
Theory of Distribution

• ‘Distribution’ refers to the sharing of the wealth 
that is produced among the different factors of 
production.

• In the modern time, the production of goods and 
services is a joint operation.

• All the different factors of production i.e., land, 
labour, capital and enterprise are combined 
together in productive activity.



Traditional concept of Wage,Interest,Rent and Profit

Wage :

• Wage is defined as the price paid for the services 
rendered by the labour in the production process. 

• If wages are paid according to the amount or 
quantum of work done, it is called piece-wage. E.g. 
wage for weeding in one acre of paddy field.

• If wages are paid to a labour who works for a fixed 
period of time, it is known as time wage. E.g. wage 
for weeding per labour per day.

• When payment is made in terms of cash or money, 
it is known as money wage or nominal wage.



Interest :

• Interest is the price paid for the use of loanable
funds (capital) used in the production process

Profit :

• Profit is the reward to an entrepreneur for the 
functions he renders in productive activity.

• Out of the income earned by the farm, land owner 
is paid rent, labourer is paid wage and capitalist is 
paid interest.

• Whatever is left over goes to the entrepreneur as 
profit. Hence, profit is also called a residual income.



Rent :

• David Ricardo defined rent as “that portion of 
the produce of the earth which is paid to the 
land lord for the use of original and 
indestructible powers of the soil”.

• Thus, rent is only a payment for the use of 
land. 



Concept of Distribution in an Islamic System

• The teachings of Islam require people to always try 
to live a balanced life, namely by paying attention to 
the welfare of life in the world and salvation in the 
hereafter. 

• One of the main principles in the Islamic economy is 
distributive justice.

• Distribution activities in the Islamic economic 
system must be based on two principles: freedom 
and justice .



• Freedom describes as freedom based on the values 
of monotheism and justice, not like the 
understanding of capitalists, which frees human 
actions to act and act without the intervention of 
any party.

• Thus, the balance between individuals with material 
and spiritual elements, the balance of individuals 
and society, and the balance of society with other 
communities is taken for granted. 



• The principle of justice in distribution is illustrated 
by the prohibition of assets that only circulate in 
certain groups, even though the wealth is expected 
to circulate in a comprehensive manner and 
contribute to the welfare of the community (Surah
Al – Hasyr 7).

• Therefore, the accumulation of wealth by a group of 
people must be prohibited in the Islamic economic 
system.

• Islam suggests moving the flow of wealth to a lower 
class of society.



• In the interpretation of the Qur'an, a command that 

is highly recommended and must be applied in all 

aspects of life is an order to do justice .

• As explained in Surah Ar-Rahman verses 7-9 

towards justice in the economic field .

• As for the sky, He raised it high, and set the balance 
of justice ,so that you do not defraud the scales . 
Weigh with justice, and do not give short measure.

• Therefore, the concept of distribution in Islamic 
Economics must be based on the basic principles of 
Islamic economics, namely individual freedom, 
social insurance, prohibition of accumulating 
wealth, and fair distribution of wealth. 



Interest vs. Profit

• Interest means giving and/or taking of any excess 
amount in exchange of a loan or on debt. Hence, it 
carries the same meaning/value as that of Riba as 
defined in the previous question. Further, it is 
narrated that “the loan that draws interest is Riba”.

• Islam prohibits interest but allows profit. 
It promotes trade as an occupation and regards 
profit as a bounty from God. Mainstream 
economics too revolves around the notion of profit. 
Price theory the core of economics cannot stand 
firm without the assumption of profit maximization.



Socio-economic impact of interest (riba)

The Adverse Impact of Riba on Society:

• This can be discussed from the spiritual, moral, 
economic and social angles.

• It has been established in Islam beyond any 
reasonable doubt that Riba, for its very evil nature, 
is an obstacle to the spiritual, moral, social and 
economic prosperity of society, but Shari ‘ah 
compliant business and transaction as well as 
charity indeed help society to develop and prosper 
in a high quality manner.



• This has been indicated in the Holy Qur’an by Allah 
Almighty as He said in the following verses:

“And that which you give in (to others), in order that 
it may increase from other people’s property, has 
no increase with Allah; but that which you give in 
charity seeking Allah’s Countenance, then those 
they shall have manifold increase” Ar-Rum (30) 39.

• “Allah deprives interest of all blessing and develops 
charity; and Allah does not like an ungrateful sinful 
person” Al-Baqarah (2) 276.



Riba from The Spiritual and Moral Angles:

• Looking at Riba from these angles, it becomes 
obvious that this evil institution is based on greed, 
selfishness, stinginess, hard-heartedness, narrow-
mindedness.

• Also, it creates by its evil nature, cruelty, money-
worship, and kills the spirit of fellow-feeling and co-
operation among the society.

• For all these reasons and others, one can say 
confidently that Riba is destruction for society 
spiritually, morally and economically. 



• But if one looks at the transactions and dealings 
conforming to Shari ‘ah principles and charity one 
can say confidently as well that it help in the 
development of the society, because it is based on 
mercy, fellow-feelings, generosity, sympathy and 
broad-mindedness.

• As for those who receive an admonition and 
warning from Almighty Allah to stop dealing in Riba
and did not obey the command of Allah Almighty 
are the dwellers of the fire.



• But as for those who engaged in Halal i.e. lawful 
transaction, give charity for the sake of Almighty 
Allah and do deeds of righteousness indeed they 
will have their reward with their Lord and on them 
shall be no fear, nor shall they grieve in this world 
and the Hereafter. 

Riba from The Social Angle:

• No society or community can ever become stable 
and strong if its individual members base their 
mutual dealings on selfishness and self-interest.



