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Abstract

This paper attempts to present a sample of the current state of affairs in only the low and middle-income countries with Muslim majority and to analyze their impact on the standard of living in view of their quest for political and economic reforms. The focus of this paper is on four countries: Bangladesh, Egypt, Iran and Pakistan, yet reference to other countries is included. The hypothesis of whether or not such impediments are self-reinforcing, thus crippling attempts for the necessary and badly needed reforms. Or else, can they be dealt with in an evolutionary manner thus paving a road towards democratization and effective accountability to prevent a violent revolutionary option? 


The conclusion suggests that while there are some positive developments in both Egypt and Iran pointing out to gradual reforms, it seems that others are currently faced with great difficulties in combating their demographic, economic and social impediments in the same manner as many other third world countries. Hence, revolutionary changes may not be ruled out as an option in Bangladesh and Pakistan as well as in some other poor countries such as Sudan and Yemen. With possible revolutionary upheavals, the process of adjustment may take a long time with no hope for democratization in the foreseeable future.      

Introduction

The diversity and complexity of economic, demographic and social impediments to development in the poor parts of the Muslim world have far-reaching consequences internally, regionally and internationally. It should be noted from the onset that those impediments are not observed only in the Muslim world, they are in fact characteristic of third world countries. The current state of development in the most of the Muslim world has nothing to do with the great monotheistic religion of Islam. In the past, Islamic civilization has contributed significantly to science, medicine, philosophy, astronomy, algebra, economics and many other fields of knowledge while Europe was in dark ages. It is also important to note that the Muslim world - as is the case in the Christian world - is not a homogeneous entity. For example, Malaysia, Tunisia and Dubai that have predominant Muslim populations are more advanced than others whose majorities are Christians such as the case of Ethiopia, Angola and many Latin-American countries. In ranking 206 countries, the World Bank shows the lowest were predominantly inhabited by Christians such as Sierra Leone 206, Tanzania 205, Burundi 204, Dominican Republic 203, Malawi the same rank of 203. Among the bottom ranks of twenty countries, there is only one predominantly Muslim country, namely Yemen. 

The Muslim world should be not be dealt with as one entity. Countries that are inhabited by majority of Muslims differ amongst themselves according to the standard of living, education, the stage of economic development and democratic institutions that can provide long-term stability. It would therefore be meaningless as to say a “Muslim world” or a “Christian World”. The mere notion of the classification of the world based on religion should be rejected.  Otherwise, it could have serious connotations in creating an image of “Us versus the Others”.


After giving a tabular data of selected indicators in Bangladesh, Egypt, Iran and Pakistan, demographic, economic and social impediments to development are presented and analyzed. In the appendix,  
Selected Development Indicators

(1999)

Development Indicator
Bangladesh
Egypt

Iran

Pakistan
Population (Millions)
128

62

63

135



Pop % Annual Increase*
2.4-1.6

2.5-1.9

3.3-1.6

2.7-2.5

Ages 10-14 as % of Total**
35-29

18-10

14-3

23-16


GNP (Billions of US $)
47

87.5

110.5

64

GNP per Capita (US $)
370

1400

1760

470

Per Capita GNP at PPP
1475

3303

5163

1757

Rank 



168

127

95

159

Adult Illiteracy M-F

49-71

35-58

18-33

42-71

* First figure represents the average annual growth rate (%) in 1980-90, whereas the second figure represents the average annual growth rate (%) in 1990-1999.

** First figure represents children ages 10-14 as % of total in 1980, whereas the second figure represents children ages 10-14 as % of total in 1999.

Source: World Bank, World Development Report 2000/2001 Attacking Poverty, Oxford University Press, Oxford, 2002..   

