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Chapter one:
Economic problem
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1. Concept of the economic problem

Economics is mainly concerned with tackling the economic problem rather than solving it

because it is impossible to do so, as human-being's needs have got changed and complicated,

while resources capable of satisfying those needs are still unable to deal with them.

Simply, the economic problem is represented in the scarcity of available economic resources of

all kinds relative to the needs. However, large they may be, they are limited when compared to

their human needs, which are characterized by diversity, renewal and variation. The economic

problem is mainly due to the multiplicity of human needs in view of the inability of available

resources to satisfy these needs, which are characterized by periodicity, multiplicity, renewal or

change, as well as infinite.
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2. Characteristics of the economic problem
2.1. Needs are multiple and renewable: Need is an insensitive moral sense or desire of
inadequacy and deprivation that prompts its owner to seek a means to satisfy that deprivation or
incapacity. The need varies from human to another depending on the benefit of the consumption
of goods and services, where there are urgent needs to be satisfied and resulted in great benefit;
such as food, drink, clothing, and so on, prompting everyone to arrange needs according to their
importance. In this context, needs can be divided into initial (necessary) and secondary needs,
individual and collective, and renewed needs.
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2.2, Resources are relatively scarce: scarcity means that the various resources that
contribute to the production of any commodity that satisfies a certain human desire found in
limited quantities in society. Thus, the scarcity of goods is due to the scarcity of economic
resources that contribute to the production of such goods. The scarcity of economic resources
varies from one society to another, and varies from one stage of development to another. What is
rare in a society compared to the density of that society's population (the agricultural land in
India) is no longer rare in another society by one standard (such as agricultural land in Canada).



Thus, the variation in the scarcity varies from one society to another and from one economic
phase to another.
ERTYNERCH W IR HIP U] [ e s b (gl 280 3 e B il sl OF (godl Laling 3, oy cdpend!) 316k 3y

LS AT ) et e 23l 5l 805 s el ods 2l (3 s 3 23LaBY) 31l 8, 1w o) 5,05 01 (Mg . ezt
Al @1t dm Y (Wl 3 el oY1) masst) S O B B)lhe maxt (3100 056 b g (I Rgas A e ol )
A Bslad) Al e ey 2V st e Gl S Wl 21 O 2 I0SCay (17 (3 Rl 2, VI) pelal) us T sy

2.3. Selection (Choice): The third feature of the economic problem is the distribution of
relatively scarce economic resources between multiple needs. The distribution of resources is
extremely difficult, requiring the determination of which desires to be satisfied first and which
will be sacrificed and abandoned even temporarily. The issue of scarcity of the resources urges
to answer the following questions: What do we produce (what goods and services the
community wants to produce and in what quantities), How to produce (what is the optimal
production method by which a particular commodity or service is produced), whom do we
produce (how goods and services are distributed to those who contributed to their production),
How efficient is the use of economic resources (is production sufficient)? Is society's resources
fully employed, or are there some of them idle? How is the choice made between different
industries?
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24. Goods and services: Goods and services are the means of satisfying needs. Their
production requires a continuous struggle with nature to search for resources and adapt them
using a certain combination of work, capital, land and organization to transform them from their
primitive form into other manufactured forms (production) that can satisfy needs.
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To satisfy human’s needs, it is necessary to involve into a production process to provide goods
and services that create the benefit. In this context, goods and services (products) have a set of
characteristics:

- Its ability to satisfy human needs.

- Auvailability in limited quantities (i.e. rare).

- Possibility to be acquired and utilized.

- Having a reciprocal or subjective value.

- Usability on different production aspects.

- Replacement of some within certain limits.
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In this regard, goods and services can be divided into several types:
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- According to their abundance: they are divided into economic goods that are available
in limited quantities, and free goods that are available in nature in unlimited quantities
beyond their need require no productive process and require no physical or intellectual
effort.
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According to their usage characteristics: productive goods (capital), intermediate goods
(half manufactured) and consumer goods (durable and non-durable).
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- As important: essential and luxury goods.
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- According to the nature of the commodity: special goods for individual consumption,
and public goods co-consumed by members of the community.
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- According to the criterion of utilization duration: durable consumer goods, non-durable
consumer goods.
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- Integrated and alternative goods.

Thus, the economic problem persists owing to the limited resources available both to the
individual and to society.
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3. Patterns of tackling (treating) the economic problem:



Scholars from different schools have given great importance to tackling the economic problem
and finding solutions, so the proposed solutions have varied owing to the variety of economic
systems.
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3.1. Capital System’s treatment: Some treatments have come within the framework of
defending the capitalist system by leaving market forces and the price apparatus to operate freely
without external interference from governments. Accordingly, market demand and supply forces
are able to distribute resources to different uses, achieve balance and determine the fair price that
meets the wishes of both consumers (demand) and producers (supply).
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3.2. Socialist System’s treatment: Contrary to the capitalist system, advocates of the
socialist system have called for the need to abandon absolute freedom by adopting planning as a
pattern of managing the economy and guiding markets to maximize the satisfaction of society's
needs. The State and its resources and means of production formulate a national plan in which
the priorities of society are defined and the allocation of the resources of society is tailored to
those priorities. By identifying goods and services to be produced in quantity and quality, the
type of production method that determines how to use the production methods, and how to
distribute the output.
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Chapter two:
Definition and subject of the political economics and its relationship
to other social sciences
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1. Emergence of the political economics:
The term "political economics" was first used by Antoine De Montchrestien in 1615, who wrote
a book for the prince with a number of tips for managing the city's public funds and ways to
increase and distribute wealth. Thus, the political economics focuses on policies to increase the
state's wealth and solve its economic problems.
Before the advent of the industrial revolution, the political economics referred to the meaning of
managing the State's funds in order to increase its wealth, and then further evolved with the
emergence of the social economics, adding to the basic functions of the State to ensure security
and promote the social well-being of society. Despite the bourgeois' attempts, in the midst of
conflict with the socialists in 1920s, to separate the economy from politics by preferring the term
"economics" rather than "political economics", but the emergence of the Great Depression crisis
of 1929 deepened the connection of the economy to politics, as the relationship of the economy
to politics (Political economics) has never been interrupted. Even in liberal capitalist States
advocating free doctrine, there are several forms of government intervention in economic activity
for many purposes; like protecting or encouraging local production and maintaining price
stability.
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2. Definitions of economics:

With the complexity of the definitions of economics, giving a single unanimous definition has
become difficult. From the most famous definitions of economics or political economics, there
are:

- The founder of economics, Adam Smith, defined economics as wealth science, which
seeks optimal means of accumulating and distributing wealth, It is the science that studies ways
of creating, distributing and consuming material wealth. According to this definition, wealth is
measured by production of material goods to satisfy human needs directly and indirectly. The
greater the production of such goods, the greater the wealth of the State. As noted in Smith's
definition, wealth is limited to material funds and material goods, and therefore services are



excluded, contrary to modern definitions that concern services as non-material goods with
economic benefit and value.

- As for Marshall, in the context of his definition of the economy, he pointed out that its
subject is man (human-being), and therefore it is the science that looks at all the actions of man
in his daily life that relates to how to get his income (his wealth) and ways of managing, using
and consuming income. Thus, Marshall added to the definition of Adam Smith the study of man,
that is, the economics must extend to include, in addition to material wealth, man's activity and
economic actions in how he gets his income and ways of using it, and considered man to be more
important than wealth.

- Some defined economics as the science of satisfying multiple and changing human needs,
others suggested that economics was the science of exchange with the introduction of the concept
of price.

- Robbins defined economics as the study of human behavior in the field of the relationship
between his diverse and changing objectives and rare means that can be used. So, it is the science
that looks for the ways that can satisfy the diverse needs and goals with the limited and scarce
resources. Economics is the science of compatibility between means and purposes, and this
definition is the most widespread because it clearly shows the so-called economic problem.

So, economics differs from other human sciences in that it studies a particular kind of human
activity, economic activity, and is meant the actions that man does to satisfy his desires and needs
in an effort to balance endless needs with limited means of satisfying them.

- As for Pigou, economics is defined as a science that focuses on studying economic well-
being.

- Krugman defined economics as the study of economies at the level of individuals and
society as a whole. The economy is a complete system for coordinating the production activities
of society with a view to maximizing benefits and satisfying needs.

- Other definitions that link resources to needs clearly indicate that economics is the science
that examines the problem of reconciling multiple and renewable needs with scarce resources,
including:

* Samuelson defined economics the science that is concerned with examining how individuals
and society choose to use scarce resources to produce different goods at successive times, and
how to distribute these goods to present and future consumption and between different
individuals or groups that make up society.

* Oscar Lange defined economics as a science of organizing and managing relatively scarce
human and natural wealth resources in human society for the purpose of satisfying the multiple
human desires of various economic goods and services.

* Economics is the study of human well-being in the use of resources to satisfy needs.

* Economics is the study of economic laws that control production processes and the distribution
of material means to satisfy people's needs.

* Economics is concerned with studying the continuous recurring relationships between the
elements of the economic process during the production and consumption of goods, to record and
arrange economic phenomena and then extract from them what is characterized by repetition in
a pattern of regularity to formulate the laws governing them.

- Economics in Arab scholars:
* Economics is the set of rules that explain economic phenomena related to the production,
distribution and consumption of wealth.



