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Introduction 

 There are many definitions of economic freedom, but it can generally be considered the 

degree to which individuals are able to pursue economic activity without interference from the 

government. Supporters of free markets argue that society benefits in numerous ways when 

policies are implemented that increase economic freedom. Though these are not universally 

accepted and despite these claims facing strong critiques, the overall economic freedom of the 

world has gradually increased since the first report was released in 1996. Nonetheless, increases 

in economic freedom have not been steady or equal across the globe. This paper will focus on the 

Middle East and attempt to answer the question of why the Middle East lacks economic freedom. 

In an attempt to answer this question, this paper will focus on the legacy of Islam in shaping the 

institutions and policy preferences in the Middle East. This Islamic legacy has made the region 

hostile to the free market by constraining the desire for reform as well ensuring that attempted 

reforms are destined to fail.   

 In order to fully explain this argument, the paper will be split into several sections. Prior 

to answering the question, some background information will be presented in the first section 

which will include a discussion on why economic freedom is important and the deficit of 

economic freedom in the Middle East. The following section will examine possible explanations 

for this deficit. Once these various views have been addressed, a case will be made for why 

culture, and more specifically Islam should be considered. The next section will then show how 

exactly Islam has hindered economic freedom from by examining values, Islamic law, and a 

brief case study. The closing sections will outline what can be done to promote economic 

freedom in the Middle East.   

Background Information 

The Importance of Economic Freedom 

 Supporters of economic liberalization argue that economic freedom promotes economic 

growth and prosperity while also reducing poverty and its intensity. Many also argue that 

increased economic freedom has benefits that extend beyond the economic sphere which 

includes increases in human develop indicators such as health, life expectancy, literacy rates, and 

education. Additionally, numerous scholars have argued that economic freedom is important to 

increasing political freedom and promoting democracy. One of the largest proponents of the 

notion that economic freedom is tied to political freedom is the famed and Nobel Prize winning 

economist Milton Friedman. For instance, Friedman wrote: 

Economic arrangements play a dual role in the promotion of a free society. On the one 

hand, freedom in economic arrangements is itself a component of freedom broadly 

understood, so economic freedom is an end in itself. In the second place, economic 

freedom is also an indispensable means towards the achievement of political freedom.1 

 Though the benefits lack unanimous acceptance, there has been significant empirical 

research to back up these claims. Much of this research is cited within the indexes of economic 

freedom themselves.2 Moreover, a study was conducted to examine what the majority of 

                                                      
1 Friedman, M. (1962). Capitalism and freedom. Chicago: University of Chicago Press. 

 2 The two global reports on economic freedom are the Index of Economic Freedom which is 

published by the Heritage Foundation and the Wall Street Journal and The Economic Freedom of the 
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scholarly work in regards to the supposed benefits of economic freedom had concluded. This 

study conducted by Hall and Lawson examined 402 scholarly articles from 1996 through the 

middle of 2011 which cited the Fraser Institute’s Economic Freedom of the World (EFW) index. 

Of these 402 articles, 198 of them cited the EFW index and/or one of its major components or 

areas in their own empirical research as either an independent or dependent variable. 

 The authors then set out to determine if these 198 scholarly articles found increases in the 

EFW index as “good”, “bad”, or “mixed/uncertain”. The study found that 132 of the 198 articles 

had increases in economic freedom positively correlated with “good” outcomes. Furthermore, 

only 8, or 4% of the sample, found the EFW to be associated with a “bad” outcome, and the rest 

were “mixed/uncertain.” The “good” outcomes the authors found include many of the 

aforementioned benefits as well as a decreased likelihood of a financial crisis and reductions in 

obesity, among others.3 While a full discussion of the importance of economic freedom and its 

benefits is beyond the scope of this paper, this study illustrates that the benefits of economic 

freedom have significant empirical support.  

Economic Freedom & The Middle East 

 Today, as the Middle East continues to deal with the impact of the Arab Spring, it finds 

itself at an important juncture in its history. Prior to the turmoil, conflict, and uncertainties that 

the Arab Spring has brought, the Middle East was already facing a wide array of serious 

challenges in its human and economic development. Sadly, despite having deposed authoritarian 

leaders in Tunisia, Egypt, Libya, and most recently Yemen, authoritarian persistence remains a 

serious concern. Fortunately, there is evidence that increasing the region’s economic freedom 

would help alleviate many of the problems it faces in the human, economic, and political 

spheres. Increasing economic freedom is not a simple task nor will it be a cure to all that ails the 

region, but given its many benefits and the desire for change in the region, it is worthy of a 

deeper analysis. 

 The Middle East’s economic underdevelopment is readily apparent, but less obvious is 

the lack of economic freedom that permeates across the region. According to the Heritage 

Foundation, the world reached its highest level of overall economic freedom in 2015 with an 

average global rating of 60.4, with the biggest increases coming from Sub-Saharan Africa and 

the Asia-Pacific regions. The Middle East also increased its average score, but only by an 

average of 0.1 per country.4 As a result, the Middle East brought its regional average up to 61.6 

for 2015 and places the region at the bottom of the “moderately free” category, just above the 

“mostly unfree” group.  