Demographic Impediments


In my opinion, population increase in the majority of Muslim countries is the single most serious problem facing those countries. The sample of the four countries listed above show high rates of increase in their population making development plans difficult to achieve amelioration in their standard of living. It should be observed, however, that in those countries listed above that the annual rate of population increase was reduced. Nevertheless, it still high in comparison to advanced countries. Even with the low 1.6% increase, Bangladesh population can be estimated at 136 million in 2003 and 152 million in 2010. Egypt’s population is estimated to be 67 million in 2003 and 77 million by 2010. In the case of Iran, the figures are: 70 million in 2003 and 80 million by 2010. The most drastic case among the four countries under this study is Pakistan where population may stand to exceed 149 million in 2003 but may reach 180 by the year 2010. In other words in a course of 11 years, the increase in population in Bangladesh, Egypt, Iran and Pakistan is estimated in millions to be 24, 15, 17 and 45 consecutively. Population explosion in Bangladesh and Pakistan may be worsened with the high percentage of the young population as shown above. 

In spite of slight increase in food production in the course of ten years of 10% in Bangladesh
, i.e., less than 1% per annum, the increase in population is growing faster with a Malthusian doctrine is in obvious applicability. The increase in agricultural production in the course of ten years in Egypt 40%, Iran 45% and Pakistan 36%
 while still inadequate, does not represent the alarming situation as that of Bangladesh. While there are no reliable estimates of the rate of increase in manufactured goods, my personal observation, they lag behind the rate of increase in population. Hence, the four countries are to be faced with accumulated increase in imports of food and manufactured goods, creating enormous pressures on the export sector that seems unable to match up with imports. Hence, the obvious outcome is mounting deficits in balance of payments. 


In the meanwhile, governments find it more difficult as time goes by to allocate meager budget among the badly needed expenditures on health, education and on the other sectors. The result is rudimentary health and hygiene capabilities leaving the majority of population in a state of health that reflects negatively on productivity as shown later. Furthermore, the rapid growth rate in population, unmatched by production increase, lead to prevalent of poverty with its political, social and economic consequences. According to the World Bank study
, 78% of the population is poor at an earning less than the equivalent of two dollars a day. Pakistan’s figure stands at 85% while that of Egypt is 53%. The World Bank study did not provide an estimate of the percentage of the poor in Iran. Based on my personal observation, the percentage of those considered poor in Iran could be slightly less than that of Egypt, but it is still high in comparison to advanced countries.                


With such an increase in population in most of the Muslim countries, their low and middle-income groups suffer from poor health facilities. Almost two thirds of the population in Bangladesh and in Pakistan have no access to any sanitation facility or center. No wonder, the maternal mortality rate per 100,000 in Bangladesh is 440 in comparison to only 8 in the USA 
.   



The implications of such a rapid increase in population are diverse, multifaceted, and interlinked. For example, one result is the steady flow of new comers to an already overburdened job market with more supply than demand. Another result is the overcrowdedness on all services where infrastructure is depleted, public transportation is inadequate and housing is far from being sufficient. Hence standard of living could be negatively affected and the number of the poor keeps climbing. Such an overall bleak picture provides a fertile environment for dissatisfaction, subversive directions, crime and possible political unrest.         


Economic Impediments


As in many developing countries, the four countries under investigation as well as most of the countries predominantly inhabited by people of the Muslim faith face a variety of inter-related characteristics that keep their ability for a take-off remote and keep their economic growth at low levels in comparison with advanced developed nations. 
Anti-Saving Anti-Investment Institutions


It may be observed that all of the four countries listed above as well as many others have been plagued by several anti-saving and anti-investment institutions. Arab-Israeli conflict for more than half a century, Iran-Iraq war lasting eight years, Gulf war in 1991, civil war in Sudan and others have been draining the limited public savings that could have been used for investment and growth. 

In the meanwhile, we observe a low-income level in the majority of the Muslim countries with the exception of those in Southeast Asia and those endowed with vast sub-soil oil wealth. Hence saving is either non-existent for the majority of their population, or else it is hoarded in cash or in the form of gold bracelets that can be sold whenever a need arises. Liquidity is therefore of paramount importance as a precautionary measure for the bulk of their population. Another reason for the state of low saving among the segment of their societies with earnings allowing some savings is driven by a culture of extravagant spending. This can be observed amongst those who are financially able by acquiring or building expensive homes, purchasing imported furnishings and luxurious cars as well as hiring many servants. Such demonstration effect or “keeping up with the Joneses” is quite evident in third world counties. Demonstration effect goes beyond household expenditures. State, local and municipal governments tend to spend money on luxurious squares and office furnishings of high-ranking employees as a status symbol, thus depleting resources that could have been otherwise used for investment in deepening the society’s capital that could have provided new job opportunities and could have contributed to economic growth.


