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Abstract 

 

Title of Dissertation: Application of the Shari’ah Approach to Multi-dimensional 

Poverty Reduction 

Author:   N. Rashied 

Promoter:  A. Wentzel 

Degree:  M.Com 

Department:  Economics and Econometrics 

Language:  English 

Poverty is a multi-dimensional problem that requires a solution that is both multi-

dimensional and systematic. The research contained in this dissertation is important 

because it explores the Shari’ah approach to multi-dimensional poverty reduction as 

a more suitable alternative to the conventional, uni-dimensional approaches to 

poverty reduction, especially from a theoretical perspective.  

The main argument presented in this dissertation is that the theoretical Shari’ah 

approach to poverty reduction provides a more detailed framework than the 

conventional uni-dimensional approach for addressing the various dimensions of 

poverty and their interrelationships under secular conditions.   

The study was based on a non-empirical, critical analysis of the available literature. 

The motive for addressing the problem in this manner was because a truly 

comprehensive conceptual framework surrounding the Shari’ah approach did not 

truly exist prior to this study.   

The first of two important conclusions reached in this study are that Shari’ah could 

theoretically assist with offering a holistic and systemic theoretical framework for 
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approaching multi-dimensional poverty reduction. This is because the theoretical 

Shari’ah approach to poverty reduction uses interventions that address each of the 

dimensions of poverty and the interrelationships between these dimensions. The 

interventions themselves are interlinked, which makes it easier to address the 

dimensions of poverty and their interrelationships. The second conclusion is that 

theoretical Shari’ah is more suited to informing a holistic and systemic poverty-

reduction approach even under secular conditions, because it is still relatively more 

successful than the conventional approach at addressing more of the dimensions of 

poverty and some of the interrelationships between these dimensions. The reason 

for this is that theoretical Shari’ah can potentially address the dimensions of poverty 

and the interrelationships between the dimensions in their entirety even under 

secular conditions if the original requirements of theoretical Shari’ah are met.  

This study makes a contribution to the literature for two reasons: i) it provides a 

clearer idea of how the various dimensions of poverty and their interrelationships can 

be addressed through the use of an unconventional approach to poverty reduction, 

and ii) it explores the field of Islamic economics more holistically in terms of poverty 

reduction, a topic that has up to now not been researched systematically.  
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CHAPTER ONE 

INTRODUCTION 

1.1. Background 

In the past, poverty was mostly regarded as an income or consumption deficiency 

which naturally influenced the kinds of policies or approaches used to reduce 

poverty. This is evident in the classical understanding and approach to poverty 

reduction. For instance, in 1910 Rowntree determined one of the earliest monetary 

measures of poverty that was used by him to project the necessary levels of national 

income needed to advance growth that the poor could benefit from (in Kanbur & 

Squire, 1999:2). Similarly, Orshansky in 1963 established the absolute poverty 

threshold in terms of income in dollars which influenced subsistence levels through 

certain welfare policies (Kanbur & Squire, 1999:3). By 1990, the World Development 

Report had introduced the dollar-a-day income (and expenditure) measure that 

would assist with a more basic understanding of the extent of poverty.  

In an attempt to better understand poverty, theorists have broadened their definition 

of poverty since 1985: they have moved from the narrow income perspective 

towards a definition that includes various non-financial dimensions of poverty. A 

consideration of poverty in terms of its non-financial dimensions was largely 

influenced by alternative approaches to poverty studies as well as the conceptual 

and empirical problems related to the narrow income-based definition of poverty. The 

advent of Sen’s exposition of the link between the social (the “missing women” 

theory) and economic (the capability approach) dimensions of poverty in 1985 had 

an influential and lasting impact on the manner in which poverty was viewed (Hicks, 

2002:137). 
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The subsequent acknowledgement of the various dimensions by the United Nations 

in 1998 led to many scholars more openly and confidently viewing poverty from both 

the financial and non-financial perspectives. In addition, emphasising the need to 

address human development and conflict reduction more specifically have become 

more recent trends (Hulme & McKay, 2005:1).   

The multi-dimensional nature of poverty has been strongly acknowledged in the most 

recent literature. For instance, studies by Hulme, Moore and Shepherd (2001:20), 

Sen in Hicks (2002:139), McKay and Lawson (2003:425), Bevan (2004:9), Alkire 

(2005:1), Woolcock (2007:4), Thomas, Muradian, De Groot and De Ruitjer (2009:1) 

and Haughton and Khandker (2009:3), have all recognised poverty as a multi-

dimensional problem.  

While the traditional path taken by many of these scholars has been to display the 

multi-dimensional nature of poverty by identifying the triggers and maintainers of 

poverty and the effects of these factors on the poor, there are some scholars who 

have also emphasised the importance of relatively less explored factors, such as the 

poor’s perception of poverty (Bradshaw & Finch, 2003:514) and themselves, the 

poor’s ability to hold accountable those who implement certain policies (Green & 

Hulme, 2005:867) and the state’s absolvement from responsibility for the poor 

(Isserles, 2003). Regardless of the many differences of opinion regarding the 

importance of the various triggers and maintainers of poverty, it is accepted in the 

literature that poverty is multi-dimensional.  

For mainly illustration purposes rather than in-depth analysis, the general 

dimensions of poverty are identified here. The financial, economic, social, political, 

capability, opportunity, insecurity, cultural, geographical and demographic 
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dimensions are just a few dimensions that have been implicitly identified and referred 

to in the literature (Mehta & Shah, 2001; Ntale & Mclean, 2001 and Moore, 2005). 

Despite this seemingly easy dimension identification, it is important to emphasise 

that many of these dimensions overlap (Bradshaw & Finch, 2003), which suggests 

that a holistic, multi-dimensional approach to poverty reduction is what is required. 

One would have assumed that alternatives to the uni-dimensional financial approach 

to poverty reduction would have led to a decline in the number of those who view 

poverty in merely financial terms. Despite an awareness of the conceptual and 

empirical problems regarding a purely income-based view of poverty, the most 

commonly used measurements remain quantitative financial measures such as GDP 

per capita. Since the dominant measures of poverty are expressed only in financial 

terms, it is no surprise then that most approaches to poverty reduction continue to 

emphasise mainly the improvement of the financial well-being of the poor. 

Emphasis on the financial measurement of poverty has led to approaches that aim 

merely to increase and manage the incomes of the poor. These approaches include 

welfare provisions, money management tools offered by commercial banks, micro-

finance (micro-saving, micro-credit and micro-insurance) instruments and safety net 

programmes. A significant proportion of the literature is dedicated to studying these 

income approaches in terms of their theoretical foundations and fundamental 

application (see for example: Khandker, 1996; Baydas, Graham & Valenzuela, 1997; 

Sala-I-Martin, 1997; Bezuneh & Deaton, 1999; Morduch, 1999; Woolcock, 1999; 

Conning & Kevane, 2002; Leach & Sitaram, 2002; Mallick, 2002; Vonderlack & 

Shreiner, 2002; Barret & McPeak, 2003; Barret & Swallow, 2003; and Collins, 

Morduch, Rutherford & Ruthven, 2009). 



Page 15 of 147 
 

There are nevertheless scholars who are dedicated to studying alternatives to the 

uni-dimensional approach to poverty. One of the best-known and most credible 

alternatives to the uni-dimensional approach to well-being is Amartya Sen's 

capability approach. Robeyns (2003:11) defines capability as “the ability to achieve” 

or “the real opportunity you have regarding the life you may lead”. Access to 

resources is only one among many factors influencing a person's capability.  

In the case of poor people, who have access only to financial resources, their ability 

to achieve freedom from financial poverty may be partially enhanced in the financial 

domain, but this does not necessarily mean that their ability to achieve freedom in 

other domains is achieved. For instance, women in India, Bangladesh and South 

Africa are known to have access to a variety of financial instruments (Collins et al., 

2009). While they may utilise these instruments for purposes that differ from the 

original purposes of these instruments, they are nevertheless able to cater partially 

for their financial needs, which was the intention.  

However, many of these women are unable to achieve freedom from other forms of 

disempowerment. In some cases, women are expected to bear the brunt of misuse 

of financial instruments by male relatives, and despite financial empowerment, are 

still subjected to spousal abuse (Mallick, 2003). They are often restricted to “pink-

collar” businesses that are barely profitable and seldom sustainable because of their 

own lack of skill (Ehlers & Main, 1998), asset-base, infrastructure and child-care 

facilities. Here, “pink-collar” refers to business activities conducted mainly from home 

and on a small scale. While a focus on the financial dimension and subsequent 

provision of financial instruments by practitioners may reduce poverty in terms of 

income, it is not assisting the poor to achieve freedom from other dimensions of 

poverty.  
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An important – and often neglected – dimension of poverty is the existence of power 

differentials which help to maintain poverty in many societies. Many poor people are 

unable to address other dimensions of poverty because of the lack of political 

support from their governments. In her recent additions to Sen’s capability theory, 

Nussbaum (in Robeyns, 2003:24) emphasised the importance of a “theory of justice, 

comprising a set of political principles that underlie a state’s constitution”. Nussbaum 

maintains that adopting these political principles would ensure that the state grants 

every citizen the opportunity to realise a “central set of human capabilities”.  

A state that is preoccupied by interests other than that of the poor may contribute to 

the power differentials that maintain poverty. For instance, Isserles (2003:42) argues 

that many states promote interventions that “are less politically disruptive” and 

promote the “removal of welfare provision”. This keeps the poor largely responsible 

for poverty reduction, and provides the state with more freedom to pursue its own 

objectives, as shown in Sen and Hulme (2005).  

As this very brief review of the issues aimed to show, effective poverty reduction 

needs to pay attention to a range of other dimensions often hidden by apparent 

income improvements. It cannot be assumed that income improvements 

automatically lead to improvements in the other dimensions, as the disparity 

between uni-dimensional and even imperfect multi-dimensional measures (such as 

the HDI) demonstrate this. For example, the 2011 Human Development Report lists 

Zimbabwe and Afghanistan as having almost the same HDI, yet Afghanistan's GNI 

per capita (in US$ PPP) is more than three times higher than Zimbabwe’s. In 

addition, the assumption that income improvements automatically lead to 

improvements in other dimensions cannot be verified empirically. The Human 

Development Report 2011 reported that the correlation between changes in income 
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and changes in other dimensions such as health and education have all been weak 

over the last 40 years.  

1.2. Research problem 

Any approach that fails to be informed by the multi-dimensional aspects of poverty 

will have little success in bringing about sustainable poverty reduction. One way of 

addressing the multi-dimensional nature of poverty is to look for an approach that 

considers both the financial and non-financial dimensions of poverty without 

overemphasising any particular dimension. In this study, an approach that considers 

and implements both the financial and various non-financial dimensions of poverty is 

deemed an appropriate approach.  

The lack of an appropriate approach to holistic poverty reduction is evident if one 

considers the approaches that are commonly used to address multi-dimensional 

poverty. The majority of approaches place an emphasis on the financial dimension of 

poverty. For instance, the income approach emphasises the importance of the end 

(the income) rather than the means (financial devices used to generate the end). 

While an approach such as the income approach may influence social 

consciousness as regards poverty (Khandker, 1996), such an approach cannot 

address other dimensions of poverty. It is important to focus on addressing both, 

though not exclusively, the means and the end as both aspects, among others, need 

to be addressed in order to reduce poverty reduction holistically. A focus on both the 

means and the end may lead to the consideration of other dimensions that should be 

addressed.  

In contrast, the capability approach attempts to address both the financial and non-

financial dimensions of poverty. The capability approach attempts to do this by 
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viewing and subsequently measuring poverty differently – in terms of human 

development. The first prominent measurement of poverty emerging from this is the 

HDI, even though it does not quite capture the complexity of the capability approach. 

While the HDI may include non-financial and financial dimensions such as health, 

education and income, this index does not adequately reflect the multi-dimensional 

nature of poverty. As a result, the Multi-dimensional Poverty Index (MPI) was 

established in 2010. The MPI is meant to provide a more holistic measurement of 

poverty by “reflecting the multiple depravations that a poor person faces” (Alkire & 

Santos, 2010:1).  

Regions that choose to prioritise human development over economic growth usually 

adopt a support-led approach when it comes to reducing multi-dimensional poverty. 

The term “support-led security” was introduced by Dreze and Sen in 1989 and 

received more attention from Sen in 1999, Dev in 2002 and Clark in 2005. Based on 

the types of social security measures advocated within a specific country, a support-

led approach is preferred where the priority is “to improve distribution without waiting 

for a transformation in the general level of affluence” (Dev, 2002: 1). A support-led 

approach is usually synonymous with “proficient welfare programs and micro-finance 

initiatives” (Clark, 2005:10). Dev, (2002:1) further argues that a support-led approach 

focuses on wide-ranging public support, such as “employment provision, income 

distribution, health care, education and social assistance…”. While support-led 

development may address some capability failure directly, it support-led programmes 

operate, though not exclusively, on the concept of adequate income. Adequate 

income, according to Sen (in Clark, 2005:10), refers to “the amount of money each 

person needs to achieve minimal functioning”. The support-led approach thus 
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considers income (employment provision and income distribution) in addition to 

health care, education and social assistance.  

While the support-led approach may be an improvement on the income approach, it 

has a few shortcomings of its own. With regard to the adequate income aspect of the 

support-led approach, Clark (2005:10) argues that projects that are based on the 

adequate income concept “alleviate functioning poverty but at a higher cost than is 

necessary and with undesirable distributive consequences”. This is an indication that 

when income and instruments that are used to improve the income of the poor as 

part of the poverty-reduction process are considered, these have to be considered in 

conjunction with other interventions aimed at other dimensions of poverty so as to 

avoid any undesirable or unintended consequences. For instance, micro-finance, as 

part of the support-led approach, on its own has minimally enhanced the capabilities 

of its borrowers.  

While micro-finance appears to have assisted many women with breaking certain 

links of dependence, it has also forged new kinds of dependence and subordination 

which has strengthened disparities between men and women and between women 

(Gilardone, Guerin & Palier, 2002:1). Other literature suggests that micro-finance has 

brought about marginal income changes which have led to many of the micro-

borrowers meeting their basic needs more easily (see Bernasek, 2003:369; Pitt & 

Khandker, 1998:958). However, what the literature also shows is that despite the 

apparent marginal income improvements and basic needs fulfilment, these very 

same micro-borrowers remain in debt cycles, while the environments that influence 

many of their other capabilities remain compromised (Mashigo, 2006; Mallick, 2002; 

Ehlers & Main, 1998). Moreover, the income improvements that have been realised 

have impacted general poverty levels minimally in some developing countries 
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(Hossain, 2002:82). This is an indication that the financial dimension and non-

financial dimensions should be addressed together and more holistically.  

In addition, beneficiaries of support-led programmes have also suffered in terms of 

translating their derived short-term benefits into a long-term exit from poverty 

(Chronic Poverty Research Centre, 2010:1). Only those support-led programmes 

that had a direct focus on long-term poverty were able to achieve this goal, as in the 

case of Brazil’s Bolsa Familia, Ethiopia’s Productive Safety Net Program and 

Mexico’s Oportunidades (Chronic Poverty Research Centre, 2010:4). A support-led 

approach that focuses on the long-term exit from poverty is usually characterised by 

programmes that focus on addressing many dimensions of poverty through the 

expansion of public services, infrastructure and education (Sen, 1999:6). Both 

shortcomings indicate that while the support-led approach is relatively more multi-

dimensional in terms of its poverty-reduction focus, it is not clear how each 

dimension of poverty should be addressed and how the links between these 

dimensions should be addressed.  

An approach that appears to stipulate how each dimension of poverty should be 

addressed and how the links between these dimensions should be addressed is the 

Shari’ah approach to poverty reduction. The Shari’ah approach is worth examining 

because at this stage in the study it appears to be very similar to what was 

advocated by Sen under the support-led approach. The advantage of the Shari’ah 

approach is that it provides clear interventions on how the dimensions of poverty and 

their interrelations could be addressed.  

The approach provides a framework of interventions that places a strong emphasis 

on the expansion of public services, infrastructure and education as part of multi-
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dimensional poverty reduction (Obaidullah, 2008). Moreover, the approach also 

recommends that the state and private actors are both responsible for providing 

economic and social security for those in need (Khan & Bhatti, 2006). What makes 

this approach different from the support-led approach is that it is able to provide a 

structured outline of the kinds of long-term interventions would be used in the 

expansion of public services and infrastructure. Despite its potential usefulness, the 

Shari’ah approach to poverty reduction remains relatively unexplored from an 

economics perspective (Presley & Sessions, 1994 and Hamoudi, 2007:94).  

Even though the Shari’ah approach to poverty reduction is strongly associated with 

religious principles, many scholars have acknowledged that certain aspects of the 

Shari’ah have the potential to be applied in a non-religious setting. For instance, 

financial instruments based on Shari’ah principles have been recognised as a 

suitable alternative to commercial financial products (Iqbal, 2001, Hassan & Lewis, 

2007; Chiu, Newberger & Paulson, 2005 and Napoleoni, 2009). Furthermore, 

scholars such as Chapra (1985, 2006) and Tripp (2006) have acknowledged the 

advantages of Shari’ah and the moral economy it creates from a theoretical 

perspective and how this influences economic operations.  

Even when it comes to poverty reduction, some scholars have shown that the 

Shari’ah approach is able to provide a wider range of tools that promote equity 

especially among the poor (Dhumale & Sapcanin, 1999 and Alam, 2003). While 

applying certain aspects of the Shari’ah approach in a non-religious setting may 

seem beneficial, it is important to note that the religious foundations of this approach 

are crucial in understanding why certain strategies are made use of. Therefore, one 

cannot disregard the religious assumptions, in addition to the other assumptions, 

made under the Shari’ah approach to poverty reduction.  
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Even though it seems as though the Shari’ah approach has the ability to supplement 

and inform the support-led approach to poverty reduction, at least theoretically, no 

scholarly study exists in economics that examines the applicability of the Shari’ah 

approach to poverty reduction under secular conditions. Instead, the literature 

predominantly focuses on the Shari’ah approach under potentially Islamic conditions 

and in terms of commercial banking products or micro-finance products and services 

(Diamond, 2000; Siddiqui, 2001; Ahmed, 2002; Khan & Bhatti, 2006; Ibrahim, 2006; 

Jobs, Kunzel, Mills & Sy, 2008). Perhaps none of the literature focuses on secular 

conditions because of the wealth of information available for Islamic conditions. In 

light of this, the following research question has been formulated: could the 

theoretical Shari’ah approach to poverty reduction provide a more detailed 

framework for addressing the various dimensions of poverty and their 

interrelationships successfully under secular conditions?  

To clarify: in this study the “Shari’ah approach” refers collectively to the strategies 

used in accordance with the prescriptions of Islamic law. These strategies are not 

always economic strategies but very often lead to a specific economic outcome. The 

term “successfully applied” refers to whether or not the objectives of the Shari’ah 

approach could still be achieved if the religious assumptions do not hold. “Secular 

conditions” is very broad here and refers to the situation where religion, in particular 

the Islamic religion, does not govern monetary, fiscal or social decisions. 

1.3. Method of the study 

This study will be based on a non-empirical, critical analysis of the available 

literature. Addressing this problem is best done via qualitative, non-empirical 

research, because a truly comprehensive conceptual framework surrounding the 
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Shari’ah approach does not exist. Creating such a conceptual framework will help to 

create the economic foundation for the Shari’ah poverty-reduction approach.  

Islamic literature will be used to determine the religious and moral foundations of the 

approach as well as the reasons why certain economic strategies are used for 

poverty reduction. Available literature pertaining to the economic strategies of the 

Shari’ah approach related to poverty reduction will be used to support this. Literature 

from prominent global research centres and groups will be used for the discussions 

on multi-dimensional poverty.  

At this stage, the aim is to prove that if the religious and original assumptions of the 

Shari’ah approach do not hold, then the true benefits of the approach cannot be 

realised as a way forward for multi-dimensional poverty reduction.  

1.4. Overview of the study 

Chapter two argues that uni-dimensional approaches to poverty reduction are 

incapable of addressing poverty holistically and systematically. 

Chapter three argues that the Shari’ah approach to poverty reduction theoretically 

recognises the importance of all of the dimensions of poverty and their 

interrelationships. 

Chapter four focuses on the operational differences between practical and 

theoretical Shari’ah and the implications of these differences for the process of 

poverty reduction.  