 The Middle East not only lacks economic freedom, but has progressed slower than other 

regions in increasing its levels of economic freedom. The below chart compares the levels of 

economic freedom in the Middle East, Asia, Eastern Europe, Central America and the Caribbean, 

and the world’s overall overage.5  

                                                      

World Index published by the Fraser Institute both have sections detailing the benefits and importance of 

economic freedom and studies that support their claims.  

 3 Hall, J., & Lawson, R. (2014). Economic Freedom Of The World: An Accounting Of The 

Literature. Contemporary Economic Policy, 32(1), 1-19. 

 4 The Heritage Foundation’s index uses a scale of 0-100. 
5 Economic Freedom. (n.d.). Retrieved May 15, 2015, from http://humanprogress.org/story/2145 



ECONOMIC FREEDOM IN THE MIDDLE EAST  5 

 

 

 

Chart 16 

 

 
 

 However, even these averages are not entirely representative of the region. First, for 2015 

the largest improvement in the region came from Israel, which is an obvious outlier in the region 

and for this discussion. It also did not include statistics from Iraq or Libya due to conflict which 

would have weighed the regional average down significantly. The index is further complicated 

by the high number of rentier states in the region which are able to function without levying 

heavy taxes on their citizens. Without a strong system of taxation, these states’ economic 

freedom score is artificially lifted.7  

 Therefore, the important takeaway from this initial discussion is that the Middle East has 

a clear deficit in regards to economic freedom. It is not being argued that the Middle East is the 

only region that lacks economic freedom or is even the least free region in the world, only that 

there is a significant deficit that is worthy of attention. The following section will explore 

possible explanations surrounding the lack of economic freedom in the Middle East.    

 

                                                      
6 The data for economic freedom is from the Fraser Institute’s index and was compiled by Human 

Progress. The Y axis has a range of 3.5-7.5 for visual clarity. The index has an actual scale of 1-10. 
7 Facchini, F. (2013). Economic Freedom in Muslim Countries: An Explanation Using the Theory of 

Institutional Path Dependency. European Journal of Law and Economics, 36(1), 139-167. 
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Alternative Viewpoint and Possible Explanations 

Neoliberalism 
 In asking this question there will likely be an immediate response from the critics of free 

markets. They will likely argue that economic liberalization has already been implemented and 

that it failed. This argument will likely be framed around the failed implementation of neoliberal 

reforms in many of the Arab States during the 19980s and 1990s. Dr. Matar (2013), writing on 

neoliberal reforms in Egypt and Syria, shows what this opposition would argue: 

The private sector once again failed to push the economy into a developmental path, just 

as it had done in the early post-colonial period. With rising unemployment figures, 

increasing poverty, and growing inequality between rich and the poor, neoliberal policies 

have contributed to appalling social conditions.8  

 In her conclusion, she describes the trajectory of economic development in the Middle 

East and argues for a return to the “statist” economic policies of the 1960s and 1970s. According 

to Dr. Matar, the statist and socialist policies have a proven track record in alleviating the 

economic problems of the Middle East.9 There are many problems in her argument advocating 

socialist policies, such as the emphasis on equality over growth, but these disagreements over the 

data must be set aside to address the more egregious error. The more important problem Dr. 

Matar and other critics of economic liberalization is that they believe that neoliberal reforms 

accomplished what they were meant to do – liberalize economies. While the region has increased 

its level of economic freedom overtime, it has not done so as quickly as other regions, and still is 

not truly free.  

 Furthermore, many of the neoliberal policies were implemented inefficiently through 

corrupt institutions which were hostile to free markets. Therefore, the result of these neoliberal 

reforms was not a significant increased economic freedom, but increased corporatism and 

cronyism which was enabled by the statist policies Dr. Matar enthusiastically supported. The 

politically well-connected elites simply repackaged their governmental holdings into the private 

sector without introducing the competitive forces of the free market.10 Unfortunately, the failure 

of these reforms is largely a result of the institutional legacy that Islam has left behind, which 

will discussed in more detail below. 

