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WHICH OF THE TWO? KNOWLEDGE
OR TIME

Masudul Alam Choudhury
The School of Business, University College of Cape Breton, Nova Scotia, Canada.

Abstract

Knowledge versus Time, Truth versus Falsehood, Unity versus Dualism, these
and the like are the subjects for philosophical discourse in the light of the two
contrasting worldviews of unity of knowledge versus rationalism. The emerging
formalism also leads to practical considerations in the circular causation
model of unity of knowledge. The Qur'an is invoked in this formalism to build
the arguments and the analysis underlying the analysis. Conception of time in
the recursive causality, time seen as the recorder of particular states of the
knowledge flows and of the knowledge-induced forms focusing on knowledge
and time, the Qur'an brings out the contrast between these two entities in
constructing a frame work of reality. Human conception of time as a temporal
Sflow is replaced by the conception of transcendental time as equivalent to the
divine knowledge. Time is therefore an endogenous event that is
simultaneously determined by knowledge flows within the content recursion
between values. Two sides of expression are therefore consistent with each
other. The paper discussed two types of distinct aggregation in two kinds of
realities, namely, unity of knowledge and methodological independence. In the
light of the recursive circular causation model of endogenously complementary
interrelationships that emanate from the epistemological model of unity; here
considered a developed social wellbeing functioning according to the variables
like, Human Development Index(HDI), Human Poverty Index (HPI), Gross
Domestic Product(GDP) and Gender Development Index(GDI). The contrast
between two worldviews is thus shown by the pervasively unifying nature of the
principle of complementariness across diversity of complementing entities
versus the competing and rationalistic nature of methodological individualism
and independence.

We make a contrast between opposing precepts of knowledge versus time; unity
of knowledge versus pluralism emanating from rationalism. We then pose the
question, which of the two opposing categories truly constitutes total reality in
explaining epiphenomena. The concept of epiphenomenon is meant in the sense
of Husserl (trans. Lauer, 1965) as the merging together of Kant's noumena with
phenomena, thereby constituting an integrative and inseparable precept of reality.
Such an attribute of unity of knowledge and its influence on the experiential
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world is our definition of reality. In the context of this meaning of
epiphenomenon, if God is exphainable in the concrescent human agency, then He
is the true reality (Whitehead trans. Griffin & Sherburne, 1978), although we do
not perceive God. Likewise, if the divine law is the indispensable foundation of
any and all episteme then it becomes a universal (Foucault, trans. Dreyfus &
Rabinow, 1983). In regards to such implications writes Palan (2000, p- 218):
S s certain social categories, such as the 'nation’ the 'people’, 'God', which are
admittedly hypothetical entities in the sense that no one has seen them, are
matters of faith rather than fact. And yet, it is impossible to deny that such
hypothetical entities shape our social world to a considerable extent".

Focusing on knowledge and time, the Qur'an brings out the contrast between
these two entities in constructing the framework of reality. The divine knowledge
and the law are set primal in reality. (Qur'an 6:59). In contrast, the human
conception of time as a temporal flow is replaced by the conception of
transcendental time as equivalent to the divine knowledge. Its impact on world-
systems existed even before man was a recorded entity. (Qur'an 76:1). But this

| universal attribute is not shared by the temporal time flow. Besides, the human
dependence on time as a primal and singular deterministic factor is equated with
ignorance (Qur'an 45:24).

Objective

The objective of this paper is to attempt an answer to the following question: which
f of the two-knowledge or time-explains the dynamic processes of world-systems in
which the human agency reasons, cognizes and constructs inferences from?

We will proffer the answer to this question by investigating the two functional
L relations given below. From them we will deduce which one of the two
| representations constitutes the foundation of true reality. Note that we mean by
[ true reality that reality which supersedes in the universal explanatory wholeness.
Apart from the precept of the true reality, both truth and falsehood form opposite
realities in universal explanations.

Initial Questions to Consider

We pose the question. Is the true reality represented by the relation, t=F (6 &
Here t denotes the flow of time 0 denotes the flow of knowledge as unity derived
from the epistemic foundation, Q ; F is an explainable function denoting an
explanation of specific problems within the domain of epiphenomena. Or is the
true reality represented by=0 & QH(t)? H denotes a functional relation explaining
a construct of the same reality within the epiphenomena. Other questions
pertaining to these fundamental ones are the following: Can the two functions be
‘ recursively embedded in the context of experience? If so, then in what ways do

these recursive relations explain reality in terms of the concrescent




epiphenomena? The latter is the ontological question of 'be-ing'. It rests on the
merging of the epistemic with the evidential. Imam Ghazzali (trans. Marmura,
1997, p. 158) remarked on this continuity in the unity of knowledge in the
following words: "In brief, every event has a temporal cause, until the chain of
causes terminates with the eternal celestial motion, where each part is a cause for
another. Hence, the causes and effects in their chain terminate with the particular
celestial motions. Thus, that which has a representation of the movements has a
representation of their consequences and the consequences of their consequences
to the end of the chain".

Analyzing the Questions

In the context of economic theory, Shackle (1972) investigated such a question of
primacy of episteme as novelty caused by continuous learning. His emphasis on
knowledge instead of time as the ultimate determiner of events can be noted by
his criticism of the neoclassical economic objectives of optimization and general
steady-state equilibrium as opposed to the method of innovation and learning.
Shackle argues that novelty, as the attribute of social dynamics, ends where
optimization and steady-state equilibrium are assumed, as opposed to whether
they exist. Shackle (op. cit, p. 97) writes: "Equilibrium is a solution, and there is,
in the most general frame of thought, no guarantee that a problem which presents
itself, unchosen and undersigned by us will have any solution, or that it will not
have infinity of solutions. In either case, there is no prescription of conduct".

