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Everyone is entitled to all the rights and freedoms set forth
in this Declaration, without distinction of any kind, such as
race, colour, sex, language, religion, political or other
opinion, national or social origin, property, birth or other
status. Furthermore, no distinction shall be made on the
basis of the political, jurisdictional or international status of
the country or territory to which a person belongs, whether
it be independent, trust, non-self-governing or under any
other limitation of sovereignty.
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Editorial

The Islamic Revolutionary Concept of
National Interest

Nations (as a political concept) and nation-states are
capitalist constructs. Before the 18" century, neither
nations nor nation-states existed anywhere in the
world. Then, a small group of greedy and avaricious
usurers and speculators seized control of the old state
structures and imposed capitalist society and way of
life, first in Europe and later across the entire world.

Evidently, the concept of national interest is
intertwined with the concept of a nation. If there is no
nation, then national interest becomes an absurd and
meaningless concept. Therefore, we are justified in
stating that the concept of national interest is a
discovery of 18th-century European thought and
political rivalries.

The concept of national interest is indispensable to
the operation and dominance of the global capitalist
system. This is because capitalism can only thrive by
fuelling greed and avarice. It is essential for capitalism
to perpetually sustain competition and the
accumulation of capital as inherent outcomes of its
own processes. This dynamic is as vital for national
collectivities as it is for capitalist individuals.

Capitalism is a universal system. This universality

is expressed through relentless competition and the
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ceaseless accumulation of capital. The systemic

dominance of capitalism is sustained through this

perpetual rivalry; should this competition cease, the

capitalist system would inevitably disintegrate.

Hence, capitalist nations understand the following

through the concept of national interest:

National interest entails that a nation-state
must establish maximum control over
capital.

Through this control, it seeks to maximise the
capitalist rights and benefits of its own
nation.

To achieve this, it must surpass all other
nations in the competitive process,
undertaking capitalist institutional
alignment and state-level policymaking to
attract the greatest possible influx of capital.
Non-capitalist tendencies and forces must be
eradicated through the rule of capital and its

legal framework.

All these objectives are also essential within the

framework of global capitalist systemic dominance.

Consequently, the concept of national interest compels

every capitalist nation to maintain loyalty to the global

capitalist order.
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Pakistan’s Prevailing Concept of National
Interest

Pakistan is a national-capitalist state. Before the
nineteenth century, the consciousness of nationhood
among the Muslims of the subcontinent was very
weak. In that era, Akbar said:

ax on &S 98 gl S
S sl rin g S5 iz

Today I saw what we call a “nation” —

Just a small group of boys from the mission schools.

Sir Syed — the traitor — propagated the concept of
Muslim nationhood among Muslims through English
education, a notion that a large section of the Muslim
elite readily embraced. Hatred and envy towards
Hindus were deliberately cultivated among the
Muslim masses, and much of the Pakistan Movement
was built upon this competition and hostility. It was
on this basis that the Muslim elite established the new
state of Pakistan and seized power within it. The
foreign policy formulated by this elite was rooted in
this very competition and animosity towards Hindus.

The elite recognises that balanced competition with
India is impossible, given that India is a relatively
larger and more powerful country. Therefore, to
sustain this competition, Pakistan must rely on foreign
aid. It is in this context that, in his speech on 11 August

1948, Jinnah Sahib very politely read out a

Ry rdl 148 - Mol e WIS L



The Islamic Revolutionary Concept of National Interest

congratulatory message from the US State
Department. The true addressees of this speech were
America and Britain. Jinnah Sahib assured them that
Pakistan would function as a secular, capitalist state —
and from that day to the present, our elite has
remained unwavering in this commitment.

Therefore, Pakistan’s prevailing concept of national
interest can be described as follows:

e Combating Indian dominance while
defending and promoting its own national
sovereignty.

e Consolidating capitalist power within the
country and fostering the popularity of
capitalist values and vices among the
populace.

e Adhering to, and accepting, subordination
within the imperialist systemic structure.

e Establishing ties with global money markets
in a manner that entrenches their dominance
over the national economy.

e Securing the maximum possible interest-
based loans and foreign investment.
Guiding Principles of the Islamic Revolutionary

Concept of National Interest
As Islamic revolutionaries, we naturally reject the
prevailing capitalist notion of national interest. Our

colleague, Muhammad Yunus Qadri, in his analysis of
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nationalism, writes that in the contemporary era, the
national interest of an Islamic government lies in
freeing itself from the global capitalist system and
ultimately undermining it.

The degree to which we can emancipate ourselves
from the global capitalist system and weaken it
depends on our internal strength, the support of global
Islamic forces, and the resilience of capitalism itself.

At present, we are compelled to conduct the Islamic
revolutionary struggle within the context of the
nation-state. This is because imperialist dominance has
effectively dismantled the active existence of the
Ummah, and the Islamic states that do exist — Iran,
Afghanistan, and Yemen as an embryonic Islamic state
— are, in principle, also forced to tolerate the
supremacy of this system. However, this does not
preclude us from exploiting the breakdowns within
the imperialist system and its growing internal
contradictions.

These states have undertaken the task of reviving
the concept of the Ummah, as reflected in their support
for the Palestinian Jihad according to their capacities.
Both Islamic states, Iran and Afghanistan, have firmly
rejected nationalism. We view these efforts with
appreciation and will continue to provide assistance to
these countries to the fullest extent possible.

For the stability of Islamic countries such as Iran

Ford sl 3 S150- Moo WIS I
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and Afghanistan, it is essential that they continue to
prioritise self-sufficiency and self-reliance — in this
regard, Iran has achieved remarkable success in the
defence sector. There is also a pressing need to
formulate agreements that undermine capitalist
systemic control in these countries.

This is a complex and arduous task. We will strive
to arrange such international agreements in Islamic
countries (Iran and Afghanistan).

As far as non-Islamic Muslim countries such as
Pakistan are concerned, our access to the state
apparatus is very limited. In these countries, the states
are subordinate to capitalist imperialism. Therefore, in
the context of national interest, the centre of the Islamic
revolutionary struggle will be society, and our aim will
be to weaken imperialism’s grip within society. In this
regard, three measures are indispensable:

1. Organising the populace around mosques,
madrassas, and khangahs under the leadership
of the mukhliseen-e-deen, so that they become
empowered first at the local level and then at
the systemic level, and state power gradually
transfers from the capitalist state into the hands
of the mukhliseen e deen.

2. It is necessary to promote the struggle against
nationalism  —  particularly = Pakistani

nationalism — the struggle against the capitalist
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concept of national interest, the negation of the
concept of the nation, and the effort to awaken
the consciousness of the Ummah among the
masses. It must be understood and explained
that our national interest is nothing other than
the life of Saadat and the death of Shahadat.

3. Islamic political power should be mobilised
against pro-imperialist policies. Policies should
be formulated and supported that align with
our concept of national interest and which our
country currently has the capacity to
implement. Examples include the suspension of
agreements made with the IMF, refusal to repay
international interest-based loans, and the
permanent prohibition of American imports.

This is an extremely arduous and perilous path. To
act upon this concept of national interest means that
we are embarking on a struggle that will inevitably
span centuries. It will take centuries for the capitalist-
imperialist system to be dismantled. The Islamic
revolutionaries of the present era constitute the
vanguard of the Islamic assault against capitalism. We
must endure defeats and setbacks and demonstrate
steadfastness on this path. In the contemporary era, the
Islamic revolutionary struggle is the endeavour to

fulfil the duty of establishing Deen (Igamat-e-Deen).
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The Collapse of Liberal Democracy in Israel
Javed Ansari

Liberal democratic order is collapsing as an element
in the gradual disintegration of the crisis ridden global
capitalist system. This is occurring throughout the
world — in Hungary, Poland, Turkey, many Latin
American countries, even in the United States.

But this process of liberal democratic implosion is
most advanced in two countries — Bharat and Israel,
key exponents of liberal imperialism. Understanding
the process of the deconstruction of liberal democratic
order is of importance to Islamic revolutionaries who
are committed to an overthrow of the rule of law of
capital.

In this paper we seek to analyse the process of
liberal democratic collapse in Israel as a case study. Is
this Israeli episode typical or atypical of the general
process of liberal democratic collapse?

The Israeli Case

Israel is a settler state, like America, Canada,
Australia etc. established by the slaughter and
expulsion of millions of original inhabitants of a
country. It is not a colony and like all non colonial
settler states justifies its conquests and its existence
with reference to Enlightenment humanitarian values.

Liberal democracy is embedded in humanitarian

ideology. Hence, as in other settler states, abandoning
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the liberal democratic paradigm is a matter of anxiety
and frustration for the Israeli elites.

Nevertheless, liberal democracy has had vulnerable
roots in Israeli policy from the time of the Nakba (1948)
when Palestinian Muslims were slaughtered and
expelled en masse. Up to 1966, Muslims were under
military rule, effectively denied all liberal rights. From
1966 to 2000 military rule over the Muslims was
relaxed in fits and starts. Since 2000 — and especially
under the pressure of Netanyahu’'s rule — there has
been sustained rollback of these concessions. Of
course, these concessions were not given to the
inhabitants of the occupied West Bank and liberal
democratic rights extended to Muslims remained
confined to those who were regarded as Israeli citizens
residing in the territory behind the so-called “Green
line” and in 2022 equaling about 22 percent of the total
Israeli citizenry.

This limitation of liberal democratic rights — its
denial to Muslim Israeli citizens — is overwhelmingly
popular among Israeli Jews. According to a 2016 Pew
survey 79 percent of Israeli Jews approve of existing
legal discrimination against the Muslims and 48
percent support the expulsion of all Muslims from
Israel. Hatred of the Muslims is ingrained in Israel’s
national ideology which proclaims the essential

Jewishness of the Israel state and Jewishness is by its
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nature incompatible with liberal democracy.

Islamic uprisings — the Intifada movements -
against Israeli occupation, oppression and expulsion —
and their relative effectiveness since 2002 — have
strengthened the commitment to non-liberal values of
the Jews.

Liberal democratic treatment is legitimately
confined to Israeli Jewish citizens. As Ahmad Tibi, a
member of the Knesset said in 2009, “This country is
democratic towards Jews and Jewish towards
Muslims”.

Denial of liberal rights to Muslims is manifested in
every aspect of Israeli public policy from infrastructure
construction to the provision of education and
employment and the institutionalisation of policing
areas and segments. The legal and bureaucratic system
is especially designed to “Judise” the land” — to wrest
land from Muslim possession for the benefit of the
Jews. In 90 percent of Israeli (non occupied area)
territory Muslims are legally debarred from owning or
leasing land. In 2021, Muslims owned only 1.5 percent
of land in Israel. Beyond the Green Line Israel’s newly
occupied territories have seen a massive growth of
Jewish settlements and the displacement of Muslim
nomadic tribes.

Like in Bharat, Poland and Hungary, some liberal

practices continue to function in Israel proper. The
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press is capitalistically organised (it is “free”) and there
is freedom of association and movement. Obscenity
and vulgarity in Israeli cultural life is flourishing and
Jewish teachings are routinely ignored. In this sense,
Israel is a Jewish secular state and Zionism (like
Muslim nationalism and Hindutva) is a movement
which seeks to secularise a religion.

However, the 2023 legislation limiting the ambit of
the judiciary shows that even the liberal rights of the
Jewish citizenry are being curtailed. The legislative
containment of the judiciary has mass support and
demonstrations against it have proved futile. The
Jewish ummah throughout the world (and especially
in America) enthusiastically supports legal and
economic discrimination against the Muslim citizens
of Israel.

In the past few decades liberal democratic
tendencies have been flourishing among Western
oriented Israeli Muslim intellectuals. A group of such
intellectuals in 2007 published a series of “Vision
Documents” calling for liberalisation — the extension of
liberal democratic rights to the Palestinians — of Israeli
state policies and structures. This aroused virtually no
support from the Muslim masses and was viewed with
considerable hostility by the Jews who resented that
these “good Arabs” (Western oriented persons) were

also calling for a de- judaisation of the Israeli state.
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Israel does not have a constitution. The Knesset
passes “Basic Laws”. From 2001 to 2005, three
proposed Basic Laws were formulated all of which
sought to strengthen the liberal orientation of state
policy but all of them endorsed the conception of Israel
as a Jewish state. No Arab individual or group was
included in the drafting of these proposed basic laws.
The publication of the “Vision” documents was an
unsolicited response to these proposed basic laws. In
2007 Shin Bet, Israeli Security Organisation, warned
the Prime Minister that “the Muslims were becoming
a genuine long-term danger to the very existence of the
state of Israel”.