Resource Curse and Rentier Theory 

 The Resource Curse and rentier theories are often utilized when scholars attempt to 

explain developmental problems in the Middle East. These theories usually posit that when a 

large portion of a state’s income is derived from outside rents such as foreign aid or from oil 

exports, it makes the regime unresponsive to its citizens and decreases accountability. Moreover, 

this income may allow the regime to placate dissatisfaction within the citizenry by providing 

services without imposing taxes and/or to stifle opposition by heavily financing the security 

forces. A vast amount of research has been done on resource and rentier theories, which has 

                                                      
8 Matar, L. (2013). Twilight of ‘state capitalism’ in formerly ‘socialist’ Arab states. The Journal of North 

African Studies, 18(3), 416-430. 
9 Ibid., 427. 
10 Malik, A. (2014). A Requiem for the Arab Development Model. Journal Of International 

Affairs, 68(1), 95-115. 
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offered fascinating insights into questions over authoritarian persistence, economic development, 

and even gender inequality.11  

 However, these theories have little explanatory power when applied to economic freedom 

in the Middle East. As noted earlier, oil and rents actually allow for an artificially high score on 

indexes of economic freedom because it allows the state to function without placing a heavy tax 

burden on its citizens. There is also a high degree of variation between states that are considered 

rentier states. For instance, Egypt and Jordan are often considered rentier states due to the high 

amounts of foreign aid they receive, yet Jordan is considered moderately free while Egypt is 

considered mostly unfree by the 2015 Index of Economic Freedom. Similarly, states such as Iraq 

and Libya have historically had strong restrictions on economic freedom while Saudi Arabia 

Kuwait have been more open to free market reforms. Rentier Theories have an important place in 

discussions surrounding the Middle East, but it is not well-suited to offer an explanation on the 

deficit of economic freedom for the Middle East.  

Colonialism 

 Colonialism, specifically European colonialism, has undoubtedly left an enduring scar on 

much of the developing world, especially in the Middle East. The largely arbitrary partitioning of 

lands between France and Great Britain under the League of Nations’ mandates resulted state 

boundaries that have arguably fostered conflict and turmoil in the region. Scholars have noticed 

that broadly speaking countries that were British colonies have developed freer economies. 

British colonization may help explain why the Gulf countries in the Middle East have less state 

control over their economies.12  

 An examination of the colonial legacy may aid in understanding some problems the 

Middle East currently faces as well some of the variation in economic freedom across the region, 

it does not provide a strong explanation for the overall lack of economic freedom in the region. 

Though the former British colonies generally have more economic freedom than their 

counterparts in the Middle East, but they still are far behind other former British colonies across 

the world. Moreover, many of the constraining factors on economic freedom in the Middle East 

predate European colonization. These factors that constrain economic freedom will be explored 

in a discussion below and help point to the variable that provides the best answer to the research 

question – Islam. 

Culture 

The Explanatory Power of Culture 

 Employing culture as an explanatory device has a long and controversial history. Max 

Weber made a famous argument that the “Protestant work ethic” helped explain why Protestant 

Christian nations were able to develop first. The importance of culture, especially Islam, has 

reemerged in recent years since Samuel Huntington published “The Clash of Civilizations” in 

1993. Despite its controversial nature the cultural perspective provides the best explanation for 

the lack of economic freedom in the Middle East. 

                                                      
11 See Michael Ross’ article on “Oil, Islam, and Women” where he argues that some issues regarding 

gender inequality are the result of oil, not Islam. 
12 Facchini, “Economic Freedom in Muslim Countries” pp. 142. 
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 The institutional legacy of Islam, which will be explored in detail below, has left lasting 

constraints on economic freedom in the Middle East. Since institutions are political, economic, 

and social, an institution that appears similar in one country may actually behave quite 

differently in another country. For instance, the institution of an income tax may look the same 

on paper in one country as it does another, but its function and impact may differ considerably 

due to culture. Thus institutions are largely a reflection of culture. Culture is also important to 

understanding the values and thus the policies pursued by various countries. In the Middle East 

for example, social justice is highly valued which has led to a specific set of policy choices in the 

region. 

Why Islam? 

 Though the data shows a distinct lack of economic freedom in the Middle East, 

admittedly it does not present a clear case that the Middle East or Islamic countries are especially 

unique in this regard. Despite the lack of economic freedom in other countries and regions and 

the notable variation among Islamic countries, Islam still has vast explanatory power in 

understanding the lack of economic freedom in the Middle East. The importance of considering 

Islam is due to its longstanding position as the dominant belief structure in the region, guiding 

both the people in their everyday lives and the governments in their institutional development 

and policymaking.  

 Islam’s political nature requires it to be considered in any examination of the socio-

economic conditions of the Middle East. For instance, the separation of Church and state has 

arguably been easier to achieve in the West due to several important differences between Islam 

and Christianity regarding their organization, theology, and historical development. 

Theologically, Christianity is generally perceived to be less political. Jesus declared that His 

Kingdom was not of this world and spoke on the importance to “render unto Caesar what is 

Caesar’s.” While some Christian theologians may argue for increased politicization of the 

religion, such an interpretation of the scripture is not widely accepted. The apolitical nature of 

Christianity stands in sharp contrast to the Islamic tradition where the state and politics are 

directly tied to the religion. In Islam, “salvation did not mean redemption from sin, but the 

creation of a just society.”13 In order to create this just society, Islamic law, shari’a, is supposed 

to be implemented by the society’s leaders. 