* Economics aims to examine the relationship between multiple needs and limited resources in
order to achieve the greatest possible satisfaction of needs, through the efficient use of available
resources while working to develop them as efficiently as possible.
Finally, political economics can generally be defined as the science that studies the activity and
behavior of individuals and human groups to obtain economic resources, goods or services that
achieve the fullest possible satisfaction.
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3. The subject of Economics
Economic activities are characterized by complexity and interconnectedness, in with countless
economic processes and transactions being fulfilled in every day including purchase and sale
within the country and among the world's nations. Therefore, some economists confined
economics to examining the various economic phenomena associated with those activities; like
studying supply, demand, market balance, unemployment and inflation. The role of economists
then is to describe economic life basing on statistical data, to reveal the interactions between
economic variables, provide diagnoses and expectations, propose solutions to problems, and to
anticipate the results of various measures and policies.
The subject of economics is characterized by change, expansion and renewal, as well as
complexity and interconnectedness; many subjects that were included in the scope of other
sciences are now of the concerns of economics, given its relevance to human well-being, dignity
and health. Economic activities that are the subject of economics cannot be separated and studied
separately from the study of human beings and their surroundings. Therefore, economics can be
conceived as social science, and there is therefore a consensus among modern economists that
attention to economic production, satisfaction, composition and management of wealth is not the
ultimate goal itself as it once was, but they are means of maximizing human well-being and
serving development as a whole.
Therefore, the subject of economics is not only aimed at seeking maximum efficiency by
maximizing production, profits and benefits from the process of exchange and production at the
lowest cost. Rather, it focuses its attention on human beings and the rationalization of their
consumption. economics is designed to help societies develop not only at the level of material
well-being but also at the level of social justice and to ensure the sustainability and preserve
human dignity and ambition.
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To better understand the subject of economics, there are some basic terms must be understood:



- Need: is every sense of lack and deprivation of a commodity or service.

- Wealth: in order to satisfy one's desire, an individual must use the wealth available in
nature that is not usually readily available or in usable form, so it requires an effort to
obtain it and convert it into economic goods and add other economic benefits to it.
However, wealth in nature is not available in the quantities required or in a suitable form,
leading specialists to refer to it as scarcity. Wealth can be defined as the sum of economic
goods directed to meet individuals' needs and economic activity, whether it is in the form
of raw materials, semi-manufactured materials or even rare wealth (such as diamond).

- The concept of economics: economics focuses on the study of how scarce wealth is used
and distributed to meet individuals' many needs.

- Defining economics as wealth: Economics examines the social organization of physical
production achieved to provide production, distribution and consumption of wealth
produced by members of society. Since the wealth of nations is a fundamental concern of
economics, the main concern of science is the economic system and its organization to
achieve the goal of satisfaction and maximization of well-being.

- Economics and Behaviors Analysis: The scarcity of resources has led economics to focus
its attention on the study of human behaviors to rationalize choices, where achieving the
goal of satisfying needs, under the constraints of wealth scarcity, has given considerable
attention, in addition to the production and economic agents who contributed to the
production process. Therefore, the attention has become focused not only on relationships
between goods but also on individuals' behaviors compared to goods or wealth available.

leagh ot 3 Bl Slodlaall o s ¢ Juail (Ko slas) gd)

el g dake e Ol Ay aEIL jeas ST o i -

W cplasnad BB (S8 3 f Bsgans mlin 33l 05T Y gl Blal) (3 Ll 3900 plasnd 330 e (ot a2 gL JoT o 18980 -
SLaSIL Alie b dandall (3 59 OB (5 may. Wb (65T wslasl Wl BLoly Baladl ahe I Lehsdy Lode Jpamdd g oY1 Cillas
Bl Bl 2slas¥l bl goas BT e 308 s o Sa. 55 BT e L) 5L U] cpaasidll by Lo cenlid) (SC2IL f 25l
(U Jo0) 50t lyf a> o chanas 4 slgs ol als slse IS e il sl (s3LaV) bladly 13 ol Lz

- aadatll SV b Al Lenisi 85U 39 21 plsnal 2487303 e sVl S 1aladY) aggds —

slacl Loz gl 8920 IgzaVlg wjsdlly Y gaind) o ) (ool Z oW olaar V1 oloidll sLas) ey 1895 JuS sLaaBY Ly s —
Al lanty Lo ) s G anaty (3Ll pladl sa dall )l plosa¥) OB oLVl plozal js2 o oY1 595 OY i, s
Cus 3id kel e (Ol aall OlSl) anls e aalsl slasY) S5 ) sl 5 sl i olSehudly sladYl S -
A ol (L 2V e (3 bl & RsLas) alsally 21 ] BLEYL (S Ulasal (gl 5,05 398 b 3 colrbe ) 2l
Al 381 o b e Y1 LS e Lal Sy skl S e Lo

4. The relationship of economics to other sciences

Economics is considered a social science, and therefore cannot in any way isolate it from other
social sciences or establish dividing boundaries between them. Explaining economic phenomena
requires economists to explore and use other sciences. Economic problems are often associated
in one way or another with this science or that; if the economist uses it, he/she combines the
theories that underlies economic studies with other human knowledge. So, he/she combines
his/her role as an economic researcher and social researcher, which leads us to research the reality
of economics' relationship with the rest of humanities.

There is a common agreement among scientists on the division of science into natural sciences
that studies things and includes mathematics, physics, etc., and social sciences that studies
human-being such as economics, politics and others.
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a. Relationship of economics to politics:

Economics is linked to politics so there is mutual relationship. Economic activity is influenced
by governance (regime or political system) and the form and orientation and priorities of
governments. On the other side, economic conditions have been instrumental in determining
political developments and on many occasions have directly caused Governments to fall or
continue to govern. An economically wealthy State usually helps its political systems to stabilize,
which in turn helps to expand and strengthen economic activity.
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b. Relationship of economics to law:

The law provides the legal framework and legislation necessary for the existing social system
that determines the nature of economic activity. The legal legislator can expand or limit the circle
of economic activity and put restrictions on economic transactions, the legislator can determine
the forms and prices of goods according to social, humanitarian or even political considerations,
the legislator may impose tax laws and customs policies and determine property, contracts, wage
regulations and economic relations within the country and with other countries. It should be noted
that strong justice is an important factor contributing to an enabling environment to support
economic activities, and vice versa.
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c. Relationship of economics to philosophy:
Economics is interested in studying human actions, the latter being in close contact with ethics
that is one of the branches of philosophy, and the pursuit of inductive methods of economic
analysis depends on the rules of logic.
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d. Relationship of economics to history:

History provides the economic researcher with a clear perception of the social, political, cultural
and legal factors that influenced the development of societies. Historical events cannot be



neglected in the interpretation of certain economic phenomena, as they can be inferred from them
to develop solutions to economic problems or avoid the same mistakes.
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e. Relationship of economics to geography:
Geography highlights the importance of determining which natural resources can be utilized.
Geography provides the economist with information about the natural environment of economic
activity.
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f. Relationship of economics to sociology:
The impact of sociology is reflected in providing the economist with information on customs,
traditions, nature and demographics on which the economist depends to identify methods of
production and the formulation of effective policies to achieve income and wealth distribution,
and the development of an optimal development plan for the advancement of a particular region.
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g. Relationship of economics to psychology:
Both sciences are involved in studying the behavior of individuals and the factors and motivations
that drive them to a particular behavior. Economics has to take into account the external behavior
of individuals.
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h. relationship of economics to demography:
Demography is the science of population study, population distribution, fertility and family
planning. Mankind in economics remains the main actor in economic activity and the subject of
economics. Demographic factors influence man's economic behavior.
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i. Relationship of economics to statistics and mathematics:
To insert accuracy into economics, economists rely on statistics and mathematics to collect,
compile and analyze data in order to analyze phenomena and economic relationships in the areas
of production, growth and others to assist decision makers and accurately predict different trends
of economic variables.
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5. Economic agents

Economic agents are considered to be of great importance in economic life, as they are decision-
making centers according to their importance, status and might as well as their activity. An
economic agent is that person (moral or natural (individual or group of people)) classified
according to the basic economic function performed by each agent, as well as by source (revenue)
or basic income of each agent.
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Householders (families): Householder consists of people living under one roof; the family may
include one individual. This sector includes families (individuals) and small family firms that belong
to one family, such as craftsman, farmer, trader and other free professions. The main function of
this sector is consumption and, to a lesser extent, production in the case of productive activities.
Salaries (wages, rents, equity earnings, bonds, etc.), transferred income (family grants, etc.) are the
basic income and wealth of this sector.
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Families or householders are divided according to certain criteria, including: type of occupation,
including agricultural workers, craftsmen, traders, managers of enterprises, employees, brokers and
employers, as well as families without a professional job.
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Non-financial institutions: This sector includes enterprises whose primary functions are to
produce goods and services other than financial services. These include both private companies in
all their legal forms as well as public institutions (whether commercial or industrial). As an example
of these institutions in Algeria SONELGAZ, NAFTAL, ENIEM, and so on.
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Financial institutions: This sector includes banking institutions (banks in all their types and

specializations) and non-banks financial institutions; like insurance companies and pension funds,



where financial institutions raise funds from families and companies and then employ them in the

form of loans and investments in financial markets that benefit all economic activities and all

economic agents for interest and profits, as well as many financial services.
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Public administrations: One of the main tasks of public administrations is to provide
administrative services to citizens and other economic agents, where services are often provided
free of charge or in amounts almost free of charge that do not even cover their cost. Public
administrations' income comes from compulsory deductions received; such as taxes, fees and
compulsory social contributions, the State provides them in its general budgets. Public
administrations are divided into several types: central public administrations; Ministries and Public
Directorates, non-centralized local public administrations; provincial, municipal, state and local
administrations.
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Non-profit bodies: These bodies are diverse, all of which aim to provide services to certain
groups of families free of charge or at prices far below their cost. These bodies' resources come
mainly from voluntary contributions from families and institutions, state subsidies and members'
contributions, and from income from their property (grants and financial employment income).
These include trade unions, houses of worship, sports associations.
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Chapter three:
The Development of Major Economic Thoughts

Many economic thoughts emerged before any theory was formulated based on. Many economic
terms, such as price, markets, profit, wages and interest, were very common in most human
societies. In this context, it may be pointed out that the origin of the word "economy" is the word
"Oikonomos", which is an old Greek word for housekeeping, i.e., provide adequate provision of
food, drinking, clothing, distribution of tasks to members of the house according to their abilities
and distribution of what they produce as needed. The meaning was subsequently extended to the
State-city.

