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Islamic
macroeconomics is a branch of economics that studies the behavior
and
performance of an economy from an Islamic perspective. It aims to
achieve the objectives of Shariah, which are to promote justice,
equity, welfare, and human dignity in the society. Islamic
macroeconomics also seeks to balance the material and spiritual
aspects of human life, as well as to preserve the environment and
natural resources for the future generations.



  
This
book is a comprehensive and insightful introduction to the
principles
and applications of Islamic macroeconomics. It covers various
topics
such as consumption, saving, investment, money, goods market, money
market, fiscal policy, monetary policy, exchange rate, inflation,
unemployment, balance of payments, and economic growth. It also
discusses the challenges and opportunities of implementing Islamic
macroeconomic policies in the context of sustainable development
and
agro-industry.



  
The
book is intended for students, researchers, practitioners, and
policymakers who are interested in learning more about the Islamic
approach to macroeconomics. It provides a clear and concise
explanation of the theoretical foundations and empirical evidence
of
Islamic macroeconomics, as well as the practical implications and
recommendations for policy making. The book also offers a critical
and constructive analysis of the strengths and weaknesses of
Islamic
macroeconomics, as well as the areas for further research and
development.



  
I
hope that this book will enrich the knowledge and understanding of
the readers about the Islamic perspective on macroeconomics, and
inspire them to contribute to the advancement of this field. I also
hope that this book will serve as a useful reference and guide for
those who are involved in the promotion and implementation of
Islamic
macroeconomic policies for the benefit of the society and the
environment.
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FUNDAMENTALS
  OF MACROECONOMICS IN AN ISLAMIC PERSPECTIVE




 






  

    

      
Basic
Concepts of Islamic Macroeconomics
    
  




  
Based
  on the principles and values found in the religion of Islam, the
  Islamic macroeconomic concept consists of principles such as
  justice,
  balance, and social welfare. One of the main concepts in Islamic
  macroeconomics is Sahih ownership (Haq), which according to
  Islamic
  economics should be in accordance with the principles of justice
  and
  the rights of society and individuals (Furqani et al., 2020).
  Oppression or exploitation should not be the basis of ownership.
  Second, the organic economy; Islamic economics encourages
  religiosity
  and sustainability. In the Islamic economic system, practices
  that
  harm the environment are avoided. These include banning usury,
  also
  known as interest, encouraging productive work, and prohibiting
  excessive speculation. Third, fair distribution of income; In
  Islamic
  economics, justice is a major pillar in income sharing. Zakat,
  which
  is a compulsory donation to the poor, and infaq, which is a
  voluntary
  donation, are methods used in this system to encourage the
  redistribution of wealth. Fourth is economic stability. Islamic
  principles prohibit riba (interest), gharar (excessive
  uncertainty),
  and maysir (gambling). It is hoped that this principle will help
  reduce economic instability and possible crises. Fifth is
  business
  ethics and sustainability; Islamic economics emphasizes the
  importance of good business ethics, transparency, and
  sustainability
  in managing natural and human resources. Prohibiting fraud,
  market
  manipulation, and labor exploitation is one of these principles.
  Sixth, social justice is accepted; Islamic economic concepts also
  emphasize social justice. Redistribution of wealth, empowerment
  of
  the poor, social protection, and care for vulnerable communities
  are
  all part of this effort.  In reality, many Muslim-majority
  countries
  have incorporated some principles of Islamic economics into their
  economic policies. These include the establishment of Islamic
  banking, Islamic financial institutions, and Islamic stock market
  indices. However, keep in mind that there are differences of
  opinion
  between academics and practitioners on how these concepts can be
  applied. These opinions can vary depending on different cultural,
  social, and economic situations.