• If the rich people in any society believe that poor 
people exist merely to afford them an opportunity 
for exploitation, sure there will be a clash of 
interests which will result in the disintegration of 
that society or community; no doubt this will surely 
produce class struggle.

• On the other hand, if the individual members of a 
society or community base their dealings on mutual 
mercy and sympathy and treat each other with 
generosity, they will surely strengthen it.



• If everyone in a society or community tries to help 
the other in need, and if the rich treat the poor or 
needy with mercy and sympathy or at least with 
justice, mutual love and fellow feelings will develop 
in that society or community and it will become 
stable and strong.

• Certainly, its progress will be accelerated by mutual 
co-operation and fellow-feeling. 



The Economic impact of Riba

There are two kinds of loan namely:

The consumptive loan: 

• This kind of loan is normally borrowed by poor and 
needy people for their personal needs, however, 
the Riba charges render the payment of this loan 
high and almost impossible for such people and to 
the extent that they will have to borrow one loan 
after the other in order to get themselves out of 
this problem.

• Even after paying Riba equal to many times the 
original principal amount.



• The principal amount remains as it was before 
without any decreasing, rather, the major portion of 
the income of the poor debtor will be taken away 
by the money-lenders who make the condition of 
poor people in general miserable to the extent that 
they find themselves unable to take care of their 
family by providing a proper food for them.

• Not only that even when they become sick they will 
not be able to buy the necessary medicine for lack 
of money.

• This naturally kills the interest and sincerity of the 
majority of the poor people in their work.



• When the fruit of their hard work is taken away by 
the selfish money-lenders, definitely they cannot 
put their whole heart and effort into their work, 
and this will lower the quality and standard of 
national production, and the results will be the 
deterioration and destruction of the country.

Economic loan:

• There are three evils out of many regarding the 
fixed interest on economic loan, and they are: 

• Those people who cannot pay an interest higher 
than or equal to the market rate cannot draw in 
capital howsoever useful they may be for their 
country development and growth.



• All the available money flows into those people who 
can pay higher interest rate or channels of business 
and dealings which can bring Riba equal to or 
greater than the market rate of Riba /interest, 
whosoever harmful or ruinous they might be from 
the national development, prosperity and 
community wellbeing point of view. 

• It will be difficult for any business or trade etc. to 
guarantee a fixed and uniform rate of profit under 
all circumstances.

• Not to speak of such a guarantee, there cannot be 
any guarantee against loss in any business also.



• Therefore, the business, which borrows capital at a 
fixed rate of interest, can never be free from some 
kind of serious risk or loss. 

• As the money-lender himself is not directly a 
partner in the profit or the loss of the business but 
keeps in mind only his guaranteed fixed interest, he 
is not interested in the business welfare.

• His only concern is his own interest; therefore very 
selfishly tries to withdraw and withhold his money 
whenever he has even the slightest fear of a slump 
in the market.

• In this way he creates panic by his selfishness and 
paves the way for a further crisis and when there is 
already a crisis, he accelerates it into a disaster.



• There are many examples in this regard in the 
existing global financial system, which relies entirely 
on dealing in Riba where some individuals or 
institutions have managed to create confusion and 
uncertainty in the global financial market for self 
interest and selfishness.

• These three evils have shown clearly that Riba in 
general decreases the national economic wealth 
and hinders the progress and development of a 
country, therefore, no one can deny the 
truthfulness of the Allah’s law pertaining Riba.  



• The first is the implication of Riba on Investments 
and savings.

• When there is a higher rate of interest, savings will 
increase, and classical economist believed that 
more saving more investments.

• It is true, but the higher interest increases the cost 
of investments, and this can affect the total 
investment in the economy as well as making the 
goods and services expensive. 

• Keynes (1936) also opined that increase in the rate 
of interest decrease investment, with the higher 
interest few, might borrow for investment purposes. 



• It can lead to low investment and hence affect the 
whole economic growth.

• Secondly, Interest encourages inequitable 
redistribution of wealth, and it is a mechanism used 
by wealthy individuals to earn more money at the 
expense of the poor.

• They have give their surplus of wealth to have-nots 
as loan and expects additional money in return.

• The have-nots are going to use the fund they 
collected in business or for personal use.

• If used for business, and it is successful, then they 
can be able to return the principal with the 
additional amount as interest. 



• Which will increase the wealth of the rich from the 
little wealth of the poor.

• But if it failed, they will lose their collateral that 
they earned from different source, and it will add 
more wealth to the rich.

• In a situation when the money collected is for 
personal use, in returning it, there is an additional 
money to be paid as interest.

• It means the little that the poor saved from his 
earning for living will be transferred to the rich in 
the form of interest. It means there is an unjust 
distribution of wealth caused by interest.



• Instead of balancing the gap between the poor and 
rich, it makes rich richer and poor more 
unfortunate, and the gap between the rich and 
poor is getting wider. 

• Thirdly, interest exploited the poor and the needy. 

• The wealthy individuals as creditors postponed 
their present earning in order to earn from the 
interest of the loan given to the needy debtors in 
the future.

• Therefore, it increases the future wealth of creditor 
and reduces the future earnings of the debtor.

• It demonstrates a total act of exploitation and will 
result in more poverty among the needy.



• When loan is collected with an interest to be paid, 
the borrowers must work harder in order to meet 
the loan obligations. 

• The borrowers can be able to engage in any risky 
and hazardous occupation so that they can earn 
more in order to pay back the loan with interest.

• It signifies that interest make wealthy people 
greedy and inconsiderate; they earn soft money to 
the disadvantage of the poor. The high rate of 
percentage charged as interest on the principal 
means an act of exploitations. The fund owner 
contributes nothing but earn more than the fund 
borrower who struggle to make sure the fund is 
being utilised and yielded.