Chapter five concludes the study by summarising the chapters’ findings briefly, 

highlighting the main conclusions, and offering recommendations and areas for 

future research.  
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CHAPTER TWO  

THE NEED FOR A MULTI-DIMENSIONAL AND SYSTEMATIC 

APPROACH TO POVERTY REDUCTION 

2.1. Introduction 

In the first chapter it was argued that poverty is a multi-dimensional phenomenon, 

and that approaches that attempt to address poverty should also reflect this. This 

chapter aims to give this argument more substance by demonstrating that uni-

dimensional approaches are incapable of addressing poverty holistically or 

systematically, and that a multi-dimensional and systematic approach is therefore 

needed to address poverty.  

The first section starts by highlighting the inadequacies of prominent uni-dimensional 

approaches to poverty and why they are incapable of addressing poverty holistically 

and systematically. The next section argues that a multi-dimensional approach is 

required and should involve the consideration of each relevant dimension and the 

causal relationships between such dimensions. It is then argued that a way to 

address these causal relationships is to follow a systematic approach consisting of 

orderly methods aimed at addressing these causal relationships simultaneously. The 

final part of the chapter is dedicated to examining an existing approach, the support-

led approach, which attempts to address certain causal relationships between 

certain dimensions of poverty. Even though this approach examines these causal 

relationships, it is concluded that this approach remains inadequate because it fails 

to address the causal relationships systematically.   
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2.2. Critical overview of uni-dimensional approaches to poverty 

In practice, poverty is addressed in a uni-dimensional manner. Here, addressing 

poverty in a uni-dimensional manner refers to the use of interventions that aim to 

address only one dimension of poverty. These interventions are based on a 

presumption that there is a dominant dimension which, if addressed, will 

automatically lead to the improvement in the other dimensions. The literature 

indicates that uni-dimensional interventions are usually associated with addressing 

the financial dimension of poverty. However, there are instances were uni-

dimensional interventions are aimed at addressing non-financial dimensions.  

An example of a uni-dimensional intervention aimed at addressing the financial 

dimension of poverty is micro-credit. Proponents of micro-credit claim that through 

the granting of small loans to poor, commercially non-creditworthy entrepreneurs in 

groups, poverty can be addressed in its various dimensions (Isserles, 2003:39). After 

a range of success stories were publicised, including that of Mohammed Yunus, 

founder of the Grameen Bank, micro-credit became the model approach to poverty 

reduction (Rahman, 1999 and Counts, 1997 in Isserles, 2003) and the cornerstone 

intervention for the empowerment of women and children. The success stories of 

women entrepreneurs who enjoy increased economic security, involvement in 

household decisions and freedom from domination of the family and whose children 

enjoy improved living conditions and access to education were seen as motivation 

enough to continue the use of micro-credit (for details of these success stories refer 

to any Grameen Foundation annual report or refer to Wahid, 1994; Schuler, Hashemi 

& Riley, 1996; or Simanowitz, 2008). Even though the micro-credit approach 

influences other dimensions, its weakness is the same as other uni-dimensional 
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approaches: it emphasises the financial dimension as the dominant dimension, 

through which other dimensions are addressed as side-effects. 

Addressing a single dimension of poverty goes against what is known about poverty 

and its multi-dimensional nature. It is known that the dimensions of poverty are 

interconnected (Alkire, Roche, Santos & Seth, 2011:1). This implies that uni-

dimensional poverty reduction interventions, which are aimed at addressing only one 

dimension of poverty, are incapable of fully addressing the target dimensions or 

capturing and addressing the interconnectivity of all the dimensions of poverty.  

A uni-dimensional approach could fall into one of three categories: a state approach 

to poverty reduction, a market approach to poverty reduction or a self-help approach 

to poverty reduction. These categories were derived from the literature examining 

the kinds of approaches used by the poor and made available to the poor, which 

include studies by Armendariz and Morduch (2007); Collins and Morduch (2008) and 

Collins et al. (2009). A distinction is made between each of these categories, 

because each kind of uni-dimensional approach fails to address poverty in a unique 

way and each has different weaknesses. The next three subsections aim to describe 

each approach and highlight the weakness of each approach in addressing multi-

dimensional poverty.  

2.2.1. State approaches to poverty 

A state approach to poverty reduction refers to the types of government interventions 

aimed at reducing poverty either directly or indirectly. More specifically, a direct 

intervention refers to a state’s attempt to tackle the problem of poverty in its own 

capacity, whereas an indirect intervention refers to the state’s attempt to tackle the 

problem of poverty by influence. A prominent example of a direct intervention occurs 
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in the form of welfare transfers and a prominent example of an indirect intervention 

implemented is when state influences certain markets. In this section, it is argued 

that the state approach, inclusive of direct and indirect interventions, is a uni-

dimensional approach because of its emphasis on financial poverty as opposed to 

multi-dimensional poverty.  

A direct state intervention such as welfare transfers could be considered uni-

dimensional because it aims to address mainly financial poverty through the 

provision of a monetary transfer. It is assumed that if the poor are provided with a 

social safety net, their exposure to downside risk is minimised. Barret and McPeak 

(2003:4) argue that “protection against risk … plays a crucial role in stimulating 

accumulation of productive assets and adoption of improved agricultural production 

technologies, and thus sparking sustainable growth in incomes and reduction in 

chronic poverty”. However, this argument has been contested for a number of 

reasons.  

The literature has indicated three reasons why welfare transfers adversely affect 

poverty reduction. Firstly, too little money reaches the poor relative to the benefits 

received by the middle and upper class (Kenworthy, 1999:2). Secondly, it is believed 

that welfare transfers foster dependence on benefits and consequently increase the 

poverty rate. The rationale behind this reason is that if the poor have few marketable 

skills, it would seem more viable for them to live off government transfers rather than 

to take on low wage employment (Kenworthy, 1999:2). Thirdly, it is believed that 

welfare transfers undermine economic growth and do not reduce the number of poor 

in the long run, as “higher rates of progressive taxation and generous government 

benefits reduce the incentives to invest and work” (Kenworthy, 1999:2). In addition to 
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these reasons, this study highlights welfare transfers as problematic for reasons 

pertaining to the uni-dimensionality of this approach.  

The problem with welfare transfers in developing economies is that they are often 

not accompanied by the other necessary services needed to address other 

dimensions of poverty and thus ensure the success of these transfers. Kenworthy 

(1999) showed that social welfare programmes successfully reduced poverty among 

15 OECD countries. The social welfare programmes in these OECD countries were 

accompanied by support services and infrastructure development. These countries 

recognised the multiple dimensions of poverty and subsequently provided support 

services and infrastructure which ultimately reduced poverty. Furthermore, Calderon 

and Serven (2004) highlight that “infrastructure development can be highly effective 

to combat poverty”. Unlike OECD countries, in developing economies welfare 

transfers are usually accompanied by weak support services and infrastructure. In its 

report on promoting pro-poor growth, the OECD highlighted that infrastructure and 

other support services need to be improved and used correctly in order to reduce 

poverty (OECD, 2006:5). However, support services and infrastructure development 

are often neglected for a reason.  

Because welfare transfers usually comprise a large portion of fiscal allocations in 

certain developing countries, the non-financial dimensions of poverty often remain 

unaddressed. If transfers form a large portion of fiscal allocation, no further funding 

exists to fund skills development and pro-poor infrastructure projects. As a result, the 

infrastructure and skills development needs of the poor remain unaddressed. For 

instance, Gelb (2007:27) argues that in South Africa financial resources are 

inadequate to fund skills development initiatives such as ASGISA. The reasons for 

this are that the current welfare system comprises a large portion of fiscal allocation, 
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and that this allocation “cannot simply be redirected to finance asset-based 

programs”. Furthermore, all large infrastructure spending is in the best interests of 

the first economy as opposed to “extending infrastructure services to the second 

economy”.  

Similarly, indirect interventions largely remain focused on addressing financial 

poverty and adversely affect non-financial dimensions. Indirect interventions could 

be considered as uni-dimensional, because the aim is to influence markets indirectly 

so that financial poverty is reduced. There are instances where the state advocates 

certain financial inclusion policies in the banking sector so as to make the poor 

“bankable”. It is believed that if the poor are “bankable” through the provision of 

relatively low-cost loan facilities, money management and storage facilities, they may 

have greater access to productive funding, which in turn enables them to engage in 

income-generating activities.  

However, in India and the Philippines, this indirect intervention proved problematic. 

In India, large state agricultural banks provided subsidised credit to farmers so that 

an induction of agricultural modernisation may occur. Credit subsidies to stimulate 

rural borrowing were also initiated in the Philippines. According to Armendariz and 

Morduch (2007:9), this intervention worsened income distribution, because only “a 

few well-off farmers received the bulk of the credit”. The authors argue that when 

interest rates do not reflect the cost of financial intermediation, political power and 

wealth replace profitability as the motive for the allocation of such credit. India has 

also been accused of inefficiently allocating subsidised credit to its social targets. 

Armendariz and Morduch (2007:9) argue that poor institutional performance and 

weak recovery rates were the main cause of the inefficiency. In their attempts to 
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reduce financial poverty, such programmes fail to recognise the multi-dimensional 

context within which financial poverty is situated.  

Indirect interventions could even worsen the financial and non-financial dimensions 

of poverty. Armendariz and Morduch (2007:10) argue that the poor would have been 

financially better off if subsidised credit was not provided to them. The authors cite 

four reasons for this: firstly, subsidised credit pushed out informal credit providers, on 

which the poor previously relied. Secondly, interest as a rationing tool breaks down. 

Instead of the most worthy projects qualifying for credit, credit is allocated for political 

and social reasons. Thirdly, the steady flow of capital from the government 

disincentivises bankers from collecting savings deposits, which provides less-

attractive savings options for the poor. The fourth reason points to the effect on a 

non-financial dimension of poverty, which is that loan forgiveness for the well-off is a 

prominent political tool. This works to the disadvantage of the poor by “removing 

incentives for management to build efficient institutions aimed at serving the poor”.  

Because of the uni-dimensionality of both direct and indirect state interventions, 

multi-dimensional poverty is seldom reduced. Direct and indirect state interventions 

emphasise addressing financial poverty and place little emphasis on other 

dimensions – and even have an adverse effect on their target dimensions.  

Mixed economic systems often rely on market approaches and self-help approaches 

to supplement the state’s attempt to reduce poverty. While market approaches 

supplement state approaches, they remain uni-dimensional because of their focus of 

financial poverty. The aim of the next section is to highlight the uni-dimensional 

nature of existing market-based approaches.  
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2.2.2. Market-based approaches to poverty  

In a mixed economy, the state is not solely responsible for reducing poverty. In order 

to reduce poverty, private sector and civil society are needed to assist in the 

process. A market-based approach refers to attempts by the private sector to reduce 

poverty. For some market-based approaches, the state offers financial support in the 

form of subsidies. However, in many cases, market-based approaches periodically 

operate financially without such government subsidies. Fernando (2006:2) explains 

that donors and governments usually provide concessional funds for a limited time 

only.  

In terms of poverty reduction, a market-based approach could ultimately be defined 

as an attempt to include the poor in credit markets. The most prominent form market-

based approach is micro-finance. Here, micro-finance comprises micro-credit, micro-

savings and micro-insurance. While micro-finance is not the only market-based 

approach, it certainly is very representative of the underlying thinking of market-

based approaches. For this reason, micro-finance will serve as the representative 

intervention of this approach in this study.  

Like state approaches, market-based approaches are also aimed at reducing 

financial poverty. However, micro-finance is different, because it operates on the 

assumption that poverty is best solved by providing the poor with financial 

opportunities to engage in productive and financially sustainable activities. For this 

reason, micro-finance provides the poor with access to more commercial banking 

products that they would not traditionally qualify for through commercial banks. If 

micro-finance recipients in these markets are also grant recipients, greater financial 
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inclusion through participation in these markets would allow these grant recipients to 

gain independence from welfare.  

Market-based approaches are uni-dimensional, because they aim to address 

financial poverty by encouraging micro-entrepreneurship among the poor through 

financial instruments. This highlights the second assumption made by the approach: 

that the provision of financial instruments is sufficient to assist the poor with financial 

poverty. The aim of this approach is to provide the poor with access to capital so that 

they can turn their unproductive micro-enterprises into thriving businesses. The 

essence of this statement is captured in the extract from Armendariz and Morduch 

(2007:26): 

“… households state that they do not start businesses because they do not have 

the necessary funds. Among [poor] entrepreneurial households, 54 percent report 

that their business would be more profitable if they could expand it. When asked 

why they do not undertake this profitable opportunity, 56 percent of households 

report that they do not have enough money to do so. Both the formation of new 

business and way that existing businesses are run appears to be affected by 

financial constraints.” 

Assuming that the provision of financial instruments is sufficient to assist the poor 

with financial poverty is problematic for two reasons. Firstly, the poor do not 

necessarily possess the specialised skills needed to advance their businesses and 

are often caught in engaging in micro-enterprises for subsistence purposes (Karnani, 

2007:36). Secondly, the poor do not always use the credit granted to them for 

productive purposes, despite their intention to do so. Collins et al. (2009:102) 

reported that between 30 and 43 per cent of large sums in India and Bangladesh 

were used for consumption purposes (bearing in minds that between 73 and 83 per 
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cent of these large sums were loans). Using loans for consumption (earning no 

return) creates a negative leverage effect which further aggravates poverty. 

Assuming that poverty is best solved by providing the poor with financial 

opportunities to engage in productive and financially sustainable microbusiness 

activities is also problematic. The reason is that micro-enterprises have limited 

growth potential because of the limitations in terms of specialised skills, competition 

with other similar microbusinesses, support staff, assets, production efficiency and 

overall earnings (Karnani, 2007:36). Furthermore, the poor do not necessarily have 

access to appropriate infrastructure, sanitation and other support services needed to 

ensure business success in terms of production, safety and hygiene, which impede 

their operations. In some cases, the poor are even tasked with developing basic 

infrastructure in their own personal capacities, which reduces the resources they 

have available for business investments. Finally, micro-finance suffers a similar fate 

to indirect state interventions in that the intended beneficiaries and the actual 

beneficiaries differ because of common political interference (Mallick, 2003:155).  

Because of the uni-dimensionality of micro-finance, multi-dimensional poverty is 

seldom reduced. Micro-finance is aimed at addressing mainly financial poverty in the 

hope that spill-over benefits may be realised for non-financial dimensions of poverty. 

The above arguments mention the non-financial needs of the poor that are not 

addressed through this financially focused approach. The responsibility of 

addressing both the financially based deficiencies of this market-based approach 

and the commercially unaddressed non-financial needs of the poor is often assumed 

by the poor in their own attempts to reduce poverty.  
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Because the poor use micro-finance for purposes that differ from their original 

intentions, many micro-finance users remain trapped in debt cycles. This is the case 

because the poor often turn to other forms of credit in order to make micro-credit 

repayments on time – forms of credit that they were supposed to be free from 

(Mashigo, 2006). The poor turn to these other forms of credit mainly because of the 

diversion of micro-credit toward consumption use attributed to the skills 

disadvantage of the poor and toward the development of infrastructure. In order to 

manage these debt cycles, the poor often make use of self-help approaches. The 

aim of the next section is to illustrate the role of self-help approaches in the poor’s 

management of financial poverty.  

2.2.3. Self-help approaches to poverty   

Even at their best, state and market-based approaches do not completely serve the 

financial needs of the poor. As a result, it is often the case that the poor need to turn 

to interventions that are self-initiated and self-facilitated in order to fill the gap left 

behind or to address the failure of state and market-based approaches. In this study, 

these approaches are termed self-help approaches.  

A self-help approach could be defined as a financial coping mechanism used by the 

poor to supplement household income. Other than being termed self-help groups 

(SHGs), there are many different kinds of self-help approaches. The literature pays 

particular attention to the forms that involve accumulation and distribution of funds, 

such as rotating savings and credit associations (ROSCAs), accumulated savings 

and credit associations (ASCAs) or stokvels. Definitions in the literature describe the 

essential workings of this approach as: “a lump sum fund composed of fixed 

contributions from each member of the association is distributed, at fixed intervals 
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and as a whole, to each member in turn” (Ardener, 1964:201) and a “rotated pooled 

funds to members on a mutually agreed basis” (Verhoef, 2002:4).  

There are two main reasons why the poor need to supplement household income 

through the use of self-help approaches. Firstly, the need to supplement household 

income arises precisely because many poor households are trapped in debt cycles. 

Loans from moneylenders and micro-credit are often used for consumption rather 

than productive purposes. Collins et al. (2009:103) reports that between 30 and 43 

per cent of “large sums” or household income of the poor is used to cover lifecycle 

and emergency expenses. Because of this, the poor turn to self-help approaches so 

that they can meet repayments on the loans from moneylenders and micro-credit.  

Secondly, the need to supplement household income also arises because income 

derived from state or market-based approaches is insufficient to sustain a poor 

household financially. Self-help approaches are strategically planned so that poor 

beneficiaries receive their pool of funds when they experience the worst possible 

financial strain – for instance, during times of seasonal unemployment or to pay for 

school expenses at the beginning of the year.  

Because self-help approaches are primarily aimed at filling the financial gaps left by 

state and market approaches, this approach could also be classified as a uni-

dimensional approach to poverty reduction. Because this approach is uni-

dimensional, it is unable to address multi-dimensional poverty. Yet governments 

often endorse the use of self-help approaches in the process of multi-dimensional 

poverty reduction by legislating them.  

Some may argue that because self-help approaches may be used to repay micro-

credit, and because micro-credit is sometimes used to develop infrastructure, self-
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help approaches do, to an extent, address infrastructure development needs that 

certain governments are unable to deliver. According to the World Bank Department 

for International Development (2000:3): “the active participation of consumers in 

financing infrastructure is a key component of long-term sustainability of services … 

to facilitate such financial participation, poor communities often use small scale 

financial services”. For this reason, governments often encourage the poor to make 

use of self-help approaches.  

However, self-help approaches are incapable of addressing multi-dimensional 

poverty for a few reasons. Encouraging the usage of self-help approaches because 

they are able to assist in the funding of infrastructure development is problematic, 

because self-help approaches are meant to assist with the short-term 

supplementation of household income rather than infrastructure development. 

According to the OECD (2006:36), the state assumes most of the responsibility in 

terms of basic infrastructure development by “reduc[ing] risks for infrastructure 

development, minimis[ing] transaction costs [and] by prioritis[ing] public spending”. 

The poor already have limited financial resources, which is why they turn to self-help 

approaches in the first place. Using the poor's financial resources for infrastructure 

development and the establishment of support services is stretching their already 

limited financial resources. Even if self-help approaches are able to fund 

infrastructure and other needed development, the value of the pool of funds usually 

accumulated through self-help approaches is not nearly enough to fund all 

infrastructure needs. For this reason, multi-dimensional poverty will persist, because 

infrastructure and other development funded by the poor through self-help 

approaches will be, at best, minimal. The poor simply do not have the funds to 

address all the dimensions of poverty.   
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Encouraging the use of self-help approaches because they are able to assist with 

greater financial inclusion could also prove problematic. This is so because financial 

inclusion is meant to assist with financial poverty and not with multi-dimensional 

poverty. For instance, in South Africa, new banking acts aimed at monitoring funds 

flowing through self-help approaches are meant to assist the poor with legal 

protection under the pretence of greater financial inclusion in the banking sector 

(Van Zyl, Botha & Skerritt, 2009). While financial inclusion is important in terms of 

poverty reduction, it is only part of the process of multi-dimensional poverty 

reduction. If the non-financial dimensions are excluded from the process of multi-

dimensional poverty reduction, multi-dimensional poverty will persist. Instead of 

condoning financially based self-help approaches, governments need to reconsider 

their current poverty-reduction paths.  

As an alternative, governments of these regions need to reflect on the interaction 

between each dimension of poverty and how these interactions and each dimension 

influences the lives of the poor. From this reflection, governments should then 

develop an ideal model for multi-dimensional poverty reduction. Furthermore, none 

of the three approaches succeeds individually and that any poverty reduction model 

should contain elements of all three approaches. The next section aims to specify 

the method in which such a model could be established.  

2.3. Critical overview of an ideal multi-dimensional poverty-reduction 

approach 

In order to address the multiple dimensions of poverty, each dimension needs to be 

specified and the relationship between these dimensions specified. This could be 

carried out with more ease if a proper theoretical framework for poverty reduction 
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existed and was used as a guide. Here, a theoretical framework refers to two things. 