Another phenomenon contributing to dwindling savings and contributing to worsening balance of payments at the same time is the backwash effect whereby there is a preference of foreign goods, spare parts and machinery over national products of at least the same quality if not better.    


The prevalence of the use of cash in those societies does not allow their monetary authorities, namely their central banks, ministry of finance or ministry of treasury whichever is applicable, to conduct an effective monetary policy and to use traditional weapons in stabilizing the economy and in contributing to economic growth. I may cite several reasons among many others for this phenomenon. First, vast majority of the poor in Muslim world are accustomed to use cash in settling their transactions. Second, banking requires literacy while it can be stated the adult illiteracy rate in the Muslim world may be estimated as high as fifty percent of its total population. Third, the poor or non-prevalent thrift institutions leave the inhabitants of those societies to use only traditional means such as the post-office saving to attract the meager amounts of savings for deposits. Fourth, the vast majority of money earners in those countries have not been given the means for the use the banking system. Payroll is predominantly carried out in cash, be it to workers in construction sites or to state employees, teachers or others. Even for those in the minority using the banking system, they experience long waiting lines either in depositing or cashing out while bureaucratic practices add to further delays. Fifth, as gold is a real form of wealth, villagers, farmers, and others hoard their savings in gold bracelets worn by their wives so that when the need arises for liquidity, they can convert some in cash in an accessible jewelry shop found almost everywhere in third world countries. Sixth, the fear from paying taxes, possible confiscation or sequestration of their financial assets or the non-trust in using the archaic thrift institutions for their savings, make people in those countries hoard whatever savings they can accumulate in the form of cash hidden somewhere.      


Another factor that dwindle family savings is the custom of wedding expenses way beyond family means that can drain lifetime savings in some cases or put the family in long-term debt with heavy burden to service it. Wedding expenses, however, should not all be viewed as drainage to savings that could otherwise be used for investment. A segment of those expenses that are spent for new orders in the furniture business and household manufactured items for example can stimulate economic growth of those sectors and their feed-back industries in a multiplier effect. Yet, the extravagant wedding expenses on services and preparations that are considered wasteful use of limited financial reserves and hence do not contribute to the country’s investment and economic growth. 


Turning to investment, we find that foreigners seeking business opportunities find no adequate features to attract their capital to the poor parts of the Muslim or third-world countries as has been frequently demonstrated by World Bank and many other studies. Even some the natives with means to invest refrain from blocking their capital into long-term projects because of insecurity, high internal taxes, possibility of confiscation or sequestration, bureaucratic procedures, retroactive measures, lack of effective system of accountability and other reasons. In the meanwhile, they can be attracted to invest their capital in foreign countries in the United States or in European countries for safe and reasonable rates of return.       

High Unemployment


Another impediment as the case of many third world countries, Bangladesh, Egypt, Iran and Pakistan face high rates of unemployment even among the educated segments of their societies. Rates of unemployment range between 20 to 30 percent   

As a consequence of the anti-saving anti-investment institutions, internal investment funds are inadequate to create new job opportunities. Foreign investment is also lacking because of economic and political reasons. Economically, lucrative business opportunities are not abundant outside of extraction of sub-soil oil and minerals. 

In spite of the many reforms to streamline bureaucracy facing foreign investors in Egypt since Sadat’s open-door policy in 1974, yet the country has not been able to attract sufficient amounts from abroad. Bangladesh and Pakistan failed to attract foreign investment for other reasons such as the poor infrastructure and inadequate communication facilities in a new world characterized by super highways. In spite of lucrative feeding industries to the country’s vast resources of oil, the perception of Iran’s instability, whether rightly or wrongly, seems to be on top of the list viewed by foreign investor or foreign institution. 