1. Economic thoughts in ancient times: Most economic thoughts came from ancient people
in the context of religious teachings, legislative and moral orders and philosophical opinions. In
the context of the organization of economic relations and State-building, the Greeks divided
society into classes, Plato viewed with contempt the class of craftsmen, farmers and traders as
well as slaves as acts that prompted its practitioners to strive for earning and distance them from
participating in manifestations of public civil life, meanwhile he gave such importance to the
warrior, politician and philosopher.

Plato called for collective ownership to be the general rule and considered the need for diversity
of jobs (occupations) because of their role in improving the quality of things and achieving
abundance, and Adam Smith later took this and called for specialty. Aristotle was more accurate,
agreeing with Plato's contempt for economic activities, cash and interest lending, and that the
money function should be limited to exchange rather than earning, accumulating profits and
hoarding. However, he disagreed with Plato that collective ownership was impractical and
contrary to individual tendencies.
The most important contributions of the Greek civilization came with Xenophone (Historian and
Warrior) who authored the book housekeeping, which included some manifestations of
capitalism in which he praised agriculture on the basis that it was economic wealth and favored
trade and navigation and called for the extraction of gold and silver to increase public wealth and
the development of trade and the formation of joint venture companies. Contrary to the Greek,
The Romans left little economic thoughts.
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2. Medieval Economic Thoughts: Following the devolution of the Roman Empire, Europe
entered the stage of the feudal system (feudalism or landlordism). The new system tried to
reconcile the the new economic order (the feudal system) with the existing social composition,
where agriculture was the activity underpinning all manifestations of life. Due to the limitations
of each feudal region relationship with the outside world, the importance of markets has declined,
enabling the church to replace the supply and demand law, so it sat prices and wages and reduced
the use of money. The class of craftsmen and traders tended to conglomerate and formed trade
unions that set levels of skill, price and remuneration for its affiliates.

The Church dominated Europe and worked hard to enforce its teachings, calling on Equinas (a
church man and the preeminent thinkers of the age) to apply fair pay and price and denouncing
the interest that was subsequently allowed to be dealt with on the basis that it was an opportunity
lost to the lender or risk as a result of the debtor's possible inability to pay on time.
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3. Mercantilist current (mercantilism): Security prevailed in Europe during the feudal
phase as a result of the need for agriculture, benefited the traders whose trade has expanded
further away with the discovery of new low-cost maritime routes. The wealth flowed to them and
they used it to support the emergence of modern nations and to support their armies at the expense
of the feudalists who lost their influence and many of them went bankrupt. road traffic fees were
eliminated, encouraged traders to remove monopolies, and supported emerging industries, and
defended the need for States' intervention.

Thus, an economic system (the mineral system) was established that commensurate with the
existing social composition, called on the intellectuals of that stage of the likes of Niccolo di
Bernardo dei Machiavelli in Florence, Budanvi France, Spira in Italy and Thomas in Britain
on trade, and contributed their views to supporting its growth and new capitalism. The aim of
States' national policy at that point was to obtain gold and silver in various ways and to prevent
their exit as a reservoir of wealth and an easy and quick way to increase the strength of emerging
nations.

One of the most important contributions of the thinkers of the mercantilism is the provision of
preliminary picture of what we call today the balance of payments and explain how to get a
positive balance that allows to increase the amount of gold and silver. While Spain has taken the
easy path of obtaining them by extracting them from the mines of its colonies mainly in Latin



America, Britain and Italy intensified exports of industrial products to colonies and other markets
and imposed the use of national wages and vessels in addition to reducing duties on exports.
The pursuit of gold and silver left victims, in addition to the inflation that swept into Europe as a
result of the high amount of minerals, wages decreased significantly as exporters sought to reduce
costs and increase sales in addition to the employment of women and children and exploitation
of the colonial population and farmers' conditions have worsened as a result of the imposition of
low prices and the prohibition of export of their products to reduce prices and the seizure of land
by major owners to allocate them for the production of export crops.
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4. Physiocrats: contrary to the mercantilists’ views that did not rise to an economic school
where their advocates were a group of politicians and traders who advocated policies for special
interests, physiocrats is considered the first modern economic school established in France by
Quesnay, followed by other economists who made natural law the basis of their thinking and
initiated a policy of freedom to work, which is still in operation (the theory of absolute freedom).
The physiocrats thought there was a "natural order" that allowed human beings to live together.
Men had to discover the laws of the natural order that would allow individuals to live in society
without losing significant freedoms.

The school launched its attack on trade policies and regarded agriculture as the only productive
activity as what it is produced more than spent. Industry and trade were considered futile activities
dependent on agriculture. Thus, farmers and landowners were glorified and made the productive
class of economic surplus.

Physiocrats believed that any deviation from the natural system will cause turbulence and pain,
and therefore must be eliminated, including encouraging industry and trade at the expense of
agriculture that cause the withdrawal of labor from the agricultural sector and absorbing excess
production resulting in widespread poverty and famine or starvation. Quesnay called for
industrial commodity prices to be as much as they consume the work in production, an idea that



https://en.wikipedia.org/wiki/Natural_order_(philosophy)

later Classic theory inferred. Quesnay's economic schedule is one of the most important

contributions of the school, showing the income cycle in the country, i.e. national income.
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5. Classical School: that school was founded by Adam Smith, and it had a broader effect and
longer than any previous school. The industrial revolution that emerged in Britain required a new
doctrine that establishes a new economic order that defends emerging industrialists and lifts
restrictions on their work, which Classics did.

Contrary to previous opinions, Adam Smith and Classics have seen that the only source of wealth
is output resulting from work and using resources, and that the way to increase production is
division of labor, and the value of things depends on the value of the work devoted to their
production. To achieve prosperity and increase wages, Smith saw the only way to do so is to
exceed the ability to produce the increase in the population. Smith and Classic also called for the
need to compete as a condition of the natural freedom system or the hidden hand he believed in,
and called for the fight against monopoly and saw rent as a monopolistic price.

In addition to Smith, some thinkers contributed to enriching the classical school, most notably
Malthus, the innovator of the Iron Law of Wages Theory, in which he advocated fixing wages at
the subsistence level to avoid increasing the population from the level of increasing available
resources.

Malthus also contributed to an idea that enriched the economic theory of a law of diminishing
returns. In France, Say developed a law whose conclusion was that supply created the same
demand.

In addition to Smith and Malthus, David Ricardo is considered the most famous classical school
flagship and the author of many of its theories. He provided an in-depth explanation of the rent
in which he agreed to be a monopolistic price. He also defended the Iron Law of Wages and he



called for the determination of the natural price of any commodity at the point the work required
for the construction of buildings and machinery, and spoke frequently of the role of money and
the effects of the change in its quantity.

The neutrality of the state (government) is one of the most important points agreed between
Classics. The functions of the state are limited to the administration of justice, defense, internal
security and diplomatic relations. These are important pillars that help to provide an environment
conducive to economic activity and its expansion.
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6. School of socialism: The turmoil that engulfed Europe, culminating in the French
Revolution, as well as the financial and social crises and the sharp deterioration in the working
conditions that prevailed in capitalist countries, led to the launching of a set of ideas against the
realities imposed by capitalism and called for the establishment of socialist societies in which
collective ownership and the most prominent of those who led this counter-think were Saint-
Simon and Fourier of France and Robert Owen of England and others.

Marx benefited from those ideas in the drafting of his book The Capital Which carried his
Economic Theory that founded a new school known as socialism. Marx attributed the economic
value of the goods to the amount of work done in their production, but he has stipulated that the
work is necessary from a social point of view, meaning that what is produced must be of benefit
to individuals and therefore the higher price paid goes to the pocket of a capitalist who pays a
minimum living wage even if the worker's productivity doubles. Capitalists always tended to
produce more goods than the market could absorb, leading to repeated crises, then layoffs and
widespread poverty. He also saw that money was only a mediator.

His attack on capitalism was based on Hegel's philosophy of interpreting social development
based on a dynamic process of class conflict within the capitalist system between employers and
exploitative workers, which ended with the demise of capitalism and was replaced by socialism
as the best and most just system.
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Chapter four:
Economic systems and their production methods

1. Production:

Production is the focus of economic activity. It is the goal of every economic act carried out by
individuals or institutions as it reflects the formulation, harmonization and coordination of the
elements of production in order to create the benefit of them and satisfy the human needs
(addressing the economic problem). Production is an interaction between man and nature to
create benefits for him.

Production passes through stages from the search for raw materials to the delivery of production
to the consumer in forms and specifications that meet its tastes, through intermediate stages of
design, transport and distribution. Therefore, the function of production is to mix production
elements to create a product that meets the needs and desires of the consumer.
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- The process of production

Definition of production process: As aforementioned, the production process reflects man's
relationship with nature. Getting into the production process requires a human group. The
production process is therefore a harmonious productive process whereby relations between
members of society are established according to horizontal and vertical linkages on a cooperative
basis for the division of labor within the productive unit and among the productive units. In
carrying out its economic activities, the productive unit depends on other units, both in terms of
the provision of production supplies and the market of their productions.