  
The
  Islamic economic system is built around Islamic values such as
  justice, tawhid, and balance (Khan, 2018). The field of science
  known
  as Islamic macroeconomics studies economic behavior throughout
  the
  Islamic economic system. Some of the basic concepts of
  macroeconomics
  consist of the Qur'an and the Sunnah, which serve as the main
  sources
  of Islamic economics and are derived from the word of Allah
  Almighty
  and the words of the Prophet of Allah. According to the Qur'an
  and
  the Sunnah, the goal of Islamic economics is to bring about
  economic
  justice and balance. Second is economic justice, which means that
  everyone has an equal opportunity to enjoy prosperity. Third is
  economic equilibrium, which means that growth, stability, and
  economic equity are balanced.



 






  

    

      
Differences
between Islamic Macroeconomics and Conventional Macroeconomics
    
  




  
The
  prohibition of usury is one of the main differences between
  Islamic
  and conventional macroeconomics. Usury is the vanity of extra
  property. This distinguishes conventional macroeconomics from
  Islamic
  macroeconomics because there is no prohibition for usury
  (Abasimel,
  2023). Usury is considered one of the most important economic
  tools.
  Zakat is obligatory in Islamic macroeconomics. Zakat, one of the
  pillars of Islam, should be performed by every qualified Muslim.
  Zakat is an important tool in the Islamic economic system to
  achieve
  economic equality.  Unlike Islamic macroeconomics, conventional
  macroeconomics does not have zakat obligations because zakat only
  exists in Islamic macroeconomics. In terms of the principle of
  ownership, conventional macroeconomics emphasizes individual
  ownership of property, while Islamic macroeconomics emphasizes
  collective ownership of property.




  
There
  is no formal obligation to give away some of the wealth through
  zakat
  in conventional macroeconomics. Islamic and conventional
  macroeconomic principles differ in the way they view riba and
  zakat.
  While Islamic macroeconomics focuses on fairness, sustainability,
  and
  risk spread, conventional macroeconomics emphasizes profitability
  and
  the use of conventional financial practices such as interest and
  derivatives (Hassan et al., 2022). However, it is important to
  remember that the application and practice of these two systems
  may
  vary across countries and situations. Islamic macroeconomics is
  not
  just riba and zakat; it also includes other matters such as
  fairness
  in business, environmental sustainability, prevention of
  excessive
  speculation, and protection against actions deemed unethical by
  Islamic law.



 






  

    

      
Islamic
Macro Economy Fiqh with Riba and Zakat
    
  




  
In
  Islamic macroeconomic fiqh, the principles and rules found in
  Islam
  are used to govern the economic components of society. The laws
  of
  riba and zakat are the two main components of Islamic economic
  fiqh;
  both are economic acts forbidden by Islam (Visser, 2019). In
  conventional macroeconomics, interest is an important part of the
  financial system, and there are no restrictions on its practice.
  In
  the Islamic perspective, riba is considered a great sin and is
  forbidden in financial activities. Since the party lending the
  money
  can benefit without taking comparable risks, this practice is
  considered detrimental and injustice. Riba is the supplemental
  intake
  of tree property in vanity. Usury is the vanity of extra
  property.
  There are several types of usury: usury fadhl, which occurs due
  to
  differences in the quality of goods exchanged; riba qardh, which
  occurs due to an addition provided by the borrower to the lender;
  and
  riba jahiliyyah, which occurs because of the extras given by
  borrowers to lenders. Unlike conventional macroeconomic
  definitions,
  riba in Islamic macroeconomics includes all additional forms
  taken
  from principal property in a vanity manner, such as interest
  (Ulama’i
  et al., 2022).




  
In
  Islamic macroeconomics, zakat is a unique concept that refers to
  the
  obligation of Muslims to give some of their wealth to
  disadvantaged
  people. Zakat is a social fundraising tool meant to reduce
  economic
  disparities, alleviate poverty, and help disadvantaged
  communities.
  Zakat is not considered a pressure on the economy as a whole;
  Contributions made to beneficiaries (Alfiani & Akbar, 2020).
  There is no formal obligation to give away some of the wealth
  through
  zakat in conventional macroeconomics. Zakat is one of the pillars
  of
  Islam that should be practiced by everyone who is qualified to do
  so.
  In the Islamic economic system, Zakat is an important tool to
  achieve
  economic equality. The function of zakat in Islamic
  macroeconomics is
  broader than that of conventional approaches. Zakat helps
  economic
  equality and overcoming poverty in Islamic macroeconomics.
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THE
  FUNCTION OF MACRO CONSUMPTION IN AN ISLAMIC PERSPECTIVE