Firstly, a theoretical framework with regard to poverty reduction describes the 

relationships and interconnectivity between the different dimensions of poverty. This 

would assist in understanding the extent to which dimensions are related and 

interconnected. Secondly, a theoretical framework with regard to poverty reduction 

should recommend a system or method to be followed when addressing each 

different dimension of poverty. This means that a set of dimensions may have to be 

clearly specified, as recommended by Nussbaum in Alkire (2007: i).  

To an extent, the literature has specified and acknowledged certain prominent 

dimensions of multi-dimensional poverty. A dimension could be considered as 

groups of certain similar factors causing and perpetuating poverty. Here, multi-

dimensional poverty refers to poverty in its broadest sense, which encompasses the 

various interrelated and causal dimensions experienced for the longest duration 

(usually a lifetime) and is subsequently intergenerational.  

Not only does the literature define dimensions of poverty according to how they are 

measured, dimensions are also defined very narrowly. For instance, Bradshaw and 

Finch (2003:515) identify deprivation alone as a dimension which is measured by the 

“lack of socially perceived necessities”. Furthermore, the authors also classify 

income poverty as a dimension which is measured by examining individual 

household income relative to the median household income of that particular 

country. Ribas and Machado (2007:1) include monetary dimensions, income and 

consumption expenditure, and non-monetary dimensions, education, anthropometry 

and mortality.  
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This study argues that a dimension is not a single factor such as deprivation or 

mortality, but rather a group of factors. For instance, instead of classifying 

deprivation and income poverty as dimensions on their own, it would make more 

sense to group both deprivation and income poverty as a financial or economic 

dimension (depending on what deprivation refers to). 

Even though poverty has been acknowledged as multi-dimensional, the literature 

usually commonly recognises only a few dimensions – most probably due to the 

ease of measurement of these dimensions. For instance, Morris, 1979 (in Alkire & 

Sarwar, 2009:6) recognised life expectancy (health), infant mortality (health) and 

literacy (education) as dimensions on their own. Alkire, Roche, Santos and Seth 

(2011:1), who were responsible for formulating the official multi-dimensional poverty 

index (MPI), identify multi-dimensional poverty as comprising three dimensions: 

health, education and living standards. Similarly, Bradshaw and Finch (2003:515) 

focus mainly on two dimensions: income and deprivation. The most commonly 

referred to dimensions relate to income, health, and education probably because 

these dimensions are relatively easy to measure. While these dimensions are of 

extreme importance, it is inadequate to consider these dimensions only, merely 

because they are easy to measure.  

By selecting dimensions due to ease of measurement, academics and policymakers 

run the risk of neglecting other important dimensions that are not necessarily easily 

quantified. Critics of the Human Development Index (HDI), which encompasses only 

three dimensions related to health, education and living standards, argue that 

implementation surrounding such a narrow definition of multi-dimensional poverty 

neglects the political and civil dimensions (Alkire & Sarwar, 2009:7). Furthermore, 

certain dimensions may be overemphasised. For instance, the Physical Quality of 
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Life Index (PQLI) is criticised for overemphasising health in human development 

(Alkire & Sarwar, 2009:7). Also, dimensions may run the risk of being highly 

correlated or may even be unrealistically weighted. For example, the dimensions 

specified in the HDI are often highly correlated and the HDI also weights each 

dimension equally, which might not be an accurate reflection of how these 

dimensions influence the lives of the poor in reality. 

In order to provide a broader insight into multi-dimensional poverty and capture the 

importance and relevance of the various specific dimensions, this study identifies 

three broad dimensions of poverty, some of which are traditionally neglected. These 

broad dimensions are established by focusing on the instrumental freedoms relevant 

to economic development as specified by Sen in (Alkire & Sarwar, 2009:5). These 

instrumental freedoms include political freedoms, social opportunities, economic 

facilities, transparency and security. This study takes these freedoms and from them 

distils three broad dimensions. The three main identifiable dimensions are the 

economic, political and social dimensions. 

The economic dimension refers to economic factors that cause or perpetuate 

poverty. The content of each dimension is quite varied so that it becomes necessary 

to identify sub-divisions. Especially in the case of the economic dimension it is useful 

to recognise this variety by sub-dividing it into financial economic and non-financial 

economic dimensions.  

The non-financial economic dimension refers to non-financial economic factors that 

cause or perpetuate poverty. Examples of some of the non-financial economic 

factors are restrictive labour market entry, poor levels of and access to education, 

and poor levels of and access to infrastructure and other support services.  
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The financial economic dimension refers to financial factors, relating to income, 

assets and livelihoods, which cause or perpetuate poverty. Examples of some of the 

financial economic factors are poor credit availability and access to credit for 

productive business purposes and slow, insufficient asset accumulation.  

The social dimension relates to the social factors that cause or perpetuate poverty. 

These factors are often a result of the rigid nature of societies in general – i.e. things 

in societies that are perceived as very difficult to change. The poor are often the 

victims of these factors, but at times also tend to victimise other poor. Examples of 

some of these factors are social exclusion and gender stereotypes.  

The political dimension relates to political factors that cause or perpetuate poverty. 

These political factors are mainly due to the actions of those who are most able to 

influence these factors – i.e. those who possess the power and those who allow this 

power to be possessed. This power affects interaction between different actors such 

as the state, non-government actors and the poor and the poverty-reduction process. 

The political dimension is distinct from the social dimension in that the intent of 

individual agents (those who hold power) has a strong influence over what occurs, 

whereas the social dimension is much more resistant to change, because the agent 

is society itself. This means that society has the ability to contradict certain 

interventions, especially if these interventions are not in line with the norms 

established within society.  

The three broad dimensions mentioned here are improvements when compared to 

those dimensions commonly mentioned in the literature, because they recognise the 

role of the political and civil dimensions. The broader dimensions would also simplify 
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the process of understanding the interconnectedness and causal relationships 

between the various dimensions.  

In order to understand how to address the interconnectivity and causal relationships 

between the various dimensions of multi-dimensional poverty, it is necessary to 

explore briefly interconnectivity and the causal relationships between the various 

dimensions by highlighting how current interventions aim to address interconnectivity 

and causal relationships as opposed to how they should be addressing these 

concepts.  

The interconnectivity and causal relationships between each dimension might best 

be captured by analysing a poor household. While a single illustration might not be 

representative of the life of every poor person, it may provide an average or typical 

representation of how the dimensions are causally interconnected. In the study by 

Collins et al. (2009), the authors identify that the poor in Bangladesh, India and 

South Africa make use of many financial instruments in order to manage their 

financial poverty. While exploring the financial side through interviewing each poor 

household, Collins et al. (2009:216) provided additional and yet essential information 

with regard to other dimensions. Take the case of the household of a landless day-

labourer in Rural, North Central Bangladesh: 

“Saiful and Nargis, a young couple with two small children, are landless and illiterate, 

living in a hut Saiful built himself. He laboured on local farms when he could, or else 

hired and drove a rickshaw … their portfolios were composed of two sorts of 

transactions – multiple low-value savings and loans … [t]hey had no dealings at all 

with formal financial providers, even though there are several commercial banks in 

the nearby market, and insurance companies are active in the area. Their only semi-

formal partner was the small, local MFI that was not well run and subsequently failed. 
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All their other financial life, took place in the informal sector, with family and 

neighbours, and through their own efforts to save at home. They were worried about 

money – she especially”. 

The financial and non-financial economic dimensions are mainly identifiable in the 

“financial diary” of this household. In terms of the financial economic dimension, this 

couple experienced financial poverty despite their access to many money 

management tools. This reinforces the arguments made earlier that money 

management tools that are introduced in an attempt primarily to address financial 

poverty (not multi-dimensional poverty) are not able to address financial poverty. 

This is because without an adequate income, money-management tools are of little 

use within the broad spectrum of poverty reduction. Even though commercial banks 

commonly provide low-cost money-management tools, low-cost money-management 

tools are not what the poor require to overcome poverty. 

In terms of the non-financial economic dimension, Saiful built a hut for his family 

which might not necessarily be safe or contain the necessary amenities such as 

running water, electricity and proper sewage. He is illiterate, which limits his access 

to formal employment and subsequently forces him to engage in low-income, self-

employment activities. The self-employment activity that he engages in (rickshaw-

pulling) poses many health risks. In this household’s case, because of their illiteracy 

(non-financial economic dimension), their employment prospects are limited to low 

income seasonal or self-employment activities, which limits their income prospects 

(financial economic dimension). Here, the financial economic dimension has an 

effect on the non-financial economic dimension in that the couple are limited in terms 

of their educational development. The couple in this case are still deprived of basic 
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infrastructure and support services necessary for them to overcome poverty within 

the non-financial economic dimension.  

While the political and social dimensions might not be clearly visible here, their 

influence on the other dimensions could be explained by the study conducted by Sen 

& Hulme (2005). The political dimension can reduce the severity and length of 

deprivations in the economic and social dimensions which keep households like the 

one described above in poverty. Where the political dimension interacts with the 

social dimension, a political culture may be formed. It is often the case that the 

political culture in certain developing regions supports forms of violence and 

intimidation responsible for keeping the poor subjugated.   

An example of this exists in the Bangladeshi economy, where mastans or mobsters 

act on behalf of the controlling political party (Sen & Hulme, 2005: 100). Instead of 

the controlling political party instituting pro-poor interventions, they employ mastans, 

who charge rent for huts built by the landless (like the one built by Saiful, who was 

mentioned in the extract on page 42) and provide illegal and unsafe water and 

electricity connections. The mastans keep the rent generated from these operations 

and in exchange intimidate the poor into voting for their political party that employs 

them. The poor are forced to accept these living conditions and are occupied with 

trying to pay the mastans for their safety. Here, the political dimension perpetuates 

poverty in the economic and social dimensions, and this poverty in turn prevents the 

poor from acting against the political agents that keep them in these vulnerable 

situations.  

This political interference also contributes to the social dimension in that it 

establishes class structures or hierarchies of importance which the poor uphold both 
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out of fear and necessity. Furthermore, as seen in the example above, the poor are 

forced to rely on family and other community members due to the lack of access to 

more formalised social institutions that the rich may take for granted. They try to 

address deprivation (the social dimension) by relying on themselves and on the 

fellow socially deprived, which is inadequate.  

To summarise, Figure 2.1 illustrates the causal effect between the broad dimensions 

within a specific context. The extent of the causal relationships differs from region to 

region. The dimensions are not only causal: they are interrelated, and therefore 

operate as a unit to maintain poverty.  

 

Figure 2.1: Causal relationships between the broad dimensions 

The dimensions that affect poverty also affect the persistence of poverty because of 

the interrelatedness of the dimensions of poverty. Together, all the relevant 

dimensions experienced by a poor household operate as a unit to perpetuate poverty 

in that household. Consider the household of Saiful and Nargis as described in the 

extract on page 42. If the financial economic dimension was the only problematic 
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dimension, then a simple transfer of income would solve the problem. If the non-

financial economic dimension was the only problematic dimension, then improved 

access to various economic services would solve poverty. If the political dimension 

was the only problematic dimension, then enabling the political participation of the 

poor alone would be sufficient. In reality, none of these solutions on its own is 

sufficient.   

Dealing with the political, economic and social dimensions is not a simple matter. 

The dimensions interact with other dimensions and so add to the complexity, thus 

making them more difficult to address. In terms of the political dimension, effective 

political participation requires a certain awareness level of intellectual development – 

the level of intellectual development that may be restricted not only by culturally 

influenced patterns of thinking (social dimension) but also by low levels of human 

development (economic dimension), as argued by Kumar (2011:18). In terms of the 

economic dimension, the provision of infrastructure and support services cannot 

simply be enforced. It depends very much on whether the fiscal system is designed 

to cater for such improvements (as determined in the political dimension). Poverty 

often gets entrenched in the social dimension, making it resistant to interventions in 

the economic and political dimensions. The poor cannot simply be removed from 

poverty, especially because of their adaptations to poverty.  As Lewis argued (in 

Rengasamy, 2012:23), “the burdens of poverty … led to the formation of an 

autonomous subculture as children were socialised into behaviours and attitudes 

that perpetuated their inability to escape the underclass”. 

Since multi-dimensional poverty is a result of a variety of dimensions, where the 

complexities of each dimension individually, and their interconnectivity to each other, 

complicate the process of reducing multi-dimensional poverty, the use of a uni-
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dimensional approach is unrealistic. The complexity of each dimension and their 

causal interconnectivity require that each dimension be accompanied by 

interventions that recognise context-specific dimensional interactions and are 

adapted to the circumstances of different poor communities. In other words, there is 

no single formula to follow: different combinations of interventions should be utilised 

depending on the circumstances of a particular poor region.  

There is evidence to suggest that partial utilisation of different combinations of 

interventions, termed “a partially ideal multi-dimensional poverty-reduction approach” 

in this study, exists and is implemented to an extent in the form of the support-led 

approach as introduced by Sen and Dreze in Clark (2005:10) and Dev (2002:14). It 

would appear, though, that the support-led approach is the best multi-dimensional 

approach available, as it truly attempts to focus on more than just economic growth 

through income improvement. The support-led approach is seemingly better than 

any other multi-dimensional approach thus far, as it is relatively more multi-

dimensional in terms of its poverty-reduction focus. It could also be seen as more 

relevant to regions (not countries) where fast economic growth is not possible. The 

next section critically explores the support-led approach and its implementation.  

2.4. Critical overview of the support-led approach: the Kerala Model 

One of the earliest accounts of the support-led approach occurred in the work by 

Amartya Sen (Dreze & Sen, 1995 and Dreze & Sen, 1989:183), who emphasised the 

support-led approach as an alternative to the conventional uni-dimensional 

alternative, the growth-mediated approach. The growth-mediated approach aims to 

promote economic growth mainly through an increase in employment opportunities 

and quality of employment, so that private and public incomes can be improved 
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(Dev, 2002:17). Because Sen believed that development consisted of expanding 

human capabilities rather than economic growth, he advocated that through the 

support-led approach – i.e. proficient welfare programmes that support health, 

education and social security – income distribution could be improved, without 

having to wait for an improvement in general affluence (Clark, 2005:10 and Dev, 

2002:219).  

According to Dev (2002:17), the growth-mediated approach focused specifically on 

employment generation by using the following interventions to influence financial 

poverty: 

“a) [a]ccelerating the rate of growth of GDP, with particular emphasis on sectors 

likely to ensure the spread of income to low income segments of the labour force, 

b) [p]ursuing appropriate sectoral policies in individual sectors, which are 

particularly important for employment generation. These sectoral level policies 

must be broadly consistent with the overall objective of accelerating GDP growth, 

c) … [p]ursuing suitable policies for education and skill development, which would 

upgrade the quality of the labour force and make it capable of supporting a 

growth process which generates high quality jobs" 

From the authors’ description, the growth-mediated approach seems to narrowly 

emphasise employment. However, employment does not necessarily guarantee 

social inclusion or removal from financial poverty. For instance, groups of poor 

described as the “working poor” often remain poor in terms of income even after they 

obtain formal employment, often rely on informal means of income generation and 

remain socially excluded (refer to the study conducted by Majid (2001) for 

discussions on the working poor in developing countries).  
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In contrast, the support-led approach is meant to target the poor not only in terms of 

employment but also in terms of other sub-dimensions contained within the broad 

the financial and non-financial economic dimensions. The support-led approach 

comprises promotional measures and protective measures. In principle, promotional 

measures aim to promote the poor in terms of livelihood, human capital – health and 

education, and social inclusion. Dreze and Sen (1989:16) (in Dev, 2002:14) define 

promotional measures as “the enhancement of general living standards and [. . .] the 

expansion of basic capabilities of the population”, and argue that these “will primarily 

have to be seen as a long-term challenge”. According to Dev (2002:14), promotional 

measures relate to self-employment, wage employment, reducing social exclusion, 

and health and education promotion. In principle, protective measures aim to 

financially “cushion the poor against contingent poverty”. Dreze and Sen (1989:16) 

(in Dev, 2002:14) define protective measures as “the task of preventing a decline in 

living standards [that may occur in an] economic recession or … in a famine”. 

According to Dev (2002:14), protective measures relate to old-age pension, widow 

pensions, maternity care, survivor benefits and other benefit-linked programmes.  

The support-led approach seems to be more multi-dimensional than the growth-

mediated approach, because the support-led approach aims to provide a range of 

public support in order to improve income distribution without waiting for a 

transformation in the general level of affluence (Dreze & Sen, 1995:183 in Dev, 

2002:14). For instance, in Kerala, the Indian state known to specifically implement a 

support-led approach, the improvement in terms of basic needs and standards of 

living have been very positive, according to the evaluation study conducted by Dev 

(2002: 24). The author argued that its improvement in standards of living could be 

attributed to “direct public action [in terms of] health and education”. According to 
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Parayil (2000:5), when compared to other Indian states, Kerala fared well in terms of 

social indicators, but poorly in terms of GDP per capita.  

As a result of Kerala’s development, the “Kerala model”, has been hailed as the 

ultimate development model for other Indian states and other regions globally 

(Veron, 2001). Sen (1997) in Parayil (2000:4) stated that: 

“[t]he average levels of literacy, life expectancy, infant mortality etc. in India are 

enormously adverse when compared with China, and yet in all these aspects 

Kerala does significantly better than China … Kerala – despite its low income 

level – has achieved more than even some of the most admired high-growth 

economies, such as South Korea”.  

Even though the Kerala model may seemingly have more to offer other developing 

regions, the model does not address certain dimensions of poverty.  

Even though the Kerala approach performs well in terms of some aspects of the non-

financial economic dimension, the Kerala approach performs poorly in terms of other 

dimensions. Even though the application of this model is known to increase levels of 

education in Kerala, unemployment levels in Kerala are three times the all-India 

average (Oommen, 1999:132). Macro-enterprises that are able to absorb the 

educated populous do not exist, as the approach failed to promote the development 

of such macro-enterprises, something not neglected by the growth-mediated 

approach. This worsened already stagnant industrial development and agricultural 

production.   

In its attempt to focus on non-financial economic development, the Kerala model 

worsens financial economic development. The model neglects economic growth by 

placing more emphasis on socio-economic development. According to Parayil 
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(2000:18), the Kerala economy had grown at a much slower rate than the rest of 

India. Even Sen concedes that the support-led approach realises “rapid reductions in 

mortality rates and enhancement of living conditions, without much economic 

growth” (Sen, 1999:5). 

Furthermore, the model perpetuated long-term deprivation in financial economic 

dimension by creating a culture of state dependence among the people of Kerala, 

which also affects the social dimension. According to Tharamangalam (in Parayil, 

2000:6), before the support-led approach was introduced, the people of Kerala were 

enterprising and welfare-independent. The author argues that the implementation of 

this model led to the people of Kerala relying on the patron state for “land, rice, jobs, 

roads, schools, and other varieties of welfare”. The interventions in the non-financial 

economic dimension had an unintended consequence in the social dimension: 

dependence on the state, which prevented the poor from moving away from the 

culture of poverty. In the Kerala province, levels of state dependence increased, 

which exhausted already limited fiscal resources within the province and resulted in 

less investment being channelled to industrial development (Thomas, 2005:28). 

Again, the long-run focus on one dimension does not improve the other dimensions 

but indeed worsens them (in this case the non-financial economic and social 

dimensions).  

The root of the problems with the Kerala model is a similar kind of logic that one also 

encounters in uni-dimensional approaches to poverty. Though the approach of the 

Kerala model recognises a wider range of dimensions, the logic remains the same 

as with uni-dimensional approaches. The logic is that addressing one dominant 

dimension (in this case, the non-financial dimension) will automatically lead to 

improvements in the other dimensions in the long run. The causal model is that of a 
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one-way causality from the dominant dimension to the other dimensions, rather than 

multi-directional interactive causality between the dimensions. It is therefore not 

surprising that the Kerala model has negative unintended consequences in the 

dimensions that it neglects. 

Even though the Kerala model could assist with addressing the financial economic 

and non-financial dimensions of poverty, it does present challenges in terms of 

industrial development, state dependence and economic growth. While the capability 

approach, among others, recognises the need to address all dimensions, including 

the political and social dimensions, there is no actual approach that addresses all the 

dimensions of poverty. This statement is strongly supported by Alkire and Sarwar 

(2009:7), who, after evaluating forms of multi-dimensional approaches that were 

implemented in the past, conclude that while these approaches claim to be multi-

dimensional, they attempt to address only two or three sub-dimensions of poverty.  