Knowledge as Process

Likewise, Choudhury and Korvin (2002) have argued that the time-dynamic
solution of the optimal control theorem breaks down in the context of treating the
following tuple, {8, X (0)} across overarching and evolutionary domains denoted
by {.}, with 8 =limijk.. {6 ijk.} eQ i denoting interaction; j denoting
variables, k denoting systems, etc. Q is treated as a ‘complete’ topology (Maddox,
1970) in the large-scale universe, which is denoted by the open domain extension
of fixed point mapping, Q-Q (Choudhury, 1995; Nikaido, 1989). X(6) is a
vector of socio-scientific and instrumental variables and their relations. While
X(®) is defined over complex spaces of i,jk... Yet in the limiting case it is a
convergent function of 6=lim ijk.. {6 ijk..}eQ This mapping is the

cumulative result of all interactively integrated and evolutionary relations of the
type Vivjk,.. fijk.. ({6, X (8)}). While each of the component fi,jk... ({6, X
(0)}) € [Q~Q] has a finite cardinality, v i v jk,... fijk.. ({6, X (8)}) < Q is
said to have super-cardinality rather than an infinite cardinality (Choudhury,
2002). This is for the reason that being a topology, it must necessarily establish
the relations that remain well defined by each and all of fi,j k.. ({6, X (8)}) ¢
[©-Q]. This characteristic of the relational order could not be obtained in
infinite cardinal structures (trans. Bauer-Mangelburg, 1967).




It now needs to be proved which of the following cases is the fundamental one
from which the remaining ones and itself can be derived and explained as a
functional structure to make the emerging methodology and results applicable to
an expanding class of problems of world-systems. The three cases are formally
configured as follows:

2
1o ot ->H 0: 6 =H(t)
d & J
X (1) X(6)
Does not lead to time flow, say  can lead to knowledge flow, say 6' in
t™> t. That is t is exogenously monotonic value greater, equal to or less
related to X(t) than. © Thus 6 and X () are recursive and

endogenously interrelated
Thus we generate {0', X' (6')}
recursively and endogenously.

If expression (1) was to be true then we would have,
t=>H16 : 8 =Hi(t); and independently, t » Hz X(6): X(6)= Ha(t).

But since 6 and X (0) are interrelated, t would have to be solved as a
dependent variable between Hi and H: to establish the relationship between
and X(0). Hence a contradiction arises between the same t-value being once
an independent variable and then again a dependent variable without a
process between this recursion. Thus the representations Hi and H2 are not
valid in expression (1).

Next we consider the reverse order:

2. 9eQ -H t: =F (8)
l d
X (0) X(8)
Can lead to 6-flow, say6' recursively ~ Since t is of the category of X (0), we
related toB. can
Therefore, define,
0 t=F1 (8), which
o' i)
) o'
X' () !
i t'=F2 (0")
etc. as continuous endogenous TR
recursion Thus we generate {6', t' (0")}

recursively and endogenously.



Time is therefore, an endogenous event that is simultaneously determined by
knowledge flows within the context of recursion between 6 and X(0) values. The
two sides of expression (2) are therefore consistent with each other.

Since t is a member of X () vector, the elements of which are also interrelated
by endogenous recursion, therefore, t is also endog'enously recursive with such
elements of the vector as also with 8-values. Hence in this continuously recursive
sense the following causality shown by two direetional arrows in Figure 1 is true:

te——»X(6)
Figure 1: Causality in the Knowledge-Induced Domain

Figure 1: Causality in the Knowledge-Induced Domain
Time Conception

What grounds the conception of time in the recursive causality as shown? Time is
seen as the recorder of particular states of the knowledge flows and of the
knowledge-induced forms. The vector, {6, t, X(8)} as shown Figure 1 then
recursively determines the time-flow as an entity. Such a recursive relationship
may be linear, in which case @ and t have the same trend and X(0) is
simultaneously recorded by the co-existing time flow. Otherwise too, in the case
of non-linearity between time and knowledge flows the above mentioned causality
of Figure 1 becomes complex. Examples of such time concepts are relativistic and
quantum time (Hawking, 1988) and the arrow of time (Prigogine, 1955).

The Qur'an refers to both of these kinds of times inseparably with knowledge
values as created entities emanating from the divine roots of Q, the perfectly
unified worldview of the divine laws. (Qur'an, 103; Qur'an, 76:1).75 In the
inspired saying of the Prophet Muhammad Allah equates Himself with Time
(Sahih Bukhari).”® But since Allah is the perfection of all knowledge, therefore
only at this primordial level are time and knowledge synonymous. No process is
possible at this level of the divine perfection. However, since 0 & Qis an
incomplete knowledge flow though it carries with it the essence of unity by
complementarities between the diverse things, which is the Quranic principle of
creation in pairs,” therefore the relations between time and such knowledge
flows and their induced variables remain complex (Choudhury, 2003).




Another Possibility for Know_ledge Time Relationship

Next we examine the third possibility of the time-knowledge relationship. The
following question needs attention: Can the epistemology of unity of knowledge
be premised on any other than the divinely unified most perfect 'super-cardinal'
domain of knowledge, Q? If not, then what is the nature of the emanating
relational orders that spring from the domain of rationalism and pluralism
signified by the time and knowledge domain being premised on individuated s,
for s=1,2,...2 Competing and dissociated systems with their own independent
episteme emerge. This is the case with Darwin's (1936) natural selection
evolutionism; Marx's Resnick and Wolff, 1987) over-determination problem;
Popper's (1988) refutation hypothesis; Buchanan's (1971) methodological
individualism; Wallerstein's (1998) complexity out of chaos, etc. The evaluation
of the pluralism of Qs, for s=1,2,... is still done by the exogenous criterion of
unity of knowledge Q against the rationalistic pluralism of knowledge domains.

Some Contrasting Structures Relating to Knowledge and Time

Expression (1) shows that if Q is not the epistemological premise than t and 6
are disjoint categories. Consequently, the following relations will yield the results
as shown, which is contradictory in respect to determining the causality as shown
by «s, Inter-systemic causality and relationship is denoted by 1:.

ti=»H101:81 = Hi1 (t1); and independently, ti=»H2X1(61): X(61) = H2(t1).

t2 >H102:02 = Hi (t2); and independently, t:=>H2X>( 2): X(02) = Ha(t2).