 Additionally, the political and religious leadership within Islam were joined from the 

beginning. The Prophet Muhammad was not only the religious leader of Islam, but was also the 

group’s political leader. This tradition continued under subsequent caliphates, despite Muslims 

no longer being untied under one leader. Today, the marriage of politics and religion in the 

Middle East is most obvious in the popularity of Islamist political groups. The Muslim 

Brotherhood and its offshoots are the most well-known example, but there are others, and though 

their exact beliefs and goals differ, they all support the marriage of religion and state.  

 There is thus a strong theoretical case to be made, but there is also empirical evidence in 

support of the notion that Islam has a deleterious impact on economic freedom. First, a study by 

Nancy Davis and Robert Robinson found that religious orthodoxy was directly related to support 

of governmental policies meant to provide for everyone, redistributing income, or nationalization 

                                                      
13 Armstrong, K. (2000). Islam: A Short History (Modern Library ed.). New York: Modern Library. 



ECONOMIC FREEDOM IN THE MIDDLE EAST  9 

 

 

of private businesses.14 Thus the more devout a Muslim is, as defined by this particular study, the 

more likely they are to support policies that reduce economic freedom.15 This claim is further 

supported, though indirectly, by data from the World Value Survey (WVS) which shows that 

Islamic countries favor more statist economic policies compared to countries where Christianity 

is the dominant religion (see table 1). 

Table 116 

Mean Value Score for WVS on Questions V98 & 131 by Religion 

 “Government should take 

more responsibility to ensure 

that everyone is provided for” 

vs. “People should take more 

responsibility to provide for 

themselves” 

Governments tax the rich and 

subsidize the poor as an 

essential part of democracy 

Christian Majority Countries 4.69 5.90 

Muslim Majority Countries 4.29 6.59 

Middle East  3.95 6.52 

 

 The empirical evidence from the WVS suggests that the values found in Muslim majority 

countries favor state intervention in the economy, thus reducing economic freedom. The last set 

of data that is worth noting is the relationship between economic freedom and the percent of the 

population that is Muslim. This paper will concede that when examining the relationship in its 

entirety, there is little statistical significance. However, when you examine the relationship when 

the percent of the population that is Muslim hits two-thirds, a strong trend appears (see chart 2).17  

 

 

 

 

 

                                                      
14 Davis, N., & Robinson, R. (2006). The Egalitarian Face of Islamic Orthodoxy: Support for Islamic Law 

and Economic Justice in Seven Muslim-Majority Nations. American Sociological Review, 71(2), 167-

190. 
15 This study defined orthodoxy as support for implementation of Islamic Law. Admittedly a controversial 

definition which shows the difficulties in operationalizing culture, this definition does aid in showing the 

institutional argument presented in this paper.  
16 The scale for column A is 1-10 where 1 = Strong Agreement with fist statement and 10 = Strong 

Agreement with Second Statement. In column B 1 = Not an essential characteristic of democracy and 10 

= Definitely an essential characteristic of democracy. Question and answer data is from wave 6 (2010-

2014) of the WVS and majority religion was determined by the figures from the CIA’s World Factbook. 

The mean values were manually created by the author. Additionally, no countries were excluded from this 

analysis if they matched a category. 
17 The two-thirds threshold was utilized because it is reasonable to believe at this point that the Muslim 

population would have a dominant role in shaping the countries institutions and policies. Though this 

threshold will bring forth criticism, this data is meant to supplement the main thesis, not be definitive 

proof.  
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Chart 218 

 

 
 The chart shows a clear downward trend; as the percentage of the population that is 

Muslim increased, the economic freedom decreases. Furthermore, a regression analysis of this 

relationship shows a statistically significant relationship with an r2 = 0.40. The aim of the series 

of data presented has been to add empirical support to the strong theoretical claim that Islam has 

a negative economic freedom. Notably, Islam is inherently more political than other comparable 

religions and provides a common legacy for the region. In comparison to theories related to 

colonization and rentier states, Islam’s legacy stretches over a much longer period of time. 

Therefore, even if all three theories had an equal impact on economic freedom, Islam would still 

be the most influential due to its constant influence since its inception. At this point, two major 

points have been established: 1) There is a clear deficit of economic freedom in the Middle East 

2) There is strong support, both theoretically and empirically, that Islam is has a likely role in 

this deficit that is worth exploring further.  