2.5. Conclusion 

Uni-dimensional poverty-reduction approaches cannot address multi-dimensional 

poverty mainly because of their exclusive focus on certain dimensions of poverty. 

This chapter explored uni-dimensional approaches to poverty such as state 

approaches, market-based approaches and self-help approaches. Based on a 

critical analysis of these uni-dimensional approaches, the chapter then offered an 

overview of an ideal multi-dimensional approach to poverty reduction. This overview 

consisted of identifying crucial dimensions that require attention under an ideal multi-

dimensional approach and subsequently identified links between these dimensions 

and how these dimensions and their interrelationships should be addressed.  



Page 53 of 147 
 

An ideal multi-dimensional poverty-reduction approach does not truly exist, but there 

is evidence that a partially ideal multi-dimensional poverty-reduction approach exists 

in the form of the support-led approach. This chapter contained a section dedicated 

to evaluate the support-led approach in the form of the Kerala model. The conclusion 

was that even though the Kerala model was successful in addressing some of the 

dimensions, it neglected certain dimensions and the interrelationships between the 

dimensions. After evaluating forms of multi-dimensional approaches that were 

implemented in the past, Alkire and Sarwar (2009:7) conclude that while many 

approaches claim to be multi-dimensional, they attempt to address only two or three 

sub-dimensions of poverty. The authors present many reasons for this – one of 

which relates to assumptions about human nature. 

A prominent conceptual criticism in the past of other approaches such as the Basic 

Needs Approach (BNA), which echoes a trend among seemingly multi-dimensional 

approaches, is that arbitrary assumptions are made about human nature particularly 

with regard to assuming Western cultural values and about social change following a 

universal, linear pattern of development (Alkire & Sarwar, 2009:8). Different societies 

need different sets of integrated interventions, and these interventions need to 

integrate the knowledge of the unique nature of the dimensions in a particular 

society. When it comes to human nature, assuming a certain set of Western cultural 

values could impact perceptions surrounding what a holistic poverty-reduction 

approach may entail and could also impact perceptions around what is required from 

the state, non-government actors and the poor themselves. These perceptions could 

then influence the interventions that are adopted. In other words, the interventions 

that are adopted would probably seldom deviate from these perceptions.  
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Assuming a certain set of Western cultural values could lead to path-dependent 

tendencies when it comes to selecting a poverty-reduction approach. This in turn 

could mean that unconventional approaches are overlooked and perhaps 

underestimated within the realm of poverty reduction. Furthermore, the support-led 

approach is not clear about how each dimension of poverty should be addressed 

and how the interrelations between these dimensions should be addressed.  

In order to learn from an unconventional approach to poverty and obtain clarity on 

how each dimension of poverty should be addressed and how the interrelations 

between these dimensions should be addressed, the aim of the next chapter is to 

explore an unconventional poverty-reduction framework. The Shari’ah approach to 

poverty reduction seemingly provides an improved framework of interventions for a 

holistic poverty-reduction process.  
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Chapter Three 

Fundamentals of the Shari’ah Approach to Poverty Reduction 

3.1. Introduction 

Despite the various interventions in place, multi-dimensional poverty remains a 

problem. As explored in chapter two, this could be attributed to the uni-dimensional 

nature of many of the interventions in place. Even approaches that claim to be multi-

dimensional tend to target one or two dominant dimensions and expect that other 

interrelated dimensions will naturally be addressed by addressing the target 

dimension or dimensions.  

Figure 3.1 below summarises the approaches, which dimensions they attempt to 

address and which dimensions remain neglected. Solid black lines indicate that the 

interrelatedness between the dimensions is addressed. Broken lines indicate that the 

interrelatedness is partially addressed and solid red lines indicate that the 

interrelatedness is not addressed.  
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Figure 3.1: Uni-dimensional poverty reduction interventions in relation to the 

dimensions of poverty 

With reference to Figure 3.1, the main shortcomings of the practical and theoretical 

approaches to poverty reduction can be summarised as follows: 

 In reality, state and market-based approaches attempt to address the non-

financial economic and financial economic dimensions of poverty. However, 

they fail to address other dimensions and the interrelatedness between these 

dimensions. 

 Self-help approaches attempt to address the financial economic and social 

dimensions. However, these approaches fall short in that they assist with 

mobilising social capital among the poor but fail to do so among the rich and 

poor. Therefore, they partially address the social dimension, but ignore other 

dimensions and their interrelatedness.  
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 Theoretically, the support-led and growth-mediated approaches aim to 

address the non-financial economic and financial economic dimensions and 

their interrelatedness. Like the state and market-based approaches, the 

support-led and growth-mediated approaches fall short when it comes to 

addressing non-economic dimensions (the social and political dimensions).  

As explored in chapter two, some of the current interventions are aimed mainly at the 

financial dimension of poverty. Other interventions are aimed at both the economic 

and financial dimensions and seemingly neglect the social and political dimensions 

of poverty. All in all, there is little evidence to suggest that a truly multi-dimensional 

approach exists. This statement is strongly supported by Alkire and Sarwar (2009:7), 

who, after evaluating the multi-dimensional approaches that were implemented in the 

past, conclude that while these approaches claim to be multi-dimensional, they 

attempt to address only two or three specific dimensions. In order to discover a truly 

multi-dimensional approach, it is necessary to reflect on and adapt current 

interventions by looking not only at the shortcomings of current interventions, but 

also towards an alternative poverty-reduction approach that is truly multi-

dimensional. This chapter aims to explore a truly multi-dimensional approach, 

namely the Shari’ah approach to poverty reduction.  

The Shari’ah approach theoretically recognises the importance of all the different 

dimensions of poverty and subsequently offers an array of interventions suited to 

each dimension. The aim of this chapter is to explore the Shari’ah approach to 

poverty reduction from a theoretical perspective and argues that, because of its 

multi-dimensional approach, there is much to learn from this approach in terms of 

adapting current interventions and making them more relevant to multi-dimensional 

poverty reduction.  
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The first section of the chapter provides an introduction to Shari’ah from a poverty-

reduction perspective. This is necessary, as literature on Shari’ah predominantly 

focuses on Shari’ah and its ability to provide a substitute framework for commercial 

banking products. The second section argues that the Shari’ah approach addresses 

each dimension and the causal interconnectivity between these dimensions. It does 

this by exploring the dimension-specific interventions recommended under this 

approach. The final section of the chapter argues that while Shari’ah provides a 

more holistic approach, theoretical Shari’ah seldom applies in reality, which provides 

a link to chapter four. 

3.2. The Shari’ah approach to poverty reduction: an introductory 

perspective 

3.2.1. Conventional perceptions of Shari’ah 

Shari’ah literally means Islamic Law, and is a framework for followers of Islam 

pertaining to both religious and non-religious aspects of life. The Shari’ah framework 

is primarily derived from the Qur’an, a fundamental religious scripture for followers of 

Islam. In addition to the Qur’an, the Sunnah are also used. Sunnah refers to the 

teachings and practices of the Prophet Muhammad (PBUH) based on exegesis of 

the Qur’an. Groups of Shari’ah experts form Shari’ah boards and are responsible for 

exploring and analysing the Qur’an and Sunnah, as interpretation of these scriptures 

is intricate. Such Shari’ah boards are usually extensively involved with the 

formulation of financial alternatives to commercial or mainstream banking, finance 

and investment instruments that Shari’ah is conventionally associated with (Addas, 

2008:10).  
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Shari’ah is usually associated with Islamic Banking or Islamic Finance, which 

comprise financial alternatives to conventionally utilised banking, finance and 

investment instruments. These alternatives are becoming increasingly popular 

among religiously conscious investors who take heed of the Islamic banning of 

interest and subsequently propose the derivation of income as the return from 

entrepreneurial investment as the alternative. The majority of the literature available 

on Shari’ah argues against financial instruments involved with Riba (interest), Maysir 

(gambling) and Gharar (deception) and subsequently focuses on analysing banking, 

finance and investment alternatives such as Mudaraba, Musharaka, Ijaara and qard 

hasan (refer to studies by Ahmed, 2007; Cihak & Hesse, 2008 and Diamond, 2000). 

Apart from being a religiously suitable financial alternative for religiously conscious 

investors, Islamic banking has also been suggested as a viable alternative in light of 

the recent global financial crisis (refer to Hasan & Dridi, 2010). 

Islamic banking and finance has more recently also become popular within the realm 

of micro-finance. Authors such as Dhumale and Sapcanin (1999), Ahmed (2002), 

Wilson (2007) and Khan (2008), argue that Islamic Banking has the ability to serve 

the poor in the form of micro-finance. If the Shari’ah approach was limited only to 

banking and micro-finance, it would not be a truly multi-dimensional approach to 

poverty reduction. The key argument in this chapter is that the Shari’ah framework 

not only serves as a suitable micro-finance framework, it more broadly has the ability 

to serve as a holistic and systematic multi-dimensional poverty-reduction framework. 

This next sub-section focuses on the framework of the Shari’ah poverty-reduction 

approach. The sub-section thereafter discusses how this framework has the ability to 

address the dimensions of poverty and their interrelatedness. 
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3.2.2 Shari’ah as an approach to poverty reduction 

Certain elements of the Shari’ah approach to poverty reduction are given much 

attention in the literature but are seldom examined as part of a holistic poverty-

reduction approach. Instead, the trend is to explore these concepts as alternatives to 

conventional fiscal and monetary policy or commercial poverty reduction 

interventions such as micro-finance. For instance, studies by Dhumale & Sapcanin 

(1999), Ahmed (2002), Ahmed (2004), Abdul Rahman (2007) and Obaidullah (2008) 

explore market-based approaches and not-for-profit modes of micro-finance for the 

poor. Other authors, such as Chapra (1986), Khan and Mirakhor (1989) and Shaikh 

(2010) explore Shari’ah as an alternative to conventional fiscal and monetary policy.  

However, in the literature there are some studies that express the general framework 

of the Shari’ah approach to poverty reduction. Studies conducted by Sadeq (in 

Hassan, 2010) and Obaidullah (2008) have explored the approach from 

implementation and operational perspectives respectively, as explained below.  

From an operational perspective, there are three measures to be taken to implement 

the Shari’ah approach to poverty reduction. According to Sadeq (in Hassan, 

2010:263), these three measures are (see Table 3.2): 

a)  positive measures aimed at alleviating poverty through income growth, 

functional distribution of income and equal opportunity; 

b)  preventative measures aimed to ensure that wealth is not concentrated in a 

specific section of the population such as control over ownership and 

prevention of malpractices; and  
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c)  corrective measures ensure that wealth is transferred from the wealthy to the 

poor through compulsory transfer (zakah), recommended transfer (charity) and 

state responsibility.  

 

Figure 3.2.: Poverty eradication scheme of Islam  

Source: Sadeq in Hassan (2010:264) 

Sadeq’s view on the Shari’ah approach to poverty reduction deals more with holistic 

implementation on a macro-level. Obaidullah (2008:40), on the other hand, provides 

implementation insight to the approach from a micro-level.  

Obaidullah’s 11-phase model is meant to reduce poverty (see Figure 3.3 below). It 

starts with community members contributing assets as part of their religious 

obligation (zakah) or voluntarily (via waqf) that will be used to the benefit of the poor 

members of society. The flow diagram developed by Obaidullah (2008:40) illustrates 

the movement of zakah from zakah payers to the economically inactive. Initially, 

zakah payers contribute to the zakah fund or directly to a cash or physical waqf.  

The assets thus contributed are not simple transfers, but are aimed at funding 

sustainable poverty-reduction initiatives. From the zakah fund, funds are channelled 
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to skills training and safety nets meant to empower the economically inactive from a 

financial economic, a non-financial economic and a social perspective. These 

economically inactive people form groups based on their skills and on kafala (a 

collective guarantee explained below). They initiate micro-enterprises through qard 

hasan (loans without expectation of repayment earmarked for financing new micro-

enterprises), and once their businesses become profitable they repay the principal 

loan amount and begin investment in other financial instruments such as micro-

saving and micro-takaful (collective micro-insurance). If any business initially runs at 

a loss, then the zakah fund acts serves as guarantee. The aim is that these groups 

should eventually transition from zakah recipients to zakah payers themselves.  

 

Figure 3.3.: The 11 phases of micro-level poverty reduction under Shari’ah 

Source: Obaidullah (2008:40)  
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From a micro-level implementation perspective, there is a community-level process 

of reducing poverty under Shari’ah. Obaidullah (2008:40) argues that poverty 

reduction under Shari’ah takes place in 11 phases (numbered 1 – 11 in Figure 3.3): 

1)  A Zakah fund is created. According to Shaikh (2010:1), Zakah is defined as a 

religious obligation to pay a percentage of income and wealth to the Shari’ah 

state. In another study by the same author, it is stated that Zakah is the only tax 

that is levied in a purely Islamic economy (Shaikh, 2010:1).  

2)  Donors voluntarily contribute to waqf. According to Obaidullah (2008:31), “a 

waqf (plural: awqaf) is an inalienable endowment … [that] implies holding 

certain physical assets and preserving it so that benefits continuously flow to a 

specified group of beneficiaries or the community”. The benefits of these assets 

are usually extracted without consuming the asset itself.   

3)  The fund identifies the poorest and destitute who are economically inactive and 

directs a certain portion of the grant towards meeting their basic necessities 

and another portion towards education and skills training. 

4)  The fund undertakes to provide skills training to the economically inactive, 

utilising community Waqf. 

5)  Beneficiaries graduate with improved skills, which equip them to start their own 

productive enterprises. They are then lent funds from the zakah fund, termed 

qard hasan, at no cost. 

6)  Finance for the development of a small business is provided through qard 

hasan. Funds for the qard hasan are sourced from the zakah fund. Qard hasan 

is a loan granted without any expectation of a return on the principal. These 
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loans are backed by guarantee under the concept of kafala. Technically, zakah 

payers through the zakah fund loan these funds. 

7)  The risk of payment default or business loss is addressed through kafala. 

These beneficiaries are grouped with mutual or shared guarantee under kafala 

(suretyship). According to Kettel (2010:214), kafala refers to a third party 

becoming surety for the payment of the business finance obtained through qard 

hasan. In these groups, beneficiaries collectively serve as surety for each other.  

8)  Grouped beneficiaries (under kafala) repay the principal and are provided with 

higher levels of finance in return. 

9)  An additional and conditional guarantee against default is provided through the 

zakah fund, in case beneficiaries are unable to fulfil kafala when a fellow group 

member defaults on a loan repayment.  

10)  As their income prospects improve, group members are meant to save using 

community savings schemes. The savings are meant to be used to help other 

poor develop similar projects. Beneficiaries of the project ultimately become 

contributors to other projects.  

11)  Group members are encouraged to form a Takaful fund against unforeseen risk 

and uncertainty, which includes unforeseen risk and uncertainty covered by 

kafala. Takaful is an Islamic alternative to micro-insurance that is meant to 

protect the gains from participation in this project and in future projects. 

It may appear that these interventions are very similar to conventional interventions, 

in terms of micro-finance and state involvement through zakah. However, micro-

finance is different here not only because the state funds it through the zakah fund, 
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but also because the success of it is based on the stance of both zakah payers and 

the economically inactive – if zakah payers contribute according to the prescribed 

zakah ratio (discussed in section 3.3.1), then the economically inactive are able to 

draw upon a substantial zakah fund.  

Despite the similarity to group accountability practised under conventional 

interventions such as Grameen, the kafala clause is more suitable to conventional 

group accountability because of the support that theoretically accompanies kafala. 

Under micro-finance, group accountability serves as surety and under Shari’ah, the 

kafala clause also serves as surety. Group accountability and kafala are 

conceptually similar in that the group is held jointly liable should repayment 

difficulties arise.  

With group accountability under the conventional approach, there are seldom other 

support services and infrastructure there to ensure the success of individual 

borrowing, which increases the likelihood of default. Also, conventional microloans 

are often used for consumption purposes as opposed to productive purposes, which 

often leads to repayment stress and to borrowers becoming over-indebted (Mashigo, 

2006 and Collins et al., 2009). Theoretically, kafala should be accompanied by the 

necessary support and infrastructure so that each member succeeds. Also, short-

term safety nets are provided from zakah to assist beneficiaries financially, and this 

makes the use of qard hasan purely for productive purposes much easier. 

Furthermore, what makes this approach more broadly applicable to multi-

dimensional poverty reduction than is conventionally thought is that the model 

seemingly addresses many dimensions of poverty. While the model is meant to 

empower the economically inactive, it aims to do so from in all the dimensions of 

poverty.  
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The aim of the next section is to examine how the model addresses the various 

dimensions of poverty and the interrelation between these dimensions. In order to 

provide a clearer comparison, the section considers the Shari’ah model vis-à-vis the 

uni-dimensional interventions in terms of addressing the various dimensions and 

their interrelation.  

3.3. Addressing the dimensions of poverty: the Shari’ah approach vis-à-

vis the conventional approach 

Some literature criticises the scholars of Shari’ah for their limited exploration of 

Shari’ah from a non-religious perspective. For instance, Hamoudi (2007:94) criticises 

Shari’ah scholars on the grounds that they “repeat the same fundamental objectives 

of fairness and social justice but do not employ proper methodological techniques to 

achieve these goals”. Similarly, Presley and Sessions (n.d.:1) argue that Shari’ah 

scholars develop their ideas in isolation from Western literature, instead of exploiting 

the large volume of Western support for Shari’ah that is available. In order to 

substantiate the “same fundamental objectives of fairness and social justice” from a 

non-religious perspective and to examine the methodological techniques involved, 

the aim of this section is to explore the Shari’ah approach to poverty reduction by 

examining its theoretical stance towards addressing the dimensions of poverty and 

their interrelation.  

This section aims to explore the theoretical stance by comparing and contrasting the 

Shari’ah approach to the conventional approach. Figure 3.4 illustrates the main 

strategic differences between the approaches and the differences in the strategies 

employed. As chapter two explored the strategies under the conventional approach, 

this section explores strategies of the Shari’ah approach in the following manner:  
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 firstly, the main strategies focused on a specific dimension will be identified, 

 secondly, their individual and collective workings will be discussed, 

 then, an explanation will be offered as to how these strategies individually and 

collectively affect the particular dimension, 

 finally, the manner in which these strategies affect the interrelation between 

the particular dimension and other dimensions will be examined. 

 

Figure 3.4.: the Shari’ah vis-à-vis the conventional approach to poverty 

reduction 

The Shari’ah approach is different from the other approaches discussed in the 

previous chapter, because it attempts not only to address all the dimensions of 

poverty, but also to address the interrelation between the dimensions of poverty. 

This section begins by examining the strategies theoretically used to address the 

financial economic dimension and its interrelation with other dimensions (as 

summarised in Figures 3.4. and 3.5). 
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3.3.1. The Shari’ah approach to the financial economic 

dimension   

The main strategies used to address the financial economic dimension and its 

interrelation with other dimensions of poverty are zakah, waqf and qard hasan.  

Under Shari’ah, zakah – a form of pro-poor taxation – is collected with the intention 

of using the proceeds purely for poverty-reduction purposes. Zakah is levied on 

every non-poor person and amounts to an annual 2.5% of total savings transformed 

into wealth (per non-poor person who exceeds nisab (Obaidullah, 2008:28). Total 

savings transformed into wealth refers to a person’s wealth that remains in his or her 

ownership for one lunar calendar year and includes stock. According to Obaidullah 

(2008:28), nisab refers to the dividing line between basics and necessities and is the 

minimum amount needed to fund an acceptable standard of living. In South Africa, 

the nisab amount is R5002.76 per month (www.sanzaf.org.za). Zakah may also be 

paid “in kind” through the provision of services to those eligible to receive zakah 

(Obaidullah, 2008:28). 

Theoretically, the state is meant to collect and distribute zakah appropriately. Even 

though this classifies zakah as being a state intervention, the difference between 

zakah and conventional state interventions is that zakah is accompanied by other 

support necessary for the success of zakah transfers. This is in contrast to 

conventional interventions, which are not usually accompanied by other necessary 

support to ensure the success of these transfers.   

