pay regardless of their financial situation. Riba spurs a debt-based economy,
and it separates people into two camps: creditors and debtors. Participatory finance
becomes unattractive and expensive as a result. Riba is exploitative, as it subjugates its
subjects to the lender. Riba increases the pressure on borrowers, and this pressure
creates barriers between man and Allah. Anything which creates barriers between

man and his Creator is evil.

Riba impacts behaviour and rewires the mind of lenders. Riba induces greed and
a desire of winning at the expense of others. Riba reduces empathy and creates a

predatory mentality.

Riba-based loans exploit the poor and tend to increase poverty. Some loans are
truly predatory, where the annualised rate can be over 100%. Many borrowers end up

refinancing these loans over and over in a never-ending cycle of debt. The only
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concern of Riba-based lender’s is that they are repaid every penny, without a care in
the world of where the money to repay comes from or the economic hardship endured
by the borrower. A Riba-based lender does not care whether the underlying activity

is beneficial or productive.

Investors on the other hand perform a fundamental analysis and technical analysis
of a business, they invest themselves, their time and their expertise in the success of
the venture. They wish for and seek the success of the underlying business to generate
profits by creating economic value. When it comes to lending with Riba, the lenders
do not care how productive, fruitful or beneficial the underlying business is, they only
care how creditworthy the borrower is. This leads to selecting borrowers who meet
creditworthy metrics and who are more likely to repay. Thus, money flows mainly
into the hands of borrowers who are likely to repay, rather than towards the best and

most productive economic activities.

The ability to borrow and charge Riba can lead to excessive leverage in business
which can lead to business failures. After the 2008 financial crisis, many businesses
failed because they had high levels of debt (leverage) and they could no longer sustain
the payments of Riba.

The Global Financial Crisis in 2008 indicates the carnage Riba can cause at a
global level. Within a few weeks in September 2008, Lehman Brothers, one of the
world’s biggest financial institutions, went bankrupt; £90bn was wiped off the value
of Britain’s biggest companies in a single day; and there was even talk of cash

machines running empty.

There was borrowing with Riba on a huge scale to finance what appeared to be a
one-way bet on rising property prices. But the boom was ultimately unsustainable

because, from around 2005, the gap between incomes and debt began to widen. This
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was caused by rising energy prices on global markets, leading to an increase in the rate
of global inflation. This development squeezed borrowers, many of whom struggled
to repay mortgages. These mortgages were Riba-based. Property prices now started
to fall, leading to a collapse in the values of the assets held by many financial
institutions. The banking sectors of the USA and the UK came very close to collapse

and had to be rescued by state intervention®.

Deregulation permitted banks to engage in hedge fund trading with derivatives -
another manifestation of Riba. Banks then demanded more mortgages to support the
profitable sale of these derivatives. They created interest-only loans that became
affordable to subprime borrowers. These mortgages were packaged into complex

products and sold as Mortgage-backed Securities (MBS). MBS were filled with

extremely risky subprime adjustable-rate loans.

In 2004, the Federal Reserve raised the fed funds rate just as the interest rates on
these new mortgages reset. The interest rate is another manifestation of Riba in the
fiasco. Housing prices started falling in 2007 as supply outpaced demand. That
trapped homeowners who couldn't afford the payments, but couldn't sell their house.

When the values of the derivatives crumbled, banks stopped lending to each other.

One of the financial instruments which played a central role in all of this was the
Riba-based instrument called CDOs (Collateralised Debt Obligations). CDOs were
diversified, very risky subprime mortgage bonds. It was rubbish repackaged in other
rubbish. A CDO is a type of financial instrument that pays investors from a pool of

revenue-generating sources. One way to imagine a CDO is a box into which monthly

8 Daunton, M. (n.d.). The 2008 Financial Crisis Explained. Available online
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payments are made from multiple mortgages. It is usually divided into three tranches,

each representing different risk levels.