This network of social relations for production, both within and among productive units, revolves
around a fundamental relationship that determines the ways in which the means of production
are used and thus the forms of cooperation and division of labor, and determines each individual's
role in the production process and his share of the output of this process. The social forces of
production and associated production relationships are called production methods.
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production concept: There are many definitions of the concept of production:

e Production is the creation and conversion of goods and services to meet the needs.
Production is divided into several types, the most important of which are: final production,
intermediate production, material production, which includes changing the shape of the
substance, transporting the substance elsewhere or keeping the substance for a period of
time until consumption (storage) and service production. To realize the production process,
the production units mobilize the necessary production elements.

e Production is a mutual relationship between the producer, consumer and distributor, the
product needs the consumer and this in turn needs the product and distributor.
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Production elements: they are also called economic resources, and it can be divided to:

e Nature (land): we mean natural resources that surround man and get from them the
necessary elements for the production of goods and services, and includes nature (land), which
contains in its interior and surface minerals, raw materials, water and air. Natural resources are
required to be in the form they were found and not modified or replaced by man. For example,



petroleum is considered a natural resource in its place, but when exploited by man it becomes a
capital. Nature is an essential element of production; it provides the productive process with the
necessary raw material. Natural resources can be divided into three types, namely:
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Land: it is the most important natural resources and is versatile. They can be used in agriculture
and in animal herding, as well as for the construction of factories and shops on them. Roads and
channels are built on them and ports and airports are either. Minerals are extracted from their
interior in addition to being a settlement for human life and activity. Land as a production
component is characterized by its unaffected by allocation (used in multiple activities and
industries) and its non-consumable (with no life expectancy), and cannot be produced. In
exchange for exploitation, land owner receives a return in form of rent.
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Raw materials: raw materials refers to the money that nature gives us without being directly
suitable for consumption. It needs human intervention to make it fit for consumption. Raw
materials exist without human interference in their creation, but only their role is to search for
them, collect them or separate them and extract them in preparation for their use. This is contrary
to agricultural crops that are not natural resources, coming from the work of man.
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Driving forces: they effectively contribute to the production; such as wind force, water rush and
sun, which contributes to electricity generation.

It should be noted that natural resources vary from country to another, and rarely gets a subject
to monopoly. Hence, comparative advantages emerged as justification for foreign trade.
Furthermore, the importance of a resource from another has changed depending on the changing
technical methods of production and the emergence of new inventions. For example, the
importance of coal declined in favor of petroleum after the advent of diesel engines, as did the
importance of wind, sun and other renewable energies.
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e Labor (work): If nature offers natural resources in their primitive form that are incapable
of satisfying human needs, work or labor is an important element of production for its role in
transforming natural resources to make them worthy and suitable for needs and beneficial. Labor
1s known as every effort made by man optionally to produce. work differ, including:
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Manual or physical labor: It mainly depends on the muscular and physical powers of the body
without or in addition to some special professional skills acquired by training. This community
therefore receives remuneration (salary, wage) for the renting the labor.

sans G ALY 5 (s menll iad s Flimall (5 ) e Lol e aainy 3 Jee V1 8 5 ity ) gy Jlas )
Jandl e als Qi a1 o Jeand Al sdgh @ity cup yuilly i€ il sl dsigall i _lgal)

Intellectual labor: This type of work depends on the pure mental skills acquired by education;
such as the work of a lawyer and a doctor. It can need some muscular or physical effort with it.
In exchange for exploiting it, the owner of this labor receive a salary or a wage.

Y5 ccuall 5 calaall JlaelS aglaiily cansSs ) dallall 4 dl) il gl e Jaadl (o g 5il) 128 ading 1 40iad Jlas) -
Al o328 agle Joand oA Jilialld (@l Lgma ol sl Lianll 3 ggaall (oamy J3 4l Led S Jlae W) o8 (e 3
el

Administrative works: They are intended to coordinate a collective effort of a group of people
as subordinates by taking decisions and conducting work to achieve a particular goal. The doer
of this work requires specific talents such as organization, personality strength and good guidance
as well as the availability of pure mental skills.
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Executive work: These acts are limited to the execution of orders issued by the Chief
Administrative Officer. This type of work involves manual and mental work. It should be noted
that it is sometimes difficult to differentiate between executive and administrative work because
of a series of managerial heads.
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The work 1s characterized by a number of characteristics to distinguish it from other elements of
production. It achieves legitimate social benefit (satisfying the needs of all members of the
society), the association of work with man (the amount of work that can be done in a given period
depends on the number of individuals employed), the willingness to work, and the freedom to
work.
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e Capital



Many of the definitions that tried to address the capital. Some defined it as a set of economic
material funds used in the productive process leading to increase the productivity of the work.
Others defined it as the sum of machinery, buildings, raw materials, soil improvements, and
generally human-made goods that help in production. Others defined it as the wealth that earns
its owner an income. In other words, the wealth that was produced to be used to produce another
wealth.
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Capital 1s the third element of production. Man does not intervene to diversify resources and
make use of nature to satisfy his needs in the shape, place and time he wants without using the
capital. Since ancient times, mankind has produced the capital to be used for production. Here
we refer to some of the concepts of the capital of economic schools:

English school: it considers capital as a collection of production funds that have already been
produced as a result of the interaction of the elements of nature and work with the exclusion of
certain elements of nature such as land, air and water in the capital as long as they have not been
produced before. The school therefore considered that the capital was limited to production funds
resulting from work, although it was difficult to differentiate between nature's production funds
and labour production funds.
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English school: it considers capital as a collection of production funds that have already been
produced as a result of the interaction of the elements of nature and work with the exclusion of
certain elements of nature such as land, air and water in the capital as long as they have not been
produced before. The school therefore considered that the capital was limited to production funds
resulting from work, although it was difficult to differentiate between nature's production funds
and labor production funds.
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Austrian school: The capital is defined as a group of intermediate or indirect funds that during
a period can increase the productivity of humanitarian work. The school differentiated between
production funds (capital) and consumption funds, 1.e. funds allocated for consumption.
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French School: It considers that the capital is the increase in the national output of national
consumption, meaning that the capital is the stock generated by the human effort and dedicated
to ensuring future benefits. The definition of the school is broader, it does not differentiate
between production and consumption funds, but rather includes in the capital as well as
production instruments inventory of consumption goods.
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Marxist School: Carl Marx sees work as the only productive element, and the capital despite its
role in increasing the productivity of work, it adds nothing because its value moves to the
commodity due to its destruction.
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Banks often provide loans to investors and employers (regulators) for interest.

Uns s gl (35S0 05 ¢ i) gd il Jla Gl o LBY (Opadaiall) Jasdl (il )5 0 patinall (2 g 5ill 3ale o gl o
Alxa @jsﬂ?@\ygw '"\)ﬂﬂéﬁ\jdjﬁﬁgwﬁ\éb}]\g\;myJ}ﬂ&)ﬁd\d\y\}“oﬁc\:ﬂu

e Entrepreneurship:

The existence of the previous three production components is not sufficient to produce economic
funds from economic goods and services, but there must be people who coordinate between the
previous production elements in order to achieve the ultimate goal, which is production in order
to satisfy multiple humanitarian needs. A person who coordinates and conciliates the organization
is called "entrepreneur".
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Entrepreneur definition: The entrepreneur can be defined as the person who combines the
elements of production in a coordinated and targeted manner in an economic enterprise with risk,
making a profit if successful and incurring a loss if it fails. In the meantime, the entrepreneur
pays the costs required for the production.

Entrepreneur’s role: entrepreneur sets up the project, coordinates between the elements of
production, anticipates the demand, and thus he determines the production in terms of size and
volume of operation to maximize profit. The entrepreneur's role is not only to satisfy existing
needs, but also to use different propaganda methods to try to create new needs to satisfy them.
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Production methods: The importance of production is to achieve two main objectives: to satisfy
human needs through the benefits created by production, and to create new incomes for everyone
involved in the production process, part of which consumes and the rest is savings. So, he gives
wages to workers, interest to capital owners, rent to landowners, and the remaining profit to the
entrepreneurs.
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In order to start the production process and achieve its objectives, certain methods of production
are required to achieve the optimal goal of production and increase its productivity. In this
context, the production methods in capitalism differ from socialism. In capitalism, capital is the
main element and the locomotive of the productive process as well as its ownership is private.
The labor or work is then transformed into a commodity whose owners receive a wage. The aim
of economic activity is to achieve monetary gain (profit). Production in capitalism is
automatically directed by market forces and the price apparatus. In socialism, production
methods are collectively owned and cease to be capital and become merely the means used by
labor in production. They are aimed at satisfying social needs and operate in a planned manner
that defines the conditions of production.
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Definition of production function: production function is known as economic activity leading
to the conversion of a set of inputs (elements of production) into forms of raw materials,
intermediate goods and services using certain production methods to obtain outputs in a given
place and time and in the quantity required and specifications and quality specified at the lowest
cost and minimum loss to satisfy the greatest possible need.

Based on this definition, the production function can be defined as the department charged with
making decisions on production according to the required specifications and amounts, and
according to the agreed schedules at the lowest cost and minimal loss.

(Aland 11 2l
(bl 1 aUATY) iy jas

sl dallae A8k Y] Jal se Gllai 2 BV (e de gana sl 28 L a3 QUi @l il Jlasd Hl) aUaill oy
b Aalhaall Ay jall e el Hl AUl 2 iy ¢ AT juy g aUaill 568 J)sal) sy aS) i 5ok 3s 8 ) ankaad aaal
L sShay 0 L) ol se apany ¢ sallansd )1 xllaias agale (3lay (udll ) 85U 48 canssd ¢ galua®®y) Laliill 4o jlas
Sl alaaial) e sale adiny Jlexd ol el sl oelia g g e JSE 8 (G5 danll) L salivg )
ool ki aaly S M 1 aUaill Cayey 55 53l aS) yi80L 35 2L, Y) andaed Chagy Jlead) s dpaliny) o gidll 5 YU
iy gy pualic (Sl sal C @iz 438 e e Gl Al delivn 4 (5S35 (Y] Jilu sl dalal) ASLL ey
OS idiall et palall 80 sl aadinsd g 4 5 jucall Cila sheall b gy a5 Al (3 suall 401 Gyl e Sl RN g e
aal) aly Le ol Y15 a1y S Al Jie 306l Alelall cilgal) aaad o Jland Hl1 pUaill Jla 8 olall s e
Dbl aaa3 ) (alkal) 5 (g yall) (3 gd) (5 iy < ) Al 38 Ay SLaBY) 8 Ciladiall g ) 55 A0S 5 4ali) A4S
Clilae (e 2n3 Ll LS o Sl s )1 a8 55 IS (e Jlae W1 804 55 SN uiat ) Alland 5l dadail) Joad il

Audliall DA e Aladll e Ly

Definition of the capitalist system

The capitalist system is defined as that system in which an individual or a group of individuals
can own the means of production outright or rent them without restrictions, establishing projects
using modern machines and technologies with the aim of achieving profit and accumulating
wealth. Thus, the system's strength is determined by the maximization of wealth and the increase
in the accumulation of capital. In other words, the capitalist system is based on absolute freedom
in practicing economic activity, allowing individuals, referred to as capitalists, to combine the
factors of production they own or rent (labor and land) into an industrial, agricultural, or service



project that typically relies on the intensive use of machines, production techniques, and labor
with the aim of maximizing profits and increasing wealth accumulation. The capitalist system is
also defined as an economic system characterized by private ownership of the means of
production, where decision-making is decentralized and lies in the hands of the owners of
production factors. Decision-making is coordinated by the market mechanism, which provides
the necessary information and uses material incentives to motivate participants to achieve their
goals. Under the capitalist system, individual actors such as companies, families, and individuals
determine what is produced, how it is produced, and how products are distributed in the economy.
These decisions are guided by market forces (supply and demand) that determine prices and
quantities. Capitalist systems tend to stimulate innovation and entrepreneurship thru the
expectation of financial profit, and they also limit inefficient production processes thru
competition.

