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International Economic Framework and Its Deleterious Effects on the Development of Muslim Countries: Towards a New Approach
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CONTENTs

The paper is organized along the following lines: while, section I discusses the present situation of the developing countries in general, and then focuses, more specifically, on the Muslim countries, section II deals with the price and wage structure, and the pattern and the state of the technology of the Muslim countries. The possibility and the need to develop economic co-operation among the Muslim countries is also discussed in this section.

The paper starts with a categorization of the investments made in the Islamic countries so far. The first category pertains to the production of goods primarily meant for the developed countries and the second; for the economic growth of the Muslim countries themselves. Since private investment, whatever its origin, simply seeks the highest possible return, I am not sure if we can make such neat categorizations. That is to say, production of certain goods actually meant for export, could certainly be utilized also for the domestic consumption and contribute to the development effort. 

In section 1.2, the authors argue that in “land constrained economies”, any transfer of land for growing commercial export crops will only reduce the availability of land under food crops and thus tend to worsen both the unemployment problem and/or lead to famines. For labor constrained economies, on the other hand, any diversion of labor from food production to the export agriculture or industry will similarly tend to reduce the production of food. In either case, the authors argue, famines will result. 

This is a pessimistic and unwarranted argument. The authors obviously assume here a zero sum game and do not take into account the impact of technology or institutions. Such zero sum conditions existed in history and it was precisely due to this way of thinking that the Roman emperors had encouraged the production of essential foodstuffs and curbed cash crop production (Rostovtzeff, 1929, I: 165). But, there was a limit to how the state could force the producers to plant those crops that it preferred. This limit was obviously dictated by the division of the available land between private and state owned lands, in short, property rights. It can be argued that under the conditions described above, ceteris paribus, the larger the state owned lands the more reliable would be the supply of basic foodstuffs. This particular Roman logic reappeared a millennium and a half later behind the Ottoman policy, which declared all grain producing lands as state property and limited private ownership of land only to the orchards. Thus about 90% of all arable lands were placed by the Ottomans under state control (Çizakça, 2000; Inalcik and Quataert, 1994: 105). The Ottomans also severely limited the free flow of labor between the sectors.

In short, if we agree with the authors’ reasoning of a zero sum situation, which actually prevailed throughout history, we would also have to repeat the Roman and Ottoman policies to remedy these problems, i.e., a nationalization of all arable land in order to ensure a constant supply of basic foodstuffs. It is thanks to technology and modern institutions that we can avoid repeating the mistakes of the past. Whether we allow the transfer of land from basic foodstuffs to commercial agriculture or allow free flow of labor between the various sectors of agriculture, market forces, if allowed to function freely, would remedy the situation. A fall in the production of foodstuffs due to land or labor transfer would lead to an increase in the basic food prices, which would encourage production. If too little land has remained for basic foodstuffs, high food prices would either restore some land for basic food production or the remaining land would be more intensively cultivated. Similarly, if too little labor has remained for the production of basic food-stuffs, then labor saving agricultural technology can be easily implemented. In short, rather than insisting on anachronistic zero sum games in order to avoid famines, the authors should prefer to rely on the free functioning of market forces.   

Moreover, thanks to Amartya Sen, winner of the 1998 Nobel prize, we know now that in modern times famines are caused not by any production deficiency, but by lack of purchasing power. Hence there is no reason to fear a production deficiency so severe as to lead to a famine. Modern agricultural technology sufficiently takes care of a production deficiency problem. Furthermore, again according to Sen, modern famines occur either in colonies or in dictatorships and no famine has ever occurred in a democracy (Sen, 1999: 152). 

Consequently, I do not accept the authors’ argument that transfer of land or free flow of labor from basic food-stuffs production to cash crops for exports would lead to famines. This argument assumes constant technology and institutions. We must remember that the surest way to avoid famines, according to Sen, is democratization.

The authors argue (p.9) that “getting the wage goods for consumption of other laborers from the producers will imply that increasing of taxes on them for they do not require any thing from the other sectors in exchange. This goes a long way in understanding of the phenomenon of existence of non-democratic governments in most developing countries”.  

Here the authors start with the assumption that peasants producing wage goods (basic food-stuffs), would not sell their products to urban workers because they (peasants) do not need anything from the latter. I beg to differ. Peasants would need shelter, and clothing, simple pumps and machinery as well as electricity. The real well to do would even want to have tractors. In short, the list of goods wanted by the peasants from the urban workers is endless. Therefore, the argument that peasants need to be taxed in order to provision urban workers with basic food-stuffs and it is this necessity that explains dictatorships in most developing countries, cannot be accepted. The existence of third world dictatorships need another explanation.