For the years prior to the 2007-2008 crisis, CDOs proliferated throughout what
is sometimes called the shadow banking community. Shadow banks facilitate the
creation of credit across the global financial system, but members are not subject to
regulatory oversight. The strength of a CDO is also its weakness. By combining the
risk from debt instruments, CDOs make it possible to recycle risky debt into AAA-
rated bonds that are considered safe for retirement investing and for meeting reserve
capital requirements. This helped to encourage the issuance of subprime, and
sometimes subpar, mortgages to borrowers who were unlikely to make good on their
payments. What followed was a domino-like collapse of the intricate network of

promises that made up the collateralized debt markets.

As millions of homeowners defaulted, CDOs failed to reach their middle and
upper tranches, CDO-squared and CDO-cubed investors lost money on so-called
"riskless" investments®. Thus, the crisis was fuelled as a result of Riba-based interest
rates, Riba-based lending, Riba-based financial instruments, Riba-based mindsets

and Riba-nurtured greed.

Riba conflicts with the spirit of brotherhood and sympathy, and is based on greed,
selfishness and hard heartedness. Rather than sharing in the risks of a business or
investment, Riba sets up a lender-borrower relationship. The lender has a financial
incentive to squeeze the borrower as much as possible to get the loan back with

interest, regardless of the borrower’s situation. An example of this can be seen when

9 Investopedia (2021). Were Collateralised Debt Obligations Responsible for the Financial Crisis. Available
online: https://www.investopedia.com/ask/answers/032315/were -collateralized -debt -obligations -cdo-
responsible -2008 -financial -crisis.asp
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mortgage-holders default on their home loan. Banks often repossess a family’s home
and put them out on the street, even if the family has already paid the full price of the

house.

Riba impacts the blood and current of the economy — money. Riba makes money
a commodity instead of a medium of exchange. Islam does not recognise money as a
subject-matter of trade, except in some special cases. Money has no intrinsic utility;
it is only a medium of exchange. Each unit of money is exactly equal to another unit
of the same denomination, therefore, there is no room for making profit through the

exchange of these units inter se.

Profit is generated when something that has intrinsic utility is sold for money or
when different currencies are exchanged, one for another. The profit earned through
dealing in money (of the same currency) or the papers representing them is interest,

hence prohibited.

Imam Ibn Taymiyyah (d. 728 H) states that the physical body of money is never
the objective of acquiring money, rather, it is the counter-exchange which is the
objective and benefit of money'. The owner of the money must spend or contribute
labour to derive benefit from money. Alternatively, he can enter a partnership contract
in a profit and loss sharing model. If the money is lent in the form of a loan, interest

cannot be charged on it.

Money is simply a unit of measurement. Thus, money is not a commodity in
Islam. Its reward is not guaranteed, instead, it is contingent on the result of

production from productive activity which generates surplus value'.
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Imam Ibn Taymiyyah states in another place:

“When currencies and money are inter-traded with the intention of investment

and profit, it opposes the very purpose of money and moneyness.”*?

Imam Ibn al-Qayyim (d.751 H) states:

“Money is never sought for itself; rather, it is used as a means to gain
commodities. When money begins to be treated as a commodity and becomes the
objective of transactions, the entire (economic) system will become corrupted and in

crisis.”3

Imam al-Ghazali (d.505 H) states:

“Almighty Allah created dinar and dirham for circulation and to be an equitable
and just standard between different assets. They are the means to all other assets; they

are precious in themselves but not desired for themselves.”™*

Riba creates an artificial demand for money, as a charge is placed on the money

lent in the form of money. This destabilises money supply and creates inflation.

Another adverse impact of Riba on the economy may be in the shape of an
increase in debt and debt servicing in the country concerned. Foreign investments and
foreign loans are typically used for the economic development of the recipient
country. However, many such loans are taken by poorer countries at a higher rate of
interest. This ultimately increases the total amount repayable. The debt service ratio
steadily increases in terms of export earnings, percentage of GDP ratio and percentage

of current total expenditure of the country. A country is therefore always playing catch
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up. This trickles down to the people and impacts the life of the common citizen by
the country having to set aside a significant portion of the GDP to pay for the debt
installments. It affected people in two ways: firstly, as the Riba-based debt servicing
obligations increase, a larger amount of personal income is taken by the government
through tax levies to repay both the outstanding debt and the amount of interest.
Secondly, due to the inability of the government to meet the rising debt servicing
obligations in the face of insufficient foreign exchange earnings, the government
typically requests the lending countries for concessions, which can inevitably influence

the socio-political and economic policies of the borrowing country.