Main Characteristics of Capitalist Economies

Nations around the world employ several different types of economic systems; two such types
are socialism and capitalism. Capitalism is often referred to as a free market economy in its

purest form, where the means of production are owned by private interests.

Embedded in these economic systems are political and social elements that influence the degree
of purity of each system. In other words, many capitalist nations have elements of socialism
interwoven. So even though there are different degrees or levels of commitment to the ideals of
capitalism, there are several traits that are common among all capitalist economies.
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Two-Class System

Historically, capitalist society was characterized by the split between two classes of individuals:
the capitalist class, which owns the means for producing and distributing goods (the owners), and
the working class, who sell their labor to the capitalist class in exchange for wages (the workers).

In contemporary capitalism the boundary is blurred; many workers are also stockholders, and
business owners often earn a salary working as executives or directors.

The economy is run by individual corporations that own and operate companies and make
decisions as to the use of resources.


https://www.investopedia.com/articles/investing/082014/what-exactly-socialist-economy.asp
https://www.investopedia.com/terms/c/capitalism.asp
https://www.investopedia.com/terms/f/freemarket.asp
https://www.investopedia.com/terms/w/working-class.asp
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Private Ownership

Private ownership, or private property, is the cornerstone of any capitalist-based economy.
Without having private ownership enshrined in laws, the owners of capital have no incentive to
take the risks associated with allocating capital to the market. Private ownership is part of the
"invisible hand" cited by economist Adam Smith in his seminal book, "The Wealth of Nations."

With private property, owners of capital, or the means of production, are free to employ their
capital in the marketplace as they see fit, with their own interests at the fore. Most businesses are
incorporated as "for-profit" entities, where the means of capital allocation and production are put
to use in pursuit of business ventures that will yield them profits, while at the same time paying
for labor to make the products and services that the company uses.

While most corporations are for-profit entities, there exist numerous "not-for-profit" corporations
that typically provide a social good or service, but don't seek to turn a profit. Charities, hospitals,
and advocacy groups are typical examples of not-for-profit corporations. They attempt to provide
goods and services on an at-cost basis, typically returning any profits to the companies for further
re-investment in the corporation and for ongoing operating expenses.
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Self-Interest


https://www.investopedia.com/terms/c/capital.asp
https://www.investopedia.com/terms/i/invisiblehand.asp

Another major force behind Adam Smith's invisible hand is the opportunity for a company to
deploy its capital to turn a profit for itself and its owners, e.g., shareholders, bondholders, and
other capital providers. Commonly referred to as the "profit motive," for-profit companies exist
to make a profit, while not-for-profit companies seek to balance out the costs of doing business,
usually covered by charitable contributions, with outlays for the services they provide.

Under the profit motive, companies seek to make and sell goods and services only at a
profit. These companies don't exist solely to satisfy people's needs. Even though some goods or
services may satisfy needs, they will only be available if people have the resources to pay for
them and if there is a profit for the producer.

The profit motive leads to the accumulation of wealth (creation of capital) and is the driving force
behind capital allocation with for-profit corporations. The profit motive also allows companies
to use some portion of profits to undertake research and development (R&D) for future products
or services, or for general corporate purposes, such as stock buyback plans. R&D may also be
seen as a crucial undertaking to remain competitive against others in the same industry.
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Competition

True capitalism needs a competitive market, one with multiple players offering similar goods and
services at competitive prices. Without competition, monopolies will develop, and instead of the
market setting the prices for goods and services, the seller is the price setter, which is against the
tenets of capitalism.

To combat anti-competitive tendencies, which are in line with the profit motive, many
governments employ anti-monopoly laws to maintain a competitive landscape. As such, the
government seeks to avoid industry consolidation, i.e., the road to monopolization, so a free

marketplace can be sustained. For example, in the U.S., the Federal Trade Commission's (FTC's)


https://www.investopedia.com/terms/i/invisiblehand.asp
https://www.investopedia.com/terms/b/bondholder.asp
https://www.investopedia.com/terms/p/profit-motive.asp
https://www.investopedia.com/terms/r/randd.asp
https://www.investopedia.com/ask/answers/042015/why-would-company-buyback-its-own-shares.asp
https://www.investopedia.com/terms/s/seller.asp
https://www.ftc.gov/about-ftc/bureaus-offices/bureau-competition

Bureau of Competition is charged with reviewing potential mergers and acquisitions in an
attempt to avoid a monopolistic consolidation in a particular industry.

Competition leads companies to strive to be better than their competitors, so that they may gain

a larger portion of the market share for their given product or service to increase their profits,
which often leads to innovation to edge out the competition. As discussed, this innovation
furthers society in terms of technology and thought. Competition is also beneficial to consumers
since it results in lower prices as businesses seek to make themselves more attractive when
compared with their competitors.
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Market Mechanism

Following closely with competition between industry peers, capitalist economies rely on an open
market to determine what goods are produced and what they should cost. Consumers, whether
businesses or individuals, mostly have the final say in how much a product or service is worth
and what it should cost, based on a competitive marketplace. Consumers will pursue their own
profit motive in seeking to find the best product at the best price, serving as another incarnation
of the invisible hand.

The market mechanism also relies on the concepts of supply and demand as the overriding
economic principle. Put simply, the greater the demand and the lower the supply, the higher the

prices are that are likely to be obtained by the producers of that good or service, and vice versa.
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https://www.investopedia.com/ask/answers/030415/who-discovered-law-supply-and-demand.asp
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Freedom to Choose

Central to the concept of a capitalist economy is the freedom to choose a product from among
various competitors' offerings. Using the principles of competition and the invisible hand of
supply and demand, consumers in capitalist economies should have the greatest freedom of
choice available. Consumers act as the final arbiter of demand, while corporations are free to
pursue their own profit motives as they offer the right amount of supply.

Freedom of choice is one of the hallmarks of a capitalist economy, combining multiple facets of
competition, self-interest, and supply and demand. Capital will be drawn to those products for
which demand is high enough to make it a profitable trade, meaning consumer demand is the
linchpin of a capitalist economy.

JSEAY) A

Andliall (salie aladinld  and 1 SLaBY) o seda 8 s 8 Cpadliall (a g je Calise (e il HLial 4y s Jia
ORERY Aa e OSae )3 Sk Agiland ) bl A 0 Slgiall aialy o (i ccallall g el Aaal) )
el b g3 JOA (e Ay 1) Lgmd) g0 o 55 o) Ay S 5 aiaii Laigy ecallall e gl aSall an o sSlginalld

ol (e Al

A1) daliaall g Audliall (e Boantie (il ga (pm pand 3 ¢ dland I SlaB® 5 jreall Claudl saa) HLEAY) &y 228
i Lan eda ya 3l Lelaad 8K Loy i e Lgle: llall 6K Al claiiall ) Jall al )y dady llall 5 gim pall
el I SlaiBy1 338 5 s SOlgiuY) Callall

Minimal Government Intervention

Capitalist societies believe markets should be left alone to operate without government
intervention, an idea known as laissez-faire. True capitalists believe that a free market always
will create the right amount of supply to meet demand and all prices will adjust accordingly. This
is the basic thesis of Adam Smith's free-market treatise.

While corporations may be highly skilled in capital allocation and profit maximization, there are
numerous areas where government regulation is necessary to proscribe actions that hurt the
common good. Depending on the industry, corporations may undertake actions that may hurt the
common good, such as the unregulated disposal of toxic waste or consumer financial scams.

In many cases, there is very little profit incentive for companies to avoid actions that harm the
common good. As such, governments regularly seek to promulgate rules and regulations that
limit or prescribe the manner in which businesses conduct themselves.

A completely government-free, capitalist society exists in theory only. Even in the U.S., the
poster child for capitalism, the government regulates certain industries, as in the case of


https://www.investopedia.com/terms/d/demand_theory.asp
https://www.investopedia.com/terms/l/laissezfaire.asp
https://www.investopedia.com/articles/investing/071514/omg-i-think-ive-been-scammed.asp

the Dodd-Frank Act for financial institutions or the Clean Air and Clean Water Acts for industrial
polluters, and the Consumer Financial Protection Bureau (CFPB) to protect consumers from
financial chicanery.

If such regulations are applied uniformly to every company in a particular industry, then they all
face the same cost-burden of compliance with government regulations. Ideally, there would be
no impact on the competitive landscape.
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The economic problem in the capitalist system

It can be said that the economic problem arises from the relative scarcity of economic resources
available to any society, as they are insufficient to cover the multiple, infinite, and simultaneously
renewed human needs. This means that the society is unable to produce the various goods it needs
in the required quantities, which imposes the choice (opportunity cost) between goods and
services and the sacrifice of not producing some goods and services or producing them in smaller
quantities. In its approach to addressing the economic problem, the capitalist system believes in
a market economy or price mechanism where supply and demand forces answer the questions
related to the economic problem, as prices guide the actions of decision-makers and influence
their decisions. The market is the fundamental characteristic of the capitalist system, where the
elements of production, goods, and services move freely. There are a large number of producers
and consumers, allowing buyers to negotiate lower prices and maximize their welfare, while
preventing producers from forming monopolies that could hinder addressing economic problems.

