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in the decision-making process and in obtaining institutional credits. In sum, “the
typical small manufacturing business is not able to assess the level of assets or its
liabilitics, cannot determine whether it is solvent, cannot determine the distribution
of profits, nor ascertain how cash has been raised or used” (Schmidt 1993).

Taken together, these attitudes of private sector managers put lending officers
in a very difficult situation. For banks and lending institutions to fill the small busi-
ness finance gap, they must, in an Islamic economy, make participatory loans. This
requires that risk and return profiles be written on a capital venture model, an ar-
rangement in which the financier often retains a substantial amount of executive con-
trol. To encourage business sector participation, lenders are required by the business
community to give up this level of influence. If we add the fact that loans need not
be repaid if the borrower uses religion as an excuse for his unwillingness or inability
to repay, we see a system in which the government of Saudi Arabia, as well as the
lending institutions representing it, assumes an inordinate amount of risk while the
the borrowing business community assumes little or no risk. We also see that fi-
nancing costs and risk levels would rise significantly if the strictest forms of muda-
rabah and musharakah financial instruments were in common use. To be sure, this
is an unexpected consequence of Saudi Arabia’s generous economic development
plans, but, at the same time, it is a very real consequence.

Conclusions

In essence, the crux of the problems faced by Islamic banks in the Saudi system
is the absence or lack of trained personnel in the small business and the financial
sectors. The problems faced by banks when lending to the former sector are exacer-
bated by the fact that the use of consistent accounting standards has not been
legislated and by the inability of the court system’s commercial branch to establish
and implement bankruptcy laws. In cach case, the planned implementation of Islamic
mandates in economics and jurisprudence does not ensure the availability of appro-
priately trained accountants, judges, lawyers, and managers. There is as much truth
to this statement for a capital-rich Muslim state like Saudi Arabia as there is for a
capital-poor Muslim state like Pakistan. Wright (1993) has even argued that the
problems faced by Islamic banks and foreign-styled indigenous commercial banks
are essentially the same in developing Muslim-Arab countries. One could surmise
that the economic systems in many Muslim-Arab economies are so heavily biased
against the lender that financial capital is virtually cost-free to the individual buyer
and, ultimately, costly to socicty at large. We are not trying to prove this here,
although we do plan to address the idea in future research. In this paper, which has
focused on the role of human resource mobilization, the question becomes one of
how the attitudinal and structural inefficiencies in Saudi Arabia’s business manage-
ment community can be changed and redirected in a way that will allow its Islamic
banks to operate on an risk-efficient basis.
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The recommendations that arise to answer this question are more evident to the
training specialist than to anyone else. In reality, the ability to evaluate loans for the
purposes of capital distribution relies on several factors: the adoption of an economic
system in which managerial efficiency is the determining factor of a business® suc-
cess and, therefore, the determinant of the increasing (or decreasing) value of the
company; the requirement that businesses provide a consistent record of earnings;
the provision for a consistent format for reporting asset values; and the development
of laws providing for foreclosure at early liquidation. To meet these challenges, a
new direction should be charted in the kingdom's risk management curriculum: it
should focus on educating borrowers in addition to training lenders. Economic litera-
turc written by western analysts tends to blame Islamic financial institutions when
reserve deficiencies and capital shortages occur. As a result, the influence of the bor-
rowing community in the lending process is usually neglected. The blame for a small
business finance gap cannot be shouldered by banks, even in a capital-rich economy
like that of Saudi Arabia, for the solution to this problem is multidimensional: the
development of better training programs in the banking system, the marketplace, and
the halls of government. The implementation of change in these areas will be best
served in the following ways:

1. The attitudes of the business community towards Islamic forms of finance must
be changed through education and training;

2. Muslim financiers must be able to write risk and return profiles that provide a
more accurate reflection of cash flow from profits as opposed to government
subsidies. This also means that lending officers must be made fully aware of
their role as capital venture examiners;

3. National accounting and reporting standards necd to be developed so that bor-
rowers can provide appropriate and consistent financial data; and