As part of the 11-phase micro-model of poverty reduction under Shari’ah, zakah 

assists with addressing the financial economic dimension through the provision of 

short-term income for poor beneficiaries, and assets for the poor to use to uplift their 
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skills and livelihood prospects. Short-term income for poor beneficiaries is meant to 

serve as a temporary financial safety net while the poor beneficiary is actively 

involved in the process of skills upliftment. The amount of income provided for short-

term income is based on Nisab. A financial safety net is only one part of Obaidullah’s 

11-phase model. To make it sustainable, other strategies are used to develop 

support for zakah. One such support strategy is qard hasan. 

Qard hasan literally means “beautiful loan”. According to Ahmed (2007:3), qard 

hasan is defined in economic terms as being an interest-free loan. Given that all 

loans under Shari’ah should technically be interest-free, a more precise definition 

appearing in Obaidullah (2008:29) is the following: “microequity without the 

expectation of returns”. The author also confirms that qard hasan could be sourced 

from zakah funds. Together with the short-term income and skills upliftment, qard 

hasan is usually used as start-up capital to fund small businesses initiated by zakah 

beneficiaries. In order to gain eligibility for qard hasan, a zakah recipient must have a 

certain level of skills necessary to ensure a certain level of operability of their 

business. Qard hasan is usually accompanied by kafala, which is suretyship granted 

by fellow group members in case of qard hasan repayment default. Start-up assets 

and other support infrastructure are also required. Skills development, start-up 

assets and support infrastructure are usually provided through waqf.  

Under Shari’ah, waqf (plural: awqaf) is an inalienable endowment. According to 

Obaidullah (2008:31), waqf “implies holding certain physical assets and preserving it 

so that benefits flow to a specified group of beneficiaries or community”. Examples of 

awqaf include land, buildings, books, agricultural machinery, livestock, shares, stock, 

education, health services and money. While zakah is religiously a financial 

obligation, waqf is not – it is purely voluntary. It could be argued then that voluntary 
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strategies, like waqf, may experience volatile participation from richer members of 

society, which may lead to varying levels of waqf contribution and subsequent 

development for the poor. Despite waqf being voluntary, it is very likely that waqf 

contributions will be forthcoming due to the moral framework of Shari’ah underpinned 

by akhlaq. Akhlaq is a pre-requisite for anyone employing strategies of poverty 

reduction under Shari’ah. 

Theoretically, akhlaq refers to the ethics of a person. Under Shari’ah, akhlaq is 

formulated around the sunnah or the behaviour of Prophet Muhammad (PBUH) and 

serves a moral blueprint. According to authentic recollections of the hadith or words 

of the Prophet Muhammad (PBUH), the prophet (PBUH) advocated philanthropy in 

the form waqf (Bin Ismail as-Sanani, 2002:325-327). Because his actions and words 

form the theoretical framework of akhlaq, it is safe to assume that Muslim members 

of society would want to practise waqf when they are able to afford it. The volume of 

participation would then depend on the concentration of wealthier members of 

society in a particular region.  

Collectively and individually, zakah, qard hasan and waqf are meant to address the 

financial economic dimension of poverty. In isolation, zakah is meant to mobilise 

funds for short-term financial safety nets and qard hasan, while waqf is meant to 

provide assets, infrastructure for zakah beneficiary training and support 

infrastructure. As depicted in the 11-phase model by Obaidullah (2008:40), zakah, 

qard hasan and waqf are meant to collectively financially empower groups of 

beneficiaries in a particular community to ensure that the benefits of the financial 

assistance are sustainable and self-reinforcing. Through the use of zakah, qard 

hasan and waqf, the poor are meant to receive short-term income assistance, are 
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meant to have the necessary infrastructure support and are not burdened by having 

to finance their own business assets.  

Implementation of these strategies is also meant to address the interrelation 

between the various dimensions. The interrelation between the financial economic 

dimension and the non-financial economic dimension occurs in the form of 

addressing the financial economic dimension so the non-financial economic 

dimension can also be addressed. For instance, through the short-term financial 

safety net and qard hasan provided from zakah funds, micro-enterprises are meant 

to develop and the labour force and its quality are meant to increase. Even though 

these enterprises are micro-enterprises, they are theoretically part of the formal 

market, which gives them rights to more inclusive funding, legal protection and 

educational and business partnerships with macro-enterprises. In the case of waqf, 

infrastructure in a particular region is developed so that zakah beneficiaries have the 

necessary support services and infrastructure needed to develop their skills and their 

businesses. The link between the social dimension and the financial dimension is 

also addressed through zakah, waqf and qard hasan.  

The social dimension is linked to the financial economic dimension in the sense that 

the commitment by wealthier members of society in the form of their zakah and waqf 

contributions is there to ensure that societal divides are bridged. The wealthier 

members of society are theoretically very involved with zakah and waqf beneficiaries 

either directly (through educational support, interaction with these beneficiaries and 

monitoring of zakah and waqf usage), indirectly (through fund contributions alone) or 

both. The poor are also meant to support each other under kafala. Kafala reinforces 

commitment to human brother- and sisterhood among the poor. Later on, the 

educational and business partnerships between macro-enterprises and the poor that 
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are meant to strengthen the social bond between the rich and the poor as well as the 

rich and the previously-poor will be explored (see section 3.3.3). This sentiment is 

solidified as part of akhlaq in the following hadith: “None of you believes until he 

loves for his brother what he loves for himself.” 

(http://bukhariexplanation.wordpress.com/hadith-13/).  

Zakah also links the financial economic dimension to the social dimension in that the 

ultimate aim of society, theoretically, should be to ensure that zakah beneficiaries 

become zakah payers and to strive for a society where no one is eligible for zakah – 

i.e. where the poor do not exist. This is also supported in hadith: “O people! Give in 

charity as time will come upon you when a person will wander about with his object 

of charity and will not find anybody to accept it, and one (who will be requested to 

take it) will say ‘If you had brought it yesterday, I would have taken it but today I am 

not in need of it’” (Khan, 1994:353). Under Shari’ah, everyone theoretically strives 

collectively toward reducing and ultimately eradicating poverty, which has 

implications for the moral framework underpinning poverty reduction under Shari’ah. 

The need for a moral framework also has implications for the political dimension in 

that morally grounded governance systems would be needed to reinforce the moral 

framework within society.   

Poverty reduction is sustainable if there is a moral change. Zakah, waqf and qard 

hasan are financial economic instruments whose benefits are realised not only in the 

form of poverty reduction, but also in the form of spiritual success and various 

“rewards from God”. It could also be assumed that non-secular governments (if they 

believe and enforce true Shari’ah) would strive to ensure the success of these 

instruments. In support of assuming a certain degree of responsibility for the poor, 

Pogge (2007) and Pogge (2002) reinforce the requirement of just institutions and 
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leaders that are of explicitly high moral significance in any system aiming to reduce 

poverty (secular or non-secular). The Shari’ah approach has acknowledged this, 

which is why it promotes a certain ethical blueprint to ensure the existence and 

proper usage of instruments such as zakah, waqf and qard hasan. Under Shari’ah, 

the moral framework or ethical blueprint makes strategies aimed at addressing the 

political dimension more effective. This would also address the interrelation between 

the political dimension and the financial economic dimension in the sense that the 

ethical blueprint ensures the existence and proper usage of Shari’ah strategies. 

Apart from the implications of these instruments for the financial economic 

dimension, the non-financial economic dimension is addressed through other 

strategies under Shari’ah. The next section explores these strategies, their influence 

on the non-financial economic dimension and its relation to the other dimensions.  

3.3.2. The Shari’ah approach to the non-financial economic 

dimension 

The main strategies used to address the non-financial economic dimension are 

again zakah and waqf, and also Muhajreen-Ansar strategies. Zakah mobilises fiscal 

resources for pro-poor development, while waqf assists with the development of 

infrastructure and support services for the poor. One of criticisms of the conventional 

approach to poverty reduction is the lack of infrastructure support and the diversion 

of fiscal resources mainly to welfare instead of to welfare and infrastructure support 

necessary for the success of such welfare. Zakah and waqf aim to address the non-

financial economic dimension by mobilising funds for the poor through zakah and by 

developing infrastructure for the poor and the skills of the poor through waqf within 

the region employing the Shari’ah approach. Muhajreen-Ansar strategies could be 
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employed in one of two instances: i) when a person or group of people is still reliant 

on zakah and waqf or ii) when a person or group of people is no longer reliant on 

zakah and waqf. Muhajreen-Ansar interventions are meant to assist the poor with 

moving from i to ii.   

Theoretically, these interventions are also meant to assist with the expansion of their 

micro-enterprises through the business partnerships such as Mudaraba, Murabaha 

and Musharaka. According to Cihak and Hesse (2008:23) these business 

partnerships could be defined as follows: 

Mudaraba, or a trustee finance contract, refers to “Rabb-ul-mal (capital’s owner) 

provides the entire capital needed to finance a project while an entrepreneur offers 

his labour and expertise. Profits are shared between them at a certain fixed ratio and 

financial losses are exclusively borne by the capital owner. The liability of the 

entrepreneur is limited mainly to his time and effort”. 

Murabaha, or a mark-up financing contract, refers to “the seller informing the buyer 

of his cost of acquiring or producing a specified product. The profit margin is then 

negotiated between them. The total cost is usually then paid in instalments”. 

Musharaka, or an equity participation contract, refers to “the bank enter[ing] into an 

equity partnership agreement with one or more partners to jointly finance an 

investment project. Profits and losses are shared strictly in relation to the respective 

capital contributions.” 

The aim of these partnerships is to expand micro-enterprises in partnership with 

wealthier stakeholders so as to promote enterprise growth, employment and 

productivity. Employment would be accompanied by additional skills training and 
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human capital development, thus enhancing the skills levels of the labour force. 

Wealthier investors could also invest in technological advancement, which is also 

meant to enhance micro- and macro-level growth and productivity. The aim of these 

partnerships is to encourage business skills transfer and collaboration between the 

poor or non-poor and the wealthy (the use of these and other types of business 

partnerships in modern poverty-reduction contexts is explored in Alam, 2003). 

These business partnerships address the interrelation between the non-financial 

economic dimension and the financial economic dimension, as they enabled by the 

collection of zakah. Zakah mobilises funds, which is a pre-requisite for its use to 

address the financial economic dimension.  

These partnerships between poorer, less-skilled members of society and wealthier, 

more-skilled members are meant to bridge any societal divides, thereby addressing 

the social dimension as well. In this study, these partnerships are collectively termed 

the Muhajreen–Ansar intervention. Muhajreen–Ansar is a religious concept linked to 

partnerships formed during the time of Prophet Muhammad (PBUH) – a prominent 

religious authority in Islam – between residents and immigrants within the Middle 

Eastern region of Medina (refer to Ramli & Jusoh, 2012, for more information 

surrounding the history of the partnership of Muhajreen–Ansar). The Muhajreen–

Ansar concept fits well into the Shari’ah approach to poverty in the sense that, 

together, these partners are meant to develop their business opportunities and 

positively affect productivity and skills growth more broadly. It may appear as though 

only the poorer partner benefits through finance from the wealthier partner; however, 

the benefits for the wealthier arise in the form of a more advanced and productive 

economy. Such development is valued not only for its long-term economic benefits, 

but also because it is consistent with the larger moral framework (akhlaq). 
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Together, waqf and the Muhajreen-Ansar interventions address the interrelation 

between the non-financial economic dimension and social dimension. Waqf fosters a 

greater level of commitment from those who are able to contribute to poverty 

reduction. The Muhajreen-Ansar intervention helps to keep the poor from falling back 

into poverty by integrating them into the mainstream economy and assisting them in 

the advancement of their human capital and productivity. The wealthy contributors 

benefit from this in that the economy develops as a whole. Theoretically, these 

interventions address interrelations between the social dimension and other 

dimensions. The aim of the next section is to explore the strategies used to 

theoretically address the social dimension and its interrelation with the other 

dimensions. 

3.3.3. The Shari’ah approach to the social dimension 

Theoretically, all the strategies mentioned thus far – zakah, waqf, qard hasan and 

the Muhajreen-Ansaar intervention, are meant to address the social dimension. 

Under the conventional system, the rich seem reluctant to contribute more financially 

for reasons that could include government mismanagement of funds or perceptions 

of laziness among the poor (refer to the full study by Cozzarelli, Wilkinson and 

Tagler, 2001). According to Gunnarsen, Manus, Nielson and Stolten (2007:27), there 

appears to be little motivation for taxpayers to accept higher taxes to support 

transfers to the poor. As a result, the poor often rely on inadequate strategies and 

infrastructure, which keeps them in the second economy.  

Under Shari’ah, the strategies used are meant to target the poor specifically and are 

also meant to involve the rich in the process of poverty reduction. Under Shari’ah the 

poor still rely on each other for support if kafala is employed. Support from the rich is 
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also theoretically very different under Shari’ah. The rich are committed to ensuring 

socio-economic justice, equal opportunity and equitable income distribution. As 

Chapra (1985:36) explains: “[t]he goals of socio-economic justice and equitable 

distribution of income and wealth are unanimously considered to be inviolable parts 

of the moral philosophy of Islam and are based on its unflinching commitment to 

human brotherhood.”  

Perceptions of the poor are different: the assumption that a poor person is lazy is 

made only once that particular person has proven his or her laziness or earned such 

a reputation i.e. through his or her business relations with members of the 

community. Until then, use of strategies such as zakat, waqf, qard hasan and the 

Muhajreen-Ansar intervention assumes that if the poor are equipped fully, they have 

the ability to escape poverty. Theoretically this is the case, because the mentality 

that is meant to exist under Shari’ah is that poverty affects not only the poor but also 

the rich. Poverty reduces productivity, hinders skills development among the poor 

and overburdens the rich in terms of taxes and decision-making.  

The interrelation between the social dimension and other dimensions is addressed in 

the same way by all the Shari’ah strategies i.e. society is compelled to collectively 

solve the problem of poverty. Under the conventional system, the process of poverty 

reduction is left to the government. Citizens pay their taxes in hope that the 

government will allocate taxes wisely. However, governments do very little for 

poverty reduction in the long run (Grindle, 2002). Under Shari’ah, the strategies used 

induce public participation, which means that the rich are actively involved in the 

process of poverty reduction. However, in order for the society to be involved in this 

way, they not only need to be encouraged: they also need to be governed in a 
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certain way. The next section describes the mechanisms that govern society, and 

that address the political dimension and its interrelation with other dimensions. 

3.3.4. The Shari’ah approach to the political dimension 

The two strategies that aim to address the political dimension and its interrelation 

with other dimensions are khilafah and akhlaq. Akhlaq refers to a prescribed 

behavioural framework for Muslims based on the words and actions of Prophet 

Muhammad (PBUH). Khilafah (caliphate) refers to a system of governance 

implementing the rules of Islam based on Qur’an and Sunnah. One person, the 

khalif, is responsible for governing all matter of Muslim life (financial, spiritual, 

behavioural and so on – refer to Oliver-Dee (2009) for arguments around the 

khilafah). Since this governance and its rules are based on Qur’an and Sunnah, 

there is no separation of religion from state. The implication for poverty reduction is 

that religiously prescribed strategies and patterns of behaviour (akhlaq) are enforced 

in the process of poverty reduction.  

One of the criticisms of the conventional approach to poverty reduction is that 

governance systems have worsened the political dimension of poverty and how the 

lack of morally sound institutions has perpetuated poverty. Also, poverty reduction 

strategies mainly ignore the political dimension of poverty. The study by Sen and 

Hulme (2002) illustrated how morally questionable politicians kept the poor in poverty 

by employing mastans to violently subjugate the poor in India. Also, as noted above, 

studies by Pogge (2007 & 2002) reinforce the requirement of just institutions and 

leaders that are of explicitly high moral significance in any system aiming to reduce 

poverty (secular or non-secular). Akhlaq and khilafah are meant to provide 
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theoretical frameworks for just governance, leadership and behaviour with poverty 

reduction in mind.  

Akhlaq and khilafah address the political dimension in that they ensure a certain kind 

of individual and collective behaviour conducive to poverty reduction. If such a moral 

consensus and collective enforcement occurs, strategies around poverty reduction 

would remain in place. Because it is a religious obligation to make society poverty-

free, the drive to make these strategies successful would also encourage continuous 

reflection and enhancement of these practices, which would lead to better 

implementation of these strategies and more efficient poverty reduction. The strong 

link between akhlaq and khilafah reflects the link between the social and political 

dimensions and the array of dimension-specific interventions used under Shari’ah. 

These links indicate that under Shari’ah, poverty is addressed in light of its socio-

political nature and not merely in terms of its financial nature. 

3.4. Conclusion 

A comparison of the Shari’ah approach to poverty reduction and the conventional 

approach to poverty reduction demonstrates that the Shari’ah approach appears to 

be more suited to poverty reduction from a theoretical perspective for the following 

reasons: 

 It aims to address all four dimensions of poverty namely the social 

dimensions, the political dimension, the financial economic dimension and the 

non- financial economic dimension, 

 It aims to address the interrelations between all the dimensions, 

 Theoretically, it recommends the use of an array of interlinked interventions 

that aim to reduce poverty more holistically. 
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The diagram below summarises the strategies used under the Shari’ah approach to 

reduce poverty and indicates the dimensions and interrelations that are addressed. 

Solid black lines indicate that the interrelation between the dimensions is addressed. 

 

Figure 3.5: The Shari’ah approach to poverty reduction in relation to the 

dimensions of poverty 

While Shari’ah may seem to be more suited to poverty reduction than the 

conventional approach, practical applications of Shari’ah, both in the broad sense 

and within the context of poverty reduction, do not reflect this theoretical suitability. 

Theoretical Shari’ah may be useful in understanding how current interventions could 

be adapted, but it is necessary to be mindful of the practical failures of Shari’ah prior 

to its implementation. It is also necessary to understand the reasons behind the 

practical failure of the Shari’ah approach to poverty reduction prior to attempting its 

replication. The aim of the next chapter is to argue that while theoretical Shari’ah is 
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holistic, it is often not implemented in its true form, which could explain why the 

failure of practical Shari’ah mirrors current interventions aimed at poverty reduction. 

  



Page 82 of 147 
 

Chapter Four 

Theoretical Shari’ah and Practical Shari’ah: Failures and 

Lessons in terms of poverty reduction 

4.1. Introduction 

The previous chapter argued that Shari’ah has the ability theoretically to reduce 

poverty more appropriately than the conventional approach to poverty reduction. The 

conventional approach targets only certain dimensions, and the strategies under this 

approach do not necessarily follow a system or are not necessarily part of a holistic 

poverty-reduction plan. Unlike the conventional approach, the theoretical Shari’ah 

approach consists of an array of interlinked interventions that aim to reduce poverty 

holistically by focusing not only on the different dimensions of poverty but also on the 

interrelation between the dimensions.  

In practice, theoretical Shari’ah does not apply. The literature explores many 

instances where Shari’ah is applied, specifically within finance and micro-finance 

(Dhumale and Sapcanin, 1999; Dusuki, 2008 and Zaher & Hassan, 2001). However, 

these applications are not holistic applications of theoretical Shari’ah but rather 

attempts to replace conventional finance and micro-finance products with interest-

free alternatives to cater for the growing number of religiously conscious Muslim 

investors (Zaher & Hassan, 2001: 156) or support traditional micro-finance through 

charity-based Shari’ah strategies (Akhter, Akhtar & Jaffri, 2009). These instruments 

operate alongside conventional financial instruments and markets, which implies that 

they are subjected to the same theoretical, operational and legal frameworks that 

apply to conventional financial instruments. This is problematic, because theoretical 

Shari’ah is accompanied by its own theoretical, operational and legal framework, 
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which is what makes poverty-reduction strategies under theoretical Shari’ah 

instruments different. If its own theoretical, operational and legal framework is not 

followed, theoretical Shari’ah becomes practical Shari’ah.  

While practical Shari’ah does not fully comply with the original requirements of 

theoretical Shari’ah, it has certainly contributed to poverty reduction in some way. 

For instance, in 2006, the market value of India’s national awqaf properties totalled 

INR 1.2 trillion, which was equivalent to a quarter of India’s gross tax collection 

(Obaidullah, 2008:35). In 2011, the South African National Zakah Fund (SANZAF) 

alone mobilised R66 260 614 which was used for a variety of poverty reduction 

efforts (SANZAF, 2011:1). Even though practical Shari’ah does not operate under 

the original requirements of theoretical Shari’ah, there is much to learn about 

practical Shari’ah in terms of how practical Shari’ah approaches poverty reduction.  