Yet the above causality is true in the case of the knowledge-centered recursive
methodology only, with processes of complementary relations being determined
by the law of unity of knowledge governing {6, t, X (6)}.

Corresponding to expression (1) vectors such as {t, 6(t), X(t)} will move along
independent time-dependent relations. Each of these relations will be premised
on independent Qs, for s=1, 2... is evaluated by Q.

We delineate this bifurcation process of methodological independence between
sequences as follows and refer to it as the intra-systemic endogenous property of
independently distributed systems (Choudhury, 2000).



TQ: R > Bn — Xn  Disjoint and independently
: distributed systems based
- — X2 on the timal epistemology
Qi 5t —3-0i > Xi o~
o=
=20
(@]
Q =
7
; A
=
01— (t1(61), X1( 01)) 5> 61 > New =
New knowledge 2
82— (0(6), Xo(0)) —> 62— >
New =
¥ nth Sequence as above =<

induced processes with intra and
inter-systemic endogenth sequence
as above nous casual relations.

Figure 2: Unity of Knowledge-Induced Processes Versus
Methodological Independence of Timal Relations

Between each of the strings of the complementary processes there are intricate
and extensive casual interrelation (¢8) showing the evolution of processes from
one chain of the string to another as indicated by the emergence of {(Bnew, tnew,
(Bnew), Xnew, (Bnew)} and also by the inter-systemic complementarities. These are
of the type depicted in Figure 1.

Aggregation Problem

We note the following types of distinct aggregation in the two kinds of realities,
namely, unity of knowledge and methodologically independence.

For methodologically independent systems aggregation over processes is given
by the independent summation of series. This is reflected as in the case of
Harsanyi's (1989) fundamental utilitarianism in social choice making . Even
when ehtical considerations are given to decision-making using the utility
functions, it is found that classical and neoclassical economic theories have
continued to rely upon such independently distributed utility criterion functions
(Hammond, op. cit).

Non-linear functions have also been used to explain complex behavior. But our
methodological results here point out that such complex models eventually
bifurcate into competing and independently distributed relations of the type
shown in Figure 2 with respect to the time-dependent strings (systems).
Bifurcations are usual properties of repetitive forms in chaos and fractal model.




When such bifurcations dissociate into independent relations, these evolving
forms become competing rather than complementary forms (Gulick, 1992).

For complementary systems three attributes of these systems characterize the
underlying aggregation across processes and systems (strings). These are
interaction, integration and evolution. This was shown earlier in terms of the
mapping that yields the cumulative result of all interactively integrated and
evolutionary relations of the type, p i 1 j.k..... fijk.... ({6,X(8)}), i denoting
interaction; j denoting variables, k denoting systems, etc. The point of evolution
into newer processes as distinguished by new values and its induced variables
and their relations is also the point of post-evaluation of the degree to which
knowledge and its induced state and policy variables have attained both inter and
intra-systemic complementarities. The Qur'an (30:11) refers to this kind of
knowledge-induced interactive, integrative and evolutionary processes of unity.

Once again between the independently distributed relations in the exogenous
t-frame and the complementary recursive relations generated by circular
causation across processes and systems, there are divergent forms of the
evaluation criteria. In the case of methodological independence the wellbeing
criterion is an additive linear or non-linear social welfare function, as mentioned
above. In the case of pervasive complementarities and circular causation the
interactive, integrative and evolutionary attributes of the knowledge-centered
systems and processes lead to complex aggregations that are sensitive to
institutional simulation in concert with the state variables. Thus a policy market
interaction is established as an endogenous transformation process.

QEpisteme as Universal

The string of unity of knowledge in Figure 2 proves that the Q episteme is a
universal that can explain both the unified and complementary worldview out of
diversity of entities and also the worldview of methodological independence and
individualism. This universal way of explaining all systems is shown by the same
type of methodology of recursive evolution and intra-systemic coherence that
every system imitates from the nature of Q episteme. The difference though is
that the Qs episteme are independently and temporarily coherent
intra-systemically. This temporary organism of its class is followed by
continuous bifurcations into independent systems as time carries independent
processes along. Such is the case of evolutionism by natural selection of the
selfish gene (Dawkins, 1976).

The contrast between the two worldviews is thus shown by the pervasively
| unifying nature of the principle of complementarities across diversity of
’ complementing entities versus the competing and rationalistic nature of



methodological individualism and independence. Within this parting divide all
other details and methods, implications and inferences underlying the two
contrasting methodologies take shape, form and different meanings.

On the other hand, no universal explanation of realities can be obtained by the
primacy of time being embedded in its competing and pluralistic Qs episteme.
This was proved earlier by the absence of causality of the type shown in Figure 1.
However, if by the mystery of time we mean its recursive relationship with
primal knowledge flows then too Figure 2 explains this within the unified
worldview, as shown. Thus the principle of unity in diversity and rationalism in
pluralistic forms are opposite realities. They exist as truth versus falsehood,
respectively. One judges the other by its own criterion.

The Qur'an declares these opposing (5: 48; 23:71; 25:33; 21:18)'° and
unequivocal worldviews between truth (unity) and falsehood (rationalism) (2:42;
17:81; 51:10-11; 69:51-52)**.

Partial Application of the Circular Causation Model

In the light of the recursive circular causation model of endogenously
complementary interrelationships that emanate from the epistemological model
of unity, we consider here a developmental social wellbeing function in the
following variables: Human Development Index (HDI), Human Poverty Index
(HPT), Gross Domestic Product (GDP) and Gender Development Index (GDI). If
there are to be complementarities between these as the sign of systemic unity
between the variables then there must exist circular causation between them by
virtue of the underlying endogenous processes. In estimating the presence of
causality we use log-linear regression equations between rates of changes in HPI,
GDP, HDI and GDI variables in order to explain the elasticity coefficients of the
dependent variables in terms of the remaining independent variables by means of
the coefficients of the log-linear regression equations.