The former President of Nigeria Olusegun Obasanjo famously proclaimed?:

“All that we had borrowed up to 1985 or 1986 was around §5 billion and we have
paid about $16 billion yet we are still being told that we owe about §28 billion. That $28
billion came about because of the injustice in the foreign creditors’ interest rates. If you ask

me what is the worst thing in the world, I will say it is compound interest.”

Zakat is the antithesis of Riba, and Zakat opposes Riba in all of its operations.
Just as Riba is a vicious and lethal cycle, Zakat is a virtuous and circular benefit. Zakat
money is directly pumped into the economy which allows the beneficiaries to
purchase goods and services. Money given as Zakat to recipients is traded, invested
and used to fulfil needs. These activities, in turn, give capital to businesses generally
earning profits and thus, they invest further and expand. Expansion leads to job
creation and employment opportunities. Consequently, the new employees increase

overall demand for goods and services. Subsequently, the additional demand further

15 Komlik, O. (2017). The Burden of Nations: Debt and Compound Interest. Av ailable online:
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develops growth and economic activity of a country which strengthens the currency.

Thus, the Zakat payers end up benefiting from the circular benefits of their Zakat.

Constant Zakat payments fuel circulation of wealth helping the community and
economy. What starts as a Zakat payment to a needy recipient ends up embracing the
entire community and economy. The vulnerable are primarily strengthened but the

fruits are plucked by all. Zakat has a trickling effect in the economy.

Some contemporary Muslim economists suggest that Zakat could be used as a
counter-cyclical policy through discretionary and non-discretionary fiscal policy.
Discretionary fiscal policy is carried out by varying the disbursement of Zakat to the
recipients. During the expansion phase of the business cycle, the government reduces
Zakat expenditure to close the inflationary gap. This action helps increase the Zakat
surplus. Zakat expenditure could then be increased during economic contractions by
using the Zakat surplus accumulated during the boom periods, thereby lifting the the
economy when it is in the downswing to spur aggregate spending and economic
activities. Therefore, Zakat could complement taxation and government spending as

tools of stabilisation.

The only distinction between Zakat expenditure and the usual type of fiscal
measures is that Zakat expenditure cannot be cut back unlike taxes. However, the
volume of Zakat to be collected and spent will automatically be affected by the

decrease in income levels®.

The establishment and maintenance of social solidarity is maximised when the
gap between social classes is kept at a minimum. In other words, relations between

the rich and the poor must not deteriorate if anarchy is to be avoided. Undoubtedly,

16 Abdul Malik, U. & Choudhury, M.A. (2016). The Foundations of Islamic Political Economy. Palgrave

Macmillan UK
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one of the most important apparatuses that upholds these crucial relations between

the rich and the poor is Zakat.

In societies where Zakat ceases to exist, the precipice between the rich and the
poor widens to the point where the love and appreciation shown by the poor is
replaced by abhorrence and hatred, and the compassion and charity displayed by the

rich is replaced by disdain and scorn.

Zakat helps in reducing the economic gap between the spectrum of classes not
only by the capital Zakat payment, but more so with the opportunities a Zakat

payment gives to the recipient.

Zakat is a bridge used for passing over economic strife and when the whole
community makes use of this bridge, class conflicts have the potential to become part
of history. This bridge also constructs a stable middle class through which increasingly
more recipients of Zakat can become payers and a possible clash between the rich and

the poor is prevented.
Hoarding wealth has been prohibited in Shariah. The Qur’an states:

“...those who hoard up gold and silver and do not spend it in the way of God, give them
the glad tidings of a painful punishment” (Quran 9:34)

Wealth concentration in the hands of a few stagnates the economy and raises
prices. Such a practice harms the entire society. Thus, Zakat is the counter measure

as has been mentioned in the Quran.

Zakat increases production volume. Zakat recipients purchase consumer items
which increases demand for such items, resulting in an increase of production volume.

The increased production volume gives rise to numerous economic activities. The
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unemployment level also tends to decrease resulting in the overall growth of a

country'’.

"Money works like blood — it needs to circulate around the local economy if it is

going to keep it alive"!s.