European descendent Israelis — they constitute the
dominant element in the Israeli elite — and the Western
educated Israeli youth are torn between two mutually
irreconcilable Enlightenment doctrines, nationalism
and liberalism. Their commitment to their Jewishness
is an anti-religious racial (nationalistic) commitment
legitimating their exclusive possession of the state
apparatus. But their commitment to Modernity is
universalist, requiring a recognition of equal capitalist
rights to all human beings. Thus when the modern
secular Jew is confronted with Arab demands for
equality he cannot act rationally. All the evidence is
that in Israel (as in Bharat) his racial commitment

triumphs over his commitment to liberal values.
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The modern Jew regards all Muslims as terrorists or
at least as the fellow travellers of Hamas and
Hezbollah. Netanyahu is a modern Jew who skillfully
exploits the racialist bias of the Jewish masses. He
describes Arab Knesset leaders as “existential threat to
Israel”. He has passed over 30 laws especially
designed to promote denial of liberal rights to
Muslims. In 2018 these laws were capped by the Basic
Law of the nation state which according to the Muslim
Knesset member Yousuf T. Jabareen “represents a
death blow to Arab civil and constitutional rights”.
The adoption of the Nation State Basic Law was
overwhelmingly popular among the Jewish citizenry.
The Nation State Law (2018) effectively abolishes the
Green Line. All Muslims are now non-citizens in the
Israeli state — those living in Israel proper and those
living in the West Bank and Gaza.

The Palestinian Authority is on its deathbed.
Political representation in the Knesset has become
meaningless. Military units are being deployed within
Muslim towns. Jewish settlements are expanding at an
exponential rate. The hopes of the Muslim modernists
to gradually liberalise the Israeli state have collapsed
comprehensively.

Lessons for Islamic Revolutionaries
Liberal democracy is dying — not just in Israel

and Bharat but throughout the world. It is being
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replaced by authoritarian democracy. The non-
representative, non-elected relatively permanent
constituents of the state system — the bureaucracy, the
judiciary, the military, the media, the corporation, the
key players in global financial markets, are
increasingly usurping political and administrative
powers. As capital concentrates and centralises it
needs a strong state which alone can ensure systemic
adherence to capitalist rationality.

Therefore, our struggle against global capitalist
order must be focused on deconstructing the essential
power of the relatively permanent custodians of
capitalist state power — the bureaucracy, the judiciary,
the media, the corporation. What Imam Mohandes
Bazargan 4de 4l &a>) once described as the play of
parliament is becoming increasingly ineffective.
Nevertheless, the parliamentary power can be used to
weaken the executive power of the relatively
permanent constituents of capitalist states — the
bureaucracy, the judiciary, the media, the corporation.

Deconstructing the institutional structure of a
capitalist state is a long-term project. It requires the
mobilisation and responsibilisation of a mass based
ideological leadership which can gradually establish a
network of grassroots foci of power — a state within a
state — to which power can be transferred from

constitutionally legitimated state institutions — the
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bureaucracy, the judiciary, the media, the corporation.
A contemporary example of this is the Sangh Parivar's
establishment of a nationwide Shakha network which
has increasingly subordinated state institutions in
Bharat.

Transition from a liberal to an authoritarian
democratic state structure is normally facilitated by the
ideology of nationalism — either ethnic (as in Israel) or
religious (as in Bharat). Therefore, we must recognise
nationalism as the main oppositional ideological force
confronting Islam. Nationalism has corrupted Judaism
in Israel (and in America) and Hinduism in Bharat.
Muslim nationalism is a toxic poison which infiltrates
into Islamic consciousness at the mass level. Currently
in Pakistan there is no Islamic political party the
political agenda of which is not dominated by Muslim
nationalist tropes. The secular constitutional Pakistani
state was created by a Muslim nationalist movement.
If we are committed to a reconstruction of the state, we
must squarely face the ideological challenge posed by
nationalism and expel all (Muslim) nationalist themes
from Islamic revolutionary discourse.

Today major countries that are transitioning
from liberal democratic to authoritarian democratic
state structures (Israel, Bharat) are imperialist allies.
This hasn't always been so as the cases of Nasser’s

Egypt and Nkrumah’s Ghana illustrate. Liberalism
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remains a strong, though declining, ideological force
in Western Europe and America but it is not powerful
enough to override the geostrategic national interests
of the main imperialist countries. So, America does not
complain about human rights violations in Israel or
Bharat. We must understand that despite its
nationalist rhetoric an authoritarian democratic
regime (such as Imran Khan's Tehreek-i-Insaf
government) can accept imperialist subordination.
Sometimes, as in Israel and Bharat, the
parliament can itself be an instrument for achieving a
transition from a liberal to an authoritarian democratic
regime. It may do this by introducing constitutional
amendments such as the Nation State Law of 2017 and
the 2023 legislation to reduce the “independence” of
the Israeli judiciary. In such cases the legislature uses
executive authority and weakens the citizens” access to
fundamental liberal rights forcing the citizens to
behave rationally - i.e. in accordance with the
dominant authority’s conception of the “correct”
strategy for maximisation of the rate of capital
accumulation. Islamic revolutionaries must realise that
dilution of the provision of human rights does not
normally weaken the rule of law of capital — instead it
has strengthened it in both Israel and Bharat.
Authoritarian democracy is a populist regime.

It is sustained by the popular support of the mobilized
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masses under a charismatic leader — Lenin, Mao,
Sukarno, Modi. It is not a dictatorship. The masses
enthusiastically support the transition from liberal to
authoritarian democracy. This transition represents a
collectivisation of capitalist individuality at the
national level. The collectivist capitalist citizen seeks
freedom, equality, progress, not for himself but for all
Jews or Hindus or Christians or Muslims.
Deconstructing this collective individuality is the
principal task of Islamic revolutionaries in
authoritarian democracies. We must endeavor to
persuade the common man to reject capitalist values —
freedom, equality and progress — and to participate in
the process of constructing a state order which is
focused on the achievement of Falah in Akhirah not on

the futile project of seeking to create heaven on earth.
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The Crisis of Sovereignty (of Capital) and
the Islamic Khilafah: A Reflection
Dr Syed Z. Arshad

This article examines the political crisis embedded
within the structure of global capitalism, particularly
the contradiction between transnational capital and
national sovereignty. Using the Trump presidency as a
case study, it explores how capitalist states
increasingly struggle to reconcile domestic political
mandates with the demands of global capital
accumulation. In response to this fragmentation, the
paper proposes the Islamic Khilafah system as a coherent
alternative model rooted in divine legislation, unified
governance and economic justice. Drawing on classical
Islamic scholars such as Imam Al-Mawardi, Shaykh al
Islam Ibn Taymiyyah, and Imam Abu Hanifa (4&\
law> @ga>y), the article proposes a civilizational
paradigm  that transcends the crisis-ridden
frameworks of modern secular governance.
I. Capitalism and the Crisis of Sovereignty

In the architecture of global capitalism, few
contradictions are as destabilising as the disjuncture
between the transnational operations of capital and the
national boundaries of political authority. This
foundational tension between globally mobile capital
and territorially confined states has produced what
scholars describe as a structural political crisis. In the
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post-Cold War era, this crisis has intensified under the
pressures of globalisation, deregulated financial
markets, and the geopolitical consequences of
American unilateralism. The Trump presidency (both
in its first term, 2017-2021, and its second term
commencing in 2025) serves as an empirical case of this
contradiction in action.

Theorists such as David Harvey (2003) have long
noted that the spatial expansion of capital (in its need
to transcend borders in search of new markets,
resources, and labour) necessitates a political
architecture capable of managing global accumulation.
However, the state (which is the principal political
actor in capitalist societies) remains territorially
bounded and subject to nationalist ideologies. This
contradiction lies at the heart of what Harvey calls the
“spatial fix,” where capitalism resolves its crises only
by displacing them geographically. In other words,
capital’s constant need for expansion drives it beyond
national boundaries, yet it remains dependent on the
legal and coercive structures of nation-states. This
results in a systemic imbalance, where political
sovereignty is continually eroded by global capital
flows and transnational corporate interests.

Susan Strange (1996), in The Retreat of the State,
similarly argues that state authority has been

increasingly ceded to market forces and transnational
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entities, undermining the capacity of governments to
regulate their economies independently. Multinational
corporations, international banks, and global
institutions like the International Monetary Fund
(IMF) and the World Trade Organisation (WTO) now
wield immense power in shaping national economic
policies,  increasingly  sidelining = democratic
accountability and sovereign decision-making. This
results in a “double bind” for states: on the one hand,
they are pressured to liberalise and integrate with
global capital flows; on the other, they face rising
domestic demand for protection, regulation, and
sovereignty. The emergence of populist and
nationalist leaders, for example, Trump in the U.S,,
Bolsonaro in Brazil, and others, is a direct response to
this crisis of legitimacy and governance in capitalist
democracies.

Furthermore, this contradiction also fosters
geopolitical instability. The rising tension between the
United States and China is not simply ideological or
strategic, but also economic and inevitable. Both states
are competitors in a global capitalist market, yet each
claims exclusive sovereign rights to assert their
national interest as well. The risk of escalation,
especially in flashpoints like Taiwan, underscores the

dangerous consequences of this contradiction.
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The Limits of America as a Global Capitalist State
Throughout the 20% century, the United States
sought to function as a global capitalist hegemon.
Through the Marshall Plan, the Bretton Woods system,
and post-war military alliances such as NATO, it acted
as a de facto global capitalist state, leading economic
integration while safeguarding international security
under U.S. terms. Scholars like Leo Panitch and Sam
Gindin (Gindin & Panitch, 2012) characterise this as an
"informal empire," where U.S. institutions shaped the
global capitalist framework while allowing allied
sovereignty within limits. However, by the 2Ist
century, the contradictions of this model became
apparent. America’s efforts to enforce capitalist order
abroad (through military intervention, trade
enforcement, and financial leverage) began to produce
diminishing  returns. = Military = overextension
(Afghanistan, Iraq), economic competition (China’s
rise), and internal polarisation undermined the
coherence of U.S. global leadership. The very forces of
globalisation it once nurtured now challenge its
dominance. As global capital flows elude national
regulation, the U.S. can no longer sustain the pretence
of being both a national power and a planetary steward
of capitalism.
Historical Roots of Global Capitalist Ambition

The capitalist desire to transcend national
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constraints through globalisation is rooted in earlier
imperial and colonial expansions. Classical theorists
like J.A. Hobson and Vladimir Lenin identified
imperialism as the economic extension of capitalist
overaccumulation. In Lenin’s view, imperialism
emerged as the highest stage of capitalism, where
surplus capital seeks foreign outlets due to stagnation
at home (Lenin, 1916/1939). Hobson (1902),
meanwhile, argued that imperialism was driven by
capitalist elites, not national will. European colonial
ventures (especially by Britain, France, and later the
United States) exported not only capital but also
political domination. While formal empires have
faded, the logic of imperialism persists in trade
regimes, debt diplomacy, and transnational corporate
control. Contemporary globalisation, as William
Robinson (2004) argues, represents a new form of
transnational capitalist imperialism, where informal
economic dominance replaces territorial control.
Thus, the political crisis of capitalist sovereignty
today is not unprecedented. It is a mutation of
longstanding patterns: where nation-states extend
themselves globally to support capital, only to find that the
scale of capital ultimately exceeds their political capacity to
manage it.
II. Trump’s Presidency: A Case Study in
Capitalist Contradictions
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Donald Trump’s presidency exemplifies the
political crisis of capitalist sovereignty. In both his
terms (2017-2021 and from 2025 onwards), Trump’s
policies have sought to reassert national control over
economic and political life in the face of global
economic pressures.

a. Trump’s First Presidency (2017-2021): Nationalism
in a Global System

President Trump’s first term was marked by a sharp
repudiation of multilateralism. His administration
withdrew the United States from key international
frameworks such as the Paris Agreement and the
Trans-Pacific Partnership. Trump imposed sweeping
tariffs on steel and aluminium, targeting China and
traditional allies alike. The U.S.-China trade war
disrupted global supply chains and introduced
volatility into financial markets, yet it yielded little
structural change in trade balances or intellectual
property regimes (Bown & Kolb, 2021, Peterson
Institute for International Economics).

Trump’s immigration policies, including the
“Muslim Ban” and the reduction of refugee quotas,
reflected an exclusionary nationalism that sought to
reassert national control over borders and identity.
These moves, while politically popular among certain
domestic constituencies, undermined America’s

global reputation and contradicted the international
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norms it had previously championed (Chomsky,
2017).
b. Trump’s Second Presidency (2025-Present):
Escalation and Crisis Deepening

Since January 2025, President Trump’s second term
has introduced a series of policies that further
exacerbate the political crisis of capitalist sovereignty.