                                                      
18 Data for the percent of the population that is Muslim is from Pew-Templeton’s Global Religious 

Futures Project (2011). Economic freedom is from the Fraser Institute’s Economic Freedom of the World 

Report (2012). 
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Islam and Free Markets 

Islamic Values: Social Justice and Egalitarianism 

 As aforementioned, one of the goals of Islam is to create a just society. Political 

philosophers have long debated what such a society should look like, but the dominant thought in 

Islamic scholarship is that it should be one where wealth is distributed in a more egalitarian 

manner. This is not just one goal among many, but rather “Social justice was, therefore, the 

crucial virtue of Islam. Muslims were commanded as their first duty to build a community 

(ummah) characterized by practical compassion, in which there was a fair distribution of 

wealth.”19 

 A socially just society can arguably be achieved through various means, though in the 

Middle East this has meant the creation of policies that require state intervention into the 

economy in order to redistribute wealth.20 State intervention into the economy should not come 

as a surprise since Islam and politics are so interconnected. This just society is not the goal for 

each individual to undertake on their own, instead social justice is seen as a primary 

responsibility of the state.21 

 For example, prior to the independence of the modern states in the Middle East, the 

Ottoman Empire created an economic system which privileged economic stability and social 

justice over growth and prosperity. Examples of policies that the Ottomans implemented include 

price-fixing of commodities, guaranteeing firms a certain amount of raw resources, and some 

employment guarantees for citizens. Notably, these statist policies were implemented when 

authority over the Ottoman economy was centralized in Istanbul and when it was decentralized 

to various urban-centers, showing how pervasive the belief in these economic policies were.22 

The longevity of statist economic policies in the Middle East further erodes the notion that it the 

lack of economic freedom has primarily resulted from colonialization or rentierism.  

 Today, the search for a socially just and egalitarian society continues in the Middle East 

in a similar manner. The modern Arab states rely on a development model that consists of “twin 

pillars” of “welfare provisions for citizens and privileges for firms.”23 Like the system the 

Ottoman’s had, this system privileges stability and the status-quo over growth for both firms and 

individuals. Moreover, many of the policies implemented by the Arab leaders today, resemble 

the ones used by the Ottomans. Subsidies for fuel, food, and other commodities, reliance on the 

public sector for employment, other redistributive policies aimed at creating greater equality 

characterize the economic policies of the Middle East.24 Due to the high value Islam places on 

the creation of a just society, and it is believed that it is the duty of the state to be the creator of 

                                                      
19 Armstrong, Islam: A Short History, 6. 
20 The use of the term egalitarianism here refers to equality of condition rather than equality in treatment. 

As with the term “just,” there is an open philosophical debate as to what these terms mean and/or 

encompass. 
21 Ismael, J. S., & Ismael, S. T. (2008). Social Policy in the Arab World: The Search for Social 

Justice. Arab Studies Quarterly, 30(2), 23-44. 
22 Shechter, R. (2005). Market Welfare In The Early-Modern Ottoman Economy—A Historiographic 

Overview With Many Questions. Journal of the Economic and Social History of the Orient, 48(2), 253-

276. 
23 Malik, A Requiem for the Arab Development Model, pp 95-115. 
24 Malik, A., & Awadallah, B. (2013). The Economics of the Arab Spring. World Development, 45, 296-

313. 
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such a society, economic freedom has suffered. The state is forced, in the name of Islamic 

justice, to implement policies that disrupt the market and have a deleterious impact on the 

region’s economic freedom.  

Islamic Law 

Zakat 

 Islamic law has also played an important role in shaping the economic landscape of the 

Middle East. Within Islamic law there are three important systems that have institutionally 

restricted the development of economic freedom. The first is the mandatory tax that all Muslims 

must pay, known as Zakat. The Zakat, is a 2.5 percent tax on an individual’s assets and is the 

only tax that is specified in the Quran.25 Though it was initially considered a mandatory tithe to 

help the poor, in 622 CE it was converted to a tax implemented by the state under the leadership 

of Muhammad.26  

 This tax has been implemented differently throughout the history of the Middle East yet 

its legacy is important to the institutional development of the different tax systems found in the 

region today. Initially, the Zakat implemented as a limited tax that was predictable due to being 

evenly applied to the well-off and their assets.27 However, as time passed and the state expanded 

its territory and thus its tax base, new taxes emerged. The tax system went from predictable to 

arbitrary, where politically well-connected elites were able to prevent their assets from being 

taxed while the less privileged and/or political opponents were heavily taxed.28  

 An arbitrary tax system that favors the well-connected still permeates through the region 

today. A small number of well-connected elites are able to escape taxation while opponents face 

higher rates or even confiscation.29 In other words, an arbitrary tax system leads to corruption. 

According to the 2015 Index of Economic Freedom, the Middle East region scored a 38.4 out of 

100 in the freedom from corruption category. Not only was this the region’s worst category, it 

was also below the world average of 41.9.30  

 The Zakat system of taxation specified in the Quran has left a legacy of arbitrary taxation 

and corruption. Though specifically called for in the Quran, its exact implementation is not 

explained.31 Therefore, its eventual shift from predictable and fixed to arbitrary is not surprising. 

Unfortunately, the Zakat’s institutional legacy has increased corruption thus decreasing 

economic freedom and hurting the poor – the people that this system was originally meant to 

help. 