In section 1.3.2 the authors explain the linkages between the export commodity prices and employment. They argue that there would be a positive correlation between the world commodity prices and employment in the developing countries that produce these goods. In section 1.5.1 it is argued further that since precious foreign currency can only be earned by exporting cash crops, all developing countries will strive to do so, thereby causing the world supply increasing faster than demand. This is the so-called fallacy of composition and is caused by many developing countries acting in tandem to deteriorate the terms of trade. 

This argument assumes that the world demand will remain constant. In reality, terms of trade fluctuate to reflect the interaction of world supply and demand for cash crops. It is further assumed that as all the developing countries strive to export more cash crops, they find themselves in a fierce competition against other cash crop exporting developing countries. Wage level, then, becomes the main instrument for competition and is constantly pushed downward leading at the end to poverty. Totalitarian regimes emerge out of this situation because dictatorships are best equipped to depress the peasants’ wages.

Evidence from world economic history supports the authors’ argument that exportation of staple cash crops is related to extreme exploitation of the peasantry. This occurs in its worst form when land owners collide with an absolutist state (dictatorship) and the two jointly oppress the peasantry. The so-called second serfdom that occurred during the 17th century in Eastern Europe, primarily in Prussia and Russia, as well as the slavery in the southern states of the US, are two well known examples. The authors’ argument that more or less the same mechanisms now apply to the cash crop exporting Muslim countries is certainly interesting. Yet, the authors need to substantiate their otherwise most interesting argument. The least they should do is to let us know which cash crops and which countries they are referring to. 

Obviously, the way to escape this dilemma should be to diversify the economy, particularly the exports. According to the authors, Albania, Bangladesh, Malaysia, Turkey, and Pakistan as well as Indonesia, Jordan, Morocco and Tunisia have all successfully diversified their exports. The exports of the former group are now constituted at least 80% and, in the case of the latter group, at least 50% of manufactured products. If so, the linkage between cash crop exportation and dictatorships may be weakening and the idea that export diversification enhances democracy is certainly worth examining. Moreover, successful diversification of their exports by many Muslim countries weakens the previous arguments made by the authors. The authors should acknowledge this and explain that their arguments apply primarily to those countries, which have not yet diversified their exports.

Adding to all this the post 9-11 events and the American hostility to dictatorships, the age of dictatorship in the Muslim world may be slowly approaching to an end. Bearing in mind that it took the entire 20th century for the European continent to be democratized, the agenda for the 21st century indeed appears to be an eventual elimination of dictatorships from the Islamic world. And diversification of exports may play an important role in this process.

In p.12 the authors argue that a direct correlation between the world price of an export commodity and employment exists. While this may be true in most cases of staple cash crop exports, we need to be aware of the so-called “super Dutch disease”. When the commodity in question is oil, an increase in the price of oil may well lead to de-industrialization. In this context there is historical evidence that massive exports of silver from Spain also led to the de-industrialization of that country during the 16th-17th centuries.

In table 8 prices of the cereals in the Muslim countries have been expressed in local currency. In view of the constant devaluations, these prices should be converted to hard currency. In this table the authors have found a positive and significant correlation between the wage rates and the price of cereals. From this they reach to the conclusion that “for the enhancement of export earnings it is necessary to depress the wage goods (basic foodstuffs) beside the low wage rate”. They propose here government subsidies as a policy tool. But such subsidies are not the only policy tool at hand. Direct importation of foodstuffs should also be considered.  The disadvantage of such imports, however, is the expenditure of foreign currency, obviously a scarce resource. We can expect that as the countries progress on the road to development, and successfully industrialize as well as diversify their economies, importation of foodstuffs will become an increasingly more rational policy. This is evidenced by the repeal of the famous Corn Laws in 19th century England.

In section 3.1 “obsolescence”, the authors provide, what they claim, an Islamic interpretation of wealth and property. They argue that firms in an Islamic system do not maximize profits but rather seek “reasonable profit”, “just wages” and “just prices”. Unless we resort to the market to determine what just wages and prices should be, who and with what authority would determine their levels? Economic history may help us answer this question: it is well known that when asked to intervene in prices, Prophet Mohammed (S.A.W) refused to do so. Moreover, when confronted with cases involving prices or wages, Ottoman courts, for centuries, consulted prevailing market prices and wages. On the other hand, the Ottoman state sometimes interfered in the markets and imposed prices, which however led to massive violation of property rights. In short, the sunnah of the Prophet as well as Ottoman economic history suggest that we should interpret just wages and prices as prices prevailing in the market. For, if the state imposes prices or wages this leads to property rights violations and ever greater imperfections in the market. More specifically, imposition of artificially low prices by the state leads to shortages and black markets. Imposition of higher than equilibrium wages, on the other hand, would lead to greater unemployment. In retrospect, it is no wonder that the Prophet (S.A.W.) refused to intervene in the markets. 