Tariffs and Global Economic Instability: On 2
April 2025, the Trump administration announced a
sweeping new tariff regime: a baseline 10% tariff on all
imports, with steep increases (10-50%) for
approximately 80 countries, including China, Japan,
and Vietnam. These measures are modelled under
emergency powers and represent the highest U.S. tariff
levels since the Great Depression (World Economic
Forum, 2025; Al Jazeera, 2025). According to the IMF,
such policies constituted a major negative shock:
global growth projections were slashed from 3.3% to
2.8% in 2025, and U.S. GDP growth was downgraded
to just 1.8%, with recession risk estimated at 40%
(Croucher, 2025; Reuters / Guardian live coverage,
2025). This slowdown is attributed to increased
inflation, policy unpredictability, and disrupted trade
flows (IMF chief economist Gourinchas cited in
Newsweek, 2025; Reuters, 2025). Though imports
surged in anticipation of tariffs, some exemptions have
since softened the blow. The IMF upgraded its global
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forecast modestly to 3% in late July, with U.S. growth
at 1.9% for the year (IMF, July 2025; Guardian live
coverage). Still, trade policy instability continues to
encourage investment caution and dampen private
consumption. These tariff initiatives highlight the
profundity of the central contradiction: attempts to
protect national industry generate long-term disruptions
that undermine the integrated global capital system
(Business Insider, 2025).

Judicial Pushback and Limits to Sovereign
Authority: In response to a January 2025 executive
order to restrict birthright citizenship, a divided
federal appeals court in the Ninth Circuit ruled in July
2025 that the policy violates the Fourteenth
Amendment and is unconstitutional (Politico, 2025;
Jurist, 2025; CBS News, 2025). The decision upholds
that presidential authority cannot override
constitutional protections (Politico, 2025). This legal
rebuke underscores institutional constraints on executive
power, even when wielded in the name of sovereignty. It
reveals how the attempt to redefine citizenship via
executive fiat collided with deeper constitutional
principles grounded in national political legitimacy
rather than unilateral authority (Politico, 2025).

Institutional Realignment and Regulatory
Rollback: The administration launched substantial

domestic  restructuring, including  relocating
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thousands of federal agency personnel from
Washington, D.C. to regional cities. While promoted as
decentralisation, critics argue it represents an attempt
to weaken bureaucratic oversight and reduce
institutional checks (New York Post opinion, July
2025). Simultaneously, sweeping regulatory rollbacks
have occurred—such as repealing environmental
protections  and  bypassing  the  National
Environmental Policy Act (NEPA) for major
infrastructure and Al projects (AP News, mid-2025).
This consolidation of executive prerogative exemplifies
centralisation in the name of sovereignty, albeit at the cost
of democratic accountability.

Fiscal Priorities and Militarized Posture: Trump's
2026 budget proposal slashes over $160 billion from
domestic non-defence spending while expanding
resources for national security, including a high-
profile military parade and intensified naval
operations in the Middle East (AP News, mid-2025).
These moves align with a mnarrative of sovereignty
restoration but also risk accelerating militarised state
authority disconnected from popular economic welfare.

c. A Systemic Crisis of Capitalist Order

The Trump presidency does not merely represent a
political anomaly; it reflects a systemic crisis in the
capitalist order itself. The contradiction between global

capital and national sovereignty is no longer
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manageable within the liberal democratic consensus
that defined the post-World War II era. Trump’s
policies, while presented as nationalist solutions, often
exacerbate the underlying tensions of the global
system they seek to reform. The capitalist world is
entering an era where the institutions designed to
manage its contradictions (such as the nation-state,
liberal democracy, and international organisations) are
increasingly inadequate. Whether this crisis will lead to a
reformed global order or to further fragmentation remains to
be seen. What is certain, however, is that the return of
Trump to the White House serves as both a symptom and
an accelerator of the political disintegration inherent in the
global capitalist system. This political crisis signals not
only a breakdown of neoliberal governance but also a
philosophical vacuum in the global order. In this
context, it makes sense to explore alternative political
paradigms that transcend the limitations of nation-
state capitalism and its attendant instabilities. One
such model is the Islamic political order, grounded in
the concept of the Khilafah (or stewardship).
III. Islam’s Political Framework: The Khilafah as
an Alternative

The political and economic crises afflicting the
capitalist order (as manifested in trade wars, ecological
collapse, and geopolitical rivalries) signal the urgency

of exploring alternative political paradigms. The
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Islamic political order, rooted in the concept of the
Khilafah, presents a civilisational vision of
stewardship that integrates spiritual purpose, moral
legislation, and global political coherence.

The Khilafah represents more than a political
system. It is a comprehensive framework grounded in
Tawhid (Oneness of God), justice (‘adl), and mercy
(rahmah). It offers a unified alternative to the fractured
world of capitalist nation-states, providing coherence
where there is fragmentation, ethics where there is
exploitation, and accountability where there is elite
dominance (Kamali, 2008). As the global capitalist
order continues to unravel under its internal
contradictions, the Islamic model deserves renewed
scholarly and political attention—not merely as a
nostalgic memory of past glory, but as a viable and
divinely guided framework for future global
governance.

a. The Unity of the Ummah

Unlike the nation-state system, which divides the
Muslim world into artificial boundaries inherited from
colonial powers (e.g., Sykes-Picot Agreement, 1916),
the Islamic Caliphate is built upon the concept of the
Ummah, a single transnational community of believers
(Esposito, 2011). The Khilafah does not recognise
national borders in the secular sense but seeks to unite
Muslim lands under a single political authority
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governed by Shari‘ah (divine legislation). This unity
eliminates the nationalistic competition among states
that fuels conflict and undermines collective well-
being, as seen in capitalist rivalries like the U.S.-China
conflict.

As Allah says in the Qur’an: “Indeed, this Ummah of
yours is one Ummah, and I am your Lord, so worship Me.”
(Qur’an, Al-Anbiya 21:92)

The fragmentation of the Muslim world has led to
disunity, foreign dependency, and strategic
vulnerability. The Khilafah restores political unity
through the appointment of a Khalifah, whose sole
task is to implement Islam comprehensively and to
safeguard the Islam’s global interests.

The viability of such wunity is historically
demonstrated. The Ottoman Caliphate, for example,
maintained a unified administration over diverse
ethnic and religious groups spanning Asia, Europe,
and Africa. Legal uniformity through the Hanafi
madhhab, a regulated economic system, and the
protected status of non-Muslims (dhimmis) reflect the
successful application of coherent Islamic governance
across multiple geographies (Lewis, 2002).

b. Governance and Accountability

The Khilafah is not a democracy manipulated by
corporate interests. It is a contractual leadership
(Bay‘ah) where the Khalifah is appointed by the Ahl al-
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Hall wal-“Aqd (qualified representatives) and remains
bound to the Qur'an and Sunnah. His legitimacy is
contingent on upholding divine law, not wealth or
popular charisma (Al-Mawardi, 1996).

According to Imam Al-Mawardi in Al-Ahkam al-
Sultaniyyah, the Khalifah is a trustee (wakil) of the
Ummah and must rule by what Allah has revealed.
Institutions like the Majlis al-Ummah (consultative
assembly) and Mahkamat al-Mazalim (Court of
Grievances) hold the ruler accountable and allow for
lawful removal in cases of injustice (Al-Mawardi,
1996).

Shaykh al Islam Ibn Taymiyyah emphasised in
Siyasah Shar‘iyyah that the core role of political
authority in Islam is to “enjoin good, forbid evil, and
establish justice” (Ibn Taymiyyah, 2000). Moreover,
Imam al-Nawawi held that the appointment of a
Khalifah is a collective obligation (fard kifayah) agreed
upon by scholarly consensus (Nawawi, cited in
Kamali, 2008).

Unlike capitalist democracies, where policy is often
distorted by lobbying and wealth, Islamic governance
prohibits bribery, nepotism, and elite manipulation.
Legislation stems solely from the Qur’an, Sunnah,
Ijma“ (consensus), and Qiyas (analogical reasoning),
ensuring moral integrity and divine accountability
(Kamali, 2008).
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c. Economic Sovereignty and Ecological Justice

The Islamic economic system is radically distinct
from capitalism. It prohibits riba (interest), gharar
(speculation), and monopoly (ihtikar) — practices that
fuel corruption, inequality, and crisis in capitalist
systems. Wealth is redistributed through Zakah,
inheritance laws, and the public ownership of critical
resources such as oil, minerals, and water (Siddiqi,
1981). Imam Abu Hanifa, in Kitab al-Athar, emphasised
that land, water, and fire (interpreted as energy
sources) are communal resources not subject to
privatisation (Abu Hanifa, n.d.).

Unlike the capitalist state’s subservience to
transnational corporations and fiat currency regimes,
the Khilafah maintains economic sovereignty through
a gold- and silver-based currency, stable prices, and
independence from external debt (Chapra, 1992).

Moreover, Islam mandates environmental
stewardship (Khilafah fil-ard). Allah warns: “And do
not cause corruption upon the earth after its
reformation.” (Qur’an, Al-A’raf 7:56)

This ecological principle undergirds an Islamic
vision of a sustainable world, integrating economy
with morality and long-term balance (Kamali, 2008).
d. Foreign Policy Based on Justice, Not Hegemony

Islamic foreign policy is principled and justice-

based —not expansionist or imperial. Treaties are to be
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honoured, oppression opposed, and the rights of both
Muslims and non-Muslims preserved. Conflict is
permitted only to defend the Ummah or lift injustice.
As the Prophet Muhammad (peace be upon him)
stated: “Help your brother, whether he is an oppressor or is
oppressed.”

The companions asked: “How do we help him if he
is an oppressor?”

He replied: “By stopping him from oppressing others.”
(Sahih Bukhari, Hadith 6952)

The Khilafah thus engages the world not for
domination but for Da‘wah (conveying Islam),
upholding rights, and fostering peace based on
Shari’ah —not political or economic coercion.

IV. Conclusion: Towards a Post-Capitalist
Civilisational Future

The trajectory of global capitalism (marked by
intensifying contradictions between transnational
capital and national political sovereignty) has entered
a phase of visible disintegration. As the Trump
presidency illustrates, national responses to global
economic pressures are increasingly reactive,
authoritarian, and destabilising. Protectionist trade
wars, environmental deregulation, and anti-
immigration policies are not anomalies but symptoms
of a systemic failure. Capitalism’s inability to reconcile

global economic integration with  political
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fragmentation has generated deep structural
instability.

Even the United States, which once aspired to
function as a global capitalist hegemon, now finds
itself entangled in self-contradictions. Its military
overreach, domestic polarisation, and loss of
institutional coherence expose the limits of the nation-
state’s ability to govern a transnational capitalist
economy (Panitch & Gindin, 2012; Robinson, 2004).
Imperial and colonial legacies (once used to expand
markets and stabilise capitalist accumulation) have
failed to adapt to the complexities of contemporary
globalisation, where no single state can claim
legitimate or effective stewardship of global capital
(Lenin, 1939; Hobson, 1902).

In contrast, the Islamic Khilafah offers a unified,
principled, and divinely anchored model of
governance. Grounded in Tawhid, it provides a holistic
framework where legislation, economy, social ethics,
and international relations are integrated under divine
guidance. Its foundations are rooted in centuries of
successful transregional governance (from the
Rashidun to the Ottoman Caliphate), demonstrating
the viability of Islamic unity beyond ethnic, linguistic,
or national divisions (Lewis, 2002).

As secular ideologies flounder under the weight of

their contradictions, Islam presents a model that does
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not separate the moral from the political, the spiritual
from the social, or the global from the local. Rather
than asserting sovereignty through coercion or
markets, it reaffirms it through justice (‘adl), trust
(amanah), and divine accountability (hisbah) (Kamali,
2008; Al-Mawardi, 1996).

The global Ummah today stands at a crossroads.
The failure of Western capitalist models opens the
intellectual and political space for reimagining global
order. The Khilafah is not merely a historical memory
but a viable civilisational alternative—a system
ordained by Allah (SWT) and proven by history.