4. A privatization process that decreases the private sector’s reliance on govern-
ment consumption should be pursued.

At each point in this process, the common denominator is training and the trans-
fer of a permanent and indigenous managerial force, consisting of persons willing
to become long-term members of accounting, auditing, banking, and political estab-
lishments, into the financial sector. This reminds us that the need for a skilled labor
force must be combined with the management of geographical, social, and demo-
graphic factors to make economic progress possible. As this skilled labor force
develops in the financial sector, business activity will stabilize, government policics
will become more defined, and financial markets will become more efficient. Only
then will Saudi Arabia’s Islamic banks share equitably in the private sector’s de-
velopment risk instead of bearing the brunt of its managerial inefficiencies.



al Hajjar, Preslcy, and Wright: Structural and Attitudinal Impediments 95

References

Cantori, Louis J. “Corporatism, Local Politics, and Development in the Middle East.”
Paper presented at the Middle Eastern Studies Association, Boston, 1986.

al Hajjar, Bandar and John R. Presley. Islamic Finance: Attitudes in Small Manu-
facturing Businesses in Saudi Arabia. Proceedings of the International Confer-
ence on Islamic Economics, Kuala Lumpar, 1992 (sce especially the chapters
on “Managerial Inefficienty” and “Risk Management”).

----- . Financing Economic Development in Islamic Economies: Attitudes Toward
Islamic Finance in Small Manufacturing Businesses in Saudi Arabia, forth-
coming;

Kurashi, Mohammed F. Y. "The Social Responsibility of the Multinational Cor-
porations Operating in Saudi Arabia.” In Politics, Administration, and De-
velopment in Saudi Arabia, cdited by Ahmed H. Dahlan. Brentwood, MD:
Amana, 1990 (article summarized by Constance B. Joy).

Maliki, Sadiq A. M. “Institutional Inconsistency: A New Perspective in the Role of
State in Development: A Case Study of Saudi Arabia.” Ph.D. diss., Washington
University, 1991.

Presley, John R. “The Problem of Risk Management in Banking in Oil Rich Gulf
Economics.” International Journal of Bank Marketing, no. 1 (1992).

Presley, John R. and Tony Weslaway. A Guide to the Saudi Arabian Economy.
London: Macmillan Press, 1989.

Schmidt, Mary E. “The Arab-American Family-Owned Business.” Arab-American
Business and Consumer Magazine, no. 12 (1993).

Shaw, John A. and David E. Long. Saudi Arabian Modernization: The Impact of
Change on Stability. New York: Pracger Publishing, 1989.

Tawi, Salch A. “The Impact of Expatriate Workers on the Economy in Saudi Arabia:
Compatible General Equilibrium Results.” Ph.D. diss., Oklahoma State Univer-
sity, 1984,

Uppal, Jamshced. “Investment in Human Capital Financed under PLS Contracts.” In
The Forth International Islamic Economics Seminar on Economic Growth and
Human Resource Development in an Islamic Perspective. New York: The World
Bank, 1992.

Wilson, Rodney. Banking and Finance in the Arab Middle East. New York: St. Mar-
tin's Press, 1983.

Wright, J. W. Jr. Interview with J. W. Wright, Sr., former chicf consultant to the
Saudi Arabian Agricultural Bank, 1979-1982.

----- . "Accounting in Saudi Arabia: Imperative Questions for the 1990s.” In Proceed-
ings of the 1992 British Society for Middle Eastern Studies Conference, St. An-
drews, UK, 1992,

Wright, J. “Islamic Banking in the Arab Middle East.” Address to the Eastern Eco-
nomics Association Conference, Washington, DC, 1993.

Yousef, Abdul Rechman. "The Role of Transfer of Technology in the Pursuance of
Technical Progress.” Proceedings: Technology Policies for Development and Se-
lected Issues for Action. Jeddah: IDB and UNCTAD, 1988.