Let, y denote HPIx/HPIk-1, HDIx/HDIk-1, and GDI/GDIx-1,
x denotes GDPw/GDPx-1

k=1, 2... Being the sequential values of the countries in the selected group as
they appear in the Human Development Report (UNDP, 1997-2000)

The following results were obtained on estimating by multiple-OLS method the
log-linear regression equations shown, using data on HPI, GDP, HDI and GDI
(UNDP, 1997-2000). The data are for the 'medium-HDI countries'. This particular
selection was prompted by the need for having sufficient data. The sample size
comprised 50 selected countries in the entire group comprising industrialized,
middle income and low-income countries.



The circularly interrelated estimated equations are given by,
1. HPI-GDP-HDI-GDI relationship
Log (HPIK/HPIk-1) =5.210E-02 + 2.709.log (HDI¥/HDIk.1) - 1.655.log(GDIv/GDIk-1)

t-statistics (0.921) (0.583) (-0.619)
Significance levels (0.362) (0.563) (0.539)
+4.966E-02.log (GDPx/GDPx-1) (1)
t-statistics (0.753)
Significance levels (0.455)
R-square = 0.033
F-value =0.517; Significance level= 0.672

2. HDI-HPI-GDI-GDP relationship
Log (HDI/HDIk-1) = -6.630E-03 + 2.706E-03.log ((HPIx/HPIk-1) +0.271.log(GDIx/GDIx-1)

t-statistics (-4.367) 0.583) (3.619)
Significance levels (0.000) (0.563)  (0.001)
+ 2.148E-03.log (GDPk/GDPk-1) (2)
t-statistics (1.031)
Significance levels (0.308)
R-square = 0.223
F-value =4.412; Significance level= 0.008

3. GDI-HPI-HDI-GDP relationship
Log (GDI/GDIk-1) = -1.75E-03-4.990E-03.log ((HPLx/HPIk-1) - 8.200E-03.log(GDPx/GDPx-1)

t-statistics (-0.561) (-0.619) (-2.370)
Significance levels (0.578) (0.539) (0.022)
+0.818.log (HDIk/HDIk-1) (3)
t-statistics (3.619)
Significance levels (0.001)
R-square = 0.297

F-value = 6.491; Significance level=0.001
4. GDP-HPI-HDI-GDI relationship
log(GDPx/GDPx-1)= -6.120E-02+0.244.log(HPIx/HPIk-1)+10.504.1og(HDIx/HDIx-1)
t-statistics (-0.486 ) (0.753)  (1.031)

Significance levels (0.629) (0.455) (0.308)



-13.269.log (GDIK/GDIk-1) (4)
t-statistics (-2.370)
Significance levels (0.0220)
R-square = 0.129
F-value =2.265; Significance level= 0.094

The above estimated results reveal that the relationships among social factors and among
growth related factors are of a complementary nature individually taken in these groups.
But the relations between growth-related variables and social variables are either too
weakly positive to be accounted for any significant complementary relationship or are
straight tradeoffs. The debate around the neoclassical tradeoff and thus the inability of
such a premise to explain the human development perspective along with poverty
alleviation, gender empowerment, entitlement and gender development through a
complementary relationship between markets and institutions, is seen to appear for the
medium human development countries.

We note from the structural equation (1) that there exists complementary relationship
between the rate of change in GDI (same as log (HPIk/HPIk-1) and poverty reduction
indicated by a negative coefficient of the rate of change in GDI. As GDI increases
(decreases) HPI decreases (increases). We obtain similar interrelationships from the
structural equations of the circular processes (2) and (3). We note that the social variables
(rate of change in HDI, rate of change in GDI) are complementary to each other.

Complementarities among the growth-related variables are also found between the rates
of change in HDI (as a function of GDP) and GDP but are very weak in equation (1). The
same implication also holds for equation (2).

Tradeoff or weak relationship is shown to exist between the rate of change in HPI and the
rates of change in HDI and GDP per capita in expression (1). In expression (2) the
relationship between the rates of change in HDI and the rates of change in HPI and GDP
per capita is very weak. In expression (3) the rate of change in GDI is weakly related with
the rate of change in GDP per capita, whereas the relationship with HPI is weak. In
expression (4) the rate of change of GDP per capita has a tradeoff with the rates of
change in HPI and GDL.

The reason for complementary relations between HDI, GDI and GDP per capita is the
functional interrelationships among these variables, which all have the common variable,
GDP per capita in them. When converted into rates of change, GDP per capita has the
highest value among these variables. Thus a complementary relationship among these
variables can be expected. Yet in the estimated equation (2) we note that the relationship
between the rates of change in HDI and GDP per capita is weak. Likewise, similar
relations are found to be weak in equation (3). In equation (4) there a tradeoff appears
between the rates of change in GDP per capita and HPI and GDI. Equation (4), which is



the most reliable one in the relationship between the rates of change in the variables,
shows a tradeoff between the rates of change in GDP per capita and of HPI and GDI, and a
complementary relation between the rates of change of GDP and HDI. The last result can
be explained by the significant role of GDP per capita in the composite measure of HDI.

We also note that in all cases the results are accepted at high levels of significance, above
40 per cent, according to t-statistic. The circular relations among the variables are well
specified in terms of the variables included. However, the low values of R-square reflect
that the log-linear form of the compound index model may not have been adequately
specified in this form. This is a valid reason for circular causation according to the model
of complementarities that negates marginal substitution among variables in favor of
complex phenomenon better amenable to estimation by simulation methods.

The above empirical results establish our case that, the economic growth agenda of
medium HDI countries being of the neoclassical type, there exists significant tradeoffs or
weak relations between economic growth and the social variables. The efficiency and
equity tradeoff or independence of relationship is thus confirmed. The structural relations
of circular causation in the composite index form a social wellbeing index, establishing
thus the importance of such a system that can bring out the developmental tradeoffs and
complementarities, as the case may be.