Capitalists built their belief on the assumption that the market arises spontaneously to respond to
individual needs, and once it develops and stabilizes, it becomes capable of operating according
to its own rules and possesses self-correcting forces (the price mechanism) that drive it toward
automatic equilibrium and stability. Similarly, liberals believe that the presence of competition
in those markets will eliminate the conflict of interest between producers and consumers, create
long-term harmony, increase efficiency, and reward each individual according to their
contribution. For example, "Adam Smith" pointed out that barter and exchange are inherent
elements of the human race, as people create markets to facilitate exchange and maximize their
welfare. The defense of market freedom and the reduction of state intervention by liberals is that
it increases the range of goods and services available to consumers, thereby meeting their
preferences and consumption tendencies, increasing economic efficiency, and improving
economic growth rates. Moreover, the classical economists, led by Adam Smith and supported
by capitalists, advocated for the division of labor or specialization in work that is free from
government intervention. Adam Smith believed in the role of specialization in increasing worker
productivity and achieving a surplus in production from limited resources, which in turn lowers
prices, thereby increasing the wealth of societies. Additionally, it enhances trade and mutual
dependence among various production sectors. In this regard, the experiences of economies that
have widely implemented the division of labor, such as Britain, the United States, China, and
India, have proven successful, as evidenced by increased productivity, higher wages, and
improved welfare for all social classes.
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1. Determining the produced goods

In the context of the capitalist system, the price mechanism answers the question of what to
produce. It allocates resources to uses based on consumer preferences regarding the most urgent
needs. These preferences guide producers in allocating available resources using the available
production techniques to uses that result in goods and services that meet consumer desires.
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2. Determining the method of production

Regarding the question of how we produce, the price mechanism answers it by choosing the
method of production thru the forces of supply and demand that determine the relative prices of
production factors, which in turn influence the production method decision that producers adopt
to reduce production costs and maximize profits. It is worth noting that the relative abundance of
production factors plays an important role in determining their prices, which in turn determines
the most suitable production method.
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3. Production distribution

Moreover, the price mechanism also determines how the output is distributed among the
participants in its production, namely the owners of the factors of production. The price
mechanism determines the share of the factors of production, where relative abundance plays an
important role in determining that share. In countries with an abundance of job opportunities,
wages tend to rise, and the same applies to other factors of production. Reducing costs gives the
state a relative advantage in accessing other markets. The decrease in price leads to an increase



in demand and revenues up to the maximum. Reducing costs enables the state to increase its
production of all goods and services with the same current quantity of resources.
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4. Determining when production takes place

Regarding the question of determining when production takes place, countries must make
decisions about future production early to meet the demands of population growth, changes in
tastes and preferences, and changes in income. Countries should locally produce goods in which
they have a comparative advantage and import other goods to meet demand and avoid inflation.
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5. Identifying the consumer

To answer the question of whom we produce for, the capitalist system believes in allocating
resources to produce goods that can be purchased in the market by individuals who have
sufficient purchasing power. Purchasing power and current and future income expectations
determine the size of the target market and motivate producers to meet the expected demand,
with production decisions driven by self-interest and the goal of maximizing profit.
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6. Determining how to ensure the full utilization of economic resources



As for the question of how to ensure the full utilization of relatively scarce economic resources,
the price mechanism will answer that. If an economic recession occurs and the unemployment
rate among workers increases, the contraction of job opportunities will push workers to accept
wage reductions in response to producers' pressure to lower production costs in their quest to
maintain their market share. Wage pressures may arise from producers threatening to relocate
production activities to semi-peripheral countries where wage levels are low, thereby pressuring
wage levels in core areas. This decrease in wages, under the desire to maximize profits by
reducing costs, will encourage producers to increase their employment of workers. The decline
in wages will lead to a reduction in costs, and thus the possibility of lowering the prices of the
products they produce, which will stimulate consumers to increase their spending, subsequently
increasing the producers' turnover and profits. In the end, the employment rate of workers will
rise, and society will reach a level of full employment for the labor force.
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7. Determining how to maintain productivity

Regarding the question of how to ensure the continuous increase in productive capacity to meet
diverse, unlimited, renewable, and simultaneously increasing needs, the price mechanism plays
an important role in answering this question. As is well known, investment is the main factor
determining productive capacity. To increase productive capacity in society, the volume of
investment must rise; however, increasing investment requires a growing volume of savings. In
the context of limited income (resources), increasing the level of savings requires individuals to
sacrifice part of their current consumption to boost their savings (opportunity cost), driven by
rising interest rates.
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Definition of the socialist system

The socialist system is defined as a system in which the government intervenes in economic
activity directly, clearly, and continuously with the aim of achieving goals that it believes
individuals are unable to accomplish, and to mitigate the harmful effects resulting from
intellectual property, monopolies, and the accumulation and concentration of capital in the hands
of a small group of individuals. This concentration allows them to exert influence on economic
activity and make decisions that serve their private interests, regardless of the repercussions on
the collective interest, which poses a threat to economic stability and increases the economy's
vulnerability and sensitivity to external shocks, potentially leading to economic fluctuations and
financial crises. The socialist system is a socio-economic system based on public ownership of
the means of production and economic resources to optimally meet the community's needs for
goods and services, achieve justice and equality among community members regarding economic
opportunities, and eliminate all forms of exploitation and class division that prevailed in feudal
and capitalist societies.

Joseph Schumpeter defined Schumpeter defined the socialist system as the system in which the
central authority of the state controls the means of production, or the system in which the
economic affairs of society are transferred to the public sector. In the planned socialist system,
the state retains power, and important economic decisions are made thru a central authority that
represents and acts on behalf of the state. One of the important benefits of the planned system is
the relative ease of mobilizing resources with the aim of focusing on meeting societal needs and
working strategically for the common good. In other words, the government's intervention aims
to achieve efficiency in production by taking appropriate measures to increase output, accelerate
economic growth, and promote comprehensive development that serves all segments of society
and all regions to meet the needs of all community members. Moreover, the state's intervention
aims to ensure justice and equal opportunities among individuals, so that each person has the
chance to engage in economic activities that match their qualifications and abilities, as well as to
redistribute income fairly so that each individual receives a fair return for their contribution to
the production process.
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Characteristics of the socialist system
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State intervention in economic activity

The socialist system is distinguished from the capitalist system by its reliance on state
intervention in economic activity, as its presence is considered necessary to influence and direct
the behaviors and actions of individuals to achieve the public interest. In the socialist system,
individuals do not have the same degree of freedom as in the capitalist system. Individuals do not
possess complete freedom in work, production, consumption, contracting, or exchange. The state,
thru the central planning apparatus, determines the quantity and quality of the production of
goods and services, as well as the timing and location of production. It also determines what each
individual consumes in terms of goods and services. Additionally, the state employs individuals
in positions that it deems suitable for them according to the public interest, thru a periodic
economic plan that sets the final goals to be achieved. Among the goals that the state seeks to
achieve thru its intervention, which grants it legitimacy and societal acceptance, is the realization
of justice in income distribution and the elimination of the misallocation of income and wealth.
To overcome the poor distribution of income that has plagued capitalist systems, socialist systems
rely on state intervention that imposes controls on prices and wages, which is particularly
antagonistic to private ownership of wealth and its transfer between generations in the form of
inheritance, likely to have a significant impact on income distribution in various ways.
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Public ownership

Under collective ownership, the means of production and business institutions are owned and
managed by public institutions, workers, or thru other cooperative or collective ownership
arrangements. The state's intervention in economic activity thru public ownership has become
one of the most important principles on which the socialist system is based. Achieving the goals
of the central plan set by the state to reach economic objectives has made the ownership of the
means of production essential. Thru public ownership, the state can possess a significant
proportion of the means of production, while private ownership diminishes and even disappears
in certain branches of economic activity. Due to its alignment with the objectives of public
ownership and the purpose of state intervention, the socialist system does not prevent the
establishment of cooperative ownership, where the means of production are owned by a group of
individuals.
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Central planning

Economic planning is the essence of socialism, as proponents of socialism believe that the
government, with its wisdom, can address the central problems of the economy by making
decisions such as what to produce? How to produce? When do you produce? For whom do you
produce? And how much do we produce? And also the share of both investment and consumption
and how they are distributed, as all of them are determined by the government. The central plan
may include decisions related to the quantities of raw materials and inputs, prices and wages, the
localization of facilities and industries, and the employment of the workforce. Planning is
considered a complex process, as achieving the goals of socialist production, which aim to satisfy
social needs, requires the planner to identify the social needs that must be met within the
timeframe covered by the national plan. Additionally, it is necessary to reconcile the short-term
needs of society with its long-term development needs, while social needs are rapidly
diversifying and multiplying, a pace that may not be matched by the development of resources
capable of satisfying these needs. Accordingly, the planner will find himself compelled to
prioritize the social needs that must be met according to their urgency.
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The public interest

Achieving the public interest is considered the highest goal that the socialist system seeks to
achieve, as it 1s from this that the socialist system derives its legitimacy. The socialist system
opposes the assumptions put forth by the capitalist system and the doctrines defending it, which
claim that individuals' pursuit of their private interests will ultimately serve the public interest of
society, meaning that the public interest is the sum of private interests. Instead, the socialist
system sees the necessity of state intervention to preserve society's resources and direct them to
serve the public interest by allocating them to produce the goods and services necessary for the
majority of society's members, regardless of the low profit rates involved, which the private
sector avoids producing. Therefore, the public interest is considered the primary driver for
allocating relatively scarce economic resources, instead of the private interest, which is driven
by profit maximization in any way, even if it conflicts with the priorities of society. The economic
activities carried out by the state with the aim of achieving public benefit or public interest are
called public economic facilities, which may differ in terms of their ownership and management.
Public economic facilities are sometimes referred to as public projects.
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The economic problem in the socialist system