Even though practical Shari’ah has its merits, it appears to mirror the failures of 

conventional poverty reduction strategies at times in that it fails to address its focus 

dimensions fully. There are some studies that explore the failures of Shari’ah in 

terms of application in Islamic Banking and Finance (Hamoudi, 2007, and Khan & 

Bhatti, 2006), but there has been little exploration of the limitations of Shari’ah in 

terms of poverty reduction. The aim of this chapter is to fill this gap in the literature, 

and the chapter aims to do this by examining why the original requirements of 

theoretical Shari’ah are so important for poverty reduction. If the importance of the 

original requirements of theoretical Shari’ah is made clear, then the limitations of 

practical Shari’ah – more specifically, its inability to address all the dimensions of 

poverty fully – will be easier to understand.  
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The aim of this chapter is firstly to argue that there are notable discrepancies 

between theoretical Shari’ah and practical Shari’ah in terms of their approaches to 

poverty reduction. The next section of this chapter, containing two sub-sections, 

argues that even though practical Shari’ah does not operate under the original 

requirements of theoretical Shari’ah, practical Shari’ah is still more successful in 

addressing more of the dimensions of poverty than the conventional approach to 

poverty reduction. The fourth section of this chapter argues that even though the 

application of theoretical Shari’ah would be more successful in addressing all of the 

dimensions of poverty fully, theoretical Shari’ah cannot operate successfully under 

secular conditions.  

4.2. Practical Shari’ah vis-à-vis theoretical Shari’ah: notable 

discrepancies 

The recent resurgence of religious consciousness among Muslim investors has led 

not only to the prominent use of traditional Islamic banking and finance products, but 

also to the use of such products in the process of poverty reduction. Since the late 

1990s, studies of Islamic banking and finance have emerged, with special 

consideration given to the development of small-to-medium businesses for the 

purposes of poverty reduction. For instance, studies by Sadique, Ahmed, Adnan and 

Muhamad, Kaleem, Sadr, Manjoo and Kholis (in Obaidullah & Latiff, 2008) have 

examined the application of Shari’ah poverty reduction strategies.  

While growth in the application of Shari’ah banking and finance instruments may 

appeal to scholars in this field, it is necessary to understand that widely applied 

Shari’ah poverty-reduction strategies do not operate under the conditions of 

theoretical Shari’ah. Instead, these strategies operate under conditions that often 
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contradict the Islamic financial system (Ahmad & Ahmad, 2009:59). Here, 

contradiction refers to the operation of some of the interventions of theoretical 

Shari’ah outside of the original requirements of theoretical Shari’ah. Theoretical 

Shari’ah strategies coupled with certain conventional requirements means that these 

strategies can no longer be seen as being in line with theoretical Shari’ah and should 

rather be referred to as practical Shari’ah.  

In this study, practical Shari’ah is a term used to describe Shari’ah strategies that 

operate outside of the boundaries or original requirements of theoretical Shari’ah. 

Here, practical Shari’ah is examined in light of poverty reduction. 

In terms of poverty reduction, practical Shari’ah is a hybrid of theoretical Shari’ah 

and the conventional approach to poverty reduction. It is hybrid because it mainly 

operates instruments of theoretical Shari’ah under conditions of the conventional 

approach that negate the original requirements of theoretical Shari’ah. Furthermore, 

practical Shari’ah is a hybrid because it selects only certain interventions for 

application. These interventions are applied under requirements that are different to 

those of theoretical Shari’ah. In the case of practical Shari’ah interventions such as 

zakah, qard hasan, waqf and interventions from the Muhajreen-Ansar strategy are 

used alongside conventional interventions and applied under a secular form of 

governance (Obaidullah & Latiff, 2008).  

Figure 4.1 below depicts a comparison between practical Shari’ah and the 

conventional approach to poverty reduction. The figure is very similar to Figure 3.4, 

with the key differences being secular political governance, circled in the version 

below, and the selective use of interventions.  

The key difference between practical and theoretical Shari’ah are twofold: 
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Secular governance is applied under practical Shari’ah, which directly contradicts the 

original requirements of the interventions used under practical Shari’ah. Khilafah, or 

Shari’ah-based governance, takes a more direct position on poverty reduction than 

does secular governance. The assumptions of khilafah (to be explored later in this 

section) explain why and how a more direct position on poverty reduction is taken 

under Shari’ah-based governance.   

Interventions are selectively used under practical Shari’ah, which is not in 

accordance with the original requirements of theoretical Shari’ah. Under theoretical 

Shari’ah, the interventions for poverty reduction form a holistic system for poverty 

reduction and require that all interventions be used systemically. If all of the 

interventions are not used as intended under practical Shari’ah, the implication is 

that the desired outcome of holistic poverty reduction may not necessarily be met.  

The aim of this section is to explore the differences between theoretical and practical 

Shari’ah. The section argues that practical Shari’ah negates two of the original 

requirements of theoretical Shari’ah approach, which has adverse implications for 

the process of holistic poverty reduction. 

Under practical Shari’ah, the assumption of khilafah does not apply and is replaced 

by secular governance. The implication of this is that religiously prescribed strategies 

and patterns of behaviour (akhlaq) cannot be enforced in the process of poverty 

reduction. Under theoretical Shari’ah, khilafah and akhlaq are important in the 

process of holistic poverty reduction, because they aim to ensure a certain kind of 

individual and collective behaviour conducive to poverty reduction. If there is no 

khilafah and akhlaq, then individual and collective behaviour toward poverty 
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reduction cannot be enforced, which could translate into less emphasis being placed 

on poverty reduction as a culture.  

 

Figure 4.1: Practical Shari’ah vis-à-vis the conventional approach to poverty 

reduction 

From a theoretical perspective, a khalif is meant to directly take on the responsibility 

of poverty reduction (Akhtar, 2000: 638). The khalif would take on this role through 

the use of a holistic poverty-reduction approach under theoretical Shari’ah. The 

reason for this is that under khilafah there are various market and social 

mechanisms that exist and coexist with the purpose of reinforcing a culture of 

poverty reduction. Here, a culture of poverty reduction refers to the habits of both the 

poor and the non-poor in ensuring that resources are managed equitably and that 

any factor contributing to poverty, financial or non-financial, is addressed (Wilson, 

2007: 198). A culture of poverty reduction is instilled if khilafah is employed in its 

theoretical form. Evidence of such application exists historically, when khilafah was 
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permitted to operate. According to Chaudhry (2003), a system of holistic poverty 

reduction was then maintained. The author argues that this was initiated by the 

Prophet Muhammad (PBUH), who used mainly zakah, various Muhajreen-Ansar 

interventions and a system of public maintenance.  

One of his later successors, Umar bin Al-Khattab, further introduced a social security 

system. However, what’s important to note is that these market and social 

mechanisms, as explored in chapter three, can only function fully if the correct form 

of governance accompanies these mechanisms. Society also needs to hold 

governance structures accountable if these mechanisms are incorrectly used or 

applied.  

An example that demonstrates that both correct governance and the correct moral 

conduct from people are necessary in the process of poverty reduction is the 

example of awqaf in India. Non-government structures in India have been active in 

the process of funding awqaf property. Through this waqf intervention, practical 

Shari’ah in some parts of India has managed to secure awqaf properties valued at a 

quarter of India’s gross tax collection (Obaidullah, 2008:35). While this is a 

substantial amount over and above gross taxation, success in terms of the use and 

administration of these awqaf properties is limited. Because the original 

requirements of theoretical Shari’ah – such as khilafah, i.e. Shari’ah governance, 

and Akhlaq, i.e. the blueprint for moral conduct – do not hold, awqaf properties are 

misused. 

There are claims that the lack of strict legislation by secular authorities in India 

regarding awqaf land makes it easy for “land mafia to grab waqf properties” 

(Wajihuddin, 2011). According to Obaidullah (2008:35), awqaf properties in these 

http://articles.timesofindia.indiatimes.com/2011-06-06/mumbai/29625404_1_waqf-boards-waqf-properties-central-waqf-council
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regions are used as tools for private gain or social and political dominance. This is 

an indication that the ruling government does not see waqf as a tool to serve the 

people, but instead sees waqf as a tool to enforce its own agenda. Even at a 

community level, awqaf properties are seldom used correctly or even managed 

appropriately (Mubaraki, 2012). Entrusted managers use awqaf to fulfil their own 

political or economic needs. In order for awqaf and other poverty-reduction strategies 

to operate correctly, the correct governance is required. Even though governance is 

an important aspect in the process of holistic poverty reduction, good governance 

cannot be accompanied by the selective use of poverty-reduction interventions.  

Another difference between theoretical and practical Shari’ah is that under practical 

Shari’ah there is a selective use of interventions outside of a holistic system. 

Poverty-reduction interventions under practical Shari’ah are usually implemented by 

banks or by non-governmental organisations that provide the poor with an array of 

Shari’ah-based financial instruments and access to certain charitable programmes. 

However, these interventions are not accompanied by their respective support 

interventions. These interventions are indicated in Figure 4.2.  

  

file:///C:/Users/naiefar/Documents/2012/Master's%20Writing/Naiefa%20Ch%204%202012%204.1%20-%204.5_V2.docx
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Figure 4.2.: The 11 phases of micro-level poverty reduction under Shari’ah  

Source: Obaidullah (2008:40) 

Under theoretical Shari’ah, poverty reduction is seen as a process which is meant to 

be accompanied by a range of supporting interventions, among other factors. For 

instance, in South Africa, zakah is prominently used by Muslim communities in an 

attempt to uplift the poor. In South Africa, zakah funds are administered 

independently of the state by the South African National Zakah Fund (SANZAF). 

South Africa is a secular democracy, which means that on a national level 

requirements of theoretical Shari’ah such as khilafah and akhlaq do not apply. 

Nonetheless, this does not mean that SANZAF and donor Muslim communities 

cannot apply certain aspects of khilafah and akhlaq privately. But what this does 

mean is that SANZAF operates as a faith-based NGO with a limited capacity to 
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influence the national poverty-reduction policy. This also means that interventions 

that are meant to accompany zakah in order to make it more effective (as explored in 

chapter three) do not necessary accompany zakah when it is applied under secular 

conditions.  

The purpose of having these accompanying interventions is so that the necessary 

support accompanies the intervention in order to reduce poverty more holistically. 

For instance, zakah must be accompanied by a Muhajreen-Ansar intervention so 

that both consumption needs and productive needs may be met. This is done by 

making use of multiple interventions simultaneously as part of a process. A reminder 

of how these interventions interlink and how the entire process looks, as was 

discussed in chapter three, is provided in Figure 4.2 above.  

The implication of not having accompanying interventions is that interventions will 

not be used for the intended purposes. For instance, in Indonesia, because Zakah 

was not accompanied by a Muhajreen-Ansar intervention, zakah funds under the 

Rumah Zakah Yogyakarta programme were allocated mostly for consumption 

purposes even after the empowerment initiative of 2004 (Obaidullah & Latiff, 

2008:303). This was mainly because borrowers demanded funds for consumption 

purposes and because the programme itself placed very little emphasis on or effort 

into establishing an accompanying Muhajreen-Ansar intervention.  

Under theoretical Shari’ah, zakah is a policy tool for poverty reduction supported by 

the national government, while under practical Shari’ah, zakah is a tool that can only 

be used on a non-national level. The implication of this is that even though the zakah 

fund does serve the poor on a local level, it does so in a limited capacity because it 

operates alongside conventional strategies that are prioritised by the government 
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and used mainly to target the poor. Furthermore, there are even instances where 

conventional strategies that are applied at a national level harm the effectiveness of 

zakah at a more local level. If zakah operates alongside other interventions in a non-

national capacity, then this is also an indication that the necessary support does not 

accompany zakah. The consequences of the partial application of theoretical 

Shari’ah, in the form of applying zakah alongside other conventional strategies, will 

be discussed later in this chapter under section 4.3.1. Even though practical Shari’ah 

is a partial application of theoretical Shari’ah, it has still managed to address more of 

the dimensions of poverty than the conventional approach to poverty reduction.  

Practical Shari’ah has enjoyed much success in addressing the various dimensions 

of poverty than the conventional approach to poverty reduction in some countries or 

regions (Obaidullah, 2008). The aim of the next section is to explore the successes 

of practical Shari’ah despite its differences from theoretical Shari’ah. Both sub-

sections argue that even though many of the dimensions of the poverty were only 

partially addressed, programmes such as Rumah Zakat Yogyakarta of Indonesia and 

the Rural Development Scheme (RDS) of Bangladesh have the ability to address 

poverty more holistically than the conventional approach to poverty reduction. 

4.3. The successes of practical Shari’ah  

Theoretical Shari’ah presents interventions and strategies that aim to address 

poverty holistically. Theoretical Shari’ah proposes that in order to address poverty 

holistically, all of the proposed interventions should be used systemically in order to 

achieve poverty reduction collectively. Figure 4.3 below illustrates how exactly the 

interventions are to be used systemically. A discussion of this was presented in 

section 3.2.2.  
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However, under practical Shari’ah, interventions are used selectively. The selective 

use of interventions under practical Shari’ah has implications for the process of 

holistic poverty reduction in that holistic poverty reduction will not be fully attained. 

The aim of this section is to argue that the selective use of interventions under 

practical Shari’ah will nevertheless address more of the dimensions of poverty than 

the conventional approach to poverty reduction.  

The section explores two case studies. The first sub-section reviews the case of 

Rumah Zakat Yogyakarta in Indonesia, while the second sub-section reviews the 

case of the Rural Development Scheme in Bangladesh. Each section begins by 

providing a brief description of how the particular scheme operates. Then, the 

section will argue that each scheme addresses many of the dimensions of poverty to 

a certain extent. The section then presents a comparison and contrast of the 

similarities and differences of each scheme relative to the conventional approach to 

poverty reduction. The section concludes by highlighting that even though practical 

Shari’ah has addressed more of the dimensions of poverty, it does not and cannot 

fully achieve holistic poverty reduction.  

4.3.1. The case of Rumah Zakat Yogyakarta in Indonesia  

Zakah is meant to act as a tool of empowerment for the poor and marginalised, and 

is commonly used by non-governmental organisations as such. One such 

organisation is the Rumah Zakat Yogyakarta organisation of Indonesia, which uses 

zakah in an attempt to empower peasants in Indonesia. According to Muhtada (in 

Obaidullah & Latiff, 2008:290), peasants in Indonesia have historically been 

subjected to much social, political and economic marginalisation as a result of what 
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the author calls “two key elements of the impoverishing process” namely the Green 

Revolution and neo-liberalism.  

The aim of the Green Revolution was to enhance rice production in the 1970s 

through the modernisation and technological upliftment of the agricultural sector. It 

was believed that the Green Revolution formed part of industrialisation and 

subsequent economic growth in Indonesia. While the Green Revolution improved 

rice production until the 1980s, it contributed to the poor quality of life lived by 

peasants. Upon the national adoption of the Green Revolution, all peasants were 

forced to participate in the Green Revolution. The costs incurred by peasants were 

high, as they had to be involved in all farming processes. According to Muhtada (in 

Obaidullah & Latiff, 2008:291), these costs totalled 60 per cent of production costs. 

The author argues that the Green Revolution encouraged a substantial investment in 

capital, while neglecting the labour force.   

In addition to the Green Revolution, the International Monetary Fund’s structural 

adjustment packages (SAPs) meant that Indonesia had to liberalise its domestic food 

market and apply low import tariffs on agricultural commodities. The government 

also cut subsidies for Indonesian peasants. These actions were accompanied by the 

problem of landlessness among Indonesian peasants (Muhtada in Obaidullah & 

Latiff, 2008:292).  

The aim of the Rumah Zakat Yogyakarta programme was to empower these 

peasants by helping them take control of agricultural resources and to improve their 

welfare. According to Obaidullah (2008:30), Rumah Zakat Yogyakarta is one of the 

leading non-governmental zakah organisations in Indonesia and runs a number of 

empowerment initiatives for the poor. According to Obaidullah and Latiff (2008: 299), 
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Rumah Zakat was initiated in 1998 by Abdul Aziz and opened its Yogyakarta branch, 

with the help of a Muslim activist named Bimo, in 2000. By 2006, Rumah Zakah had 

a total of 21 branches across Indonesia and employed 35 staff members. The 

Rumah Zakat programme aims to do this in three ways: 

 scholarships for poor students, 

 free basic health services for the poor which includes a free ambulance 

service, and  

 economic empowerment 

In terms of economic empowerment, Rumah Zakat Yogyakarta provides qard 

hasanah and mentoring to successful applicants. A representative from Rumah 

Zakat Yogyakarta would assist mainly with theological mentoring and would locate 

mentors for any skill-specific mentoring is the need is present. According to Muhtada 

(in Obaidullah & Latiff, 2008:291), the peasants involved here were successful in 

terms of the expansion of their chicken husbandry and in terms of the improvement 

of their own welfare. Even though Rumah Zakat Yogyakarta was successful in terms 

of improving the welfare of its beneficiaries, it did not achieve its full potential, 

because it is limited in terms of its size and the nature of its operations.  

The overall framework of Rumah Zakah focuses on financial and social 

transformation within poor communities in Yogyakarta, Indonesia. According to 

Muhtada (in Obaidullah & Latiff, 2008:296), the approach taken by Rumah Zakat 

Yogyakarta was a combination of two contrasting paradigms, namely a “paradigm of 

zakah” together with a “paradigm of social transformation”. The zakah paradigm is 

meant to address the social, the non-financial and the financial dimensions of 

poverty, while the paradigm of social transformation is meant to address the political 
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and social dimensions. Together both paradigms address the interrelationships 

between the dimensions. Figure 4.3. below offers a graphical representation of this 

framework of Rumah Zakah Yogyakarta.  

 

Figure 4.3.: Framework of Rumah Zakat Yogyakarta 

Source: Based on the discussion from Obaidullah and Latiff (2008:296) 

Zakah is often used in one of two ways. While both ways serve the purposes of 

poverty reduction, one addresses poverty in a more charitable manner and the other 

does so in a more productive manner. The scriptural-conservative way is where the 

zakah is used mainly for consumption purposes, while the substantial-transformative 

way is where zakah is used both for consumption and productive purposes. 

According to Obaidullah and Latiff (2008:296), the scriptural-conservative way is 

based on the use of zakah as it is conventionally misinterpreted. Here, zakah is 

understood as an isolated instrument that mainly provides a source of charitable 

income for the poor, without taking into account its broader role within the Shari’ah 

approach to poverty reduction. 

The conventional understanding of zakah does not mean that zakah has a limited 

role to play in terms of poverty reduction. On the contrary, if zakah is used for both 

consumption and productive purposes, then it will more likely reduce poverty. The 
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view that zakah could be used for both consumption and productive purposes is the 

view held within the 11-phase model of micro-level poverty reduction discussed in 

chapter three and presented again in Figure 4.3. It is termed the substantial-

transformative view. Rumah Zakah Yogyakarta uses a combination of scriptural-

conservative and substantial-transformative when distributing zakah. As mentioned 

earlier, and in addition to the “paradigm of zakah”, Rumah Zakah Yogyakarta also 

makes use of a “paradigm of social transformation”. 

A paradigm of social transformation is meant to provide a model for assisting the 

poor in terms of social transformation. According to Muhtada (in Obaidullah & Latiff. 

2008: 297), NGOs in general adopt a conformist, reformist or transformist approach 

to assisting the poor in terms of social transformation. According to Obaidullah and 

Latiff (2008: 297), conformist, reformist and transformist can be defined as follows: 

 A conformist approach aims to minimise peoples anguish and suffering,  

 A reformist approach aims to enhance production, make the system work and 

change people’s views and 

 A transformist approach aims to challenge exploitation, to develop new 

economic and politic structures and contra discourse.  

Table 4.1 below provides a more detailed description of the paradigm of social 

transformation. 
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Table 4.1.: NGO approaches to social transformation  

Source: Obaidullah and Latiff (2008: 298) 

Even though Rumah Zakah Yogyakarta adopted both the zakah paradigm and the 

paradigm of social transformation and aimed to apply both paradigms, they did not 

fully apply both paradigms. It is important to apply both, because together the zakah 

paradigm and the paradigm of social transformation could together potentially 
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address all four of the dimensions of poverty and their interrelationships. As 

discussed in chapter two, all of the dimensions and their interrelationships need to 

be addressed in order to remove multi-dimensional poverty and the persistence of 

poverty. Nonetheless, if compared to the conventional approach to poverty 

reduction, Rumah Zakat Yogyakarta used a range of more holistic and systemic 

interventions in an attempt to address as many of the dimensions of poverty as 

possible.  

