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Abstract

This paper provides an analytical and comparative examination of microfounda-
tions within the two theoretical traditions of conventional economics and Islamic
economics. Keynesian macroeconomic models and theories revolved around the
proposition that economic equilibrium is merely one among infinitely many pos-
sible states; consequently, macroeconomic theory can maintain an autonomous
and indispensable role. Within this context, it was Lucas who, through introducing
the concept of the microfoundations of aggregate macroeconomics, challenged
both propositions: first, that the economy, understood as the exchange-based in-
teraction of economic agents, naturally tends toward equilibrium; and second, that
macroeconomic policy interventions are ineffective. Islamic economics differs
from conventional microeconomics and macroeconomics both in its conception
of equilibrium and in its understanding of the nature and effectiveness of econom-

ic policymaking. For this reason, the terms microeconomic thought and macroe-
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A conomic thought are employed rather than the conventional disciplinary catego-
< ries. The central argument of this paper is that, although Islamic macroeconomic
ﬂ thought is not methodologically dependent exclusively on the microfoundations
E | of macroeconomics, it nevertheless pays considerable attention to them in the con-

oW text of policymaking. The study adopts a documentary review approach and em-

) ploys descriptive-comparative analysis based on primary theoretical and religious
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sources. In the discussion of Islamic economics, particular emphasis is placed on
the views of Martyr Sayyid Muhammad Bagqir al-Sadr.
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Extended Abstract

1. Introduction

The concept of “Microfoundations of Macroeconomic Theory” is a cor-
nerstone of modern economic science, carrying profound methodological
and policy implications. This concept gained prominence in the post-Keynes-
ian era, particularly following the publication of John Maynard Keynes’s
General Theory. Keynes established macroeconomics by challenging the
neoclassical price theory’s inability to explain the Great Depression, assert-
ing that the “invisible hand” could fail and that aggregate outcomes are not
simply the sum of individual actions—a concept known as the “fallacy of
composition”.

However, the subsequent “Neoclassical Synthesis” and later the “Mon-
etarist Counter-revolution” led by Milton Friedman sought to re-establish
the primacy of microeconomic logic. The most decisive blow to Keynesian
macroeconomics came from Robert Lucas, who utilized the “Rational Ex-
pectations Hypothesis” to argue that macro models must be explicitly derived
from the optimizing behavior of individuals (microfoundations). This debate
is not merely technical but philosophical, centering on whether society is
a mechanical collection of atoms or an organic system. While Economics
remains caught in this duality, the fundamental question remains: how does
Islamic economics address the relationship between micro-behavior and
macro-objectives? This research hypothesizes that while Islamic macroeco-
nomics is methodologically independent of microfoundations in its theoreti-
cal layer, it critically considers micro-incentives in the policy-making layer.

2. Research Methodology

This research adopts a comparative-analytical approach to examine mi-
crofoundations across two theoretical traditions: Economics and Islamic
economics. The methodology involves a document review and a descrip-
tive-comparative analysis of primary theoretical and religious texts. In the
conventional sphere, the study traces the chronological evolution of mac-
roeconomic thought from the Classical era and Keynes to the revolutions
of Friedman and Lucas. In the Islamic sphere, the research focuses on the
works of Shahid Sayyid Muhammad Bagqir al-Sadr, specifically his seminal
texts Iqtisaduna (Our Economics), Al-Madrasah al-Qur’aniyyah, and Al-Is-
lam Yaqud al-Hayah. The study aims to extract the “method of economic
analysis” embedded within Sadr’s “Economic School” (Madhhab), distin-
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guishing between the theoretical foundations and the practical policy appli-
cations within an Islamic framework.

3. Research Findings

The findings of this study are categorized into three major areas: the evo-
lution of microfoundations, the critique of early Islamic equilibrium models,
and the unique methodological breakthrough of Shahid Sadr.

A. Conventional Evolution: The study finds that Classical economics
perceived the economy as a “coherent whole” where the “Invisible Hand”
and “Say’s Law” acted as a direct bridge between individual behavior and
macro-results. Neoclassical economics shifted this to “Methodological In-
dividualism,” attempting to justify market order through individual utility
maximization. Keynes disrupted this by identifying the “Fallacy of Compo-
sition,” proving that what is rational for an individual (e.g., saving during a
crisis) can be catastrophic for the aggregate economy. The Lucas Revolution
attempted to close this gap by reducing macroeconomics to a branch of ap-
plied mathematics centered on the “Representative Agent,” thereby ignoring
the organic complexities of real-world social systems.

B. Critique of Islamic “General Equilibrium” Models: The research ob-
serves that early attempts at “Islamic Macroeconomics” (e.g., Mir-Mo’ezzi)
often tried to fit Islamic values into a neoclassical “General Equilibrium”
framework. By merely adding “hereafter utility” to a standard utility func-
tion, these models failed to address the structural differences between indi-
vidual and collective interests in Islam. They relied on an “abstract ration-
ality” that did not adequately explain how individual maximization leads to
social welfare or divine pleasure.

C. Shahid Sadr’s Methodological Breakthrough: The core finding of this
research is that Shahid Sadr offers a “Right-Based” and “Holistic”” approach
that breaks the micro-macro duality.

*  Rejection of Atomism: Sadr critiques “Methodological Atomism,”
defining the economic agent within a “Divine-Social Network of Obliga-
tions” rather than as an isolated, self-interested atom. In Sadr’s view, indi-
vidual preferences are not exogenous; they are socialized through “Human
Purification” (Tahdhib) and the “Economic School” before entering the mar-
ket.

e The Primacy of “Madhhab” (School): Sadr argues that the harmony
between individual and collective interests is not a matter for “Economic
Science” to discover, but for the “Economic School” to organize. Science
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can reveal objective truths, but it cannot resolve the inherent conflict of inter-
ests in a material world. Therefore, harmony is achieved through “Doctrinal
Constants” (e.g., multi-faceted ownership, social balance) and the active role
of the “Wali al-Amr” (State).

*  Non-Equilibrium Framework: Sadr’s economics is a “Non-Equilib-
rium” system. Unlike Lucas, who saw policy as ineffective due to ration-
al expectations, Sadr views policy-making as vital for ensuring justice and
growth within the “Area of Discretion” (Mantigat al-Faragh).

4. Conclusion

The methodological analysis reveals a fundamental divergence between
Economics and Islamic economics regarding microfoundations. Economics
is trapped in a duality between Keynesian organicism and Lucasian atom-
ism. In contrast, Islamic macroeconomics, as envisioned by Shahid Sadr, is
built upon a “Divine-Social Network™ that replaces “mechanical aggrega-
tion” with “institutional harmony”.

The research concludes that in the theoretical (methodological) layer, Is-
lamic economics does not need microfoundations because the “Economic
School” dictates harmony through legal and ethical constants. However, in
the policy-making layer, understanding micro-incentives becomes essential
for the state to guide human behavior toward collective goals such as growth
and social balance. Ultimately, Sadr’s framework suggests that economic
stability is found not in the mathematics of equilibrium, but in the institution-
alized ethics and proactive governance that bridge the gap between individ-
ual action and the common good.
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