From an economic lens, Zakat discourages hoarding and encourages investment
in the real economy, it is like a negative interest rate of 2.5%. Negative interest rates
require capital holders to pay for having their funds in accounts. The distinction
between Zakat and Riba is at several levels. Riba pays the capital owner for just
owning and holding capital even if it is idle or non-productive. On the other hand,
Zakat incentivises owners to invest and not hoard. Zakat encourages people to keep

excess wealth at a minimum and have the surplus flow in the veins of the economy'’.

When a capital owner’s wealth increases, they have two choices: to either continue
to save or to invest. If they continue to save, they must pay 2.5%. This 2.5% will be
beneficial and assist individuals and flow through the economy. If they decide to
invest, this will also assist the economy and individuals. As such, Zakat ensures
redistribution of wealth and the use of wealth for the greater good of all, whilst
ensuring the capital owner is not unreasonably disadvantaged or deprived from
benefiting from their own wealth. Whereas Riba curtails and dissuades the

redistribution of wealth.
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The more a pound is circulated in the economy, the greater the impact, and the
greater number of goods and services being produced as a result. Zakat brings greater
velocity of money. The velocity of money is important for measuring the rate at which
money in circulation is being used for purchasing goods and services. It is used to help
economists and investors gauge the health and vitality of an economy. High money
velocity is usually associated with a healthy, expanding economy. Low money velocity
is usually associated with recessions and contractions. Furthermore, the marginal
utility of 2.5% in the hands of a poor person is much higher and greater than being
in the hands of a billionaire. A billionaire gets very little benefit from 2.5% of his
wealth, whilst this 2.5% for a needy person can transform their life. Riba does just
that, in general terms, it adds very little marginal utility compared to Zakat. The 2.5%
does not make any significant and material change in the life of a Riba earner, it is

simply loose change for them.

Further, as Zakat ensures greater liquidity in the market due to the flowing of
capital across the economy through Zakat, there would be a reduced need for printing
money. Money would be circulating in the economy annually, in fact constantly

through Zakat payments. As such, this could arguably help in reducing inflation.

Imam al-Sarakhsi (rahimahullah) states that transactions are of two types: Halal
and Haram; the Halal transactions are Bay’ and the Haram transactions are Riba.
These two forces are opposites. We can add to these forces Zakat and harmful and
unmanageable debt. Zakat supports Bay’, as the Zakat recipients use the Zakat to
buy, sell, invest, pay debt and exchange. This reduces Riba and has a direct impact on
the level of debt. Whereas Riba incentivises debt, and they work together. The more
debt and Riba, the less there are Zakat and Bay’. The more Zakat and Bay’, hopefully,
the less the harmful debt and Riba.
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Of course, manageable and halal debt is permissible, and credit sales are
permissible. It is when debt is intertwined with Riba that it becomes a recipe for
disaster. Therefore, Zakat and Bay’ need to be increased to combat Riba and harmful

debt.

Zakat as an Economy

At a macro level, the system of Zakat functions as a powerful economic stimulus
and a means of resource allocation. Zakat injects liquidity into the economy and gives
it a jolt. It is a kick-starter which provides opportunities to hundreds and thousands

annually.

To appreciate the potential that Zakat provides to the global economy, we have
to look at it through numbers. A study by the World Bank and the Islamic Research
and Training Institute (IRTI) of the Islamic Development Bank (IDB) estimated
global Zakat funds reached US$550 billion to $600 billion per year. Meanwhile, the
official Zakat institutions only managed US$10 billion to $15 billion per year. There
have been some suggestions stating that the potential size of the annual Zakat pool is

close to US$1 trillion.

All things being equal, the size of the Zakat economy is equivalent to the nominal
GDP of Turkey or Saudi Arabia. Turkey and Saudi Arabia have a nominal GDP of
circa US$800 bn. GDP is perhaps the most closely watched and important economic
indicator for both economists and investors alike because it is a representation of the
total dollar value of all goods and services produced by an economy over a specific

time period. As a measurement, it is often described as being a calculation of the total
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size of an economy. Thus, in simple terms, if all Zakat was paid, you could annually
equate the Zakat economy at present to one year’s worth of all goods and services
produced in Turkey. Turkey is the 36™ largest country in the world, size equal to over

300,000 square miles, with a population in the region of 84 million people.