The pressing question is no longer whether
capitalism can reform itself, but whether Muslims are
ready to reclaim the intellectual and political initiative
to establish a new global paradigm grounded in
revelation, guided by justice, and accountable to the
Creator of all.
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Economy of Pakistan and budget in brief 2025
Syed Muhammad Younus Qadri
Introduction

Since the 1990s, Pakistan’s economy has been
ensnared in a vicious cycle of debt and austerity under
successive IMF Extended Fund Facility (EFF) and
Structural Adjustment Programmes (SAPs). Prior to
IMF intervention, the country experienced relatively
stable growth and enjoyed a measure of budgetary
flexibility through self-financing. In contrast, the IMF
era has been characterised by rising debt dependence,
mounting interest obligations, and weakening growth.
The Fund’s conditionalities—such as banning deficit
monetisation, enforcing high-interest domestic
borrowing, removing subsidies, and accelerating
privatisation—have entrenched fiscal imbalances,
fuelled inflation, and eroded development capacity.

A particularly harmful practice, introduced in 2010
under IMF guidance, has been the exclusion of
principal debt repayments from budget documents,
which obscures the true scale of Pakistan’s debt
burden. As a result, interest payments alone now
absorb more than half of government revenues,
leaving negligible space for social and development
spending. In the FY 2025 26 budget, PKR 8.2 trillion
(6.5% of GDP) has been earmarked for interest
payments, of which PKR 6.5 trillion is allocated to

domestic debt servicing an unsustainable diversion of
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national resources.

Against this backdrop, the elimination of domestic
interest, as mandated by the 2022 Shariat Court
verdict, presents a potential game-changer for
Pakistan’s fiscal landscape. Transitioning to an Islamic,
interest-free Tamweeli system could significantly
reduce the budget deficit, release trillions for
development, and help break the cycle of debt
dependency. Yet, such a transformation requires deep
structural reforms, the creation of viable Sharia-
compliant instruments, and strategic engagement with
international creditors.

This study examines Pakistan’s economic trajectory
under IMF programmes, exposes the hidden costs of
debt servicing, and evaluates the transformative
potential of abolishing domestic interest a step that not
only promises fiscal sustainability but also aligns the
economy with Islamic principles while restoring
sovereignty over economic policymaking.

From Stability to Dependency: Pakistan’s
Economic Shift Under IMF Programmes

Prior to 1990, before Pakistan entered into
successive International Monetary Fund (IMF)
Extended Fund Facility (EFF) and Structural
Adjustment Programmes (SAPs), its economy
exhibited relatively stable growth and self-financed

budgetary flexibility, as illustrated in Table 1 and
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Figure 1. However, the post-IMF era, beginning in
1990, presents a different picture. Once conditional
loans commenced, Pakistan was prohibited from
monetising deficits; that is, it could no longer print
money to finance expenditures. Instead, the
government was directed to borrow from domestic
banks at market interest rates, which resulted in a
dramatic surge in interest payments. As shown in
Table 2 and Figure 2, these policies adversely affected
economic growth. These conditions were accompanied
by further stringent reforms: the removal of subsidies,
particularly on fuel and electricity; the privatisation of
profitable public utilities; and frequent currency
devaluation. Despite the IMF's assertion of "fiscal
discipline," these measures led to escalating inflation,
deteriorating public services, a struggling middle
class, and increased poverty. To obscure the actual
burden of debt, the IMF and other global institutions
initiated a contentious practice in 2010: they began
excluding principal debt repayment from budget
documents, reporting only interest payments. This
effectively concealed the true cost of debt servicing
and masked the debt trap into which Pakistan was
falling. Interest payments continued to consume more
than 50% of total revenues, propelling Pakistan deeper
into a debt spiral with little demonstrable progress in

terms of development outcomes.
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Pakistan's Economic Growth: Stability Before
1990, Decline After SAP/EFF

A close analysis of the GDP growth data from 1961
to 2025, as presented in Table 1, reveals a significant
shift in Pakistan's economic trajectory before and after
1990. During the pre-1990 period, as shown in Table 1
and Figure 1, Pakistan consistently recorded higher
and more stable GDP growth compared to many of its
regional peers. For instance, in the 1960s and 1970s,
Pakistan regularly achieved annual growth rates
between 5% and 10%, reaching peaks such as 11.35%
in 1970 and 10.22% in 1980. This period coincided with
a policy framework based on public sector investment,
industrialisation, agricultural reform (the Green
Revolution), and import substitution.In contrast, India
during the same period was largely constrained by the
"Hindu rate of growth," averaging 3 5% annually.
Bangladesh, having gained independence in 1971,
struggled with political instability and post-war
recovery, while China remained under centralised
command economy policies before its reforms in the
late 1970s. Consequently, Pakistan outperformed all
three countries in most years prior to 1990,
maintaining macroeconomic stability and moderate
inflation without excessive external debt dependence.
However, a dramatic reversal began in the 1990s,

coinciding with Pakistan's first full engagement with
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the IMF's Structural Adjustment Programme (SAP)
and, later, the Extended Fund Facility (EFF). These
programmes imposed a range of austerity and
liberalisation measures, including subsidy
withdrawals, privatisation, trade liberalisation, and
tight monetary policy, all aimed at fiscal consolidation.
While these policies were intended to stabilise the
economy, they also suppressed growth, discouraged
investment, and weakened the industrial base. The
effects of these programmes are clearly reflected in
Table 1 and Figure 2. In 1993, Pakistan's growth
dropped to 1.76%, compared to India's 4.75% and
China's 13.88%. Again, in 1997, Pakistan grew at just
1.01%, while India maintained 4.05% and China
surged ahead at 9.24%. From this point onward,
Pakistan's growth remained volatile, frequently below
4%, and often underperformed compared to
Bangladesh, which gradually gained momentum
through targeted industrial and human development
policies. By the 2000s and 2010s, the situation had
become more pronounced. While China maintained
growth above 6 7%, and India surged post-2003 due to
economic liberalisation, Pakistan struggled with
external debt, political instability, and IMF-
dependence. Even Bangladesh began consistently
outperforming Pakistan. For example, in 2020, despite

the COVID-19 pandemic, Pakistan's economy
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contracted by -1.27%, whereas Bangladesh still posted
positive growth of 3.45%. In the most recent years
(2023 2025), the growth gap has further widened.
Pakistan's GDP growth is projected at 2.38% in 2024
and 2.80% in 2025, while India is expected to grow at
8.20% and 7.40%, respectively. China and Bangladesh
also maintain stronger momentum. This divergence
underscores how Pakistan has become stagnant and
externally constrained, while neighboring countries
have grown more self-reliant and competitive. The
root causes of Pakistan's post-1990 stagnation include
over-reliance on external borrowing, IMF-imposed
austerity, and the erosion of strategic industrial and
social investment. Unlike China or even India,
Pakistan lacked a long-term development vision and
instead relied heavily on donor-driven, short-term
stabilisation programmes that undermined domestic

rowth potential.

Table 1 GDP growth (annual %)

Year |PAK]|IND |CHN |BGD |[Year | PAK]IND | CHN | BGD

1961 5.99 [3.72 |(27.27)]6.06 1993 |1.76 K.75 |13.88 |4.71

1962 |4.48 |2.93 |(5.58) |5.45 [1994 |3.74 |6.66 [13.04 |3.89

1963 [8.69 5.99 [10.30 |(0.46) |1995 4.96 [7.57 [10.95 [5.12

1964 |7.57 |7.45 [18.18 |10.95 |1996 |4.85 [|7.55 [9.92 [|4.52

1965 ]10.42](2.64)|16.95 |1.61 |1997 |1.01 K.05 [9.24 |4.49

1966 [5.79 [(0.06)|10.65 |2.57 1998 [2.55 }6.18 |7.85 [5.18

1967 [5.40 |7.83 |(5.77) |(1.88) |1999 |3.66 [8.85 [7.66 [4.67

1968 |7.23 [3.39 |(4.10) |9.49 000 [4.26 3.84 |8.49 [5.29
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1969 [|5.51 |6.54 [16.94 [1.22 2001 |3.65 K.82 [8.34 [5.08
1970 |11.35[5.16 [19.30 |5.62 2002 |2.59 |3.80 [9.13 |3.83
1971 10.47 |1.64 |7.06 |(5.48) 2003 |5.40 |7.86 [10.04 K.74
1972 10.81 |(0.55)|3.81 |(13.97)]2004 |7.83 |7.92 [10.11 |5.24
1973 |7.06 |3.30 |7.76 |3.33 2005 |7.28 [7.92 [11.39 |6.54
1974 |3.54 |1.19 [2.31 [9.59 [2006 |6.05 [8.06 [12.72 |6.67
1975 |4.21 ]9.15 [8.72 |(4.09) 2007 |4.44 [7.66 [14.23 |7.06
1976 5.16 |1.66 [(1.57) |5.66 2008 |2.12 [3.09 [9.65 [6.01
1977 395 |7.25 |7.57 [|2.67 2009 |3.47 |7.86 [9.40 [5.05
1978 [8.05 |5.71 [11.33 |7.07 [2010 |1.50 [8.50 [10.64 |5.57
1979 B.76 |(5.24)]7.59 [|4.80 2011 |2.68 [|5.24 [9.55 6.46
1980 |10.22}6.74 |7.83 ]0.82 2012 |3.03 [|5.46 [7.86 |6.52
1981 |7.92 |6.01 |5.11 |7.23 2013 |4.37 6.39 |7.77 |6.01
1982 |6.54 |3.48 19.02 [2.13 2014 412 [|7.41 [7.43 16.06
1983 [6.78 |7.29 [10.77 |3.88 2015 |4.22 [8.00 |7.04 |6.55
1984 5.07 |3.82 [15.19 |4.80 J2016 |6.57 [8.26 [6.85 |7.11
1985 |7.59 |5.25 |13.43 |3.34 2017 K4.43 6.80 [6.95 [6.59
1986 |5.50 |4.78 [8.95 [|4.17 2018 |6.15 |6.45 [6.75 |7.32
1987 |6.45 |3.97 |11.66 |3.77 2019 |2.50 |3.87 [5.95 |7.88
1988 |7.63 ]9.63 |11.22 |2.42 2020 |(1.27)|(5.78)]2.24 |3.45
1989 K96 |5.95 K.21 [|2.84 2021 |6.51 [9.69 [8.45 [6.94
1990 K.46 |5.53 [3.92 [|5.62 2022 4.78 16.99 [295 |7.10
1991 |5.06 [1.06 [9.26 |3.49 [2023 [(0.04)[8.15 [5.25 |5.78
1992 |7.71 |5.48 [14.22 |5.44 2024 |2.38 [8.20 [5.20 [5.78
2025%|2.70 6.2 K.5 4.86
Source: World Bank
https://data.worldbank.org/indicator/NY.GDP.MKTP.KD.ZG?loc
ations=PK
* July-March 2025
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Economic performance as per data of July-March 2024
and July- March 2025

Table 2 Economic Indicators
: July- Growth

Indictors ]21(1)12}/5March March rate from

2024 2024
Economic growth | 2.80% 2.38% 18%
Agriculture growth | 0.56% 6.25% -91%
Industries growth | 4.77% 1.21% 294%
Services growth 2.91% 1.21% 140%
Inflation rate 4.70% 26.00% -82%
Current  Account o
Surplus $ billion 1.9 0.2 850%
Exports - goods  § | ,; 5 257 6%
billion
Import  goods  $ | 40 ¢ 434 12%
billion
Tra_d_e deficit goods 213 177 20%
$ billion
Remittances — $ | 4; , 238 31%
billion
Average Exchange
Rate Rs 278.75/%
Total Public Debt | /0 67,525 | 13%
Rs. billion
Domestic Debt Rs. | 57 510 43432 | 19%
Billion
External public o
Debt Rs. Billion 24,489 24,093 2%
Population  Size | , ), 5 2415
million
Unemployment o
Rate (LFS 2021) 6.30%
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Austerity, Debt, and Growth Suppression: The IMF’s
Impact on Pakistan’s Fiscal Space

The conditional loans extended by the International
Monetary Fund (IMF) profoundly affect Pakistan's
national budget, primarily by inflating the expenditure
on interest payments. A substantial portion of
Pakistan's budget is consistently allocated to servicing
its internal and external debt. The IMF's prescriptions
often steer Pakistan away from printing currency for
deficit financing a method that is a cheaper source of
funds and instead compel the nation to rely on more
expensive borrowing from commercial banks and
international markets. One of the primary goals of any
national budget is to foster economic growth.
However, the austerity measures and strict fiscal
consolidation demanded by IMF programmes
frequently have the consequence of suppressing
growth. By limiting government spending,
withdrawing subsidies, and raising taxes, these
conditions can reduce aggregate demand, discourage
investment, and hinder the expansion of the industrial
and social sectors. This undermines the very growth
rates essential for long-term economic health and self-
reliance. The heavy allocation of the budget to debt
servicing leaves limited fiscal space for wvital
developmental and social spending, further impeding
Pakistan's ability to achieve sustainable, investment-
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driven growth.
Economic performance
Economic Growth:

Pakistan’s overall GDP growth rate improved to
2.80% during July March of the 2025 fiscal year, up
from 2.38% in the same period of FY2024. This
indicates a modest increase in the growth rate,
reflecting a slow recovery from the IMF-led stagnation.
However, this growth remains insufficient to meet the
needs of the population and create adequate
employment.