The socialist system is based on the role of the state in managing the economy and productive
activity, which includes the state ensuring that most productive institutions produce various
goods and services, either directly by the state itself or by sponsoring and encouraging the private
sector to establish them. The produced goods and services should meet the quantities and types
demanded by individuals at the lowest prices and the best quality, serving the public interest.
The socialist system adopts a different approach from the capitalist system in addressing the
economic problem. Under the socialist economy, the state owns economic resources and means
of production. A government department or agency is tasked with planning and formulating a
national plan that defines the community's priorities (needs) and distributes resources among
community groups in accordance with these priorities, allocating community resources in line
with these priorities. The national plan determines the amount of society's resources allocated for
consumption and those directed toward investment to build and expand productive capacity. In
other words, the plan specifies the type and volume of production of consumer goods and the
type and volume of production of capital goods in accordance with national objectives. In other
words, the central authority, under the socialist system, allocates resources, making decisions
such as what to produce. How much do we produce? The amount of production and investment?
How is production distributed? And this is to satisfy social needs instead of achieving profits as
is the case in the capitalist system.
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Determining the produced goods

In determining consumer goods, the plan usually takes into account the current and future
demand, as the state possessing, in a possibly exclusive manner, statistics on the size of available
economic resources enables planners to design the volume of resource combinations to produce
the amount of goods and services that matches purchasing power (effective demand) and is
sufficient to meet the most urgent needs primarily. In other words, the plan aims to achieve a
balance between the demand for goods and services and their supply to avoid a recession or
scarcity in the abundance of goods and services.
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Determining the method of production

As for determining how to produce, that is, choosing the production method, it is the planning
apparatus that determines the method used in production. This is because the production method
determines how to use the relatively scarce resources of society, and it does not leave the
production units the freedom to make this important decision. To achieve the objectives of the
plan, the planning authority directs the production units to the combinations of community
resources that they use according to the specified plan.
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Distribution of production

Regarding how the owners of production factors are rewarded for their contribution to output
under the socialist system, the final decision remains with the state. The state's ownership of
community resources and means of production allows it to determine the prices of production
factors and the volume of each resource used in output. Consequently, the profit generated from
output is directed into the state treasury instead of the capitalists' accounts in the capitalist system.
Determining the pattern of production in the socialist system automatically allows it to determine
the pattern and distribution of national income in the plan.
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Determining how to ensure the full utilization of economic resources

In addition to the above, the plan ensures the full utilization of community resources and avoids
the emergence of idle resources that could lead to bubbles due to demand exceeding supply,
whether at the national level or in certain sectors and production branches. The state's possession



of devices capable of counting the size of the workforce and its growth rate, and thus forecasting
its trends, allows for determining the optimal size of investments and their distribution, ensuring
the employment of the workforce and avoiding imbalances in the labor market. The same applies
to the market for goods and services, where the planning authority's possession of accurate
information about purchasing power allows it to determine the size of production and investment
to achieve a balance between supply and demand for goods and services.
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Determining how to maintain production capacity

To determine how to increase community resources, that is, to increase growth by raising
productive capacity, the planning authority makes decisions in this regard by determining the



distribution of community resources between consumption and investment, as well as the
distribution of investment between consumer goods and capital goods.

The central government, following a specific plan, makes decisions regarding production in terms
of its quantity, timing, and distribution, which allows it to allocate resources to achieve that
production. This is known as planning. Achieving the government's objectives requires that it
possesses the means of production, either by building productive capacities or nationalizing
existing capacities. It also requires the government to have accurate statistics regarding
production capacities and the desires of its citizens in order to formulate a reasonable plan (its
planning) that can address the economic problem. It is often observed that there is a ministry in
socialist economies responsible for counting capacities and desires and anticipating future trends.
Despite the differences in how economic systems address the economic problem, they converge
in their aim to maximize the welfare of individuals and communities by achieving the best use of
available economic resources to achieve the maximum possible satisfaction. The following figure
illustrates the main differences between the capitalist system and the socialist system:

Capitalist system

Socialist system

achieve profits and maximize
future income, is investing.

Property rights The ownership of non-human | Non-human resources are owned
resources i1s  private  (for | by the state.
individuals or companies, for
example).

Labor Workers are self-employed or| The central authority or the
work in private establishments. | public sector is responsible for

employing workers
Investment The private sector, which aims to | The  government determines

investment according to the goals
it sets.

Distribution of goods
and resources

The distribution of goods and
resources 1s determined by the
interaction of market forces

The distribution of goods and
resources is determined through
central planning.

Income distribution

Income distribution is determined

by market forces that set
production rewards and
ownership of economic

resources.

Income distribution is determined
by central planning agencies that
may work toward achieving
equality or other patterns of
income distribution.
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Definition of Islamic Economics

The diversity of jurisprudential schools and intellectual currents has enriched Islamic economic
thought, leading to multiple attempts to define Islamic economics despite its relative novelty.
Due to the numerous economic topics that fall within the scope of Islamic economics, various
definitions of political economy have emerged. Islamic economics is defined as that economy
which is based on Sharia rulings to seek solutions to the issues and problems that may confront
economies, by proposing laws and theories derived from Islamic Sharia and its sources (the
Quran, Sunnah, and juristic reasoning), and thus in accordance with them to increase the
efficiency of using and distributing limited resources in a way that enhances the welfare of
societies and achieves financial and economic stability. Thus, many contemporary thinkers now
view Islamic economics as an alternative to the current capitalist economic systems that have
experienced financial crises leading to the evaporation of wealth and resources. Some defined
political economy as the economic structure based on the general economic principles derived
from the Quran and Sunnah, according to each environment and each time.

Some define Islamic economics as the totality of general economic principles (Islamic rulings
and regulations) derived from the Quran and Sunnah, aimed at organizing the earning and
spending of money and its avenues of growth, as well as organizing the economic and social
relationships that arise among members of society thru the production and distribution of goods
and the provision of services to meet people's needs. Thus, it does not differ from contemporary
economic concepts, which focus on meeting people's needs as a general goal. However, it adds
that the Islamic economic system also addresses a second aspect, which is providing a dignified
life that respects values, nurtures the higher qualities of human beings, and maximizes their
reward in the hereafter.

Islamic economics is defined as aiming to achieve human welfare thru the optimal allocation and
distribution of resources in accordance with Islamic law. It leads to the unleashing of individual
initiatives to increase production without compromising the public interest, thanks to
encouraging economic freedom constrained by the teachings of Islamic law to curb any negative
behaviors that affect economic activity and harm the common good. In other words, Islamic
economics is viewed as the science and field that studies the use of human, natural, and material
resources entrusted to humans by God to produce the maximum possible halal benefit that
satisfies present human needs and distributes it fairly, while working on its development and
growth in a manner that does not contradict Islamic law. Thus, Islamic economics aims to give a



Sharia-compliant character to the secular economy and refine it by restricting the realized benefit
while striving to increase and accumulate wealth, which classical definitions of economics and
economic activity have adopted. It is required that the benefit be permissible and that the earning
and spending of wealth be in accordance with Islamic law, so that neither the individual nor the
community suffers from a shortage of basic goods and services. Accordingly, Islamic economics
can be defined as the science that studies various activities practiced by individuals and
communities to achieve material or other benefits that are permissible by Sharia, while striving
as much as possible to balance the interests of the individual and the community.
Islamic economics seeks to achieve and enhance the economic well-being of individuals and
maintain it thru the optimal employment of resources and their fair distribution in accordance
with Islamic law. It also aims to guide and regulate consumption, production, investment, and
the distribution of resources, goods, and services in a manner that increases production and
satisfies legitimate human needs. Thus, Islamic economics aims to correct deviations and
conditions and establish comprehensive economic development to achieve the highest levels of
perfection and idealism. Islamic economics derives its approach to organizing and managing
economic activity from the rulings and principles derived from Islamic law (the Quran and
Sunnah), which address important economic topics such as ownership and its types, the pattern
of economic freedom, the economic problem and its solution, consumption, investment,
production, exchange and distribution, government spending, and the management of the state's
general budget.

Islamic economics is based on an economic doctrine formed by a set of economic principles and
rules that Islam has sanctioned, approved, and encouraged individuals to adhere to when
engaging in their economic transactions. The Islamic economic doctrine seeks to describe
economic phenomena and organize economic activity according to Islamic Sharia principles with
the aim of ensuring the highest degree of efficiency in achieving goals and fairness in income
distribution. In turn, Islamic economics establishes an Islamic economic system that seeks to
pursue moderation, satisfy legitimate material and spiritual needs, and avoid negative prohibited
behaviors that adversely affect the natural course of economic activity.
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Characteristics of the Islamic economy

Divine in origin

Islamic economics differs from other economic schools of thought; it is considered a divine and
doctrinal economy, sourced from revelation and ijtihad in light of it, and is based on doctrinal

foundations that guide economic activity to achieve positive economic outcomes. Since the
rulings of Islamic Sharia (divine legislation) are considered one of the most important sources of



Islamic economic laws, the latter acknowledges many issues, including the right to practice all
economic activities and engage in various transactions, with the exception and criminalization of
those that conflict with the rulings of Islamic Sharia.
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Divine Purpose

The fact that Islamic economics is of divine origin means it aims at the welfare of both the
individual and the community by striving to satisfy the worldly material needs of individuals and
groups in accordance with God's law. The purpose of engaging in economic activities and
consumption is to please God and worship Him, not to amass wealth that God has entrusted to
be managed.
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Realism