In spite of the attempt of the Egyptian government to ease unemployment among the educated, it took upon itself the responsibility to hire all college graduates. As employment opportunities in the government and public sector companies are limited, the outcome was three fold: long queuing as it may take three to four years before a graduate is offered a job, over-crowdedness in the work place and disguised unemployment where a work place can perform fully with less than the actual number of employees at hand. High unemployment in those societies is a serious economic, social and political problem as it increases dependability on whoever can provide food and shelter. Frustration emanating from lack of jobs and oftentimes lack of housing may lead to crime, deviation, subversive activities and hence can be politically destabilizing.           

Low Productivity

Low productivity adds to the complicated set of cause and effect. It leads to low pay and oftentimes could lead to high cost of production. With rudimentary construction practice in Bangladesh and in Pakistan, a worker carrying mortar up scaffolds is paid a tiny fraction of what a technician operating the efficient crane system. Yet, it may very well be that the latter could be less costly than the former. Low productivity may be the result of many factors such as prevalence of adult illiteracy as shown in the table above, rudimentary education, lack of adequate vocational training and retraining, low propensity to apply new techniques, insufficient managerial talents and, last but not least, inadequate supply of capital equipment, tools and heavy machinery. In Bangladesh, agricultural productivity of a worker was estimated on the average to be equal to $276, almost one tenth of that in Europe and Central Asia.
 

The figures of the high adult illiteracy rates stated above may not be accurate. It could be higher based on the author’s own observation and sampling. Even those with rudimentary education, it should be noted that the “net enrollment ratio as a percentage of relevant age group” 
 in the secondary schools in 1997 in Bangladesh, Egypt and Iran was 22%, 75% and 81% respectively. The World Bank study did not give a figure for Pakistan. For similarities between Bangladesh and Pakistan, it seems the figure for the latter may not be significantly different from the former. In the advanced countries where illiterates may be defined as those who did not learn and operate computers, many of the poor parts of the Muslim world do not know how to read or write. Hence, their knowledge cannot go beyond their local horizons and cannot operate efficiently machinery if available.  

“Agricultural machinery, tractors per thousand agricultural workers in 1995-97” 
 in Bangladesh, Egypt, Iran and Pakistan was 0, 11, 40 and 13 respectively. Those figures may be compared with 906 tractors in the high-income countries. In general, it may be observed that even if tools are available, they are of poor quality and inadequate in supply. 

In recapitulation, there exists a vicious circle of cause and effect in the poor parts of the Muslim world that led to low productivity of labor. Other reasons include over-crowded population in urban centers making movement difficult and exhausting, lack of adequate shelter where many may share one room, hardships in public transportation that is insufficient and poor or crippled management with no application to modern techniques that are well known and advanced in industrialized countries. Furthermore, some existing laws and regulations of hiring with almost no-firing while ranking the army of the employed without regard to efficiency led to a system whereby the inefficient is subsidized while the efficient is penalized by the absence of adequate recognition compensation and promotion.
   

The Underground Economy

A major factor that contributes to inadequate government revenues is the prevalence of vast underground economy. The underground economy is a nebulous phenomenon found in both developed and developing countries in varying degrees around the world. In the literature, there are at least sixteen alternative names for the phenomenon such as: the parallel economy, the hidden economy, the subterranean economy, the self-service economy, the border economy, the off-the-book economy, the informal economy, such to name a few. With such a little consensus on merely what to call it, defining what the underground economy is, explaining why it exists, and determining how it may be measured can only be more difficult. 
     

Furthermore, The underground economy covers more than the income that is not included in the national income accounts. As one example, an underground economy in the labor market may exist where the terms of hiring could be in violation of the existing labor laws. Edgar Feige 
 believes that the best approach to conceptualize and define an underground economy is to give up the idea of a “single underground economy” and concentrate on identifying the variety of underground economies that are “germane to salient economic problems”. In this fashion, Feige describes the underground economy in three interrelated segments, an illegal economy that includes crime and activities such as illegal drugs and prostitution, an unreported economy which largely involves tax evasion and an unrecorded economy that involves economic activities that failed to be recorded in the nation’s data base. Whether non-reported earnings are legal or illegal, they are all considered illegal because they are not reported to authorities, hence they evade taxation.   