Agriculture sector

Table 2 shows the nominal growth rate of Pakistan’s
premier agriculture sector. In FY2025, the sector
demonstrated resilience with a modest growth of
0.56%. This was primarily driven by the livestock
subsector, which grew by 4.72% and contributed
14.97% to the GDP. The overall share of agriculture in
GDP, however, slightly declined to 23.54% from
24.03% in FY2024. Major crops suffered a sharp
contraction of 13.49%, largely impacted by a reduced
cultivation area and adverse weather conditions. This
led to significant drops in production: cotton declined
by 30.7%, wheat by 8.9%, maize by 15.4%, sugarcane
by 3.9%, and rice by 1.4%. Furthermore, cotton ginning
also fell significantly by 19.03%, following a strong

rebound the previous year. In contrast, minor crops

Ry rdl S192 - Mol e WIS L



Pakistan Budget Brief 2025 S. M. Younus Qadri

saw a rise of 4.78%, with strong gains in potatoes
(11.5%), onions (15.9%), and mash (4.7%). The forestry
sector grew by 3.03%, maintaining stability, while
tisheries improved with a growth of 1.42%, up from
0.81% in the preceding year. Despite these challenges,
the livestock sector remained the backbone of rural
livelihoods and a key stabiliser of agricultural GDP.
Industry Sector:

In contrast, the industrial sector has shown a strong
rebound, growing by 4.77%. This marks a significant
surge from the 1.21% growth recorded last year,
representing an increase of 294%. The rebound reflects
a partial recovery in large-scale manufacturing and
energy production, likely aided by lower inflation and
the stabilisation of the exchange rate.

Services Sector:

The services sector also posted solid growth of
2.91%, which more than doubled the 1.21% from
FY2024, an increase of 140%. This includes
contributions from retail, transport, finance and IT,
suggesting a revival in domestic consumption and
business activity.

Inflation Rate:

The most dramatic improvement is evident in the
inflation rate, which plummeted from 26.00% in
FY2024 to 4.70% in FY2025 a sharp decrease of 82%.

This reduction is attributable to currency stabilisation,
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lower energy prices, and tight monetary policy. It
offers much-needed relief to consumers and signals
the restoration of macroeconomic control.

External Sector (Balance of Payments):

The current account posted a surplus of $1.9 billion,
a substantial improvement from the $0.2 billion
recorded last year, representing an 850% increase. This
positive balance reflects a combination of higher
remittances and an improved trade performance.
While exports increased by 6% to $27.3 billion, imports
also rose by 12% to $48.6 billion, which widened the
trade deficit by 20% to $21.3 billion. This deficit was,
however, offset by a significant 31% jump in
remittances, which reached $31.2 billion and helped to
maintain a positive current account balance.
Exchange Rate:

The average exchange rate stood at Rs 278.75 per US
dollar, indicating relative currency stability compared
to the high volatility of recent years. This stability has
helped to reduce inflation and improve investor
confidence.

Public Debt:

Total public debt increased by 13% to reach Rs.
76,007 billion, primarily driven by a 19% rise in
domestic debt, which climbed to Rs. 51,518 billion.
External public debt, in contrast, saw only a marginal

2% increase, reflecting limited new foreign borrowing.
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This suggests a continued reliance on internal
borrowing,  mainly  through interest-bearing
instruments, a practice that burdens the budget
significantly.

Population and Unemployment:

Pakistan's population is projected to be 241.5
million, but unemployment remains high at 6.3%. This
tigure is based on the latest available Labour Force
Survey (LFS 2021), indicating that recent economic
growth has yet to translate into inclusive or job-
creating opportunities.

Table 3 Fiscal development
Growth
) July-March | July- March
Indictors rate from
2025 2024
2024
Total Revenue (Rs.
. 13.37 9.78 37%
Trillion)
Tax Revenue (Rs.
o 9.14 7.26 26%
Trillion)
Non-tax (Rs. Trillion) | 4.23 2.52 68%
Total Expenditure(Rs.
. 16.34 19%
Trillion) 13.68
Current Expenditure
. 14.59 12.33 18%
(Rs. Trillion)
Development
Expenditure(Rs. 1.54 1.16 33%
Trillion)
Fiscal Deficit (% of
iscal Deficit: (% ot f ) 609, 3.70% -30%
GDP)
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Fiscal Development

A detailed explanation of the fiscal development
from July March FY2025 reveals key trends in revenue
and expenditure.
Revenue Performance: A Positive Fiscal Signal

Total revenue collection grew by a significant 37%
during the first nine months of FY2025, reaching Rs.
13.37 trillion compared to Rs. 9.78 trillion in the same
period of FY2024. This substantial rise reflects
improved tax compliance, inflation-adjusted
collections, and a better performance by the Federal
Board of Revenue (FBR). Tax revenue increased by
26%, from Rs. 7.26 trillion to Rs. 9.14 trillion, which
signals a healthier tax base and the positive impact of
administrative reforms. However, as noted in some
analyses, this increase is only moderate compared to
inflation-adjusted expectations, suggesting a need for
deeper structural reforms in direct taxation,
particularly on the wealthy. Non-tax revenue rose
sharply by 68%, from Rs. 2.52 trillion to Rs. 4.23 trillion.
This was primarily driven by higher petroleum levies,
State Bank of Pakistan (SBP) profits, telecom licence
renewals, and dividends from public enterprises.
While impressive, a heavy reliance on non-tax sources

may not be sustainable in the long term.
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Expenditure Trends: Marginal Restraint but Still
Skewed

Total expenditure during July March FY2025
reached Rs. 16.34 trillion, up 19% from Rs. 13.68 trillion
in the previous year. The growth in expenditure is
lower than that of revenue, which has helped to
narrow the fiscal deficit. However, the composition of
this spending continues to reflect structural
imbalances:

Current expenditure:

Which covers items such as salaries, pensions,
defence, and interest payments, increased by 18% to
Rs. 14.59 trillion. This remains nearly 90% of total
expenditure. A significant portion of this continues to
be consumed by interest payments alone, leaving very
little for development or social sectors.

Development expenditure,

Which is crucial for long-term economic growth and
poverty alleviation, stood at only Rs. 1.54 trillion.
Although this showed a 33% increase over last year’s
Rs. 1.16 trillion, it still comprises less than 10% of the
total budget, which is far below the level required for
inclusive growth and infrastructure needs.

Fiscal Deficit: Noticeable Improvement but Still

Problematic
The fiscal deficit for July March FY2025 declined to
2.60% of GDP, down from 3.70% in the same period of
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FY2024, representing a 30% reduction. This
improvement is primarily attributed to the strong
increase in revenue, especially from non-tax sources.
While this reduction signals better fiscal control, it is
still not enough to ensure sustainability, particularly as
the government continues to borrow heavily to service
its rising debt levels. Moreover, this apparent
improvement in the deficit may be masking deeper
problems. A large portion of interest payments are
financed through internal borrowing, and principal
repayments are often excluded from fiscal deficit
accounting due to international financial reporting
standards. This practice, in effect, presents an
incomplete picture of the state’s actual fiscal burden.
The 2023 24 Budget: A Post-Facto Analysis

Pakistan's federal budget for the last fiscal year
(2023 24) faced several notable deviations between its
planned estimates and actual outcomes.
Expenditure and Revenue Performance

Total expenditure was originally budgeted at
around Rs 14.46 trillion, or roughly 19.3% of GDP.
However, actual expenditure rose to approximately Rs
16.15 trillion, exceeding the budget target by over 12%.
Despite this increase in nominal terms, the
expenditure as a share of GDP remained close to the
original projection due to upward revisions in GDP
tigures. The overspending reflects persistent structural
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pressures from energy subsidies, debt servicing, and
security-related expenditures.

On the revenue side, Pakistan performed relatively
better. The total consolidated revenue, including both
federal and provincial sources, reached around Rs
13.26 trillion, which was higher than the original target
of Rs 12.16 trillion. This reflects improvements in tax
administration, higher inflation (which boosts nominal
tax collection), and strong performance in non-tax
revenue areas such as petroleum levies and central
bank profits. As a result, the revenue-to-GDP ratio
marginally improved, demonstrating some gains in
fiscal capacity.

Widening Deficit and Primary Surplus

Despite this better revenue performance, the
country’s fiscal deficit widened beyond expectations.
The original budget had projected a deficit of Rs 6.92
trillion (around 6.54% of GDP), but the actual fiscal
deficit reached approximately 7.7% of GDP. This
indicates that the revenue gains were not sufficient to
counterbalance the surge in government spending.
The fiscal slippage points to the continued challenge of
balancing budget discipline with growing financing
needs.

Notably, for the first time since FY2007, Pakistan
recorded a primary surplus, estimated at 0.9% of GDP.
The primary balance excludes interest payments and
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focuses on the government’s ability to manage its
finances apart from debt service. This surplus is a
positive development and signals improved fiscal
management. However, the overall debt servicing
burden, including both interest and principal,
continues to exert massive pressure on Pakistan’s
budget and foreign exchange reserves.

Financing the Budget Deficit: Budget Estimate vs.
Actual

The FY 2023 24 federal deficit was planned and funded

as follows:

Source Budget Actual Comment
Estimate (BE)
Fiscal Deficit | PKR6.96 trilli | PKR7.21 trilli | Higher

on (6.5% GDP) | on (6.8% GDP) | than target
Net External | PKR 666 bn PKR 676 bn Close to

Financing target
Privatization | PKR30bn PKR 30 bn Met target
Proceeds

Net Domestic | PKR 8.5 trillio | PKR 9.252 trilli | Overshoot

Bank n on due to

Borrowing higher
spending

Non-Bank Included in | Part of actual

Public domestic funding

Account borrowing

Receipts
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The FY 2023 24 federal deficit was funded through
a series of capital receipts designed to cover
expenditures beyond regular revenue streams. These
capital receipts included recoveries of loans and
advances, proceeds from privatisation, external
borrowing from multilateral and bilateral sources, and
domestic borrowing from banking and non-banking
sources. It is important to note that capital receipts are
treated not as regular revenue but as financing items,
often classified as "below-the-line" transactions in the
budget accounting framework.

To finance the estimated fiscal deficit of
approximately PKR 7.21 trillion (around 6.8% of GDP),
the government laid out a plan primarily based on
domestic borrowing, supplemented by external
borrowing and minor privatisation proceeds. The
budget anticipated raising around PKR 666 billion
from external sources and PKR 30 billion from
privatisation. Due to  higher-than-expected
expenditure and evolving financing needs, however,
actual domestic borrowing significantly exceeded the
initial estimates. The government ended up raising
around PKR 9.25 trillion from domestic sources,
surpassing the original plan by a considerable margin.
This indicates a greater-than-anticipated reliance on
the local banking system, which can increase pressure

on domestic liquidity and potentially crowd out
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private sector credit. The government did, however,
manage to meet its external financing and
privatisation goals. The higher-than-planned bank
borrowing underscores a structural imbalance, where
the state continues to depend heavily on domestic
credit markets to fill its budget gap.

Overall, the execution of the FY 2023 24 budget
reflects a mixed picture. While revenue targets and the
fiscal deficit as a share of GDP were broadly met, the
financing composition tilted more heavily towards
domestic sources than planned. This not only adds to
Pakistan’s domestic debt burden but also constrains
the space for private sector growth. It further
highlights the ongoing fiscal stress the government
faces, particularly in the absence of large-scale
privatisation or foreign inflows to ease the pressure on
public finances.

Summary of budget 2025-26

The federal budget for Pakistan in FY 2025 26
outlines an ambitious fiscal framework, aiming to
reduce the fiscal deficit while fostering economic
growth under continued IMF supervision. The total
budget outlay is set at approximately PKR 17.57
trillion. The government has projected GDP growth of
around 4.2%, which reflects optimism despite global
and domestic economic headwinds. Inflation is

targeted to decline sharply to 7.5%, from over 23% in
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the previous fiscal year. A key focus of the budget is
tiscal consolidation, with the fiscal deficit targeted at
3.9% of GDP and a primary surplus of 2.4% of GDP.