 







  
Consumption
  is one of the important economic activities in the economy.
  Consumption can be interpreted as the activity of using goods and
  services to meet the needs of life. Consumption can be done by
  individuals, families, companies, or governments. The macro
  consumption function is one of the key concepts in economics that
  describes how individuals and households allocate a portion of
  their
  income for consumption purposes, such as goods and services (Cao
  et
  al., 2019).




  
This
  concept is not only important in the economic context, but also
  has a
  significant impact on economic growth, stability, and government
  policies. Macro consumption plays a central role in driving a
  country's economic growth. High levels of consumption can fuel
  strong
  demand for goods and services, encourage production and
  investment,
  and create jobs. On the other hand, changes in consumption
  patterns
  can also reflect changes in economic conditions, such as changes
  in
  income, inflation rates, and consumer expectations (Meyer et al.,
  2022).  





  
In
  the Islamic perspective, consumption has several characteristics
  that
  differ from consumption in the general perspective. First,
  consumption in Islam must be oriented towards maximum maslahah.
  Maslahah is a condition that provides benefits and goodness for
  humans. Maslahah-oriented consumption means consumption carried
  out
  to meet the needs of life that are important and beneficial to
  humans. Secondly, consumption in Islam must be done responsibly.
  Responsible consumption means consumption that is carried out by
  taking into account economic, social, and environmental aspects.
  Responsible consumption can avoid waste, injustice, and
  environmental
  damage. Third, consumption in Islam should be based on the
  principles
  of sharia (Hasibuan et al., 2023).  





  
The
  macro-consumption function in Islam has an important role in
  maintaining economic balance, social justice, and the welfare of
  Muslims. The concept of economics in Islam is based on the
  principles
  of sharia which includes financial, social, and moral aspects.
  One
  important component in Islamic economics is the macro-consumption
  function, which addresses how individuals and societies
  collectively
  manage their consumption (Aravik et al., 2022). The function of
  macro-consumption in Islam is not only concerned with basic
  concepts
  such as basic needs and individual prosperity, but also concerns
  ethics-aspects of consumption, resource management, and wealth
  distribution. In the Islamic view, consumption is not an end goal
  in
  life, but rather a means to achieve higher goals such as worship,
  social justice, and sustainable economic growth.



 






  

    

      
Factors
Influencing Consumption: Understanding the Basics of Personal
Economy
    
  




  
Consumption
  is one of the main components in the economy that affects
  economic
  growth, production levels, and people's welfare. The factors that
  influence consumption are crucial in understanding the economic
  behavior of individuals and society as a whole. An understanding
  of
  these factors is a key step in economic analysis and policy
  planning.
  It is also useful to understand how economic policies, both micro
  and
  macro levels, can influence consumer behavior and their impact on
  economic growth and societal well-being (McLean & Voytek,
  1992).
  By understanding the factors that influence consumption, we can
  design more effective strategies to manage the economy and
  achieve
  desired economic goals.




  
Income:
  Income is a major factor influencing consumption. The income
  level of
  individuals or households directly affects their ability to
  purchase
  goods and services. Generally, the higher the income, the greater
  the
  ability of a person or household to spend money. This is because
  people with higher incomes have more financial resources
  available
  for consumption (Wiepking & Breeze, n.d. 2008). Income is
  also
  the cornerstone for many financial decisions, including meeting
  basic
  needs, purchasing consumer goods, paying taxes, investing, and
  saving. In macroeconomic analysis, the level of national income
  is an
  important indicator describing the level of aggregate consumption
  of
  a country. Income levels are also related to economic inequality,
  where individuals with higher incomes tend to have higher levels
  of
  consumption, while those with lower incomes have lower
  consumption
  tendencies. In this context, economic policies are often designed
  to
  influence the distribution of income and the level of consumption
  of
  people.