Human Capital, Government Policies, and Economic
Growth: Some Evidence for Muslim Countries

by
Abdelhameed Bashir and Ali F. Darrat

Introduction

The ncoclassical growth model of Solow (1956) and Denison (1961) postulates
that investment in physical capital (technology) is the engine of economic growth.
According to this approach, growth rates across different economies should converge
on steady-statc values. However, such a prediction has received little confirmation
from the available empirical evidence. This neoclassical model further predicts that
the initial capital-labor ratio has no effect on steady-state growth, and thus poor
countrics with lower capital-labor ratios (or lower output) should grow more rapidly
than developed ones. The experience of recent decades has not confirmed this pre-
diction cither. Observed heterogeneous growth rates in recent years have been pro-
vided by the experience of the “growth miracles” of some Asian economies, which
averaged 6 percent per year in the period 1950-80, compared to less than 2 percent
average for poorer countrics in the same period (Lucas 1988). In addition, therc
scems to be a persistent variance in growth rates even among industrialized coun-
tries. With its restrictive assumption regarding the dominant role of technology, the
ncoclassical model appears unable to explain this observed diversity of experience.

One major criticism of this neoclassical "exogenous” growth model is that the
diminishing return to capital limits the role of saving and investment. An increase
in investment, for example, promotes temporarily the growth of capital stock and
output. But as capital stock grows, the return to capital falls. Another problem with
this theory is its neglect of any link between population growth and the rate of eco-
nomic development. This assumption of exogenous population growth does not con-
sider fully human capital as an engine of growth, although recent studies have re-
vealed a close association between human capital and economic growth (Barro 1989;

Abdelhameed Bashir is an assistant professor in the Department of Economics, Grambling
State University, Grambling, Louisiana. Ali F. Darrat is a professor in the Department of Eco-
nomics, Louisiana Tech University, Ruston, Louisiana. The authors would like to thank parti-
cipants at the seminar for their comments. Thanks also go to Ehsan Ahmed for useful sugges-
tions. The usual caveat applies.
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1991). Nor did the neoclassical model assign any role to government policies in the
growth process, despite the potential positive role that government policy may play
in cducation, training, and improving public services.

The following sections will: a) outline an alternative endogenous growth model;
b) construct the variables and analyze a number of testable implications derived from
recent growth literature; ¢) report and discuss the data and empirical findings; and
d) offer concluding remarks.

A Theory of Endogenous Growth

An alternative approach for studying economic growth is to view it as an en-
dogenous process of several internal factors. As Romer (1986), Lucas (1988), and
others have observed, an economy can achieve growth through internal factors, as
in the case when production technology may exhibit increasing retums in repro-
ducible factors. These factors include, among others, human capital (effective human
resources), population growth, and govcrnment policy.' Apart from allowing a
greater role for policy in determining growth, modern theorics of growth have also
removed the constraint of diminishing marginal returns to capital.

The shift of emphasis from exogenous technical innovation to endogenous fac-
tors as catalysts for growth is a major theme of recent economic development litera-
ture. The distinct role of human capital is justified by the assumption that knowledge
(the embodied form of human capital) is valuable not just for the production of
goods, but, perhaps even more so, for the production of innovative knowledge, the
advanccment of technology, and the improvement of productivity. This suggests a
close association between growth and human capital. Experience has shown that
countries that invest more in education usually achieve a higher per capita income
for their citizens. Meanwhile, it is widely argued in endogenous growth literature
that rates of return on human capital tend to be higher in developed countrics, where
jobs in technical ficlds require more advanced cducational levels.?

The important role of population in the endogenous growth model rests on the
fact that it interacts closely with both the level and the growth rate of output, as well
as with the investment in human capital. As Tamura (1988) has argued, the fertility
of the present generation increases the discounted per capila future consumption and,
hence, discourages investment in both human and physical capital. More generally,
factors that may lead to higher population growth (i.e., the dccreasing cost of raising
children) tend to reduce the growth of per capita income. Thus there seems to be a
systematic relationship between declining fertility rates and per capita income
growth, especially during economic prosperity (Baker and Murphy 1990). Rosen-

'See Rebelo (1990), Rozenweig (1990), and the literature cited therein for further details.

*This probably explains one reason for the brain drain from poor to rich countries.
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zweig (1990) has also argued that high-income countries are characterized by low
fertility and high levels of human capital, whereas low-income countries are charac-
terized by high fertility and low levels of human capital.

In recent growth literature, government policy is shown to play a key role in de-
termining economic activity. It is often argued that private markets may fail to
produce the required public assets (Barro 1989), thus necessitating certain {iscal
actions designed to create incentives for saving and investment. This is particularly
true in cases where there are well-functioning capital markets in which entrepre-
neurial assets can be exchanged in order to induce technological innovation. Govern-
ments may also provide the appropriate institutions and infrastructures needed for
growth. The positive association between economic growth and government spending
is based on the assumption that the private and the public (i.e., government) sectors
arc complemen-tary rather than substitutable.?