Rumah Zakat Yogyakarta partially addressed the social dimension of poverty. The 

peasants who participated in this programme were able to empower themselves and 

their community. According to Muhtada (in Obaidullah & Latiff, 2008: 299), 

empowerment here refers to “the user participation in services and to the self-help 

movement generally, in which groups take action on their own behalf either in 

cooperation with, or independently of, the statutory services”. In chapter two, the 

social dimension was defined as social factors that cause the perpetuation of 

poverty.  

Rumah Zakat Yogyakarta addresses the social dimension in two ways. Firstly, the 

non-poor assist in terms of mentoring and skills upliftment during the process of 

peasant empowerment. Participants in the programme are usually grouped in five 

and are assisted by a programme supervisor. According to Obaidullah & Latiff (2008: 

300), the programme supervisor mentors participants in terms of the rules of 

Shari’ah regarding poverty reduction and business. If the supervisor is not an expert 

in chicken husbandry, then an expert in chicken husbandry advises the supervisor in 

terms of practice (Obaidullah & Latiff, 2008: 30). The non-poor also assist by 

contributing to Rumah Zakah in exchange for minimal publicity on leaflets and 

brochures (Obaidullah & Latiff, 2008: 30). Secondly, the poor provide moral support 
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and financial assistance to each other wherever possible. According to Obaidullah 

and Latiff (2008: 304), Rumah Zakat Yogyakarta developed the community and 

raised a collective responsibility among participants.  

Rumah Zakat Yogyakarta aims to address both the financial and non-financial 

aspects of the economic dimension of poverty through the services it provides. It 

aims to address the financial economic dimension by providing poor beneficiaries 

with the opportunity to improve their income streams by taking advantage of 

productive loans offered by Rumah Zakat Yogyakarta. Rumah Zakat Yogyakarta 

aims to address the non-financial economic dimension by providing beneficiaries 

with channels to improve the levels of education for their children and access to 

healthcare and medical support services. In this case, Rumah Zakat Yogyakarta is 

using its available resources to achieve the best possible outreach to its 

beneficiaries. Despite its success in terms of its approach and outreach, Rumah 

Zakat Yogyakarta is still experiencing a number of shortcomings in terms of 

addressing the dimensions of poverty. 

In terms of the social dimension, the poor are still left to solve the problem of poverty 

primarily on their own. According to Obaidullah and Latiff (2008: 304), Rumah Zakat 

Yogyakarta aims mainly to address the low level of income among peasants and the 

lack of urbanisation. The reason for this is that the organisation considers peasants 

as poor without recognising their marginalisation. Because they do not view the 

marginalisation of peasants as a problem, they assist the peasants only with meeting 

their basic needs and do not directly challenge the exploitation of peasants in 

Indonesia. This is an indication not only that the social dimension is not fully 

addressed, but also that the paradigms of zakah and social transformation under the 

social dimension are not fully addressed. Based on the characteristics of the three 
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approaches of social transformation in Table 4.1, Rumah Zakah Yogyakarta 

seemingly addresses the social dimension of poverty in this case using a 

combination of conformism and reformism. A transformative approach, which 

appears to address the roots of the problem more directly, is not used in the case of 

Rumah Zakah Yogyakarta.  

Rumah Zakat Yogyakarta did not address the political dimension of poverty. 

Because Indonesia does not operate under khilafah, the Indonesian government’s 

actions did not reflect the prioritisation of poverty reduction. In chapter two, the 

political dimension of poverty was defined as a combination of factors that cause or 

perpetuate conditions of poverty. In the case of Rumah Zakat Yogyakarta, the 

government continued to pursue its own objectives of economic growth. According to 

Obaidullah and Latiff (2008: 305), Rumah Zakat did not truly empower peasants in 

that they were still subjected to the economic growth objectives of the government, 

while the root causes of their poverty remained in place. Here, empowerment refers 

to the ability of peasants to take control of their circumstances and remove 

themselves from poverty. Instead, peasants improved their welfare and levels of 

urbanisation in their communities but remained dependent on agricultural policies 

that were not in their favour.  

In terms of the financial and non-financial economic dimensions of poverty, Rumah 

Zakat Yogyakarta identified the financial problems of peasantry and aimed to 

address these, but did not see exploitation as the root of peasant problems. As a 

result, it did not directly challenge peasant exploitation. This is problematic, because 

if underlying causes of poverty are not identified and acknowledged, then 

interventions employed are less likely to address these underlying causes. 

Furthermore, non-governmental organisations cannot be expected to solve all the 
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infrastructure and support service needs of the poor. For instance, the provision of 

schools and basic healthcare should be funded mainly by the government, as non-

governmental organisations have a limited capacity to solve needs related to the 

non-financial economic dimension of poverty. Even though Rumah Zakat Yogyakarta 

assisted the poor with improving their own levels of income and encouraging the 

youth to stay and uplift rural areas, it did not truly empower the poor in terms of 

addressing peasant exploitation (Obaidullah & Latiff, 2008:304).  

Because the Indonesian government may not have envisaged an entirely holistic 

poverty-reduction approach, agricultural capital forces may act against what the poor 

really need. In the case of Indonesian peasants, the poor remain dependent on 

agriculture; yet the government imposed agricultural policies that put peasants at a 

disadvantage. Evidence of this exists at a structural level, where the government’s 

green revolution policies replaced traditional farming management with modern 

farming management, which is not always compatible with local farming conditions 

(Obaidullah & Latiff, 2008: 292). Furthermore, Indonesia had to liberalise its 

domestic food market and apply low import tariffs on agricultural commodities. The 

government also cut subsidies for Indonesian peasants and failed to address the 

problem of landlessness among Indonesian peasants. These shortcomings are the 

consequences of practical Shari’ah.   

From a theoretical Shari’ah perspective, Rumah Zakat Yogyakarta was meant to 

operate alongside other interventions aimed at the other dimensions of poverty. For 

instance, and as indicated in the lower half of Figure 4.4, an organisation such as 

Rumah Zakat Yogyakarta would serve the poor alongside other strategies such as 

waqf, the Muhajreen-Ansar intervention and other short-term safety nets. According 

to Muhtada in (Obaidullah & Latiff, 2008: 305), Rumah Zakah Yogyakarta contributed 
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to solving two peasant problems, namely a low level of income and a lack of 

urbanisation. While the programme partially addressed the financial economic 

dimension, the non-financial economic dimension and the social dimension, it did not 

fully address these dimensions or address the political dimension, because the entire 

theoretical Shari’ah framework could not be implemented.  

 

Figure 4.4.: Theoretical Shari’ah vis-à-vis the conventional approach to poverty 

reduction  

Because Rumah Zakah Yogyakarta had to operate under secular governance, only 

certain interventions were used. This means that Rumah Zakah Yogyakarta did not 

address the political dimension of poverty at all, especially because of its non-

transformative approach. The implication of this is that the economic and politic 

structure of Indonesia remained unchallenged, which also resulted in the social 

dimension being only partially addressed.  
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Despite its shortcomings, Rumah Zakat Yogyakarta did address problems 

associated with the income levels of peasants and levels of urbanisation within 

peasant communities. The programme addressed many more dimensions of poverty 

than the conventional approach to poverty reduction. It also managed to operate on 

its own, without much infrastructural and general support from the governance 

structures that exist, and operated alongside similar organisations trying to achieve 

similar poverty-reduction objectives.  

Rumah Zakat Yogyakarta is not the only example of contemporary practical Shari’ah. 

The next sub-section explores the case of the Rural Development Scheme (RDS) of 

Bangladesh.  

4.3.2. The case of the Rural Development Scheme (RDS) of 

Bangladesh 

As part of the poverty-reduction process, many conventional interventions aim to 

empower poor women through entrepreneurship. Empowering women through 

entrepreneurship is meant to address some of the various inequalities and 

disadvantages experienced by women in poor society such as intimate partner 

violence, financial dependence and minimal household decision-making. Some of 

the literature is generally supportive of the notion that women are empowered 

through entrepreneurship. For instance, studies by Kim, Watts, Hargreaves, 

Ndhlovu, Phetla, Morison & Pronyk (2007), Vonderlack and Shreiner (2002) and 

Amin, Becker and Bayes (1998) indicate that economic and social empowerment 

reduces inequalities such as intimate partner violence, financial dependence and 

minimal household decision-making.  
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One of the aims of micro-finance is to empower women through entrepreneurship so 

that they can have access to their own sustainable channels of long-term income. An 

intervention that is commonly used to provide women with this opportunity is micro-

finance. The Grameen Bank of Bangladesh and its replicas are prominently analysed 

and documented conventional market-based interventions aimed specifically at 

providing women with micro-finance for entrepreneurship for the purposes of poverty 

reduction. While micro-finance is necessary in the process of poverty reduction, it is 

not the only intervention that is required within the process of poverty reduction.  

A common alternative to micro-finance that may be considered slightly more holistic 

in terms of the process of poverty reduction are Islamic alternatives to micro-finance. 

Micro-finance models similar to the Grameen model are commonly combined with 

certain aspects of theoretical Shari’ah to form practical Shari’ah alternatives to micro-

finance.  

An example of an Islamic alternative to micro-finance is a programme facilitated by 

the Islamic Bank of Bangladesh Limited (IBBL) called the Rural Development 

Scheme (RDS). Some principles of the RDS are similar to the Grameen model from 

the perspective of group lending and participatory management. According to Ahmed 

(in Obaidullah & Latiff, 2008:213), the target group includes destitute women, 

distressed people and households that either own or hire 0, 50 acres of land. Similar 

to conventional micro-finance interventions, the RDS requires every member to save 

Tk. 10 in a savings account at any IBBL branch implementing the RDS scheme.  

What differentiates the RDS from conventional micro-finance interventions is the 

active involvement of both the IBBL and the RDS in the process of holistic poverty 

reduction. The IBBL invests in poor members of the RDS scheme through a 
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Muhajreen-Ansar intervention, namely Bai-Muajjal, Bai-Murabaha, and Hire 

Purchase under Sherkatul Melk (HPSM) or leasing. IBBL does not charge interest, 

and charges a ten per cent rate of profit instead. This rate is different from an interest 

rate, as it is once-off and constitutes ten per cent of total profit generated. Borrowers 

who repay on time receive a two-and-a-half per cent rebate. As a fee, each member 

contributes Tk. 2 to a RDS fund in addition to a fixed weekly instalment.  

The first type of Muhajreen-Ansar intervention that is employed is the Bai-Muajjal or 

Bai-Murabaha intervention. This intervention is usually employed when the buying 

and selling of goods for productive purposes take place. According to Ahmed (in 

Obaidullah & Latiff, 2008:22), the intervention operates as follows: 

The RDS establishes which goods are needed by beneficiaries of the programme for 

their productive endeavours. The RDS then appoints independent agents (not 

collection officials) to purchase these goods on behalf of the beneficiaries on credit. 

Items purchased usually include large-value items such as irrigation tools, power 

tillers or photocopy machines, and lower-value items such as fertiliser or onions. The 

purpose of RDS playing a direct role in the purchasing is to ensure that funds are 

allocated purely for productive purposes.  

The RDS will have a written agreement with the wholesaler of these goods 

specifying the cost and mark-up for the items and the repayment terms for the 

goods. The prices of these goods and the repayment terms will be recorded in the 

RDS passbook, which provides details of the relevant RDS beneficiary associated 

with the investment.  

The beneficiary of these goods is required to repay instalments on these goods at 

weekly meetings. The RDS, through its collection officials, also makes sure that 
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these beneficiaries have an appropriate level of income to service these instalments 

and finance basic consumption.  

Another option that is available for RDS beneficiaries is hire purchase or leasing. If 

the item is a large asset that can be shared, then the RDS purchases the asset and 

hires the asset out to the relevant beneficiaries at a cost. If the RDS beneficiary 

would like to retain ownership of the asset for a certain period of time, a 

predetermined rental amount must be paid.  

Another Muhajreen-Ansar intervention that is used by the RDS is the Bai-Salam 

intervention. According to Ahmed (in Obaidullah & Latiff, 2008:229), Bai-Salam is 

when the bank pays for commodities that are still to be produced. Bai-Salam as used 

by RDS is as follows: 

The RDS purchases certain commodities, at a certain price and quality, in advance 

from producers that are delivered on a predetermined date. The RDS will then sell 

these goods to the relevant wholesalers on behalf of the producers. 

If the RDS cannot purchase these commodities, it will then link a relevant wholesaler 

to a producer so that such a transaction can be facilitated between the two parties.  

The RDS has not only enjoyed growth across Bangladesh, it has also assisted with 

the development of women entrepreneurs with the specific aim of poverty reduction. 

According to Ahmed (in Obaidullah & Latiff, 2008:213), data from 2006 suggests that 

96 per cent of borrowers were women. Furthermore, the RDS enjoyed a 99 per cent 

recovery rate and had expanded to 118 branches across 8057 villages. Because the 

RDS employed certain Muhajreen-Ansar interventions, the use of loans for 
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entrepreneurship was more closely monitored, and this is one of the things that 

differentiate the RDS from seemingly similar conventional interventions.  

When compared to the conventional approach to poverty reduction, practical 

Shari’ah in this case is directly involved in addressing the financial economic 

dimension. The RDS ensures that the loans are used purely for productive purposes 

and does so by clearly and indirectly administering loan disbursements. While this in 

line with theoretical Shari’ah, financial assistance for consumption purposes is 

absent.   

In terms of theoretical Shari’ah, two sections of government authorities exist to assist 

in addressing the financial economic dimension. The first authority would provide 

anyone classified and proved to be poor with short-term financial assistance to be 

used for basic living expenses. The Nisab amount (as discussed in chapter three), 

would assist authorities in quantifying this kind of financial assistance per person. 

The second authority would provide loans specifically for productive purposes. In 

terms of practical Shari’ah, the first institution usually does not exist. Even though 

there is no authority that provides short-term financial assistance in this case, the 

RDS continues to strictly monitor and ensure that loans are used productively – i.e. 

only the second authority exists here, and in the form of a non-governmental 

organisation. In both of the Muhajreen-Ansar interventions employed namely, Bai-

Muajjal and Bai-Salam, the RDS directly ensures that beneficiaries make use of the 

funds for productive purposes. Under Bai-Salam, the RDS serves as the link 

between wholesalers and RDS beneficiary-producers.   

The RDS also addresses the non-financial economic dimension. The study by Uddin 

(2008) reports extensively on the improvement of the lives of the poor not only in 
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terms of their income levels but also in terms of their access to food, education, 

drinking water, clothing, medical facilities and sanitation. While the RDS programme 

has benefited its poor beneficiaries in terms of how it addresses the financial and 

non-financial economic dimensions, the social and political dimensions and the 

interrelationships between these dimensions and the economic are only partially 

addressed. 

The RDS does not fully address the political and social dimensions of poverty. In 

terms of the social dimension of poverty, the beneficiaries of the RDS are expected 

to solve the problem of poverty on their own with the help of the non-poor through 

RDS. In terms of the political dimension, the RDS assists with providing additional 

support to the poor while the government of Bangladesh continues to contribute 

minimally to the process of poverty reduction. Like many other governments, the 

Bangladeshi government shifts most of the responsibility of poverty reduction onto 

the poor themselves. According to Uddin (2008:62), the Fifth Five-Year Plan (FFYP) 

of the Bangladeshi government included poverty alleviation as one of its major 

objectives and aimed to target all of its objectives through accelerated economic 

growth. The Bangladeshi government envisaged that an improvement in the general 

standards of living of poor Bangladeshis would occur if their levels of income 

increased and if their basic needs were adequately addressed.  

However, evidence of the government’s efforts in this regard has yet to be realised 

by the poor. According to the study by Uddin (2008) and Collins et al. (2009), the 

poor predominantly address the financial economic and non-financial economic 

dimensions of poverty on their own through market-based interventions such as the 

RDS and the Grameen Bank, and not through any assistance provided by their 

government. As a result of microloans and other non-government finance, the poor 
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often improve infrastructure and support services that should be provided by their 

government in the first place. Furthermore, the government of Bangladesh has used 

mainly micro-finance and aid-based programmes to target the poor. Infrastructure 

improvements in regions that accommodate the poor remain under-developed, and 

there are no clear improvement plans in place. Mujeri (2002:44) argues that despite 

the labour-based rural infrastructure programmes initiated by the government of 

Bangladesh, “the scale of operations of the programmes, both in terms of resource 

allocation and coverage of the target population, is rather small compared to the 

extent of the problem that exists in rural Bangladesh”. Irrespective of this, the 

government of Bangladesh continues to develop its aviation industry to cater for 

growing tourism and private sector business 

(http://www.nationsencyclopedia.com/economies/Asia-and-the-Pacific/Bangladesh-

INFRASTRUCTURE-POWER-AND-COMMUNICATIONS.html).  

Even though the RDS does provide an alternative framework for addressing poverty 

reduction more holistically, its operation under secular governance does not allow it 

to operate at its full potential in terms of poverty reduction. In terms of the political 

dimension, the political and economic system of Bangladesh still adheres to 

secularism, which leaves little room for the RDS to operate under theoretical 

Shari’ah. Because the RDS operates under practical Shari’ah, it provides a 

piecemeal solution to poverty reduction by also selectively applying certain 

interventions and excluding interventions such as khilafah. By applying only certain 

interventions, dimensions such as the social and political dimensions and their 

interrelationships with other dimensions are neglected. This is problematic, because 

holistic poverty reduction cannot be achieved unless these dimensions and their 

interrelationships are addressed. By operating under secular governance, the 
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political and social dimensions and their interrelations with other dimensions are 

hampered by individual and collective behaviour that is not conducive to poverty 

reduction. The reason for this is that there is a mismatch between the moral 

consensus and the collective enforcement of poverty-reduction strategies. This is 

problematic, because poverty is then viewed as part of the problem and not the 

problem itself, which has implications for the amount of attention it really receives. 

Neither the RDS nor Rumah Zakat Yogyakarta is able to truly achieve holistic 

poverty reduction because of the nature of the environments within which they 

operate. In both cases, practical Shari’ah could not address all the dimensions of 

poverty fully. Even though practical Shari’ah has reduced poverty to an extent in 

regions of Indonesia and Bangladesh, certain crucial dimensions of poverty and 

interrelationships between certain dimensions remained partially addressed and 

even unaddressed at times. The next section argues that practical Shari’ah cannot 

truly achieve multi-dimensional poverty reduction, because it is treated as a second-

best option. The section further argues that practical Shari’ah cannot operate as a 

second-best option if the aim of applying such an intervention is holistic poverty 

reduction.  

4.4. The importance of theoretical Shari’ah in a secular system 

Throughout this chapter theoretical Shari’ah, practical Shari’ah and the conventional 

approach were compared and contrasted. In the previous section, it was established 

that practical Shari’ah addresses more of the dimensions of poverty and 

interrelationships between some dimensions than the conventional approach. These 

successes could be attributed to the elements of theoretical Shari’ah present within 

practical Shari’ah. Despite its success, practical Shari’ah still fails to address all of 
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the dimensions and all of the interrelationships that are necessary to achieve holistic 

poverty reduction. Because of this, there are lessons to learn about the application of 

theoretical Shari’ah to poverty reduction under secular conditions. The aim of this 

section is to identify important lessons from theoretical Shari’ah that could provide a 

more detailed framework for addressing the various dimensions of poverty and their 

interrelationships successfully, even under secular conditions.   

Conventional strategies and even some strategies under practical Shari’ah still 

promote a philosophy of economic individualism, which adversely affects the process 

of holistic poverty reduction. Here, economic individualism refers to the notion that 

“anyone can make it if they work hard enough in the market place” (Isserles, 

2003:42). This is because conventional strategies and strategies under practical 

Shari’ah are market-focused and “encourage the entrepreneurial spirit of advanced 

capitalism” through mainly self-initiative (Isserles, 2003:41).  