  
Price
  of Goods and Services: The price of goods and services is a key
  factor affecting consumption. Price fluctuations can have a
  significant impact on individual and household consumption
  decisions.
  When the price of a good or service rises, ceteris paribus (all
  other
  factors remain constant), then individuals tend to reduce
  consumption
  of that good or service or look for more affordable alternatives.
  Conversely, when prices fall, individuals tend to be more likely
  to
  buy or consume more (Ma & Liu, 2022). This concept is known
  as
  the substitution effect, in which consumers substitute or change
  their preferences based on changes in the relative prices of the
  goods and services they are considering. In addition, price
  changes
  also affect the purchasing power of people's money as a whole.
  Inflation, which is a general increase in the price of goods and
  services, can reduce the purchasing power of money, thereby
  reducing
  real consumption. In other words, prices are important factors
  that
  shape people's consumption patterns, and price changes can affect
  individual and aggregate consumption decisions in the economy.
  Therefore, price analysis and inflation are major concerns in
  economics and economic policy.




  
Tastes
  and Preferences: Economic cycles have a significant influence on
  consumption. Consumption levels tend to fluctuate throughout
  economic
  cycles that include expansion and recession phases. During
  periods of
  economic expansion, when economic growth is positive and
  unemployment
  is low, consumer confidence increases and incomes tend to rise.
  This
  stimulates consumption because individuals and households feel
  more
  financially secure and may be more inclined to spend money.
  Conversely, during an economic recession, when economic growth
  slows
  and unemployment rises, consumer confidence can decline and
  incomes
  usually diminish. This can result in a decrease in consumption as
  individuals tend to be more frugal and seek to reduce spending.
  Therefore, macroeconomic conditions and changes in economic
  cycles
  play an important role in shaping the level of aggregate
  consumption
  in the economy, and this analysis helps in planning economic
  policies
  to maintain economic stability and promote growth (Ebrahim et
  al.,
  2014).




  
Interest
  Rate: The interest rate is an important factor that affects
  consumption. The interest rate is the cost of borrowing money,
  and
  changes in interest rates can have a direct impact on individual
  and
  household consumption decisions (Di Maggio et al., 2017). When
  interest rates are high, borrowing becomes more expensive, thus
  encouraging individuals to cut back on consumption expenditures
  or
  postpone large purchases. Conversely, low interest rates make
  borrowing more affordable, which can stimulate consumption
  because
  individuals tend to be more likely to borrow money to buy homes,
  cars, or other large consumer goods. In addition, interest rates
  also
  affect investment returns, which can affect individual savings
  and
  investment rates. Therefore, monetary policy that regulates
  interest
  rates by central banks has a direct impact on consumption, and an
  understanding of the role of interest rates is important in
  macroeconomic analysis and economic policy planning.




  
Demographic
  Factors: Changes in technology also affect people's consumption
  patterns. Technological developments often result in new
  products,
  improve production efficiency, and change the way individuals
  shop
  and consume. For example, the rise of e-commerce and online
  shopping
  platforms has changed the way people shop by allowing them to
  purchase goods and services online, which can affect how they
  interact with physical retailers. In addition, innovations in
  production technology can result in products at lower prices,
  making
  certain goods more affordable for consumers. In addition, changes
  in
  communication technology can also affect consumer preferences and
  trigger changes in product preferences. In the context of the
  modern
  economy, adaptation to technological developments has become
  important for companies in an effort to meet consumer demand and
  remain competitive in the market (Avlonitis & Gounaris,
  1999).
  Therefore, technological developments have a significant impact
  on
  the way society consumes, and an understanding of these changes
  is
  important in analyzing consumption trends.