Conclusion

Thus, which of the two is the primal reality-knowledge or time? Substantively they are
different and opposite realities in the context of the divide between the epistemology of
unity of knowledge and the epistemology of methodological individualism and
independence. We have shown in this paper that by virtue of the methodological
universality of the epistemology of unity of knowledge, this becomes the ultimate
foundations of true reality. In this context all other realities, as of dualism and
independence, are unsustainable in the scheme of things. Such realities are apparent yet
not the essence of the true reality.

The final validity of the above statements can be seen in terms of the argument of Godel
and Tarski's theorem (Smullyan, 1992) on the incompleteness of the arithmetical system.
In contradistinction to the inference of the incompleteness theorem, the Qur'anic precept
of truth for both true and false domains implies that the improvability of the norm of the
statement X does not imply the probability of a false statement. For instance the domain
of the unseen is 'improvable' by observed inferences. Nevertheless, such an implication is
profoundly real in Islamic belief. It therefore cannot be 'provable' as a false statement.

This inference once again establishes the primacy of the epistemology of unity of
knowledge over time in answer to the question, which of the two - knowledge or time?
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leaf falls, but he knows it. There is not a grain in the darkness of the earth or anything
fresh or dry, but is written in a Clear Record".

Qur'an, 76:1: "Has there not been over man a period of time, when he was not a thing
worth mentioning"?

Qur'an, 45:24: "And they say: There is nothing but our life of this world, we die and
we live and nothing destroys us except Ad-Dhar (time). And they have no knowledge
of it: they only conjecture".

Qur'an, 103: "By Al-Asr (time). Verily, man is in loss, except those who have Faith,
and do righteous deeds, and (join together) in the mutual teaching of Truth, and of
Patience and Constancy".

Qur'an, 76:1: as above.

Sahih Bukhari, hadith Al Qudsi No. 4: "Sons of Adam inveigh against [the vicissitudes
of] Time and I am Time, in My hand in the night and day".

Qur'an, 36:36: "Glory is to Him Who has created all the pairs of that which the earth
produces, as well as of their own kind, and of that which they know not".

Qur'an, 30:11: "It is Allah Who begins (the process of) creation; then repeats it; then
shall you be brought back to Him".

Qur'an, 5:48: "And We have sent down to you (O Muhammad) the Book (the Qur'an) in truth,
confirming the Scripture that came before it and Muhaymin (trustworthiness in highness and

a witness) over it (old Scriptures). So judge among them by what Allah has revealed, and
follow not their vain desires, diverging away from the truth that has come to you..."

Qur'an, 23:71: "And if the truth had been in accordance with their desires, verily, the
heaven and the earth, and whosoever is therein would have been corrupted! Nay, We
have brought them their reminder, but they turn away from their reminder".

Qur'an, 25:33: "And no example or similitude do they bring, but We reveal to you the
truth, and the better explanation thereof".

Qur'an, 21:18: "Nay, We hurl the truth against their falsehood, so it destroys it, and
behold it (falsehood) is vanished...".
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11. Qur'an, 2:42: "And mix not -truth with falsehood, nor conceal the truth while you
know the truth".

Qur'an, 17:81: "And say: Truth has come and falsehood has vanished. Surely,
falsehood is ever bound to vanish".

Qur'an, 51:10-11: "Cursed be the liars, who are under a cover of heedlessness".

Qur'an, 69:51-52: "And verily, it (the Qur'an) is an absolute truth with certainty. So
glorify the Name of your Lord, the Most Great".
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Abstract

Microfinance (MF) has recently been viewed to effectively contribute to poverty

alleviation. This paper seeks to present an evaluation of MF with respect to economic
as well as socio-ethical perspective based on secondary resources. In short the

economic effects do not seem to be as encouraging as expected and the ways the
concept of MF is being applied seem to have adverse socio-ethical implications. An
alternative method of delivery seems to reduce or eliminate the negative effects and
hence deserves serious attention. The unified value system that integrates all human
and natural disciplines covers the field of economics that aims at human welfare by
strategies, among other things to alleviate poverty. MF activities are expected to lead to
substantial socio-economics development for the poor. The experience of Bangladesh
which is the birthplace of MF as well as the largest experimentation case in the world
shows positive results of MF activities. Although the outcome is not as impressive,
some have serious doubts about any positive income effects. Besides the way the MF
activities are being undertaken seem to raise serious socio-ethical concerns. A

characteristic of the existing studies on MF is that they seem to be more or less one
sided. They deal with economic implications of MF, merely its ethical and socio-
cultural effects. The studies that discuss economic impacts of MF usually highlight
positive income effects of MF activities. Whereas those that deal with socio-cultural
effects express concern about undesirable effects of MF which have been reflected in
the sentiments of the people of value orientations including a complain of religious
conversion leading to social tension, unrest and conflict. An alternative example of MF
activities is available, which seems to be free form the alleged undesirable ethical and
socio-cultural effects. In fact the Islamic Micro financial Institutions (IMF) came into
being with an objective to free MF activities from the alleged undesirable normative
and socio-cultural implications. The MFIs even the largest ones including Grameen
Bank and BRAC still depend on external sources of finance. The author suggested
to undertake further studies on the out come of MF activities, socio-cultural effects
of MF activities that hunt the religius feelings of the people, to reach the poorest of
the poor, changes on the loans, remove the people from perpetual dependence on
credit, external defense for finance and formation of a body to oversee the activities
of the MFIs.

The paper was presented at the International Conference on a Universal P digm of Socio-Scientific R ing organized by
Asian University of Bangladesh.



1. Introduction

Unity of the single divine source of knowledge and the knowledge itself provides the
normative foundation of a universal paradigm that integrates all the human and natural
sciences, including the discipline of economics, which aims, among other things, at
poverty alleviation as a prerequisite for human welfare. Poverty alleviation has multi-
dimensional strategies, whereby microfinance has recently been viewed as an effective
means towards poverty alleviation in developing countries. Thus microfinance should
be evaluated by not only its efficacy of poverty alleviation, but also with respect to the
unified value system on which the economic discipline is founded. Such a notion has
been a motivational source and analytical framework for this paper.