However, the belief that self-reliance and self-initiative alone can reduce poverty is 

only partly true. The studies by Collins et al. (2009) and Isserles (2003:44) show that 

the poor are already quite self-reliant and self-initiated. Many poor men have their 

own small businesses and some even earn a seasonal wage in addition. Many poor 

women engage in industrious small business activities from home. At times, a 

portion of the poor finance their own infrastructure improvement, and, in many cases, 

micro-finance assists the poor with managing their financial lives. While the poor 

seem to get by through self-reliance, there are problems related to poverty that self-

reliance cannot solve. For instance, the high levels of political corruption, police 

brutality towards the poor, under-developed infrastructure and growing financial 

disparities between the rich and the self-reliant poor are all indications that 

something more is needed. 
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The first lesson that can be learnt from theoretical Shari’ah is that the right poverty-

reduction strategies need to be accompanied by the right kind of governance and 

moral framework. Under theoretical Shari’ah, khilafah and akhlaq coexist so as to 

address the economic, political and social dimensions of poverty and their 

interrelationships with each other and other dimensions. Khilafah and akhlaq is 

essential to ensure that a culture conducive to poverty reduction is more formally 

established. It is important for poverty-reduction approaches in general to address 

conditions of poverty among the poor, and also perceptions and attitudes toward the 

poor and poverty by the non-poor. The right kind of governance is crucial in the 

process of poverty reduction, because true development entails “expanding the real 

freedoms that people enjoy” (Sen in Karnani, 2007:39). Karnani (2007:39) argues 

that governments in all developing countries claim to accept responsibility for these 

functions, but have failed to uplift the poor in terms of their social, cultural and 

political freedoms. This is an indication that governance needs to be accompanied 

by a moral framework that holds the relevant government structures accountable – 

i.e. “giving the poor a voice is a central aspect of the development process” (Karnani, 

2007:39). 

Conventional poverty-reduction strategies and even some strategies of practical 

Shari’ah are aimed mainly at the economic dimensions of poverty. While this may 

improve the quality of life among some poor to an extent, the poor cannot be 

responsible for upgrading infrastructure that they are not responsible for. Indeed, 

Friedman (in Karnani, 2007:40) has argued that the state must provide certain 

services such as education for the sake of intergenerational equity.  

The second lesson that can be learnt from theoretical Shari’ah is that all 

interventions that form part of a holistic poverty-reduction process should be unified 
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and consistent with each other and with the dimensions of poverty and their 

interrelationships. Interventions cannot be applied to isolated dimensions or to a 

select few dimensions while the effects of other dimensions and the 

interrelationships of all dimensions are ignored. For instance, there needs to be 

considerable weight given to providing basic services that improve the productivity 

and employability of the poor, and that are accompanied by governance and a social 

culture aimed at giving the poor a voice.  

The third lesson that can be learnt from theoretical Shari’ah is that a religiously 

based system for poverty reduction can be based on scientific rationality. In the past, 

scholars such as Marx, Voltaire and Weber “believed that a modern rational age of 

scientific enlightenment would replace religion as the basis for understanding and 

running the world” (Fox, 2006:539). However, this study has shown that there is 

potential for a religiously based system of poverty reduction to provide an alternative 

framework and a different way of thinking about poverty and poverty reduction. This 

is important, as the study by Fox (2006) has also shown that the separation of 

religion from state is no longer a feature of modern democracies. Instead, some 

countries align themselves to a certain religious agenda, which seems to influence 

economic, political and social domains within these countries. In addition to the 

increased importance of religion, the exponential growth of the Islamic finance sector 

in general may also indicate that support for religiously based systems within the 

realms of commercial finance and poverty reduction may increase in the years to 

come.  

A religious system may even work better, as, in the case of theoretical Shari’ah, it 

could provide a framework of principles that has the ability to provide a more 

consistent approach to poverty reduction. An approach that is consistently applied 
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minimises the harmful consequences that arise as a result of inconsistently applied 

interventions.  

4.5. Conclusion 

Chapter four argued that practical Shari’ah and theoretical Shari’ah are operationally 

different, and that this has implications for the use of each form in the process of 

poverty reduction. The first section in the chapter began by claiming that there are 

notable discrepancies between theoretical Shari’ah and practical Shari’ah in terms of 

their approaches to poverty reduction – namely, secular governance and the 

selective use of interventions under practical Shari’ah.  

The second section illustrated that even though practical Shari’ah differed from 

theoretical Shari’ah, it still addressed more of the dimensions of poverty and their 

interrelationships than the conventional approach to poverty. The cases of Rumah 

Zakat Yogyakarta in Indonesia and the RDS of Bangladesh were used to prove this. 

The second-last section of the chapter maintained that despite the success of 

practical Shari’ah relative to the conventional approach, practical Shari’ah still fails to 

address all of the dimensions of poverty. Nonetheless, this section identified three 

important lessons from theoretical Shari’ah that could be used to inform a more 

detailed framework for addressing the various dimensions of poverty and their 

interrelationships successfully, even under secular conditions.  

 

  



Page 116 of 147 
 

Chapter Five 

Conclusions and Recommendations  

5.1. Introduction 

Since poverty is a multi-dimensional problem, it requires a multi-dimensional solution 

that addresses both the dimensions of poverty and the interrelationships between 

these dimensions. In the past, poverty was regarded mainly as an income or 

consumption deficiency. However, in more recent times, scholars have broadened 

their definitions of poverty, and have moved towards definitions that encompass the 

financial and non-financial deficiencies experienced by the poor.  

This study highlighted diverse theoretical approaches to poverty reduction such as 

Sen’s capability, support-led and growth-mediated approaches. The capability 

approach emphasises an alternative measurement of poverty in the form of the 

Human Development Index (HDI). In response to the HDI, other more holistic 

measures of multi-dimensional poverty, such as the multi-dimensional poverty index 

(MPI), were introduced. The growth-mediated approach emphasises the importance 

of improved income through job creation in reducing poverty, while the support-led 

approach emphasises the importance of employment, together with promotional and 

protective measures to improve the general well-being and standards of living for the 

poor. All three approaches are applied to a certain degree in select poor regions 

globally.  

Despite these newly diverse theoretical views, practical approaches to poverty 

reduction remain either uni-dimensional in focus, i.e. remain concentrated on the 

financial dimension of poverty, or partially address some of the dimensions of 
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poverty. There is little intervention that addresses all of the dimensions of poverty 

and the interrelationships between these dimensions.  

Thus, the aim of this study was to contribute to the scholarly discussions around 

alternative and more multi-dimensional approaches to poverty reduction. The aim of 

this study was to explore a theoretical approach to poverty reduction that focuses not 

only on addressing the various dimensions of poverty, but also on addressing the 

interrelationships between these dimensions.  

In addition to identifying a more multi-dimensional framework for poverty reduction, 

this study sought to specifically explore the theoretical framework of poverty 

reduction according to theoretical Shari’ah. In recent decades, Islamic economics, 

finance and banking are areas that have experienced increased popularity both 

theoretically and practically, mainly because of the alternative approaches to 

economics, finance and banking. Islamic micro-finance as a tool for poverty 

reduction has also received an increasing amount of scholarly attention. Despite the 

increase in theoretical consideration and practical application within this realm, 

Western scholars have criticised the levels of rationality used by Islamic scholars to 

justify the use of Islamic economics, finance and banking principles. Furthermore, 

many of the studies and application in the areas of Islamic economics, finance and 

banking were in response to the demand for more religiously conscious commercial 

substitutes, which has implications for understanding the original requirements of 

operation within these areas.   

For this reason, the aim of this study was not only to develop a theoretical framework 

of poverty reduction for addressing the various dimensions of poverty and their 

interrelationships successfully, but also to examine this framework under its original 
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conditions and how it could possibly be applied under secular conditions. The rest of 

the chapter is structured as follows: section 5.2 provides the reader with a brief 

overview of each chapter, section 5.3 identifies the main conclusions of the study, 

section 5.4 offers specific recommendations in light of the study and the final section 

outlines areas for future research.  

5.2 Overview 

Chapter two argued that uni-dimensional approaches to poverty reduction are 

incapable of addressing poverty holistically and systematically. The first section 

highlighted the inadequacies of prominent uni-dimensional approaches to poverty 

reduction. It was argued that state approaches to poverty reduction, market-based 

approaches and self-help approaches are incapable of addressing poverty 

holistically or systematically, because these three uni-dimensional approaches focus 

mainly on financial poverty. If an approach is persistently uni-dimensional in focus, 

then multi-dimensional poverty will persist.  

The next section provided a critical overview of an ideal multi-dimensional poverty-

reduction approach. The section argued that an ideal multi-dimensional poverty 

reduction should comprise a theoretical framework that describes not only the 

dimensions of poverty and their interrelationships, but also a systematic method to 

address the dimensions of poverty and their interrelationships. This section went on 

to define the three main dimensions and two sub-dimensions of poverty and their 

interrelationships.  

The second-last section of this chapter argued that the Kerala model, a support-led 

approach, recognises a wider range of dimensions. Even though the support-led 

approach is unique in that it recognises the other dimensions of poverty, its approach 
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to addressing poverty is still predominantly uni-dimensional – i.e. it addresses mainly 

the non-financial economic dimension of poverty. In light of what chapter two argued, 

and in order to discover a truly multi-dimensional approach to poverty reduction, it is 

necessary to reflect on and adapt current interventions by not only looking at the 

shortcomings of current interventions, but also by looking toward an alternative 

poverty-reduction approach that may be more multi-dimensional.  

Chapter three argued that the Shari’ah approach to poverty reduction theoretically 

recognises the importance of all of the dimensions of poverty and their 

interrelationships. Because the Shari’ah approach recognises the importance of 

addressing all of the dimensions of poverty and their interrelationships, this approach 

recommends systematic interventions that collectively approach poverty more multi-

dimensionally by addressing all of the dimensions of poverty and their 

interrelationships.  

The first section argued that even though Shari’ah is commonly identified with as a 

religiously motivated commercial banking and finance substitute, the use of Shari’ah 

cannot be limited to banking and finance. Thus, this section related Shari’ah to 

poverty reduction more explicitly by identifying the framework that underpins this 

approach in terms of the various interventions used. The next section described how 

these interventions were used to address the dimensions of poverty and their 

interrelationships. The section did this by continuously comparing this approach and 

the conventional approach to poverty reduction.  

The first sub-section argued that interventions such as zakah, waqf and qard hasan 

address the financial economic dimension individually, collectively and the 

interrelationships between the financial economic dimension and the various other 
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dimensions. Zakah acts as a source of short-term income for poor beneficiaries and 

also as a means to upgrade assets, acquire individual skills and livelihood prospects. 

Qard hasan is usually used as start-up capital to fund small businesses, which are 

usually supported by waqf, which refers to holding certain physical assets and 

preserving these assets so that the benefits flow to a specified group of beneficiaries 

or community. If used collectively, then zakah is meant to provide the poor with a 

short-term income, qard hasan is meant to provide start-up capital for small 

businesses and waqf is meant to provide the necessary infrastructure to support 

zakah and qard hasanah beneficiaries. The interrelationships between the various 

dimensions of poverty are addressed as follows: 

These interventions address the interrelationship between the financial and non-

financial economic dimensions by enhancing the quality of the labour force through 

micro-enterprise development and improving the infrastructure and support services 

needed for these micro-enterprises to succeed. These micro-enterprises are 

included in the formal market, which allows them access to greater legal protection 

and business freedoms.  

These interventions address the interrelationship between the financial economic 

dimension and the social dimension, as the strength and size of zakah pools and 

waqf facilities depend on the commitment of the wealthy. If the wealthy are 

committed to these interventions then not only will these interventions strengthen in 

size, but wealthier members of society will also engage in active educational and 

business partnerships which will further reduce poverty that arises as a result of 

interrelations between the financial economic dimension and the social dimension.  
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These interventions address the interrelationship between the financial economic 

dimension and the political dimension in the sense that an ethical blueprint ensures 

the existence and proper implementation of Shari’ah strategies by the relevant 

governance structures.  

The second sub-section argues that zakah, waqf and the Muhajreen-Ansar 

strategies can address the non-financial economic dimension and the 

interrelationships between the non-financial economic dimension and the social 

dimension. Zakah and waqf aim to address the non-financial economic dimension by 

mobilising funds to upgrade skills, infrastructure and support services. Muhajreen-

Ansar strategies could be employed in one of two instances: i) when a person or 

group of people are still reliant on zakah and waqf or ii) when a person or group of 

people are no longer reliant on zakah and waqf. Muhajreen-Ansar interventions are 

meant to assist the poor with moving from i to ii. These interventions are also meant 

to assist with the expansion of micro-enterprises through the business partnerships 

that are created through these interventions.  

Together, zakah, waqf and the Muhajreen-Ansar interventions are meant to address 

the interrelationship between the non-financial economic dimension and the social 

dimension by fostering greater levels of commitment by the rich through waqf and by 

integrating the poor into the mainstream economy through Muhajreen-Ansar 

interventions.  

The third sub-section argues that all strategies mentioned in the preceding sub-

sections are meant to address the social dimension of poverty and the interaction 

between the social dimension and other dimensions of poverty. This is argued as 

these strategies involve the rich in the process of poverty reduction, equip the poor 



Page 122 of 147 
 

to escape poverty and promote an understanding of how poverty affects the rich and 

the poor. This sub-section also argues that the interrelationships between the social 

dimension and other dimensions of poverty are all addressed in the same way – i.e. 

by compelling society to solve the problem of poverty collectively.  

The fourth sub-section argues that strategies such as akhlaq and khilafah are meant 

to address the political dimension of poverty and the interaction between the political 

dimension of poverty and other dimensions of poverty. Akhlaq and khilafah address 

the political dimension in that they ensure a certain kind of individual and collective 

behaviour conducive toward poverty reduction. The link between akhlaq and khilafah 

reflects the link between the social and the political dimension, which emphasises 

the socio-political nature of poverty.  

Chapter four argued that practical Shari’ah and theoretical Shari’ah are operationally 

different, which has implications for the use of each form in the process of poverty 

reduction. The first section in the chapter began by claiming that there are notable 

discrepancies between theoretical Shari’ah and practical Shari’ah in terms of their 

approaches to poverty reduction, namely secular governance and the selective use 

of interventions under practical Shari’ah.  

The second section illustrated that even though practical Shari’ah differed from 

theoretical Shari’ah, it still addressed more of the dimensions of poverty and their 

interrelationships than the conventional approach to poverty. The cases of Rumah 

Zakat Yogyakarta in Indonesia and the Rural Development Scheme (RDS) of 

Bangladesh were used to prove this. The second-last section of the chapter 

maintained that despite the success of practical Shari’ah relative to the conventional 

approach, practical Shari’ah still fails to address all of the dimensions of poverty. 



Page 123 of 147 
 

Nonetheless, this section identified three important lessons from theoretical Shari’ah 

that could be used to inform a more detailed framework for addressing the various 

dimensions of poverty and their interrelationships successfully, even under secular 

conditions.  

5.3 Conclusions  

Based on the findings of each chapter, this section aims to identify the main 

conclusions of the study that will inform the recommendations.  

Firstly, there is a need for a multi-dimensional and systematic approach to poverty 

reduction. After evaluating various uni-dimensional approaches to poverty reduction 

in chapter two, it would appear that uni-dimensional approaches are incapable of 

addressing poverty holistically or systemically. This emphasises the need for a more 

holistic and systemic approach to poverty reduction. 

Secondly, theoretical Shari’ah could assist with offering a holistic and systemic 

theoretical framework for approaching multi-dimensional poverty reduction. This is 

because the theoretical Shari’ah approach to poverty reduction uses interventions 

that address each of the dimensions of poverty and the interrelationships between 

these dimensions. The interventions themselves are interlinked, which makes it 

easier to address the dimensions of poverty and their interrelationships. There is 

evidence to suggest that this approach is partially taken in some instances in the 

form of practical Shari’ah.  

The third conclusion that can be drawn from this study is that practical Shari’ah is 

relatively more successful than the conventional approach at addressing more of the 

dimensions of poverty and some of the interrelationships between these dimensions. 

Therefore, there is much to learn from practical Shari’ah in terms of how to address 



Page 124 of 147 
 

the various dimensions of poverty and the interrelationships between these 

dimensions. Even though practical Shari’ah is more successful in addressing multi-

dimensional poverty relative to the conventional approach to poverty reduction, there 

are certain key dimensions and interrelationships that remain unaddressed.  

The fourth conclusion is that theoretical Shari’ah is more suited to informing a holistic 

and systemic poverty-reduction approach even under secular conditions. Theoretical 

Shari’ah is more suited to informing a holistic and systemic poverty-reduction 

approach than practical Shari’ah because it addresses the dimensions of poverty 

and the interrelationships between the dimensions in their entirety. Practical Shari’ah 

can be improved upon by meeting more of the requirements of theoretical Shari’ah 

and these improvements could result in more of the dimensions of poverty and the 

interrelationships between the dimensions of poverty being addressed.  

5.4. Recommendations  

This section aims to make recommendations based on the conclusions presented in 

the previous section.  

Firstly, governments need to address the multi-dimensional nature of poverty by 

incorporating the various dimensions of poverty and the interrelationships between 

these dimensions into their approaches to poverty. Entities that aim to reduce 

poverty should also pool their efforts in order to address different, yet interlinked 

dimensions of poverty. For instance, instead of governments providing financial 

grants to the poor, they should also equip the poor with the right kinds of training and 

the adequate finance through micro-financiers to move away from financial grant 

dependence. They should also prioritise in terms of infrastructure and support 

services development. They should look towards models such as theoretical 
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Shari’ah for a clearer idea of how to pool their efforts from an interventions 

perspective.  

Secondly, governments need to incentivise the non-poor in order to include the poor 

economically, socially, politically and financially. From a financial perspective, this 

can be done by encouraging the formation of business partnerships with the poor. 

From an economics perspective, this can be done by including the entrepreneurial 

ventures of the poor in the formal market. From a social perspective, the non-poor 

should also be made aware that poverty affects not only the poor: poverty has many 

spill-over effects onto the non-poor, and these spill-over effects can be mitigated if 

the non-poor engage in the overall inclusion of the poor. From a political perspective, 

a culture of poverty reduction in the form of collectivity needs to be enforced as part 

of the ethical framework of a country. Leaders should be displaying such a 

framework by example and should incentivise the public to engage actively by 

including the poor economically and continuously reflecting on their involvement in 

the process of poverty reduction. The poor cannot remove themselves from poverty 

on their own, as poverty is a phenomenon that exists because there are deficiencies 

in a society and not in a specific group of people. Because poverty affects everyone 

i.e. the poor and the non-poor, it needs to be addressed, in some way, by everyone. 

Thirdly, poverty reduction systems in general need to be internally consistent and 

part of a systemic approach to poverty so as to ensure that the full benefits of such 

an approach could be realised. In the uni-dimensional cases explored in chapter two 

and in the practical Shari’ah cases explored in chapter four, it was clear that 

disparate interventions addressed very few dimensions and in some cases even 

undermine each other. This is an indication that in order for a poverty-reduction 

approach to address multi-dimensional poverty fully, it needs to contain a set of 
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systemic interventions that address the various dimensions of poverty and their 

interrelationships.   

5.5 Areas for future research 

Since the theoretical Shari’ah approach to poverty reduction remains relatively 

underexplored, this section provides areas for future research within theoretical 

Shari’ah. 

Theoretical Shari’ah is more suited to informing a holistic and systemic poverty-

reduction approach even under secular conditions, so it would be important to 

examine the implications of the contrast between theoretical Shari’ah in terms of 

economic policy, governance and legislation and secular economic policy, 

governance and legislation. If theoretical Shari’ah were to be implemented under 

secular conditions, then how would the polarity of theoretical Shari’ah and secularity 

be accommodated for economically, politically, socially and legally? 

Theoretical Shari’ah places an emphasis on creating a culture of poverty reduction 

which will have social implications under secular conditions. What are the social 

implications of creating a culture of poverty under secular conditions and how could 

an ethical framework be enforced in a country among governance structures and 

within society under secular conditions? How can such an ethical framework be 

implemented, maintained and monitored under secular conditions?  

Theoretical Shari’ah values the independence of the governance structures but 

simultaneously values the ability of society to hold these structures accountable for 

non-delivery. However, this needs to be executed with minimal economic disruption. 

Will this change under secular governance? How can contemporary governance 

structures be held accountable for non-delivery with minimal economic disruption? 
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There is still much to be explored with regard to theoretical Shari’ah, and these areas 

for future research will assist not only with expanding the knowledge of theoretical 

Shari’ah, but also with identifying other areas for future research.  
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