Concerning reasonable profit, Islam imposes basically two constraints on this: the concepts of halal and haram and the Day of Judgment. We know that a well to do Muslim will be asked in the Day of Judgment how he accumulated his wealth and how he utilized it. Providing he has not resorted to haram in the accumulation of his wealth and providing that he has utilized his wealth for the welfare of the society, Islam does not impose any maximum limit on the amount of wealth to be accumulated. Islam imposes individual responsibility as evidenced by the Surat Al-Anam 

“...  Every soul draws the meed of its acts on none but itself. No bearer of burdens can bear the burden of another...”.

A firm in an Islamic system can, therefore, aim at profit maximization subject to the constraints of halal/haram as well as the Day of Judgment. Subject to the same constraints, a firm or an individual can also acquire unlimited property.

Islam, moreover, has three institutions, which redistribute the accumulated wealth quickly in the society. These are zakat, the Law of Inheritance and awqaf. Of these, in my opinion, awqaf is the most important, as it not only redistributes wealth in the society but also finances and organizes education and health, i.e., human capital. Latest research has revealed the importance of human capital for economic development. Consider in this context a recent UNDP report. 

“In the economic sphere, research has underscored the benefits of the formation of human capital. A study of 192 countries concludes that human and social capital explain no less than 64% of (economic) growth potential. By contrast, physical capital – machinery, buildings and infrastructure – explains only 16% of growth. The remainder is explained by natural capital. More specifically, global estimates show that a one percentage-point increase in the share of the labour force with secondary education is associated with a 6 to 15 percentage-point increase in the share of income received by the poorest 40%. Thus, education serves both economic growth and equity (better distribution of income within the population). While the costs of improving education systems may be substantial, the costs of perpetuating ignorance are incalculably greater”

Consequently the awqaf contributes not only to the redistribution of capital but also to its accumulation in the first place. 

In p. 30, the authors state that “... rulers and demagogues in the Muslim world imitate the Western designs and... lock nations into... deprivation of freedom and (basic) rights to the masses”. The reader gets from this the impression that the West categorically deprives the masses from freedom and the basic human rights. This is surely not the case. We must not forget that democracy, freedom of thought and basic human rights are highly respected in the West. The essential question here is which West we are talking about. Muslims must stop seeing the West as a monolithic body and start distinguishing between the democratic West and Western dictatorships. We must also be aware that our dictators have too often imitated the dictatorships of the West and have legitimized their actions in the name of westernization or modernization. 

In p.32 consider the following statement

“It is also the duty of the Islamic government to forecast the obsolescence of the fixed capital. As it is observed, in an Islamic state the voluntary sector is very active, so it is the duty of the state to guide this sector to spend in the direction which will be helpful in the reduction of obsolescence”. 

The implicit assumption in this statement is that the state knows better. One of the reasons why the voluntary sector (the awqaf) is so important for Islamic societies is that they are supposed to be autonomous local decision making units. Consequently they are far better informed than the state regarding the obsolescence of their fixed capital or, actually, about any other problem affecting their district. Subjecting them to state’s “guidance” would simply create a massive information asymmetry problem. 

In p. 35 authors refer to the problem of technology related excess supply, and argue that “a flood of techniques enter into the market” and only that survives which has the lowest average cost. Therefore, they say, “the only remedy for the obsolescence is to increase the demand of that product”.  And in order to increase the demand, they suggest that an Islamic common market should be established. In p. 37 they begin to inform us about the details of this common market. Accordingly, they would like to establish a Central statistical office overseeing all the Islamic countries. Then they would like to construct a marginal input-output table for all the countries. From this table they hope to measure the technological change and also depict the coefficients of every country in the Muslim bloc and every existing technique. 

To sum up, the authors start with the premise that  “the only remedy for the obsolescence is to increase the demand of that product”. And from this, they move on to the creation of an Islamic common market regulated by a powerful “statistical office”. But let us call this “statistical office” with its correct name; the Soviets called it Gosplan. And the whole world knows how miserably it failed. Muslims, by all means, can and should learn from the West. But why insist on models, which have obviously failed and caused untold hardship to hundreds of millions of people? Therefore while the authors are correct to call for an Islamic Common Market, to do so with the anachronistic methods of the bankrupt Soviet empire would be a mistake for which the future generations of the Islamic world would never forgive us.
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