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First of all I would like to thank the organizers for inviting me to the Fifth International Conference on Islamic Economics and Finance. It goes to the credit of Dr. Hossein for bringing a multidimensional debate to the attention of this Conference. He has researched on the relationship between population growth and savings, investment and economic growth in the Islamic world. On the basis of his research, he has suggested some policy actions for the Islamic world.

The paper starts with an extensive review of both theoretical as well as empirical literature which summarizes two conflicting viewpoints. The dominant viewpoint considers rapid population growth to be detrimental to economic growth as it depresses saving and investment processes through increasing age dependency rates, capital-shallowing, and investment diversion effects. On the other hand, the second viewpoint claims that population growth has positive impact on economic growth due to productivity increase through new technologies and economies of scale.

The paper focuses on demographic transition in the developing countries.  In this context, he refers to the experience of East Asia where 30-40 percent of the economic miracle is directly attributable to the demographic transition.  However, he does not provide adequate insight into this phenomenon. The transition in fact provides a one-time economic opportunity.  As a result of increasing the share of working population, the growth per person and saving rate in East Asian countries has been quite high.  Due to sustained economic growth, the people of East Asia are now richer, healthier, and more educated than they were 25 years before.  But as the population growth is declining, the share of working age population is falling and that of old population is rising and the demographic gift is turning into a burden. In order to sustain high growth, East Asia will have to make intensive use of technology and move on to high value chain of production.

Most of the Muslim countries are yet to enter the demographic transition. Pakistan is a case in point.  Over the past two decades there has been a marginal decrease in the share of young age population and 2 percentage point increase in prime age population.  Besides this, there is an open question as to whether the Islamic countries can benefit from the demographic transition. Benefits are not automatic as they largely depend on whether these countries are able to implement the right policies. Even in those Muslim countries experiencing transition, large amount of workforce has been wasted due to absence of such policies. Potentially high rates of return on investment offered by the LDCs with low capital labour ratio have been eroded due to low levels of complementary investment in education, infrastructure, and R&D.   There are few Muslim countries like Malaysia and to a lesser degree Indonesia which have successfully transformed their population into internationally competitive workforce.  With the help of this force they have been able to achieve sustainable development and reduce poverty.

While examining the role of changing demography, the author has examined the relationship between demography, capital, and income. Lower fertility reduces family-size which in turn enhances human capital formation. Additionally, it enhances labour productivity by improving health and nutritional standard of the family.  Here, the author has not review the literature which relates demography to income, environment, and growth. Many forms of development erode environmental resources which can then undermine economic development. There are also reciprocal links. Population growth accentuates poverty which undermines environment. 

The author estimates a crude model of saving. Gross domestic savings rate is regressed on the percentage of population under age 15, percentage of population over 65  years and above, annual GDP growth rate and per capita GNP, represented as D1, D2, DGDP & GNPP respectively. The model  suffers from many weaknesses.  He uses OLS technique to estimate his model from the data of 59 countries 29 of which are Islamic countries. He has resorted to the so called  most widely used specification without giving its reference. No reasoning is available for the choice of explanatory variables and omission of other variables like real rate of interest.  For this, MWD test should have been performed. In fact, the nature of research warrants the using of fixed effect and random effect model.  DGDP and GNPP appear multi-collinear which should have been checked and reported.  There is discrepancy in the text and tables showing results regarding time interval and specific time mentioned.  Moreover, confidence-interval approach is adopted to check statistical significance of the parameters, which is unusual.  Furthermore, the division of data for Islamic and non-Islamic countries is invalid because contemporary Muslim countries are mostly living under the shadow of Western culture.  Therefore, their saving behaviour does not represent Islamic ethos.

The estimated savings equation for full sample show expected sign for both D1 & D2 variable. Increase in young and old dependency rates depresses saving rates.  However, the results become inconsistent for the separate groups. D1 turns out to be statistically insignificant in Islamic countries while it is significant for the non-Islamic countries with notable economic effects.  The major thesis of the paper is developed on the unexpected finding that young dependency rate does not depress saving rates in Islamic countries.  This is explained in terms of direct and indirect charitable contributions made by the society to the poor households having large families due to the functioning of Islamic moral value and legal system. The thesis as well as its basis are shaky and dubious. Technically, it is invalid to develop a thesis on a statistically insignificant variable which is also bearing wrong sign for 1980-85 interval.  Practically, Islamic legal and moral systems are not working in Islamic countries. Similarly, it is quite a far-fetched argument  that Islamic modes of financing (except Qard-e-hasanah) supplement expenditure of poor families.  

On the other hand, the author has neglected result of D2 variable which is significant both for Islamic and non-Islamic countries.  However, its economic behaviour is different in both group of countries.  D2 bears negative sign for the non-Islamic and positive sign for the Islamic countries.  This means that growth of elderly population decreases savings in the former and increases it for the latter. This asymmetric behaviour should have been explained by the author.  The estimated coefficient of income growth is statistically insignificant for Islamic countries for the period 1980-1995.  It also shows perverse sign for the period 1980-85.  For non-Islamic countries the magnitude of this coefficient is 1.3 implying that 1 percent increase in income growth increases saving rate by 130 percent.  Again this is an unusual result which should have been explained by the author.

The author mentions a number of policies which cannot be derived from the paper. Notwithstanding his empirical result, he advises the planners of Islamic countries to focus on improving the quality of population rather than its quantity.  Focus should be placed on poverty alleviation programs particularly the elimination of gender inequality.  For this purpose he, recommends Grameen type credit facilities for poor women.

The paper has neglected the Islamic viewpoint on population and its linkage with development.  Divine guidance is strongly opposed to population control. Quran says “kill not your children for fear of want. We shall provide sustenance for them as well as for you: verily the killing of them is a great sin” (3 : 17). Similarly the Prophet (PBUH) advised that one should marry prolific woman so that manpower of Muslim community should increase.  He himself will be proud on the Day of Judgment. He said “Marry who are loving and very prolific, I shall outnumber the peoples by you” (Sunan Abu Dawud, 2045).

Islamic emphasis is not on limiting the growth of population. Emphasis is on the eradication of poverty and reformation of population, thus  making it an effective instrument of growth and development. Historically, there has been a positive relationship between population growth and economic growth as shown by Johnson (AER  87 No2, May 1997).  His findings show that periods of rapid economic growth in the world have been periods of rapid population growth.  Kremer (1993) has made a strong case supporting population growth as an exogenous factor in generating productivity improvement.  The whole issue in this context is building of mutually reinforcing links between human development and economic growth.  High level of human development leads to high level of economic growth which, in turn, further promotes human development. This calls for making large allocation for education, health, drinking water and physical investment.  In many Muslim countries, military expenditure as a percentage of social sector expenditure has been increasing continuously thus limiting funds for investment in social and physical sectors.  Reducing military expenditure and allocating those funds to the social sector will be helpful in stabilizing population. Funds can also be reallocated from population welfare programs for this purpose. Similarly good governance and privatization of  failing public enterprises can provide resources for the social sector.
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