Of late, a general notion in the rural development literature is that microfinance (MF)
has been playing an important role in income growth of the rural poor and thus in
poverty eradication and economic development. As a result, it is gaining wide
coverage in development literature and, accordingly, it is receiving attention of the
policy makers, international financial institutions, donor and philanthropic
organizations, NGOs, academic seminars and workshops.

Since its inception in Bangladesh, many countries have introduced micro credit as
well as MF, including Malaysia, where it has been introduced by the name of Amanah
Ikhtiar. Several countries have established specialized banks merely for MF, including
Grameen Bank of Bangladesh, and the planned Microfinance Bank in Pakistan.! The
Asian Development Bank (ADB) formed a Task Force on MF to prepare its MF
development strategy. The proposed strategy had then been approved by ADB on June
6, 2000.2 A few thousand NGOs are engaged in the provision of micro credit in the
developing world, too.> The Microfinance Summit 1997 held in the USA speaks
further about the kind of attention that MF is receiving from the world.4

MF is provided by specialized banks created for the purpose, commercial banks, and
NGOs, which are popularly called Microfinance Institutions (MFIs). A typical MF
activity has the following key characteristics.5 First, MF is normally provided to the
rural poor.6 Second, for MF, the poor households are mobilized into groups, ranging
from 5 to 30 members per group, which takes collective responsibility of any loan
taken by any group members. Third, MF is free from formal financial collateral.”
‘Fourth, small loans amounting from US$ 25 to US$ 75 are extended usually for one

! Credit Development Forum (2000, p. 9).

* CDF (2000, p. 9).

* Credit and Development Forum (CDF) of Bangladesh reports micofinancial statistics on 533 NGOs, See CDF (1999), pp. 16-
87. The growth rate of their membership is quite high as well (see Table A.2 in the Appendix).

! Microfinance Newsletter (2000), p. 10.

* Alamgir (1993), Alamgir (1997a), Alamgir (1999), CDF (2000), Hakim (2000), Hassan (2000), Hossain (1988), Hulme (1996).

g Unfortunately though, the MFIs could not reach the poorest of the poor in the rural areas (see Alamgir 1999, P- 77). Recently,
a few NGOs have started MF activities with the urban poor as well, for example the NGO by the name of PROSHIKA (see
Alamgir (1997d)). -

7 However, MF is not really free from collateral. Informal financial collateral exists in the form of forced un-withdrawable
savings and, besides, strong peer pressure works as a collateral.

¥ See Appendix 1 for the sector-wise distribution of loans by 369 NGOs.

? Only some NGOs are trying to achieve self reliance, for example, ASA. See Alamgir (1997b).
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year and are recovered in weekly installments. Fifth, loans are provided normally for
petty trades, food processing, cottage industries, transport, livestock, etc.¥ Sixth, the
field staffs of MFIs supervise the use of loans. Seventh, the members meet once a
week, make payments of weekly installments, and also make weekly savings
deposits with the respective MFIs. Eighth, the majority (as high as 90%) of members
(borrowers) are women. Ninth, the MFIs depend heavily on external assistance for
their operations.® Tenth, the loans are based on interest, which is usually about 30%
per annum. However, recently, a few efforts can be noticed that are emerging in the
field of MF with interest-free Islamic products, offered by the Islamic MF institutions
(IMFIs). Their emergence is late, and also small in number and size.

Literature in the areca of MF is mushrooming; many assessment studies have been
conducted; and many seminars and workshops are being organized to discuss the
effects of MF. The assessment studies are however one-sided. The formal
mainstream studies concentrate mainly on the positive implications of micro
credit, especially on its economic implications. They rarely give any attention to
socio-cultural effects of MF in the rural areas, except for the issue of 'women
empowerment' through MF. On the other hand, some other studies highlight only
the socio-cultural effects of MF. In fact, some socio-cultural implications of MF
seem to be creating serious concerns in many minds, especially in the minds of
those who are interested in the preservation of faith based values and culture with
income growth and economic development. Their studies highlight the socio-
cultural effects of MF, which are not really considered as impact studies of MF,
although they raise important social concerns related to MF activities. An attempt
will be made here to bring together the two streams of assessments of MF.

The objective of this paper is to provide an analysis of the theory and practice of
MF with special reference to the context referred to above, concentrating more
on the application side. In doing so, we would like to start with a brief exposure
to a theoretical relationship between MF, poverty alleviation and economic
development in general, followed by an analysis of its application from an
economic and socio-cultural perspective. As the nature and application of MF
may vary from place to place, a generalized analysis of MF's economic and
socio-cultural implications may be misleading and hence it may be appropriate to
make reference to a particular case. Accordingly, the paper has chosen the
experience of Bangladesh as a case, which is really the birthplace of the concept
of MF and is the first as well as the largest case of experimentation. The paper
will also cover the IMFIs in brevity.

The paper has the following schematic framework: (1) Introduction; (2)
Microfinance, Poverty Alleviation and Economic Development; (3) Economic
Implications of Microfinance; (4) Socio-cultural Implications of Microfinance;
(5) Islamic Microfinance and its Implications; and (6) Concluding Remarks and
Recommendations.

Sections 3 through 4 of the paper will be based on information collected from
secondary sources: published materials including reports and publications of
MFIs, seminar and workshop papers, journal papers, assessment reports, and also
some informal interviews.



2. MICROFINANCE, POVERTY ALLEVIATION AND ECONOMIC
DEVELOPMENT -

The poor are poor because they are poor. Their income is low and hence they are
unable to meet even the basic needs, and thus the question of invisible surpluses
does not arise at all. They cannot afford to send their children to schools. They
remain un-educated and unskilled, without innovative ideas. The natural and
obvious outcome is that they suffer from low productivity and low income. The
un-educated poor keep on producing unskilled people generation after generation
with low productivity and low income. Poverty perpetuates due to poverty. The
children remain poor because their parents were poor, leading to the vicious
circle of poverty.