                                                      
25 Ismael & Ismael, “Social Policy in the Arab World,” 26. 
26 Kuran, T. (2012). The Economic Roots of Political Underdevelopment in the Middle East: A Historical 

Perspective. Southern Economic Journal, 78(4), 1086-1095. 
27 This differs from the income tax which has gained popularity in modernity. 
28 Kuran, T. (2013). The Political Consequences of Islam's Economic Legacy. Philosophy and Social 

Criticism, 39(4-5), 395-405. 
29 Ibid 
30 2015 Index of Economic Freedom. (n.d.). Retrieved January 1, 2015, from 

http://www.heritage.org/index/ 
31 Kuran, “The Political Consequences of Islam's Economic Legacy,” 399. 
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Waqf 

 The institution known as the waqf is the “formal institution of charitable endowment in 

Islam.”32 The waqf was meant to help promote and implement social justice through charity. 

These endowments often were agriculture lands that used their incomes to fund social services 

such as a madrasa (Islamic school).33 Since they were meant to provide a service to the public 

through charity, they were generally exempt from taxation.34 

 However, there were unintended consequences that resulted from the establishment of the 

waqf. Once again, politically well-connected elites were able to take advantage of the system for 

personal gain. The tax-exempt status proved an enticing incentive for citizens to create additional 

waqfs in an attempt to hide their assets from taxation. As Timur Kuran notes, that by the “19th 

century, depending on the region of the Middle East, 15 to 50 percent of all real estate belonged 

to a waqf endowment.”35 

 With such a powerful incentive to move their assets into waqfs, people were willing to 

bribe government officials and break laws to protect their wealth which lead to a “culture of 

corruption.” 36 As noted earlier, corruption weighs down a countries score on indexes of 

economic freedom and makes enforcing the rule of law difficult. Notably, Transparency 

International has reported on the deeply imbedded corruption in the region where three of the 

world’s ten most corrupt countries are located and the region as a whole scored 38/100 compared 

to the global average of 43/100.37  

 Nonetheless, waqfs did provide services that helped their communities by financing 

mosques, schools, and soup kitchens.38 However, their effectiveness also lead to negative, long-

term consequences for the region’s economic freedom. While the waqfs were providing services 

for their communities in the Middle East, similar services in Europe were being provided by 

newly developed, private corporations.39 Even Adi Setia who wrote favorably about waqfs, their 

services, and on bringing about the revival of the institution, noted that it is a “non-market” 

mechanism. Dr. Setia continues, claiming that a non-market mechanism is not anti-market 

because it merely acts outside of the market.40 However, this conclusion fails to consider 

crowding-out effect. Since numerous services were provided by waqfs, firms and other private 

organizations failed to be created since the space was already occupied by the waqfs. There is 

much discussion about the severity of the crowding out effect today, but in surveying several 

studies, Arthur Brooks found that there is a significant effect in social/human services.41 Though 

this study is not a historical analysis, basic principles in economics hold true overtime. The 
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development of corporations proved to be vital to not only the economic development of Europe, 

but also its political development.42 Therefore, the institutional legacy of the waqf has impacted 

economic freedom in two important ways – permeating a culture of corruption and crowding out 

the development of corporations.  

Inheritance 

 Islamic law’s egalitarian tendencies continue through its prescribed system of 

inheritance. Unlike the Bible, the Quran has more specific instructions on how wealth showed be 

divided between heirs. The egalitarian nature of the inheritance system limited the size and thus 

the strength and influence of firms in two ways. The first and most obvious impact was the 

decreased likelihood “intergenerational transfers of capital and therefore its long-term 

accumulation.”43 If one generation was able to accumulate wealth, the egalitarian inheritance 

prevented the wealth from being passed onto the next generation. With limited capital 

accumulation it becomes hard to increase the size of a firm and more importantly, harder to 

establish new firms.  

 The second effect was less direct. When a shareholder of a firm passed away, all of the 

heirs had to be addressed to ensure proper, egalitarian distribution of the deceased’s assets. Heirs 

were so numerous that firms would intentionally keep the amount of shareholders to a limited 

number to avoid “dealings with impatient heirs.”44 Less shareholders meant less capital and thus 

restricted the size of firms. Once again, small firms are less effective in obtaining influence and 

contributing to private sector growth and employment. Small firms were not able to adapt to the 

technologies that eventually arose during the Industrial Revolution and led to a permanent 

setback in the economies of the Middle East.45 The region today is still plagued by an unusually 

high number of small firms that largely function in the informal economy. Until these small 

firms are able to grow into larger corporations, it will be hard to solve the unemployment 

problem in the Middle East or restrain the cronyism found in the large, politically well-connected 

firms. The development of mid-sized firms is vital to a vibrant free market and thus economic 

freedom; the constraints of the inheritance system have left a lasting legacy on the development 

firms in the Middle East.  