  
Government
  Policy: Government policy can play a significant role in
  influencing
  public consumption. Fiscal policies, such as taxes and public
  spending, can affect aggregate consumption levels in the economy.
  Lower taxes can increase the income available for individuals and
  households to consume, while higher taxes can reduce consumer
  purchasing power. In addition, public spending directed at
  infrastructure or projects that create jobs can increase income
  and,
  therefore, public consumption. Monetary policy, such as setting
  interest rates by central banks, can also affect consumption
  rates by
  regulating borrowing costs and determining investment returns.
  Government-provided subsidies for certain goods, such as staple
  foods
  or energy, can affect the price and, therefore, consumption of
  those
  goods. Social policies, such as social assistance programs, can
  also
  increase people's lower purchasing power and encourage
  consumption.
  Thus, government policies have an important role in shaping
  people's
  consumption levels, and wise management of economic policies can
  help
  achieve the goals of economic growth and public welfare (Box,
  1999).



 






  

    

      
Principles
of Consumption in Islam
    
  




  
In
  Islam, consumption has different principles from consumption in a
  general perspective. The principles of consumption in Islam are
  based
  on Islamic values, such as halal, thayyib, and maslahah. The
  principle of halal is the principle that prohibits the
  consumption of
  goods and services prohibited by Islam. Goods and services
  prohibited
  by Islam are goods and services that can cause harm to humans,
  both
  physically, mentally, and spiritually (Sihotang, 2020). The
  principles of halal are explained in the Qur'an, Sunnah, and
  Ijma'
  scholars. In the Qur'an, Allah SWT said:




  

    
يٰٓاَيُّهَا
    النَّاسُ كُلُوْا مِمَّا فِى الْاَرْضِ
    حَلٰلًا طَيِّبًا ۖوَّلَا تَتَّبِعُوْا
    خُطُوٰتِ الشَّيْطٰنِۗ اِنَّهٗ لَكُمْ
    عَدُوٌّ مُّبِيْنٌ
  




  
"O
  people, eat of what is lawful and good on earth, and do not
  follow
  the footsteps of Satan. Indeed, Satan is a real enemy to you."
  (


  

    
QS.
    Al-Baqarah: 168
  


  
)
  





  
The
  principle of thayyib is the principle that encourages the
  consumption
  of goods and services that are good and beneficial to humans.
  Thayyib
  goods and services are goods and services that are quality,
  healthy,
  and safe for consumption. The principle of thayyib is contained
  in
  the Qur'an, Sunnah, and Ijma' ulama. In the Qur'an, Allah
  Almighty
  says:




  

    
وَكُلُوْا
    مِمَّا رَزَقَكُمُ اللّٰهُ حَلٰلًا
    طَيِّبًا ۖوَّاتَّقُوا اللّٰهَ الَّذِيْٓ
    اَنْتُمْ بِهٖ مُؤْمِنُوْنَ
  




  
"So
  eat of what Allah has bestowed upon you that is lawful and good,
  and
  give thanks to Allah, if only He worships." (


  

    
QS.
    Al-Maidah: 88
  


  
)
  





  
The
  principle of maslahah is the principle that encourages the
  consumption of goods and services that are useful and beneficial
  and
  good for humans. Maslahah consumption is consumption carried out
  to
  meet the needs of life that are important and beneficial to
  humans.
  The principle of maslahah is stated in the Qur'an, Sunnah, and
  Ijma'
  ulama. In the Qur'an, Allah Almighty says:




  

    
وَمَا
    خَلَقْتُ الْجِنَّ وَالْاِنْسَ اِلَّا
    لِيَعْبُدُوْنِ
  




  
"And
  I did not create jinn and men but to serve me." (


  

    
QS.
    Adz-Dzariyat: 56
  


  
)
  





  
The
  principles of consumption in Islam have an important role in
  maintaining the sanctity, well-being, and sustainability of human
  life. By following the principles of consumption in Islam, humans
  can
  avoid harm and obtain maximum benefits from consumption.