Investible resources are important for development of agriculture as well as non-
farm activities in order to increase their income level, and thus for reduction of
poverty and achievement of economic development.

The production function approach of growth may be denoted as follows:
G=f(,D,K, E)

Where G = Economic growth; L = Labor; D = Land; K = Capital and E =
Entrepreneurship.

The size of capital, K, is again determined by investment, I.
K= (D) i with g > 0.

That is, investment contributes positively to the stock of K, which in turn
contributes positively to economic growth. The poor, however, do not have access
to investible resources to make investment, since they neither have investible
surpluses of their own nor access to credit. The former is obviously due to their
low income, which is often not enough to satisfy even their basic needs. The latter
is due to the fact that the formal commercial banks are normally urban-based and,
moreover, the poor lack collateral that is necessary to obtain credit from
commercial banks. Thus, the lack of both investible resources and access to credit
makes the poor quite vulnerable and trapped in the vicious circle of poverty.

The poor lack not only the investible resources; they lack as well ideas,
confidence and basic skills of business. In this scenario, MFIs come to the rescue.
The rescue comes from different dimensions.

2.1 The Ideas: MFIs come to the doorsteps of the poor with ideas. Their officers
and field workers visit the poor households and provide them with ideas about
small non-farm activities and enterprises, which may be attempted with the help
of small loans, and give them some consultancy services. They try to assess their
entrepreneurial potentials, and give them venture ideas in non-farm activities.



2.2 The Confidence Building and Training: The poor lack confidence in doing
anything. With venture ideas, the MFIs try to develop the confidence in them that
they are able to start non-farm activities and thus alleviate poverty. Not only this,
the MFIs train them about some basics in business which they lack.10

2.3 Loans: With the ideas, confidence building and training, the MFIs extend
loans,!! which are really quite small, and are provided for one year.!12 This fills
the resource gap partially.

An important characteristic of MF is that it is without any formal collateral that is
normally needed by commercial banks. There are, however, non-formal
collaterals. For example, in Bangladesh, there are several informal collaterals.
First, borrowers of MFIs have to deposit a specified amount of weekly savings
with the respective MFIs, which they cannot withdraw until the entire loan is re-
paid. This works as a financial collateral. Second, the peer pressure works as
strong collateral. In order to be eligible to get MF, the poor have to form groups
of five to thirty members each, and a member may get a loan only if no other
member has any overdue loan. Thus, each and every member works as a watch
dog against any overdue loan. This peer pressure is a very powerful collateral
indeed.!3 Third, personal guarantees from relatives, friends, and other respectable
persons of the locality are also accepted by MFIs as an informal kind of
collateral.!4

2.4 Generation of Investible Resources: The MFIs help generate investible
resources from internal sources. As already mentioned, the borrowers are forced to
save a small amount every week and deposit this with the creditor organizations.
This mini-savings generates the needed investible resources from within.

Thus, MFIs provide investible resources, venture capital, business ideas, and
training that the poor lack in their efforts to go forward. With these, they can start
new income generating activities (IGAs), expand the existing IGAs, and also
invest in farming activities. This in turn provides self-employment, especially
that of women, leading to income growth, food security, and capability to meet
basic needs, which will increase adult literacy, education of the children, and
social mobility and development. Thus, theoretically speaking, such MF
activities are expected to lead to substantial socio-economic development in the
project areas, especially of the MF borrowers, which in turn is expected to
contribute to poverty alleviation and economic development in general.

10 Alamgir (1997b, p. 2).

'l For example, in Bangladesh, MF varies from US$25 to USS 75 in size. See Alamgir (1999, p. 13).
2 Alamgir (1999, p. 4).

13 See (Rahman et el, pp. 2, 7-9).

!4 Hassan (2000, p. 13).



3. Economic Implications of Microfinance

The economic effects include income growth and poverty alleviation, self-
employment, asset ownership, food security, female participation in the labor
force, and riba-based interest rural economy.!s As the farming activities in most
developing countries depend heavily on the generosity of nature, and hence are
subjected frequently to natural calamities, MFIs tend to concentrate on non-farm
activities for their credit facilities.!6 Although some reservations have been
expressed, the economic effects of MF have been more or less accepted to be in
the positive direction. Let us look into this.

3.1 Micro credit, Income Growth, and Poverty Alleviation

The prime objective of MF is to increase income of the poor, especially the rural
poor, and thus alleviate poverty.!? The general belief is that MF has been doing
this all the while.

"The evidences presented in various studies provide a strong basis to
conclude that microfinance programs lead to an increase in household
income/expenditure and results in poverty alleviation".1$

.. (MF1Is) have contributed to improving the quality of life of millions of
people .19

However, the income effect varies quite significantly from study to study and
case to case. Rahman has provided the summary of 9 major studies and found
that the positive income effects in these cases ranges from 8% to 40%.20 This is
quite impressive, but it is not clear if the income increase is in real terms or
nominal.

5 As indicated eurher we shall refer to the experience of Bangladesh with respect to the economic implications of MF.

* For le, in Banglad i dit is given for non-farm activities like petty trade, poultry and livestock, weaving, etc.
See Mamglr (1999, p. 4).

7 Hakim (2000, p. 7).

¥ Hakim (2000, p. 7).

'* Hassan (2000, p. 2). Parentheses added.

* Rahman (2000), quoted by Hakin (2000, p. 7).