If we were to move away from the numbers and describe what this means, quite
simply, Zakat is roughly equivalent to the 17% largest economy in the world. Zakat
has tremendous economic impact and power. It is an engine for change. Zakat has
the power to transform the lives of millions of people struggling and make them self-

sufficient. It can change large populations from consumers to producers.

And that is just the present state of Zakat. Zakat is fluid and the total Zakat
expense can increase based on more wealth and more Muslims. As the Muslim
population grows globally, we can only expect the annual Zakat throughput to

increase. There is only expansion in the horizon of Zakat.

Potential Global Zakat Pool

Professor Habib Ahmed writes:

“Figures cited for the potential global zakat pool from different sources vary
widely from US$ 200 billion to US$ 1 trillion. Given the wide range of potential
estimates, a question arises how these figures are arrived at. The problem to estimate
the global pool of zakat accurately partly arises because while zakat is levied
predominantly on wealth, accurate estimations of wealth for Muslim countries are
not available. Due to lack of wealth estimates, zakat is estimated by using different

assumptions on the percentages of the gross domestic product (GDP).
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The GDP-based estimations have origins in studies done by Dr. Monzer Kahf
in the 1980s in which he estimated the zakat proceeds that could be collected in
various countries based on three different opinions on what should be included as
Zakatable assets. The first opinion takes the traditional view and includes only
agricultural output, livestock, trade inventory, and cash holdings as Zakatable items.
The second opinion includes returns on fixed assets and salary and wages. The third
opinion is the broadest and also includes the capital value of fixed assets as a Zakatable
item. Using these assumptions, the average zakat rates from different countries were

estimated to be 1.8%, 3.9% and 4.3% of GDP for the three opinions respectively.

Given the total GDP of Organization of Islamic Cooperation (OIC) member
countries of US$ 7.341 trillion in 2019 (constituting only 8.4% of the global GDP
valued at US$ 87.39 trillion) reported by SESRIC, the corresponding zakat
collections according to three opinions would be US$132.1 billion, US$286.3 billion
and US$315.7 billion respectively.

While the percentage of GDP gives approximate estimates based on different
assumptions, there may be issues on their accuracy since zakat is levied mainly on
wealth. However, different problems arise when trying to estimate zakat based on
wealth. The first issue relates to how wealth is defined during contemporary times.
The published figures provide different perspectives on the way wealth is defined. For
example, Boston Consulting Group (BCG) defines total net wealth as financial assets
plus real assets minus liabilities. BCG reports the size of the global wealth to be US$
431 trillion in 2020, with financial assets constituting US$ 250 trillion (52%) and real
assets being US$ 235 trillion (48%). World Bank provides a much broader definition
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of wealth to include produced capital, natural capital, human capital, and net foreign

assets and published data on these for selected countries for 2014.

Second problem is that the wealth figures for specific OIC member countries are
not reported in most global wealth reports. This would require estimating the wealth
of OIC member countries by using the available data from different sources and
extrapolating this to estimate the wealth figures. Using the information on the
produced wealth and data on financial assets (total deposits, stock market
capitalization and domestic securities) from different World Bank data sources, the
wealth of OIC members countries can be estimated to be US$ 26.973 trillion (US$
7.230 trillion financial assets and US$ 19.742 trillion produced capital). As in the case
of global economy, the total estimated wealth for OIC member countries is

significantly higher than the GDP (US$ 7.341 trillion).

Third issue in estimating the potential zakat collections based on total wealth
relates to the difference of opinions on the how zakat is levied on assets. While one
view states that payable zakat is 2.5% on the total value of capital, a second opinion
is that zakat is 10% on the income of income-generating assets. Using the former
view on the total wealth of US$ 19.742 trillion for OIC member countries would
produce zakat valued at US$ 674.3 billion and the latter view would lead to zakat
collection of US$ 134.8 billion (assuming an average of 5% return on the assets).
However, a more reasonable approach would be to apply the rule of capital on
financial assets (zakat of US$ 180.7 billion) and the rule of income for produced
capital (zakat of US$ 79.9 billion) giving a total of 260.7 billion.

