k]

Vol.26 / No.102 / Summer 2026 |

A Quarterly Journal on Islamic Economics |

Q 3

EGHTESAD-E ISLAMI (A Quarterly Journal on Islamic Economics)
Vol.26 / No.102 / Summer 2026

ISSN: 1735-3262

https://eghtesad.iict.ac.ir

JEL Classification:Q13, G23, P13, 035, D63

An Islamic Finance Model
for Joint-Stock Agricultural Cooperatives

to Achieve Economies of Scale and Social Justice

Mohammad Saeed Panahi Boroujerdi*
Assistant Professor, Faculty of Economics, Allameh Tabatabai University, Tehran, Iran.
Email: ms_panahi@atu.ac.ir

| Usyoudevieoen | | CITAtION Panahi Boroujerdi, M.S. (2026). An Islamic Finance Model for Joint-
Stock Agricultural Cooperatives to Achieve Economies of Scale and Social Justice .
EGHTESAD-E ISLAMI (A Quarterly Journal on Islamic Economics). 26 (102): 43-77.

d 10.22034/iec.2026.2066928.2906
Received: 25 July 2025 , Accepted: 28 April 2026

Abstract

Introduction: The agricultural sector of Iran, despite its pivotal role in ensuring
food security and generating employment, has failed to benefit from economies of
scale due to the fragmented structure of land holdings, financial constraints, and
managerial weaknesses. Although small agricultural cooperatives hold a special
position in the Islamic economy, they face serious challenges in maintaining eco-
nomic efficiency and sustainability.

Objective: The main objective of this research is to design an efficient institutional
structure that aligns with the principles of Islamic economics, thereby providing
the necessary groundwork for agricultural cooperatives to benefit from economies
of scale while upholding social justice.

Methodology: This study, using a library-based method and documentary analysis,
examines the theoretical foundations of Islamic economics, cooperative theory,
joint-stock company structures, and the concept of economies of scale. Based on
this analysis, it proposes a hybrid model titled the “Cooperative—Joint Stock Com-
pany with Islamic Financing.”

Findings: The findings indicate that implementing this model significantly contrib-
utes to enhancing the economic resilience of small cooperatives by facilitating large-
scale investments, reducing production costs, increasing productivity, and strength-
ening bargaining power. Furthermore, this approach is fully consistent with the
values of Islamic economics, as it eliminates interest (Riba), promotes distributive
justice, and emphasizes collective ownership and financial transparency.
Conclusion: The results suggest that the success of this model requires strength-
ening legal frameworks, developing Islamic financial instruments, and managerial
empowerment. This structure can be utilized as a practical and indigenous model
for reforming the agricultural structure of Iran and other Islamic countries.
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Islamic finance, joint-stock agricultural cooperatives, economies of scale,
social justice.
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Extended Abstract

1. Introduction

The agricultural sector serves as the backbone of food security and employ-
ment generation in many developing nations, with Iran standing as a prime ex-
ample. Despite its fundamental role in sustaining the national economy and ru-
ral livelihoods, Iran’s agricultural sector has struggled to effectively harness the
benefits of economies of scale. This inefficiency is primarily attributed to deeply
entrench structural issues, most notably the fragmentation of farm lands into
small, scattered plots. These fragmented structures prevent the adoption of mod-
ern, large-scale agricultural technologies and mechanization, which are essential
for reducing unit costs and increasing productivity. Furthermore, the sector faces
significant financial constraints, characterized by a lack of access to adequate
capital for infrastructure development and technological upgrades.

Compounding these structural and financial challenges are managerial weak-
nesses prevalent within small agricultural cooperatives. While these coopera-
tives hold a significant position within the framework of Islamic economics—
promoting values of mutual assistance, social solidarity, and equitable wealth
distribution—they frequently encounter severe hurdles regarding economic ef-
ficiency and long-term sustainability. The traditional cooperative model, often
limited by its reliance on member contributions and restricted borrowing capaci-
ties, is frequently inadequate to support the massive capital investments required
in modern agriculture. Consequently, many small cooperatives fail to achieve
the critical mass necessary to compete in broader markets, leading to diminished
bargaining power and vulnerability to market fluctuations.