We may usefully have a quick look into some impact studies of MF, choosing a
major MFI and a small MFI'as a sample. A summary of an impact study on

BRAC, one of the top few NGOs that provide MF in Bangladesh, is given below
in Table 1.21

Table 1
Monthly income changes 'before and after
the last loan' and at the time of interview

income  |income |(r
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As is obvious from Table 1, income of the borrowers' nominal income has
increased from 13.8% to 19.8% depending on how many times the borrower had
access to credit. This seems to be quite an impressive income effect of MF. But if
one looks at the income effect adjusted for retail rice price index, which is more
relevant for the poor, the income effect is not very encouraging. As one can see,
when adjusted for the retail rice price index, borrowers' monthly income changes
'before and after the last loan' were only 1.1% for the first-time borrowers and
those of all borrowers were only 2.8%. The income effects are still positive but
not very impressive.

* Souwrce: Prepared from Tables 12.16 and 12.17 from Hulme (1996, p. 134).
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which is provided in Table 2. -

Table2

Economic Effects of |

Source: Alamgir (1997c¢), p. 63.

* Percentages and parentheses added. !

The study shows some positive impact of MF, but it is not very impressive,
either. A sizeable percentage of borrowers are still in the status 'same as before',

meaning no change in their economic conditions. The conditions of the
remaining borrowers have improved, but the degree of improvement is not clear.

Thus, the two studies reported above provide testimony to some positive impact

of MF, which is not however as encouraging as expected theoretically.

Accordingly, some authors have clearly mentioned that the effects of MF have

been marginal.

"However, while beneficiaries have registered vement, the evidence on large-
scale household-level economic graduation md@f poverty is yet quite limited. "2

On the other hand, we find that claims of positive income effects of MF did not go

b

unchallenged. Some have cast doubt to such pos twe effects of MF. For example,
a reputed economist of Bangladesh, Dr. Kholiquzzama

* BIDS (1994), cited in World Bank (1996, p. 14).




"...these fashionably named projects- poverty elimination project and the
project to augment the production ability of the poor; etc.- have not brought
about any change in the economic structure in Bangladesh".23

Another author in MF, Adity Chowdhury, has also challenged the well-celebrated
positive effects of MF. According to Chowdhury, nowhere has BRAC been
successful in changing the socio-economic conditions of the poor. Instead,

"With its superior resources, BRAC has become new elite in the village, taking
the place of political parties without a strong program to defend its activities." 2

Thus the positive income effect of MF has been challenged by a number of
researchers, analysts and economists.

An issue deserves attention in this area. Although poverty alleviation is a
declared agenda of micro credit, it rarely reaches the poorest of the poor in the
country. Ironically, micro credit reaches the better-off section of the poor, and not
the poorest of the poor. Sometimes the programs include as high as 20%-30%
non-target group members.25

"NGO programs have also shown a general inability to reach the extreme poor
who constitute between 20 and 25 per cent of the rural population.” 2

It is not very clear why the poorest of the poor are excluded from MF. The reason
is not expected to be non-availability of collateral, since MF is provided mostly
with non-material collateral, which is even stronger than material collateral and is
equally accessible to the poorest of the poor.

Thus, the income effect of MF does not seem to be as obvious as it is generally
perceived. However, whatever is the magnitude of the effect; we may probably
take MF as a contributor to income growth and poverty alleviation.

3.2 Self-employment and Wages

MF programs have been found to have increased self-employment, especially the
self-employment of women. Access to MF enables the poor to increase the scale
of their existing income generating activities (IGAs), initiate new non-farm
IGAs, and rent in land for farming. Thus the MF borrowers have been found to
have both higher and better employment than others among the rural poor with
higher wages in non-farm activities.2?

MF activities have significant effects on women participation in the labor force.
MF is normally provided to women2$ and thus they get involved in economic
activities in the non-formal sector (mostly self-employed activities).

23 Islam (1998, p. 64).

2 Chowdhury (p. 109).

5 Hassan (2000, p. 8).

2% World Bank (1994, p. 14)

7 Hakim (2000,p. 7). Also see Zohir (2000) quoted in Hakim (2000, 7).

28 About 90%-95% members of the MF groups are women. See Khan (2000, p. 10).



3.3 Ownership or Possession of Assets

Pro-MF studies show that MF has positive effects on asset ownership or
possession.?? These assets are of several kinds. First, the MF borrowers
mortgage-in and rent-in more land than non-borrowers. Second, they have been
observed to own more livestock assets, for example, poultry, goat, sheep and
cows, as compared to non-borrowers. Third, they have been found to own more
bicycles, wooden non-mechanized boats, and rickshaws, as compared to non-
borrowers.

3.4 Food Security

MF borrowers are said to enjoy better food security. Food security comes from
two sources. In the first place, with greater access to landed property, either by
renting-in or mortgage made possible by access to credit, they have grown
marginally more rice (the staple food) as compared to those who are not in the
MF programs.3? Besides, higher income from non-farm activities increases their
accessibility to food market. They can afford to buy food from the market with
their non-farm income.

Per capita expenditure on food for borrowers was 8% larger than that of non-
borrowers of MF in the project villages of Grameen Bank, and 35% larger than of
the target groups in the control villages.3! A study of three MFIs shows that 77%
of their targeted people in rural areas meet minimum calorie requirements,
whereas only 59% of the hardcore poor meet only 80% of calorie requirements.32

Another study shows per capita calorie consumption of the poorest members in
the BRAC area as 2335 Kcal as compared to 2133 Kcal for the non-member
poor, an increase of 10% in calorie consumption.33

These studies show positive effect of MF on food consumption, which in turn
bears witness to the degree of food security achieved by MF. This effect is
appreciable, too, although it is not very substantial.

3.5 Women Participation in the Labor Force

Traditionally, women remain as housewives in Bangladesh, especially in the rural
areas. They do household work, raise children, and so on. They are seldom
employed in IGAs. However, as indicated earlier, most of the members of MFIs
are women. About 549 NGOs restrict their membership to women alone for MF
activities.3¥ Another study shows that about 90% to 95% members of the MF
groups are women.35 ]

¥ Hakim (2000, p. 7); Zohir (2000)
30 Zohir (2000), Hakim (2000).

3! Hossain (1988)

32 Chowdhury (1996)

33 Hader (1998)

** World Bank (1996, p. 12).

35 Khan (2000, p. 10).