 






  

    

      
The
Relationship between Consumption, Worship, Saving, and
Investment
    
  




  
Consumption,
  saving, and investment are three important economic activities in
  human life. Consumption is the activity of using goods and
  services
  to meet basic needs, saving is the activity of setting aside part
  of
  income for the future, and investment is the activity of
  allocating
  funds to generate income in the future. In Islam, consumption,
  saving, and investment have a close relationship. These three
  activities are interrelated and complementary (Imam & Kpodar,
  2015). 





  
The
  Relationship between Consumption and Worship. Consumption and
  worship
  have a close relationship. Consumption is an activity that can
  support the implementation of worship. For example, the
  consumption
  of halal and thayyib foods can help humans to worship solemnly.
  Consumption of clean and decent clothes can help humans to
  worship
  better. In addition, consumption can also be a means of worship.
  For
  example, the consumption of zakat can help the poor and poor,
  which
  is a form of worship. The consumption of alms can also help
  others,
  which is also a form of worship. An example of the relationship
  between consumption and worship. A Muslim who consumes halal and
  thayyib food can worship solemnly (Ardiani Aniqoh &
  Hanastiana,
  2020). 





  
The
  Relationship between Consumption and Saving. Consumption and
  saving
  also have a close relationship. Responsible consumption can
  encourage
  savings. For example, consumption that is not excessive can help
  humans to set aside part of their income for savings. Consumption
  based on sharia principles can help humans to avoid waste, which
  can
  reduce savings (Ranaswijaya & Soleha, 2023). For example, a
  Muslim who eats modest food and clothing can set aside some of
  his
  income for savings.




  
The
  Relationship between Consumption and Investment. Consumption and
  investment also have a close relationship. Responsible
  consumption
  can encourage investment (Fuchs & Lorek, 2005). For example,
  consumption based on sharia principles can help humans to avoid
  investing in goods and services prohibited by Islam, which can
  harm
  society. For example, a Muslim who invests in a halal business
  can
  help the economy of Muslims.



 






  

    

      
Theory
of Consumption in Islamic Economics
    
  




  
First,
  consumption in Islam must be oriented towards maximum maslahah.
  Maslahah is a condition that provides benefits and goodness for
  humans. Maslahah-oriented consumption means consumption carried
  out
  to meet the needs of life that are important and beneficial to
  humans.  The main concept in Islam is that consumption should not
  be
  solely intended to fulfill lust or desire, but should have a
  clear
  orientation towards "maslahah" (Abidin & Muzadi, 2022).
  In other words, consumption must be carried out with the aim of
  providing maximum benefit to individuals and society. It covers
  basic
  needs such as food, clothing, shelter, education, and health
  services
  necessary to lead a healthy and productive life.




  
Secondly,
  consumption in Islam must be done responsibly. Responsible
  consumption means consumption that is carried out by taking into
  account economic, social, and environmental aspects. Responsible
  consumption can avoid waste. Responsible consumption requires an
  understanding of the economic impact of each expenditure. This
  includes consideration of income, expenses, and financial
  capabilities of individuals or families. Maximizing the benefits
  of
  every dollar spent and avoiding waste is an important part of
  responsible consumption. It also includes avoiding excessive debt
  that can jeopardize financial stability. Injustice, Responsible
  consumption also includes ethical and fair considerations. This
  means
  ensuring that we do not take advantage of others or support
  unfair or
  harmful practices. For example, avoiding products produced with
  exploited labor or through environmentally damaging practices.
  And
  environmental damage, Responsible consumption pays great
  attention to
  the environmental impact of every consumption decision. This
  includes
  choosing environmentally friendly products, reducing waste, and
  reducing excessive consumption of natural resources. This
  principle
  is in line with Islamic teachings about the obligation to guard
  the
  universe as a mandate from Allah.




  
Third,
  consumption in Islam should be based on the principles of sharia
  (Marzuki, n.d. 2020). The principle of halal in the macro
  consumption
  function refers to an important concept in Islamic economics that
  emphasizes the importance of obeying sharia or Islamic law in all
  aspects of life, including macro consumption. This principle is
  based
  on the belief that consumption must abide by Islamic rules
  governing
  what Muslims can and cannot consume.
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