In an earlier study
, I defined the underground economy as that which encompasses all economic activities unknown to established authorities - or unadmitted by them of known – and all income generated thereof but not reported to the government and not included in the country’s national income accounts. 

In conducting three studies of the underground economy in Egypt, using different criteria, I estimated that it was at least as large as the public figure of the country’s national income. In spite of its extensive underground economy, Egypt is still a low-income country. 

Yet, government revenues in Egypt from taxation are to be theoretically almost half of what they ought to have been if all activities of the underground economy would have been known and taxed. Hence, the meager public expenditures on education, health and hygiene, hiring, fringe benefits, infrastructure and all others could have been improved if part of the underground economy became known. 

The situation in poor Muslim countries may not be significantly different from that of Egypt. In my study, I found a strong positive correlation between: bureaucracy and underground economy, taxation and underground economy, use of cash and underground economy, illiteracy and underground economy, political stability and underground economy, absence of real democracy and underground economy, perception of lack of effective accountability and underground economy. Hence, the size of the underground economy in other poor Muslim countries are to be affected by those determinants cited above and others. It follows that the size of the underground economy in Bangladesh, Sudan, Pakistan and other similar countries may be even higher than that of Egypt in relative terms.

Social Impediments

Turning to social impediments, one may site a few that are common to many developing nations including poor Muslim countries. Extended family, immobility of labor, and inferior status of women.

The phenomenon of extended family reduces the propensity to save as the main expenditure responsibility lies on whoever happens to be the head of the family. Large families of 8-12 children are not uncommon in most of the poor Muslim countries. Yet, definition of the family covers more than husband, wife and children. It may include parents, uncles, aunts, nephews and nieces. Strong family ties have their positive role on the psychological stability of the young, but in the meanwhile dependency has its negative economic impact on the economy. 

It is also observed that in most of the poor Muslim countries, people are deep- rooted in the areas where they are born. Immobility of labor is a common characteristic but it represents foregone opportunities. Yet, with the discovery of oil in recent history, demand for labor in such countries as Saudi Arabia, United Arab Emirates and Kuwait increased while the wage difference between home earnings and abroad became substantial. Yet, such new development is not lasting since the countries with oil wealth do not encourage permanent immigration while at the same time workers from Bangladesh, Pakistan, Egypt, Jordan and others do not wish to settle as they prefer to save and go back to their families, towns and communities. 

  Inferiority of the status of women in many parts of the Muslim world has its economic liability where half of the population may not have a chance to contribute to the country’s growth. Figures of adult illiteracy in the above table show clearly the drastic difference between males and females. It should be noted, however, that women fought for their rights in Egypt early on in the twentieth century. Women assume great responsibility in education, professions, cabinet members, members of the Peoples Assembly and more recently a female judge was appointed. The model of Egypt is drastically different from that of Afghanistan under the Taliban where women lost basically their rights in a society of men. Inferiority of women differs from one Muslim country to another. Yet, winds of a change have already begun. King Faisal opened up doors of education to females. Banazir Bhutto, a Harvard educated lady climbed up the political ladder and became the president of Pakistan. 

Concluding Remarks
Demographic, economic and social impediments to development in a large segment of population in the Muslim countries have their impact on their standard of living. Poverty and economic deprivation are the main root cause of instability. Yet, political and economic reforms seem to be gradually implemented in countries such as Egypt and Iran. On June 26, 2003 a high-level delegation from Egypt presented bold moves in the future as the Chairman of Policies Committee of the National Democratic Party Gamal Mubarak indicated at a conference hosted by the Center for Strategic Studies and Al-Ahram Center for Political and Strategic Studies. In spite of the great economic difficulties that Egypt has been encountering, the decisive attempts for political and economic reforms seem to be on track. With the recent young leadership in Morocco, Syria and Jordan there seems to be new dynamics at work. However, Sudan, Bangladesh, Pakistan, Yemen and similar other countries may be faced with revolutionary changes. Economic and political deprivation for the majority of their population may be cited as the root cause of instability.  
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