On the revenue side, the Federal Board of Revenue
(FBR) has been tasked with collecting a record PKR
14.13 trillion, an 18.7% increase over last year. This is
expected to be achieved through a mix of inflationary
gains, economic growth, and a broadening of the tax
base, particularly by formalising the agriculture, retail,
and real estate sectors. Non-tax revenues are estimated
at PKR 5.15 trillion, mainly from petroleum levies and
State Bank profits. However, experts remain sceptical
whether these targets can be met, given past
underperformance in tax collection and structural
resistance to documentation.

Expenditure-wise, interest payments remain a
dominant outlay at over PKR 8.2 trillion. Defence
spending is budgeted at around PKR 2.55 trillion, a
significant increase reflecting regional tensions. The
Public Sector Development Programme (PSDP)
receives a sizable allocation of PKR 1 trillion, a signal
of a development-oriented stance.

The budget’s financing strategy relies on a mix of
domestic and external sources. While substantial
foreign inflows are expected, the deficit will also be
financed through domestic borrowing, which may

increase pressure on the banking sector and

Ford sl 3 203~ Moo WIS



Pakistan Budget Brief 2025 S. M. Younus Qadri

potentially crowd out private investment. While the
separation of principal repayments from current
expenditure aligns with international accounting
norms, critics argue this may mask the real debt
servicing burden; total debt servicing still consumes a
massive portion of the budget.
The Formulaic Pattern of Pakistan's Budget

The federal budget for FY2025 26 reflects a
formulaic tradition of Pakistan’s fiscal planning, one
that follows predetermined structures rather than real
reform. While marginal changes may occur, the
essence of this budget, like its predecessors, remains
shaped by IMF conditionalities, debt-servicing
priorities, and an over-reliance on indirect taxation.

The budget shows little deviation from historical
trends. The FBR’s tax revenue target of PKR 14.13
trillion is approximately 11.2% of projected GDP.
These targets appear adjusted merely for inflation and
nominal GDP growth rather than reflecting structural

economic shifts.

Fiscal Total Total Fiscal Deficit
Year Revenue Expenditure | (% GDP)
(% GDP) (% GDP)
201314 | 14.5% 20.0% 5.5%
201415 | 14.3% 19.6% 5.3%
201516 | 13.6% 17.7% 4.1%
201617 | 13.9% 19.1% 5.2%
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201718 |13.3% 19.1% 5.8%
201819 | 11.2% 19.1% 7.9%
201920 | 13.2% 20.3% 7.1%
202021 | 12.4% 18.5% 6.1%
202122 | 12.0% 19.9% 7.9%
202223 | 11.4% 19.1% 7.7%
2023-24 | 12.6% 19.5% 6.9%
2023-25 | 11.7% 19.1% 7.2%
BE

Interest Payments and Budget Rigidity

A key concern is the persistence of interest
payments as the largest expenditure head, consuming
nearly 45% of total revenue, a figure consistent with
past years. This severely limits the fiscal space for
development or welfare spending. Other major heads,
such as defence spending (about 2.5% of GDP) and
development outlays (PSDP around 1.3% of GDP), are
adjusted incrementally instead of being strategically
restructured.

Pakistan’s budget process increasingly resembles a
"copy-paste” exercise, where allocations are
mechanically repeated each year, often as fixed
percentages of GDP. While this provides predictability
and fiscal discipline, especially under IMF oversight, it
also introduces rigidity, constraining the state's ability
to prioritise emerging needs or shifting challenges.
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Tax Structure and Shifting Trends

Tax revenue constitutes around 84% of Pakistan’s
total revenues, with the tax-to-GDP ratio historically
low at 8.4% 10%, significantly below regional peers
like India or Bangladesh. This reflects deep-rooted
structural weaknesses such as under-reporting, a
narrow base, and a reliance on indirect taxes.
Historical Tax Composition (FY2016 2022)

Fiscal Direct | Indirect | Breakdown of Indirect Taxes

Year

FY16 39.1% | 60.9% Sale Tax: 39%, Customs: 12%, FED:
10%
FY17 39.3% | 60.7% ST: 38%, Customs: 12%, FED: 11%

FY18 39.7% | 60.0% ST :37%, Customs: 13%, FED: 11%

FY19 37.8% | 62.2% ST: 36%, Customs: 14%, FED: 12%

FY20 38.1% | 61.9% ST: 35%, Customs: 15%, FED: 13%

FY21 37.2% | 62.8% ST: 36%, Customs: 13%, FED: 14%

FY22 36.5% | 63.5% ST: 37%, Customs: 13%, FED: 13.5%
FY23 42.5% | 57.5% ST: 37%, Customs: 12%, FED: 8.5%

FY24 48.0% | 52.0% ST: 37.9%, Customs: 12.3%, FED:
7.3%

FY25 | 48.7% | 51.3% projected similar structure; indirect
65% 70% historically

An analysis of Pakistan’s tax composition from
FY2015 16 to FY2024 25 reveals a striking continuity in
its overall structure, characterised by a persistent
reliance on indirect taxes. Between 2016 and 2022,
indirect taxes consistently accounted for 61% to 64% of
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total federal revenue, whereas direct taxes remained
relatively stagnant, contributing only 36% to 39%. This
reflects a structural rigidity in tax policy where the
burden of taxation falls disproportionately on
consumption rather than on income or wealth. This
places a heavier load on the poor and middle classes
while largely sparing wealthier individuals and
businesses. Despite some improvements in the past
three years, with the share of direct taxes rising from
42.5% in FY2022 23 to a projected 48.7% in FY2024 25,
the overall structure still reflects a formulaic
dependency on regressive taxes like sales tax, customs
duties, and federal excise. The sales tax alone accounts
for nearly 38% of total FBR revenue, demonstrating the
system’s  deep-rooted bias towards indirect
mechanisms. This continuity suggests that the
government has been adjusting tax targets upward in
nominal terms without fundamentally restructuring
the tax base. While the marginal increase in the direct
tax share may indicate progress in documentation and
compliance, a large portion of the direct tax portfolio
is dominated by withholding taxes, many of which
function similarly to indirect taxes. Therefore, despite
minor shifts, Pakistan’s tax system continues to follow
the same pattern: limited progressivity, heavy reliance
on indirect taxation, and an overall lack of equity and

long-term sustainability. For genuine reform, the
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country must break from this formulaic tax approach
and implement a comprehensive shift towards
progressive, income-based taxation that reduces
inequality and strengthens fiscal resilience.
Debt Servicing and Accounting Changes

After 2010, Pakistan adopted IMF-encouraged
reforms by excluding principal repayments from "debt
servicing”" in official budget documents. Now, only
interest payments are treated as expenditures, while
principal repayments are classified as below-the-line
financing. This shift aligns with international
accounting standards but also risks obscuring the full
debt burden. Critics argue this is a form of "statistical
theatre." While interest payments are budgeted to
consume over 45% of total revenue in FY2025-26, the
total debt servicing cost, including principal, is much
higher, and consumes nearly half of the federal
budget. Older budgets (e.g., FY2009 10) provided more
holistic figures by including both interest and
principal, offering clearer insight into fiscal
vulnerabilities.
Budgetary Revolution Through Islamisation:
Eliminating Domestic Interest in Pakistan's

Economy
Primary balance July-March (Rs. trillion )
FY 2025 FY2024
3.4 (3% of GDP) 1.6 (1.5% of GDP)
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The primary balance is a key fiscal indicator that
shows the difference between a government's total
revenues and its total expenditures, excluding interest
payments on public debt. If Pakistan were to adopt a
non-interest-based economy, its budget could achieve
a surplus. This would allow for the reallocation of
funds to areas such as defence and a reduction in the
tax burden on the public. Initially, while foreign
interest payments may be difficult to eliminate, the
immediate prohibition of domestic interest payments
is a tangible policy option. Pakistan’s federal budget
for FY 2025 26 allocates an enormous PKR 8.2 trillion
for interest payments. Based on historical trends and
official breakdowns, the vast majority of this—
approximately 80 85%, or over PKR 6.5 trillion—is
attributed to domestic debt servicing. This single
expenditure head surpasses all development and
welfare allocations combined, reflecting a chronic
dependence on interest-based internal borrowing. If
Pakistan were to abolish domestic interest, in line with
Islamic economic principles and the 2022 Federal
Shariat Court verdict, it could eliminate nearly PKR 6
7 trillion in recurring expenditures, offering a
profound fiscal transformation. This shift would have
an immediate and dramatic impact on the country’s
tiscal deficit, which is officially projected at 3.9% of
GDP, or approximately PKR 5 trillion. Without
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domestic interest payments, the deficit would shrink
significantly, potentially yielding a primary and
overall budget surplus, a feat not achieved in decades.
The elimination of interest would also free up trillions
of rupees, allowing the government to reallocate funds
towards the Public Sector Development Programme
(PSDP), improve education, healthcare, and
infrastructure, and provide relief to the poor without
resorting to inflationary money printing or excessive
taxation.

On a macroeconomic level, removing domestic
interest payments would greatly enhance debt
sustainability, as servicing costs would no longer
balloon year after year. It would reduce Pakistan's
reliance on borrowing to pay off older loans, thereby
minimising the fiscal debt spiral. Additionally, a riba-
free financial system, with its partnership-based
model, could revive domestic investor confidence and
mobilise untapped savings into productive, asset-
backed projects, a long-standing goal of Islamic
economic reformers. It is important to recognise that
foreign debt obligations would still carry interest, and
these cannot be removed unilaterally. For FY 2025 26,
foreign interest payments are projected at PKR 1.2
trillion, which would still require the maintenance of
foreign exchange reserves. Additionally, any shift

away from conventional interest-based borrowing
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must be strategically negotiated with the IMF and
global creditors, as abrupt transitions may affect
Pakistan’s access to international credit markets and

trigger external financing complications.

[mpact Area Status QuolAfter Islamization (No

(Riba-based) Internal Interest)

Interest PKR 8.2 trillion || By 6.5 trillion

Payments

Fiscal Deficit 6.5% of GDP | To 1.5 2% of GDP

Primary Balance [Slight surplus [Strong surplus

Inflation &High due to]] Pressure on SBP, more
Borrowing deficit stable currency
Development Constrained Room for massive increase
Spending

Foreign Debt]Remain as is No change

Payments

Conclusion

Pakistan stands at a critical juncture: continue down
the IMF-prescribed path of debt dependency or
embrace a structural shift toward an interest-free
Islamic economy. The current fiscal model—
dominated by PKR 8.2 trillion in annual interest
payments, regressive taxation, and IMF
conditionalities—has trapped the nation in a cycle of
austerity without growth. The exclusion of principal
repayments from budget accounting further obscures

the severity of the crisis, allowing debt to balloon while
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essential services languish.

However, abolishing domestic interest in line with

Islamic finance principles offers a game-changing

solution. By eliminating PKR 6 7 trillion in annual

interest costs, Pakistan could:

Reduce its fiscal deficit from 3.9% to 1 2% of
GDP, potentially achieving a surplus.
Reallocate funds to development, healthcare,
and education, uplifting millions from
poverty.

Stabilize the rupee and curb inflation by
reducing reliance on money-printing and
high-interest borrowing.

Attract ethical Islamic investments through
Sukuk  and  profit-sharing  models
(Mudarabah/Musharakah).

Yet, this transition demands bold reforms:

Replacing conventional bonds (T-bills/PIBs)
with Sharia-compliant instruments.
Negotiating with the IMF and global
creditors to manage foreign debt obligations
(PKR 1.2 trillion in interest).

Strengthening tax reforms to broaden the
base and reduce reliance on indirect,

regressive taxes.

The 2022 Shariat Court ruling provides a legal and

ethical mandate for this shift. While challenges remain,
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the alternative—perpetual debt servitude—is far
worse. By embracing Islamic finance principles,
Pakistan can reclaim fiscal sovereignty, prioritise
public welfare over debt servicing, and lay the
foundation for sustainable, equitable growth. The
choice is clear: reform or remain trapped in the IMF’s
debt spiral. The time for a Budgetary Revolution
through Islamisation is now. Budget 2025 raises an
important question: Is this budget genuinely designed
to promote sustainable economic growth, or is it a
technocratic document crafted primarily to appease

creditors?
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Implication of the 2024-25 budget strategy
for Islamic Movements
Javed Akbar Ansari
Note: This paper provides the context for Qadri's
paper on the current budget.

Islamic movements must learn to assess the
macroeconomic strategies of capitalist governments
from their own perspective. We are committed to the
Islamisation of Pakistan’s economy and society. Thus,
we must analyse macroeconomic policies to identify
their impact on (a) the extent to which they initiate or
promote the growth of the Halal segment of the
national economy and (b) the extent to which they do
or do not subordinate the national economy to
imperialist markets.