A more realistic calculation of zakat pool would be to mix the wealth and GDP

approaches by adding zakat on wealth and agricultural production. The total value of
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agricultural production in OIC member countries in 2019 was US$ 808.4 billion
which would produce zakat of US$ 40.4 billion (at 5% zakat rate). Thus, the total
global zakat collection potential from financial assets, produced capital and
agricultural output gives a figure of US$ 301.1 billion. Interesting this estimated
figure appears to be the average of estimations of opinions 2 and 3 of the GDP based

approaches.

Note that the above wealth and GDP based figure of zakat pool is a conservative
estimate and the global zakat pool could be potentially higher due to several reasons.
First, traditional assets such as gold and silver are excluded from the estimations.
Second, some important natural capital such as oil, gas, minerals, forests are not
included. Third, the rate of return on produced capital is assumed to be 5% and this
could be higher. Finally, the figures for produced capital are from 2014. This number
is likely to higher in 2019-2020. Thus, we can conclude that the minimum global
zakat pool that can be potentially collected annually is US$ 300 billion, but the

amount could be much higher.”?

Income Inequality and Anti-Social Behaviour

Marcus Aurelius (121-180AD), the Emperor of the Roman Empire, famously

said:

20 Ahmed, H. (2021). Potential Global Zakat Pool: Demystifying the N umbers. NZF Worldwide [Available

online]
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“Poverty is the mother of crime.” This does not mean in any way, shape or form
that all poor people are criminals. But poverty can lead people to desperate situations.

Hence, the Prophet said:

“Poverty can almost lead to disbelief.”!

The Prophet would often supplicate:

‘O Allah T seek refuge in You from disbelief and poverty.” Someone enquired:
‘Are these two equal?’ The Prophet replied: Yes.”?

Various studies have shown the correlation between income inequality and social
disorder. Research by City Hall London in 2019 showed that three-quarters of the
boroughs in London with the highest levels of violent offending are also in the top
10 most deprived, while the same boroughs also have higher proportions of children

under 20 living in poverty than the London average®.

The Edinburgh Study of Youth Transitions and Crime was a ground-breaking
study which followed the lives of 4,300 children as they made the transition from
childhood to adulthood. It found that “poverty is a strong driver of violent offending
amongst young people”. Using four measures for poverty including low socio-
economic status of the head of the household and neighbourhood deprivation, the
professors found that “poverty had a significant and direct effect on young people’s

likelihood to engage in violence at 15, even after controlling for a range of other
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factors”, positive and negative, including poor family functioning, drug use,

impulsiveness, strong relationships with parents®*.

A study on violent crimes in China found that it is the poverty level in rural areas
and the average income level in urban areas, rather than income inequality, that
contribute to the local rate of incidence of violent crimes in China®®. However,
analyses show that crime is not driven by poverty alone, but rather by inequality.
Countries with high overall levels of poverty do not necessarily have higher levels of
crime. It is places with high levels of income inequality that typically have the highest

levels of crime?®.

The Brookings Institute, a Washington, D.C.-based research group, has
published a study that demonstrates, through empirical data, what many have long
suspected: That extreme poverty leads to increased crime rates. The same study,
“Work and Opportunity Before and After Incarceration,” published on March 14,
2018, also confirms that a criminal record “imposes impediments to employment”
despite tax incentives for businesses that hire former prisoners. According to the
study, boys who grew up in families within the bottom 10 percent of income
distribution were 20 times more likely to be incarcerated by their early 30s than those
who lived in families with the highest income level. The Brookings’ data showed that,
“In almost all states, between 40 and 50 percent of the prison population grew up in
families in the bottom quintile [20 percent] of the income distribution.” Additionally,

it found that “Neighbourhoods and social inclusion matter to incarceration and labour

24 https://www.transformjustice.org.uk/an  -uncomfortable -truth -the -strong -link -between -poverty -and-

crime/

25 Dong, B., Egger, P. H., & Guo, Y. (2020)Is poverty the mother of crime? Evidence from homicide rates in

China. PloS one, 15(5), e0233034. https://doi.org/10.1371/journal.pone.0233034
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