Islam at the State Level 

 Unfortunately the scope of this paper does not allow for an in depth analysis of several 

countries, however, it is worth quickly delving into the issue. This section will briefly discuss 

how Islam has hindered the economic freedom within Egypt. Since economic freedom 

measurements began, Egypt has consistently been ranked in the bottom half within the region 

and below the overall global average. Egypt is has been selected because it has historically been 

one of the most important and influential states in the Middle East. Its importance is partially due 

to its geographic position where it serves as a land bridge between North Africa and the rest of 

the Middle East. Egypt is the most populace Arab country, and has a rich and important political 

history. Partially due to its historical importance as a political and religious center, Islam has had 

a strong and lasting presence in the country. Though the various religious groups have seen 
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varying degrees of influence over the centuries, the presence of Al-Azhar University in Cairo 

ensures that it is an important location for the development Islamic thought.  

 Even during the reign of the supposed secular Arab Nationalism movement, Al-Azhar 

sanctioned the socialist policies implemented by Nasser.46 Despite the supposed neo-liberal 

reforms previously mentioned, many of the socialist policies remain in place. Moreover, the 

desire to create and egalitarian society and the institutional constraints of shari’a law continue to 

impede economic freedom in Egypt. The state is very involved in the Egyptian economy where 

20 percent of public spending is directed towards subsidies on food and fuel.47 Subsidies not only 

create large disruptions in the market, in Egypt they also disproportionately benefit the rich; 90 

percent of the subsidies benefit the top 20 percent.48 As aforementioned, privatization in Egypt 

did not truly introduce competition – a defining characteristic of economic freedom. Instead, the 

politically well-connected elites transferred their monopolistic holdings in the government to 

monopolistic private holdings. Meanwhile, those who are not well-connected are reliant on the 

state for some combination of employment, services, and social protection. Still some 

entrepreneurs brave the regulatory obstacles in an attempt to obtain business license. However, 

the regulatory burden is often too great which is another reason why the informal economy 

flourishes.49 These interventionist policies such as subsidies and other social services are often 

touted as ways to create a socially just, egalitarian society as is prescribed by Islamic law, yet the 

results sharply contrast with their intent. Furthermore, an arbitrary and burdensome regulatory 

body makes it difficult for small firms to increase in size, an endearing legacy of the Islamic 

institutions described in the previous sections.   

 Though other states in the region are similar, Egypt still stands in contrast to Qatar, the 

United Arab Emirates (UAE), and Jordan. All three of these states are young in comparison, lack 

the rich historical importance of Egypt, and consistently rank near the top for economic freedom 

within the region according to both Heritage and Fraser. Moreover, each has a weak and/or new 

religious establishment that has lacked the historical, political influence. For instance, a “robust 

religious establishment,” was not present during Qatar’s state formation and the religious 

establishment that exists today has been brought in from other countries.50 Jordan too has 

historically lacked a strong religious establishment, waiting nearly 30 years after the founding of 

the state to put effort into forming stronger religious institutions.51 Even more intriguing is that 

the UAE has attempted to embrace “secular economics” which has resulted in “a dilution of any 

Islamic tendencies in favour of economic success.”52 Though Jordan, the UAE, and Qatar are not 

bastions of free market perfection, they are less statist than Egypt. Many of the same problems 

that plague Egypt also impact these others, just to a lesser extent. The late development and weak 

influence of the religious establishment in the freer states in the Middle East adds to mounting 

evidence that Islam has historically constrained economic freedom in the region.  
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Looking Forward 

 Islam has had a profound impact on the Middle East’s economic freedom through its 

values and its religious law. However, Islam is not inherently anti-market. In order to increase 

economic freedom in the region, a new Islamic perspective must be taken in regards to 

capitalism and on how to best implement their values. The above discussion has been rather 

pessimistic, but the Middle East does not have to remain trapped in its stagnant, statist 

economies.  

Islam’s Free Market Heritage 

 Despite the present lack of economic freedom and history of statist policies, there is a 

small, yet rich free market heritage in Islamic thought and history. Muhammad himself was a 

businessman before becoming a prophet and Mecca, Islam’s holiest city, was an important 

commercial center during the time of Muhammad.53 Historically there have been numerous 

Islamic thinkers that promoted free markets, including one of the most well-known, Ibn Khaldun. 

Writing on capital and labor, Ibn Khaldun expressed many ideas that Adam Smith would not 

write about for hundreds of years. Unfortunately, Ibn Khaldun’s work on economics was largely 

ignored and his book, Muqaddimah, was prohibited from the historically prestigious Al-Azhar 

University in Cairo for being too secular.54 Today there is a small, but growing strain of Islamic 

thought that promotes economic freedom such as those scholars associated with the Minaret of 

Freedom Institute. In order for the Middle East to obtain economic freedom, this school of 

thought will have to gain further support.  