Impact on the Halal economy

In 2023, the government committed itself to the
abandonment of all interest financing by 2028 in
accordance with the decision of the Shariah court.
There is no mention of this commitment in the budget,
and no measures have been announced to implement
this decision. We may, therefore, conclude that the
capitalist government has no intention of fulfilling its
commitment in this regard, not even through an
expansion of the scope of the fraud of Islamic banking.

On the contrary, steps are being taken to expand the
haram economy. On the one hand, the tax net is being
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broadened, and on the other hand, taxation on non-
salaried income is being increased.

The revenue target has been set at Rs. 13 trillion —
36 per cent higher than the previous year. The
maximum tax threshold has been raised for non-
salaried individuals and the tax rate has been raised to
45 per cent — there is no increase in the corporate tax
rate on capitalist businesses. Non-tax filers have been
subjected to a range of penalties. Foreign travel of non-
tax filers has been banned. Increased taxes have been
imposed on the utility bills and bank transactions of
non-filers, and imprisonment has been proposed for
tax evaders. Shops would be raided and closed for this
purpose.

Maximum indirect taxes constitute almost 60 per
cent of tax revenue. The increase in revenue from taxes
is estimated at Rs. 500 billion. An additional Rs. 300
billion is to be raised from excise duties and a further
Rs. 200 billion from customs duties.

Excise duty has been imposed on sugar, cement,
and pulses. Taxes have been imposed on retail trade,
the real estate sector, exports, milk, and computers.
The petroleum levy has been increased from Rs. 60 to
Rs. 80 per litre. Sales taxes have been imposed on
stationery, fertilisers, and tractors. The total revenue
target is 40 per cent higher than the previous year.

Penalising non-filers and non-salaried individuals
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is a method for expanding the scope of the haram
economy. Non-filers constitute a large majority of
those who avoid transactions with the riba-based
economy. They realise that the tax revenue is used
predominantly for riba payments by the capitalist
government. The interest payment of Rs. 9.7 trillion is
being financed by the Rs. 13.1 trillion of tax receipts —
i.e. 75 per cent of tax revenues go to finance interest
payments of the capitalist government. Paying taxes is
a means of strengthening the haram orientation of the
Pakistani economy.

Impact with regard to imperialist subordination

The budget has been prepared under the shadow of
the IMF and by the Dutch national banker who serves
as Pakistan’s finance minister. The purpose of the
budget is to ensure that Pakistan finalises a new multi-
year Extended Fund Facility (EFF) loan programme
with the IMF—the budget is meeting the pre-
conditions for the loans.

The IMF’s primary concern is that Pakistan
continues to service its domestic and foreign debt, so
more than 50 per cent of budgetary expenditure is
allotted to interest payments. The budget deficit (6 per
cent of GDP) is entirely due to interest payments—
there is a substantial surplus (over 2 per cent of GDP
on the primary budget). Virtually all preconditions of
the IMF have been met, but the FBR chairman has
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stated that a mini-budget will soon be introduced if the
revenue targets set are not met in about three months.
We can expect a mini-budget at the time of the IMF’s
tirst EFF review mission in September 2024. The
federal government’s net income after the provinces'
share of taxes is only about Rs. 600 billion, which is
more than the interest payments on federal debt.
Interest payments are 34 per cent more than the
previous year’s.

Total borrowing by the government is envisaged at
Rs. 8.5 trillion, of which Rs. 1.78 trillion is expected to
be foreign borrowing. The government expects to
borrow from foreign banks, imperialist governments,
and the European markets. Interest-based domestic
borrowing during the year is expected to approximate
Rs. 7 trillion. Foreign direct and portfolio investment is
expected to be a major source of investment. The
government is committed to selling all national
enterprises. In 2024-25, the privatisation of PIA, FWC
coal and power distribution companies is targeted.

The government is committed to subordinating the
national economy to imperialist finance and
consolidating the capitalist grip on the domestic
economy. It is selling out Pakistan’s sovereignty to
imperialist interests—both private-sector investors
and foreign governments—both of whom the IMF is

currently serving as the major agent of global capital.
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The Islamic Response

We are Islamic revolutionaries. We oppose the sale
of Pakistan’s national sovereignty and the
consolidation of capitalism’s hold on the national
economy. These initiatives are vital in this regard:
Mobilise the Masses to Resist IMF Subservience.

The IMF’s forthcoming EFF package must be
resisted through popular agitation at the mass level. If
the programme is not contested at the mass level, the
state will lose all economic authority and Pakistan will
be thoroughly integrated within the imperialist
financial system. It must be realised that all opposition
to the existing order is meaningless and purposeless
unless a massive political challenge is launched to
contest subordination to the IMF. The Tehreek-i-Insaf
must be made to realise that its talk of “independence”
is just an empty slogan unless Pakistan is rescued from
the IMF’s fatal grip. A major weakness of the Tehreek-
i-Insaf’s previous administration was its signing of the
EFF programme for 2019-2023. It must be made to
commit itself to never repeating this mistake in the
future.

Supporting the Halal Sectors

The informal sector—which does not pay direct
taxes—provides the core of the halal economy in the
country. Three-quarters of taxes go to finance interest

payments by the government and are a means for
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imposing capitalist discipline on the halal economy.
Islamic movements must develop institutional
mechanisms for defending the non-tax filer—
especially in the bazaars—from administrative and
political persecution. We must also develop schemes
for the promotion of halal businesses which are not
linked to the money and capital markets and escape

capitalist state surveillance.
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Book Review

Coping with Defeat

By Dr. Syed Z. Arshad
[Jonathan Laurence. Coping with Defeat: Sunni Islam, Roman
Catholicism and the Modern State (Princeton University Press,
2021), pp. 606. Won the 2022 Hubert Morken Best Book in
Religion and Politics Award from the American Political
Science Association]

Following is a book review article of Coping with
Defeat by Jonathan Laurence, authored specifically to
help readers of <.id- é Coye> understand,
contextualize and contrast the key ideas of both works.
A Note on Terminology and Epistemology

For the purpose of this analysis, we have adopted
Jonathan Laurence’s category of “Sunni Islam” at face
value. However, it is crucial to state from the outset
that this is not a legitimate category grounded in
Islamic epistemology or political philosophy.

The term “Sunni” is a specific Islamic term with
varied meanings depending on the discipline. It refers
to a major school of thought within Islam, but schools
of thought are not synonymous with Islam itself,
which is a Deen (a comprehensive and all
encompassing way of life). Within Islam, there are
many legitimate schools of thought, including various
Sunni schools.

Moreover, various classical treatises on Islamic
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political thought from within Sunni schools of thought
do not employ “Sunni Islam” as a category in the sense
used by Laurence. For instance, no text mentions being
a Sunni as a prerequisite for being a caliph.

Finally, Laurence's analysis overlooks significant
Muslim populations who were considered “Sunni”
but were never under Ottoman rule. The term “Sunni
Islam” is, in fact, a construct of secular discourses,
often serving the interests of secular nation-states and
imperialism.

1. Introducing the Book, Its Subject, and
Significance

Jonathan Laurence’s Coping with Defeat: Sunni Islam,
Roman Catholicism, and the Modern State is a landmark
comparative study that examines how two major
religious traditions—Sunni Islam and Roman
Catholicism —responded to the collapse of their
political authority and adjusted to the rise of the
modern secular nation state. The book explores the
mechanisms through which these religious
communities have navigated post-defeat realities,
developed new forms of leadership and adapted their
structures to survive and remain relevant under secular
governance.

Laurence frames his work around a core question:
“How does a once politically dominant religious tradition

survive—both institutionally and spiritually —after losing
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control over the state?”
Relevance for Readers of Jamhuriyat ki Haqiqat

For readers of Jamhuriyat ki Hagigat, which critiques
democracy as a form of shirk fi'l-hukm (associating
partners with Allah in legislative authority),
Laurence’s work offers a strategic counterpoint. While
Jamhuriyat ki Hagigat calls for an uncompromising
return to divine sovereignty (hakimiyyah) and
rejection of secular democracy, Laurence’s book
analyzes how religious actors have accommodated
themselves to secular political frameworks—often by
compromising or reinterpreting their theological
foundations.

Laurence presents this adaptation as a success story
of pragmatic evolution. But from the perspective of
Jamhuriyat ki Hagigat, this revisionist approach is seen
as an institutional surrender—a theological defeat
disguised as relevance. This contrast is crucial: where
Laurence sees survival, Jamhuriyat ki Hagiqat sees the
deformation of Islam into a servant of secular
modernity (or an attempt to incorporate Islam into the
capitalist order - as argued elsewhere).

Hence, this book is not merely of academic
interest—it is an ideological and strategic case study
for those concerned with the Islami ‘inqgilabi’ critique
of democracy and capitalism. It reveals the long-term

costs of “coping” with defeat by accepting secular frames of
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legitimacy and governance.
2. The Author’s Framework and Methodology

In Coping with Defeat, Jonathan Laurence adopts a
comparative  historical =~ methodology, tracing
institutional and theological responses to political
marginalization in both Roman Catholicism and Sunni
Islam. He draws parallels between the Catholic
Church’s loss of temporal authority following the rise
of nation-states in Europe, and the Sunni Muslim
world’s crisis of legitimacy after the abolition of the
Ottoman Caliphate in 1924.

Laurence employs the concept of “defeat” not
merely as a military or political loss, but as a profound
theological and institutional disempowerment. He
analyzes how religious actors —bishops in the Catholic
Church and ulama in Sunni Islam —have responded to
this dislocation. His comparative lens is structured
around four dimensions:

1. Theological Reformulation: How core
doctrines were reinterpreted to align with new
political realities.

2. Institutional Reconfiguration: How religious
bodies reshaped their internal hierarchies and
structures to adapt to state frameworks.

3. State-Religion Negotiations: How religious
authorities navigated their relationships with

secular states—whether through resistance,
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cooperation, or co-optation.

4. Public Role of Religion: How religious voices
were reintroduced or excluded from the public
sphere through media, education and law.

Laurence wuses extensive archival research,
interviews and policy analysis, grounding his
theoretical claims in concrete historical transitions—
from Vatican II reforms in Catholicism to post-colonial
religious reforms in Turkey, Egypt, Algeria and
elsewhere in the Muslim world.

Relevance for Readers of Jamhuriyat ki Haqiqat

This section is particularly significant for readers of
Jamhuriyat ki Hagigat because it lays bare the
epistemological and methodological assumptions
behind Laurence’s work. His approach presumes the
legitimacy of the secular state and frames religious
accommodation within it as progress or adaptation.

In contrast, Jamhuriyat ki Haqigat critiques this very
assumption. It rejects the idea that Islam must evolve
to fit into man-made systems of power. For its authors,
any framework that begins with the centrality of the
modern secular state is already complicit in shirk fi al-
hukm. Thus, Laurence’s methodology is not neutral —
it is part of the secular narrative that Jamhuriyat ki
Hagigat sets out to expose and deconstruct.

Rather than viewing the loss of the Caliphate as a

crisis to be managed through theological compromise,
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Jamhuriyat ki Hagigat calls for re-establishing divine
authority in all aspects of life. This section, therefore,
helps readers understand how secular academics
frame the “Islamic problem,” and why that framing is
fundamentally incompatible with the Qur’anic vision
of hakimiyyah.
3. The Three Defeats in Sunni Islam

Jonathan Laurence structures the Islamic side of his
comparative study around three distinct “defeats”
that, he thinks, Sunni Islam experienced over the past
two centuries. Each defeat marks a point of rupture
between traditional Islamic authority and the modern
state, necessitating, in Laurence’s view, theological
and institutional adjustment.
3.1 The First Defeat: Abolition of the Caliphate (1924)

The first and most defining moment of defeat,
according to Laurence, was the abolition of the
Ottoman Caliphate by Mustafa Kemal Atatiirk in 1924.
This marked the collapse of centralized Islamic
political authority and the symbolic end of a unified
‘Ummah under divine law. Laurence describes this as
a foundational shock, creating a vacuum in both
governance and religious legitimacy. The ulama were
pushed to the margins, stripped of their political
influence and institutional power.

In Laurence’s analysis, this rupture forced religious
leaders to either withdraw from public life or
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accommodate the nationalist, secular structures that
replaced the Caliphate.

Contrast with  Jamhuriyat ki  Hagqiqat
For readers of Jamhuriyat ki Haqigat, this “defeat” is not
simply a historical event but a theological catastrophe
— the formal dethroning of Al as the supreme
legislator in favor of human sovereignty. Laurence’s
neutral framing of this shift as an inevitable adaptation
underplays its spiritual gravity. Jamhuriyat ki Haqigat
sees this as a civilizational betrayal and calls for its
reversal, not its management.