Government policies may also create barriers to growth, as suggested by Landau
(1983, 1986), Marsden (1983), and Darrat and Conte (1988). In particular, ambiguity
exists as to the size of the public sector needed for promoting economic growth.
Supply-sidc theories arguc that higher taxes (needed to support government spend-
ing) may distort incentives and thus hamper investment and output. Morcover, exces-
sive government spending results in large budget deficits that require huge borrowing
and/or escalating monctary expansions. Borrowing leads, typically, to higher interest
ratcs along with domestic and foreign debt problems that, in tum, crowd out private
investment. Monetary expansions are usually followed by inflation, currency appre-
ciation, and the loss of world market shares. According to supply-side economics,
therefore, countries with large government spending (and high taxes) will experience
lower growth. In other words, government policy has adverse effects on growth.

Furthermore, recent studies have shown that political and military disruptions
may have important economic consequences for developing countrics. An effective
news media and the freedom of expression could enhance the checks and balances
applied to government policies and thus encourage domestic reforms. Conversely,
civil war and political instability could severely hamper a given country's economic
development.! However, some countries known for their oppressive political regimes
have not experienced depressed economic conditions, perhaps because of the illusion
of stability, at least in the short run. Clearly then, the effect of civil liberty on cco-
nomic growth appears io be largely an empirical issue.

*Of course, as the government's impact upon the economy may not be represented com-
pletely by the size of government spending, the latter is taken i:cre only as a proxy. Other im-
portant and relevant issucs are those related to the composition of government spending, the
impact of regulation, and the problem of distortion.

*The recent famine in many African countrics was caused primarily by military conflict
and not by poverty or inadequate agricultural resources.
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A formal theoretical basis of the preceding discussion can be outlined as fol-
lows. Consider an economy with identical, infinitely-lived individuals whose objec-
tive is to maximize the utility function U(?) given by:

Ma.u:q,‘r e P U, , g) dt yp>0 (1)

where c, represents commodity consumption in period t, g, represents the flow of
public good (supplied by the government) in period t, and p > 0 is the constant rate
of time preference.’ The infinite horizon can be interpreted as the forward-looking
behavior of an altruistic society in which the present generation cares for the future
generations which, in tumn, are concerned for their offspring. U(*) is assumed to be
strictly concave and twice continuously differentiable, satisfying the usual Inada con-
ditions. A specific form of the utility function can be written as:®

Uec,,8) =Ilnc, + ng, 2)

We further assume that there is only one final good in the economy produced
with constant return-to-scale technology, as given by:

y=f,g) 3)

where y, represents output, h, denotes the amount of human capital (i.e., schooling)
as a production input, and g, represents the quantity of public services available to
each producer.” Note also that the production process can be undertaken by a profit-
maximizing firm or by a houschold. In addition, we assume that these services arce
provided without user charge and free of externalities. The production function £(*)
is assumed to be concave and twice continuously differentiable. In particular, we
specify a Cobb-Douglas production function of the form (see Barro 1989):

*We assume that the government purchases output from the private sector and makes it
availqblc free of charge to households. These purchased services, as will be seen below, pro-
vide inputs for private production. For a similar trcatment, see Barro (1990).

SFor a similar, but discrete, analysis, see King et al. (1988). This form of utility function
is chosen to insure that the steady-state solution is compatible with equilibrium. The inter-
temporal elasticity of substitution is invariant to the scale of consumption and thus guarantees
that the utility is bounded.