Social Justice through the Market 

 What is important about Islam’s free market heritage is not that there are Islamic scholars 

that support economic freedom, but that base their support in Islamic thought. The deeply 

entrenched policies that dampen economic freedom are not the result of valuing justice, but are 

because of the belief that the state is responsible for actively promoting social justice. Islamic 

scholars who support free markets uphold the same values, notably justice, as their more statist 

counterparts, but favor a different path. 

 Islamic scholars that favor free markets over central planning and redistribution contend 

that the Quran directly endorses free markets and that free markets are the best way to reach a 

just society. For example, the Quran states “You who believe, do not wrongfully consume each 

other’s wealth, but trade by mutual consent.”55 This Surah is a clear endorsement of voluntary 

exchange – one of the principles of economic freedom. This Quranic endorsement of free 

markets is notably qualified by the phrase “wrongfully consume,” implying the sense of justice 

that should be considered when individuals engage in trade. Other passages in the Quran that 

endorse free markets have similar qualifications. Endorsing voluntary exchange is not a complete 

endorsement of total economic freedom. To strengthen the Quran’s endorsement, Ali Salman 
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notes passages which accept inequality between individuals.56 Therefore, a degree of inequality 

of wealth could be permitted within Islamic society and still be considered just.  

 Also, a truly free market is arguably the most efficient redistributive system. It is 

undeniable that the free market is a system of constant change and evolution; therefore, for an 

individual to maintain their wealth or a business to keep their market share, they must be able to 

continually make the correct decisions in this changing environment. Since humans are not 

omnipotent, obtaining perfect knowledge of the market in order to continuously make decisions 

that result in a greater attainment of wealth is simply impossible. While free markets permit 

inequalities in wealth, competition ensures that the composition of the wealthiest class is 

constantly rotating.57 The inequalities that result from a free market may still displease Muslims, 

which is where private charity would step in. Considering the importance of social justice in 

Islam, a free market would be the ideal place for Islamic charities to flourish and provide aid to 

those in need.58 Combining the redistribution of the free market with effective Islamic charities is 

a worthy, non-coercive, alternative that should be considered in the Middle East.  

Changes for Islam and the Region 

 Based on the discussion above it is important to briefly describe what changes should be 

implemented. Most obviously the states of the Middle East should implement serious free market 

reforms. The two areas that would likely benefit the region the most would be increasing 

regional integration and decreasing the regulatory burden. Despite being integrated into the 

global economy, the region “remains one of the most protected regions in the world, where 

movement of capital, goods, and people are subjected to severe restrictions.”59 These trade 

barriers protect the firms of the politically well-connected elites from competition and help 

maintain the system of cronyism. Before the region can reap lasting benefits from globalization, 

there must be integration at the regional level. 

 The regulatory burden, specifically in regards to business licensing, must be reduced. 

Shredding away the layers of regulations will help integrate the informal economy and allow for 

firms to grow and be created. Growth and development of firms will also help solve the vast 

unemployment problems facing the Middle East. The vast unemployment problem can only be 

solved through the private sector; there are too many unemployed and too little funds for the 

state to remain a dominant employer in the region. Moreover, by allowing new firms to enter the 

market the cronies will face increased competition and gradually loose influence. Lastly, 

reducing the regulatory burden will likely lead to decreased corruption – one of the biggest 

challenges facing economic freedom in the region. 

 Other policies such as reducing social protection and subsidies will be harder on the 

population, especially in the short run. This is partially why there must also be an intellectual, 
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religious change to go along with changing economic policies. Currently the private sector is 

viewed as a corrupt extension of the state, thus the people do not have any faith that free markets 

will benefit them. Those Islamic leaders and scholar who believe that Islam endorses free 

markets and that the free market is the best way to create a just society must work tirelessly to 

promote their message. If the people and politicians do not believe that free markets will be 

beneficial, reforms will not succeed and they will fail just like the neoliberal reforms did.  

Conclusion 

 The Middle East is known to be a troubled a region according to numerous indicators, 

however, many of the problems could be solved if people were granted economic freedom. 

Unfortunately the region currently has a distinct deficit of economic freedom which has largely 

been the result of Islam. However, it is not because Muslims lack what Max Weber referred to as 

the “Protestant work ethic,” but rather due to the institutional legacy of Islamic law and the well-

intentioned policies that allow state intervention into the economy. The lack of economic 

freedom has prevented hardworking Muslims from being able reap the benefits of the free 

market that they deserve. There are numerous policy changes that would help promote economic 

freedom and bring about meaningful change in the region; however, such changes are destined to 

fail if there is not a belief that free market reforms will succeed. There appears to be an inherent 

clash between economic freedom and Islam. Fortunately, Islam actually has a rich history of 

endorsing free market principles in both its theology and history/. Moreover, the free market is 

likely to create a more hospitable environment for the creation of just society in accordance with 

Islamic thought. The changing of values are not required nor is a new way of Islamic thinking, 

merely a simple shift to an already existing school of Islamic thought would help provide the 

small, yet strong foundation for economic freedom to take hold in the Middle East.  
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