3.2 The Second Defeat: Nationalization of Religious

Institutions

The second defeat involved the nationalization and
bureaucratization of religious institutions across the
Muslim world. From Egypt’s al-Azhar to Turkey’s
Diyanet, Islamic scholarship was brought under the
control of state ministries. The result was a docile,
state-approved version of Islam — one stripped of its
critical and revolutionary potential.

Laurence notes that this was often done under the
guise of modernization and standardization. Religious
schools (madaris) were restructured, fatwa councils
were placed under state control, and imams became
state employees.

Contrast with  Jamhuriyat ki  Hagqiqat
This defeat is particularly telling for Jamhuriyat ki
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Hagqigat readers. The text argues that such moves are
not reforms, but secular encroachments into divine
territory. When the state becomes the regulator of
religion, it positions itself as superior to Shari‘ah — a
form of shirk in sovereignty. Rather than seeing these
developments as necessary updates, Jamhuriyat ki
Hagigat sees them as attempts to domesticate Islam
within the logic of the nation-state.

3.3 The Third Defeat: Islam’s Integration into
Democratic Frameworks

The third defeat, as Laurence presents it, is subtler
but more pervasive: the integration of Islamic
discourse and movements into democratic, pluralistic
systems. Islamist political parties, from the AKP in
Turkey to Ennahda in Tunisia, accepted electoral
politics and constitutionalism, and moderated their
theological positions to remain viable.

Laurence frames this evolution as political maturity
and strategic success — religion learning to coexist
with modernity. But for Jamhuriyat ki Hagiqat, this is the
most dangerous defeat of all. When Islam is made
subservient to democratic procedures, its essence is
lost. It no longer speaks with divine authority but
negotiates its terms with secular power.

4. The Catholic Parallel

In Coping with Defeat, Jonathan Laurence uses the

Roman Catholic Church’s historical encounter with
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modernity as a parallel to Sunni Islam’s post-caliphate
struggles. The Catholic Church, too, experienced a loss
of political authority —particularly with the fall of the
Papal States in 1870 —and had to adapt to the rise of
secular nation-states in Europe. Laurence sees
Catholicism’s transition as a model of religious
institutional resilience in the face of political
marginalization.

4.1 The Vatican’s Strategy: Repositioning Without
Revolt

Laurence explains how the Vatican restructured its
identity and influence after losing temporal power.
Rather than rejecting the secular order entirely, the
Catholic Church gradually repositioned itself as a
moral voice within it. The Second Vatican Council
(1962-1965) symbolized this shift — embracing
interfaith dialogue, accepting religious pluralism, and
redefining the Church's role as spiritual rather than
political.

This repositioning allowed Catholicism to maintain
authority in society without direct political control. It
focused on shaping civil society, influencing values,
and providing a moral counterpoint to state authority,
rather than attempting to reclaim lost political
dominance.

4.2 Lessons for Sunni Islam?

Laurence implies that Sunni Islam could follow a
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similar path: move beyond the trauma of caliphate
loss, embrace new political arrangements, and
function as a moral and communal force within the
framework of modern states. For him, the challenge for
Muslims is not how to restore pre-modern Islamic
governance, but how to survive and remain influential
within secular nation-states — as the Church managed
to do.

Contrast with  Jamhuriyat ki  Hagqiqat
This is precisely where Laurence’s vision clashes with
the core message of Jamhuriyat ki Hagigat. The book
argues that accepting secular democracy, even as a
platform for Islamic morality, is a form of theological
compromise. Catholicism’s turn away from political
sovereignty may be viewed by Laurence as maturity,
but from an Islamic perspective grounded in
hakimiyyah, it is seen as a deviation from tawhid.

Where Laurence sees reconciliation with modernity,
Jamhuriyat ki Hagigat sees surrender to taghiit. The
Catholic model, therefore, is not a template to emulate
but a cautionary tale — a demonstration of how
religious traditions can be transformed to serve secular
ends while preserving an illusion of continuity.

5. Islam’s Transnational Exodus

In the final arc of his analysis, Jonathan Laurence

explains the third and most recent form of “defeat” as

the challenge posed by the global Muslim diaspora. He
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calls this the era of "Believers Without Borders"—a
time when vast numbers of Muslims live outside the
traditional Islamic heartlands, primarily in Europe and
North America. In this context, Islamic institutions
face the pressure to adapt religious authority, identity,
and governance to transnational and secular
environments.
5.1 Institutional Responses to Diaspora

Drawing comparisons with the Catholic Church,
Laurence highlights how the Vatican has historically
maintained cohesion among global Catholic
populations through coordinated structures: universal
catechism, centralized clerical training, and
transnational pastoral oversight. Similarly, Sunni
Muslim-majority states have responded to the
dispersion of Muslims by attempting to exert influence
over diaspora communities through financial,
ideological, and institutional means.

In particular:

e Turkey’s Diyanet (Presidency of Religious
Affairs) funds imams and builds mosques
across Europe, aiming to keep Turkish
Muslims religiously loyal to Ankara’s official
Islam.

e Saudi Arabia, through organizations like the
Muslim World League, has historically

supported Islamic centers, madrassahs, and
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mosque construction globally —promoting a
particular interpretation of Islam and
asserting influence over religious discourse
abroad.

These efforts aim to preserve Islamic identity and
unity, but also represent a form of state-centric
religious engineering.

5.2 Perspective from Jamhuriyat ki Haqiqat

For readers of cd> § Coye>, these strategies
raise fundamental concerns. While Laurence presents
them as adaptive successes, the text warns that such
state-managed religious projects often lead to:

e The bureaucratization of Islamic knowledge,

e The domestication of Islamic authority
under secular nationalist interests

e And the reduction of Islamic tawhid to a
cultural or moral identity rather than a
complete system of divine governance.

Thus, what Laurence sees as institutional survival,
Jamhuriyat ki Hagigat may view as ideological
compromise and submission to taghtit (man-made
authority).

5.3 Political and Theological Risks of Diaspora

Control
e Loss of Independent Shari‘ah Authority:
When diaspora communities receive imams

and religious instruction shaped by foreign
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ministries, divine law is filtered through
national interests.

e Uniformity Over Usal: Turkish or Saudi-
sponsored religious centers tend to suppress
juristic diversity in favor of state-endorsed
orthodoxy.

e Civic Islam vs. Divine Islam: The emphasis
shifts from building an Islamic order to
managing  Muslims as  law-abiding
minorities in secular societies.

These dynamics reinforce Jamhuriyat ki Hagigat's
core thesis: survival within secular frameworks often
comes at the cost of surrendering the foundational
principle of hakimiyyah.

5.4  Strategic Insight for Revival-Oriented
Movements

Laurence’s research ~ provides  important
documentation of how states seek to manage religious
identity in diaspora. However, from the standpoint of
Jamhuriyat ki Hagqigat, this strategy exemplifies the
failure to uphold tawhid in the face of modern
pressures. Islamic revival cannot be achieved through
state sponsorship alone, especially when states
themselves are bound by secular constitutions and
alliances.

Instead, revival must be rooted in:

e Grassroots da‘wah movements
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independent of state manipulation,

e Reaffirmation of divine sovereignty over
political pragmatism,

e And the reconstruction of Muslim identity
as ‘ibad Allah, not diasporic minorities
managed by nationalist agendas.

6. What Path Forward for the Ummah?

Laurence ends Coping with Defeat with a cautious
optimism: he believes that Sunni Islam is gradually
constructing a decentralized, institutional framework
that mirrors the Catholic Church’s post-defeat revival.
He points to the emergence of religious ministries,
councils and official muftis across the Muslim world as
signs of Sunni Islam’s adaptation to the nation-state
system.

These developments, in his view, represent a form
of religious pragmatism — a way for Islam to maintain
relevance, offer moral guidance and coexist with
modern governance without insisting on the
restoration of the caliphate or divine law as the basis
of the state.

6.1 The Pragmatic Path or the Path of Principle?

But from the vantage point of Jamhuriyat ki Hagiqat,
this trajectory is the very essence of failure. The
establishment  of  state-sanctioned religious
bureaucracies, often under secular constitutions, is not
a sign of strength but a dilution of Islam’s claim to
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supreme legislative authority. The message of
Jamhuriyat ki Hagigat is clear: Islam cannot be
restructured to accommodate democracy and
capitalism without forfeiting its core claim — that
sovereignty belongs only to 3& A,

The book insists that political defeat must not be
accepted as theological inevitability. Instead, it should
fuel revival. While Laurence argues that religious
traditions must adapt or perish, Jamhuriyat ki Haqigat
asserts that Islam must resist, critique and eventually
replace secular systems with a divine polity.

6.2 Lessons for Strategic Clarity

Despite these differences, Laurence’s study is
invaluable for Muslim readers. It reveals how religious
actors reframe theology to align with political realities
— and how such framing leads to long-term doctrinal
shifts. It alerts us to the risk of institutionalizing
theological compromise under the guise of relevance.
For those committed to Islamic revival on the basis of
tawhid, Laurence’s narrative is a warning: the
structures that accommodate defeat often become the
tombs of prophetic ambition. Coping with defeat is not
the goal — confronting it with clarity, courage and
conviction is.

Conclusion: Coping with Defeat or Surrendering
Sovereignty?
Jonathan Laurence’s Coping with Defeat is a
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meticulous and illuminating work that traces how two
of the world’s largest religious traditions —Sunni Islam
and Roman Catholicism—have attempted to survive
the collapse of their political authority. While the book
is framed as an analysis of resilience and adaptation,
its narrative carries profound implications for readers
committed to an Islamic vision of divine sovereignty
(hakimiyyah).

For the Catholic Church, institutional defeat led to
strategic reform, centralized theology, and negotiated
coexistence with secular modernity. For Sunni Islam,
however, the story is more fragmented. Laurence
documents a movement from imperial disintegration
(First Defeat), to domestic subjugation under secular
constitutions (Second Defeat), to disoriented diasporic
management by Muslim nation-states (Third Defeat).
In each phase, the impulse is not revival, but
accommodation.

From the perspective of Jamhuriyat ki Hagigat, this
entire arc reflects not “coping” but compromise and
co-optation. It illustrates what happens when Islam is
stripped of its political teeth and redefined as a
cultural or moral system—a transformation the
Laurence does not critique but tacitly endorses. Where
Laurence sees strategic maturity, Jamhuriyat ki Haqigat

sees a civilizational retreat from tawhid to taghit.
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Why This Book Matters

For Muslims grappling with the global dominance
of democratic-capitalist systems, this book serves as
both a warning and a case study:

e It warns of the theological and institutional
risks of adjusting Islam to fit the secular
mold.

e It documents the long-term trajectory of
religious defeat when survival becomes the
goal, rather than revival.

More importantly, it challenges Islamic movements
today to ask:

e Will we cope with defeat by accepting the
frameworks of secular modernity?

e Or will we confront it by rebuilding our
institutions, reasserting divine sovereignty,
and reviving the prophetic model?

Laurence’s work, when critically engaged through
the lens of Jamhuriyat ki Hagigat, helps clarity this
choice—not as a mere intellectual debate, but as the
decisive struggle over the soul of the Ummah.

Ford sl 3 036~ Moo WIS



St (S
https:/ /islamiingilaab.blogspot.com/
,/é-qﬂj:_yn,gf"mLu[ﬁ;u}l’”i“.,uﬁtdM”dtL,/(/pl/,
ééLnJU’?uﬁg)/u’l-uj‘L/lgg)aﬂirigj/u’!uli{.
AT S Bt sen

https:/ / forms.gle/ HGq63szmzPms6sCh

islami.inqilaab@gmail.com

VU‘L/JJlad//ubrl&Jl//yl 1

Sl Sty s of T r
VZ—J},?/)&/}(/LVJ);LLL/A_J ot
S Al r e L T
?LLb/VuMK;!rd/“/(lmw!fu,?é‘ffg_o
o rtrd L TesBigh A
VU*L///,;L"L)}’/U)/»JLU,/uﬂ/ <
*‘quu@dﬂu@“wmy 1,! A
w/JLﬂ(fwau.,w,Wm‘w/ 9
V/ftgl//)ld}( o
.MdL/“f m T
_wéjjf()gug,gtjgjrtK.{/u’w_ur
LS LT



https://forms.gle/HGq63szmzPms6sCb
mailto:islami.inqilaab@gmail.com

2
)
©

—

ngi

af, S

RIEIEN G )\

e



mailto:islami.inqilaab@gmail.com
https://islamiinqilaab.blogspot.com/