2. Objective

The primary objective of this study is to address these systemic inefficien-
cies by designing an efficient institutional structure that is fully aligned with the
principles of Islamic economics. The proposed structure aims to enable agricul-
tural cooperatives to benefit from economies of scale while strictly preserving
the core tenets of social justice and ethical financial practices. In the context of
Islamic economics, economic growth must not come at the expense of social
equity or through exploitative mechanisms. Therefore, the study seeks to bridge
the gap between modern corporate governance structures, which offer scalabil-
ity, and Islamic financial principles, which ensure fairness and transparency. By
developing a hybrid model, this research aims to provide a practical solution
that enhances the economic resilience of small agricultural entities, thereby con-
tributing to sustainable agricultural development and food security in Iran and
similar Islamic contexts.
3. Methodology

This study adopts a qualitative research approach, specifically utilizing a
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library-based method combined with rigorous documentary analysis. The re-
search process was designed to synthesize theoretical foundations from multiple
disciplines to construct a novel institutional model. The methodology involved
a comprehensive review of existing literature, including classical and contem-
porary texts on Islamic economics, cooperative theory, corporate governance
structures (specifically joint-stock companies), and the economic theory of
economies of scale.

The data collection phase focused on examining the theoretical underpin-
nings of these fields to identify areas of convergence and potential conflict. The
analysis began with an in-depth exploration of Islamic economic principles,
paying particular attention to concepts such as the prohibition of interest (Riba),
the emphasis on risk-sharing, distributive justice, and the ethical dimensions
of ownership. Simultaneously, the study reviewed cooperative theory to under-
stand the operational dynamics, benefits, and limitations of member-owned en-
terprises.

Furthermore, the research analyzed the structure and advantages of joint-
stock companies, particularly their ability to mobilize large-scale capital and im-
plement professional management systems. The concept of economies of scale
was examined to quantify the potential cost reductions and productivity gains
achievable through consolidation. By cross-referencing these distinct theoretical
domains, the study employed a deductive reasoning approach to design a hybrid
framework. This framework, termed the “Cooperative—Joint Stock Company
with Islamic Financing,” integrates the democratic governance and social focus
of cooperatives with the capital-raising and managerial efficiency of joint-stock
companies, all underpinned by Sharia-compliant financial instruments.

4. Findings

The analysis led to the proposal of a novel hybrid model: the “Cooperative—
Joint Stock Company with Islamic Financing.” The findings indicate that this
structure offers a robust solution to the challenges faced by fragmented agri-
cultural sectors. By allowing cooperatives to issue shares to external investors
while maintaining a core governance structure that protects member interests,
the model facilitates large-scale investments that were previously unattainable.
This influx of capital enables the purchase of advanced machinery, irrigation
systems, and processing facilities, directly leading to reduced production costs
and enhanced productivity.

Key findings highlight that this model strengthens the bargaining power of
small producers by aggregating their output, allowing them to negotiate better
prices in domestic and international markets. Moreover, the integration of Islam-
ic financing instruments—such as Mudarabah (profit-sharing) and Musharakah
(partnership)—ensures that financial transactions are free from interest-based
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exploitation. This aligns the financial structure with the ethical values of the
participants, promoting trust and long-term commitment.

The study also found that the proposed model significantly enhances the
economic resilience of small agricultural cooperatives. By diversifying funding
sources and spreading risk among shareholders and members, the cooperatives
become less vulnerable to individual shocks. Additionally, the emphasis on col-
lective ownership and strict financial transparency fosters a culture of account-
ability and fairness, which are central to Islamic economic values. The results
suggest that this model not only improves economic metrics but also reinforces
social cohesion within rural communities.

5. Conclusion

In conclusion, this study demonstrates that the “Cooperative—Joint Stock
Company with Islamic Financing” model presents a viable and indigenous path-
way for reforming the agricultural structure of Iran and other Islamic countries.
The findings confirm that it is possible to reconcile the need for economic effi-
ciency and scale with the imperative of social justice and Islamic ethical princi-
ples. By eliminating interest-based financing and promoting distributive justice,
the model offers a sustainable alternative to conventional capitalist agricultural
models, which often prioritize profit over social welfare.

However, the successful implementation of this model requires a supportive
ecosystem. The study recommends strengthening legal and institutional frame-
works to provide the necessary regulatory clarity and protection for such hybrid
entities. Furthermore, there is an urgent need to expand and innovate Islamic
financial instruments tailored to the specific needs of the agricultural sector. Fi-
nally, enhancing the managerial and technical capacities of cooperative mem-
bers through education and training is essential to ensure the effective operation
of the proposed structure. Ultimately, this research provides a theoretical and
practical foundation for a more equitable, efficient, and sustainable agricultural
future in the Islamic world.
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