Islamic economics is realistic in its principles, methodology, and objectives. It seeks to address
the economic problems faced by individuals, communities, and nations without resorting to
fantasy and illusions. Islamic economics seeks to adhere to realism in its methodology and
practice, taking into account the realities of individuals and communities, their problems, and
their needs in terms of their nature, environment, capabilities, and instincts. It strives to avoid
deviation and falling into the realm of fantasies and illusions that reality does not accept. The
reliance of Islamic economics on realism in solving economic problems and enhancing the
economic priorities of society has led it to acknowledge certain realities, such as the disparity in
wealth and sustenance, the love of individuals for wealth, and their relentless pursuit of acquiring
as much of it as possible. At the same time, Islamic economics attempts to channel these
inclinations and desires, subjecting them to comprehensive ethical and economic regulations,
such as criminalizing speculation, monopolies, gambling, and excessive price hikes without
objective reasons, as well as deferred and fictitious transactions that yield no benefit.
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Inclusiveness

Some thinkers consider that Islamic economics encompasses all aspects of economic life. Thanks
to its flexibility, it can address emerging economic issues and find appropriate solutions and
remedies for economic problems, making Islamic economics a comprehensive and integrated
societal economic system that transcends temporal and spatial boundaries. Islamic economics
relies on Islamic legislation to achieve comprehensiveness, intersecting with many disciplines
and responding to various sciences. Additionally, the realism of Islamic economics has made it
a system that encompasses all economic, social, and human dimensions, enabling it to engage
with various developments and remain close to the systems of life.
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Globalization

Many consider that the universality and flexibility of Islam have allowed Islamic economics to
be universally applicable to all times and places, thus differing from other economic schools of
thot that emerged to suit the environment and conditions in which they were born. Islamic
banking is considered one of the facets of the Islamic economy that embodies its universality, as
it has been adopted by many countries and has gained global acceptance and spread. It has also
managed to overcome many financial crises that led to the collapse of numerous banks and
financial systems. Islamic economics is based on fixed principles that use variable and developed
tools suitable for cultural and social conditions and peculiarities, and applicable in every society.
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Reconciling individual interest with the public interest



One of the most distinguishing features of Islamic economics is the reconciliation and balance
between individual interests and the public interest, and the veneration of the public interest in
case of conflict between them. The practice of individuals engaging in economic activities freely
and their love for ownership sometimes causes harm to others. Unlike capitalism, Islamic
economics has established regulations for economic freedom that ensure the preservation of
rights and the protection of society from the behavior of some individuals and their excessive use
of influence and monopolization of resources. Providing an environment of justice and stability
is considered ideal for encouraging investment, expanding economic activity, creating job
opportunities, and increasing the overall welfare of society and benefiting all individuals. It 1s
worth noting that reconciling individual interests with the public good, along with the law of
compulsion, which forms a central axis in Islamic economic thought, is essential. The law
stipulates that the task of worship assigned to humans must be accompanied by providing the
essentials of material life that guaranty the minimum standard of living for humans to preserve
religion, life, wealth, and intellect, with the community bearing the responsibility of providing
these essentials. The motives for investment in Islamic economics differ from traditional motives,
as Islamic economics aims to ensure that investment contributes to the preservation and growth
of wealth, the sustainability of wealth circulation, and the achievement of welfare for individuals
and society under doctrinal (belief that wealth belongs to God, avoidance of prohibitions), ethical
(avoiding harm and harm in transactions, honesty, trustworthiness, etc.), and economic (good
investment planning, proper prioritization, balancing between return and risk) guidelines.

Islamic economics does not leave economic freedom unregulated; rather, it stipulates a set of
conditions that align with sound human nature and serve the interests of both the individual and
society. To regulate economic freedom, Islamic economics guarantees the state's right to
intervene, monitor, and regulate economic activity and ensure the free interaction between supply
and demand in the markets through the institution of Hisbah. This includes collecting and
distributing Zakat (obligatory alms), monitoring markets and transactions to ensure their
compliance with Islamic law, and effectively playing its role in resource allocation. It also
prevents the misuse of private property by individuals to achieve the common good. Furthermore,
among the state's functions is establishing justice among people, providing individuals with
access to resources, and achieving balanced well-being through infrastructure projects,
development programs, and creating a suitable investment environment. In this regard, public
investment in Islam is governed by regulations that correspond to societal priorities. Priority is
given to directing public investment towards necessities to cover essential activities, thereby
channeling resources towards producing essential goods and satisfying the most pressing needs.
After meeting basic needs, public investment should be directed towards necessities that facilitate
human life. Subsequently, investment should be directed towards improvements or luxuries that
make life easier, more comfortable, and more enjoyable, without extravagance or waste. This is
all done to achieve investment goals, minimize public and private losses, mitigate risks, and
maximize societal benefit.



Moreover, the state usually intervenes to achieve goals that are in line with the provisions of
Islamic law related to the economic activities of individuals, and among the most prominent goals
are:

- Achieving social balance and enhancing social cohesion by ensuring a minimum standard
of living for individuals (social security) thru the collection of zakat, intervention in the
labor market, and directing production to meet the community's priorities. The state must
also strive to establish social balance by promoting moderation and balance in spending,
avoiding extravagance and stinginess, and ensuring freedom for individuals to engage in
economic activities and manage the community's economy under certain regulations. This
aims to achieve a balance between individual and community interests, fulfill the rights of
the poor, and prevent monopolies and exploitation.

- Balance in terms of ownership by establishing public and private ownership, preventing the
concentration of wealth, and reducing the economic gap between individuals and groups
in society, thru the inheritance system, collection and distribution of zakat, and distributing
surplus consumer goods among members of society.

- Protecting the national economy by enacting laws that safeguard and encourage national
production and protect the value of the national currency from erosion.

- Establishing social security to provide a decent living for members of the community in
cases of poverty and disability, and to provide job opportunities for those able to work.

However, state intervention has limits that should not be exceeded to ensure the achievement of
its objectives without infringing on people's rights and freedoms. It should consider that the
purpose of intervention is the public interest and not harming society. The extent of intervention
should be proportional to the necessity, avoiding excessive intervention that requires
compensating the affected individuals. In Islam's view, the state does not restrict economic
freedom unless there are strong justifications for doing so, based on the principle of preserving
the public interest to provide justice, security, balance, and cohesion in society. Thru its role in
collecting zakat from the wealthy and the well-off, the state contributes to increasing public
savings and can ensure a minimum standard of living for its citizens, reduce the concentration of
wealth in a small group, alleviate social inequality that leads to social ills, and achieve social
balance, which is considered one of the most important components of economic balance thru
which economic stability is achieved and the poverty rate decreases. Thus, Islamic economics
does not neglect the interest of the individual or the interest of the community, but rather sets
regulations on both to achieve justice and does not allow either interest to dominate and prevail
over the other. In this way, it differs from the capitalist system, which favors individual interest,
and the socialist system, which favors collective interest.
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Balancing the material and the spiritual

Islamic economics differs from current secular economies that are based on materialism and
profitability, which have become the criteria for judging their effectiveness. The Islamic
economic system is the only system that places great importance on doctrinal and spiritual aspects
alongside materialism, making them its foundations and influential factors in economic activity.
Islamic economics, based on the principles of Islam, attempts to reconcile and balance between
the material and the spiritual without one overshadowing the other, and to enhance self-regulation
while excluding material needs that contradict Sharia. Thru this reconciliation, Islamic economics
can meet the material and spiritual needs of individuals and achieve happiness and satisfaction,
which in turn stimulate increased economic activity. Therefore, Islamic economics is usually
described as an ethical science, as it manages resources, wealth, and various economic activities
based on divine values that call for adherence to integrity, justice, fairness, solidarity,
cooperation, and other virtuous ethics. In this regard, profit is not the only goal that individuals
and production units seek to achieve from economic activity. Rather, Islamic economics aims to
make ethical and humanitarian goals the driving forces of economic activity in order to make the
economic system operate efficiently. It is worth noting that profit differs from interest in that
profit is based on performing work and the interaction of labor and capital, such as engaging in
trade thru buying and selling. On the other hand, interest occurs in complete separation from
work, generating income without performing any work.

The exclusive and exceptional harmony between the material and the spiritual is embodied in
Islamic wagqf, which intersects with the essence of sustainable development. It aims to reconcile
the material causes of life with spiritual and moral values to achieve solidarity and mutual support
among the various components of society and equality between generations. In this regard, waqf
has played an important role in alleviating the financial burdens on the state, assisting in the
provision of public services, redistributing income, funding infrastructure development and
projects, and meeting the needs and requirements of the poorest segments of society.
Additionally, Islamic endowments contribute to the development of the spiritual and cultural



aspects of society, as well as the economic, by establishing public benefit projects such as
schools, mosques, hospitals, public parks, and providing childcare services and even animal care
to enhance the moral aspect of society and achieve its ideal state.
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Dual control

One of the principles of Islamic economics is its reliance on dual oversight of all economic
transactions and behaviors, such as buying, selling, investing, and consuming. Islamic economics
combines worldly oversight stemming from the authority of the state, including financial and
administrative monitoring and auditing, with divine oversight that arises from personal
conviction to avoid the spread of negative behaviors that harm economic activity, such as theft,
embezzlement, usury, and corruption, which were among the causes of economic fluctuations
and crises. The Islamic state in the early days of Islam adopted the Hisbah system, which is a
governmental supervisory body aimed at overseeing and regulating markets and various
professions, organizing their work, and monitoring people's conditions to prevent corruption. The
role of the Muhtasib also emerged to monitor economic activities. The dual control system
contributes to regulating the disbursement of public funds, improving resource allocation, and
providing a suitable environment for increasing economic activity, monitoring it, and correcting
any imbalances that may occur.
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Combining stability and flexibility

Islamic economics is based on unchanging principles, such as the prohibition of usury, theft,
embezzlement, the prohibition of zakat and gambling, and the permissibility of sale. At the same
time, Islamic economics is characterized by flexibility to accommodate various transactions and
innovative means as long as they do not contradict the fixed principles. Stability lies in the
principles and objectives contained in the texts of the Quran and Sunnah, while flexibility is
found in the branches, means, methods, and economic solutions revealed by scholars to



implement Islamic economic principles. All of this is aimed at regulating human transactions and
behaviors.