"I]'i)c role of public service as an input in private production links government policy and
growth.
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Y, =Ah g ,0<a<l @

where A > 0 is a shift parameter for production technology. Output y, is divided be-
tween consumption c,, government purchases g, and investment in human capital,
k. To exclude the free-rider problem associated with the consumption of the public
good, we assume the government levies taxes to finance its purchases. If the tax rate
is r, then to produce g, and cxhibit a balanced budget, the government must sct:

g'z T-..-.)y' (5)

where T is the government tax revenue. Substituting equation (5) in (4) insures that
production has constant returns to human capital. Given the above formulations and
the fact that some of the resources would be used to produce g,, the material balance
equation is given by:

c+h=(U-Nfh,8) (6)

Solving the above system of equations, the per capital steady-state growth rates
of output, consumption, and human capital are all equal to:®

1 «
U={ [(l_r)Al-url-a] _p} (7)

We assume that certain restrictions are satisfied if the system possesses a steady-
state growth. Thesc restrictions are such that given A and a, r would be chosen so
as to make the bracket in equation (7) larger than p, resulting in v > 0. As apparent
from the above equation, given a, the optimai growth rate is a function of the
government tax rate (r) and the technology factor (A). With a given share of human
capital (1 - &) in the production process, the optimal (growth maximizing) tax rate
suggests that government expenditures would promote growth as long as r is less
than a. Equation (7) also suggests that the only way to achieve higher growth in
output is to have a greater rate of technological advancement (A), something pre-
sumed to be outside the control of the agents in the economy.

Using data over the period 1960-85, we will test the preceding implications of
our endogenous growth model. In particular, we will investigate empirically the
growth experience of thirty-two Muslim countries that are members of the Organiza-

a.Fonnal derivation of the above growth equation is relegated to a mathematical appendix
that is available {rom the authors upon request.
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ton of the Islamic Conference (OIC).” These countries were selected based on the
fact that the bulk of the empirical evidence found in endogenous growth literature
is drawn from data that ignore regional and economic diversities. There are few, if
any, studies on less-developed countries. In addition, these OIC countries exhibit
considerable disparities in their ratcs of growth. This paper will test the hypothesis
that the reason for such disparities may lic in different government policies, in addi-
tion to different stocks and accumulations of human capital.

Construction of the Variables and the Testable Implications

Real economic growth, as an cndogenous variable, is represented by the growth
rate of per capita real GDP. We uscd two alterative proxies for human capital: the
rate of primary school enrollment and the literacy ratio. The primary school cnroll-
ment rate (HC) measures the percentage of those enrolled relative to their age
group.'® The literacy rate (LT) measures adult literacy in 1960. The endogenous
growth model predicts that countries with high rates of initial stock as regards
human capital should grow faster. By strengthening the population's creativity and
its ability to innovate, education enhances productivity and promotes higher eco-
nomic growth.

The proxy for government policy (GP) is uscd to test the hypothesis that attri-
butes diversity in cross-country growth rates to differences in government policies
(Rebelo 1990). This variable is measured by government spending (net of defense
and cducation) as a pereent of GDP. The starting (initial endowment) level of per
capita GDP (IX) is used to test the ncoclassical assumplion that the starting level of
per capita output has no effect on stcady-state economic growth. In the transition to
steady state, however, countries with a lower output per capita are expected to grow
faster (Kormendi and Meguire 1985). Recent studies (Barro 1991) found a negative
relationship between growth and the starting level of per capita GDP. The starting
GDP is measured in US 1980 dollars for each country in the sample. We also usc
the rate of growth of population (NG) to test the role of population in the growth
process. The neoclassical growth model predicts that if all countries are in the stecady
state, there should be a strong effect of population growth on the GDP's growth,
with a unitary elasticity.

*The OIC isa regional organization working towards “strengthening economic, social, and
cultural ties between the Islamic countries.” The OIC countries included in the sample are Af-
ghanistan, Algeria, Bangladesh, Burkina Faso, Cameroon, Chad, Egypt, Gabon, Gambia, Gui-
nea, Guinea Bissau, Indonesia, Iran, Iraq, Jordan, Kuwait, Mali, Malaysia, Mauritania, Mo-
rocco, Niger, Nigeria, Pakistan, Saudi Arabia, Senegal, Sierra Leone, Somalia, Sudan, Syria,
Tunisia, Turkey, and Uganda.

. "”In a preliminary analysis, we also used the secondary school enrollment rate. However,
this proxy was dropped due to its relatively poor statistical performance.
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We further extend our analysis to address such other determinants of growth as
openness to international trade, political stability, and civil liberty. Recent integration
in world trade and global technology have become critical factors for growth. Open-
ness (the ratio of cxports plus imports to GDP) is uscd as a proxy for the degree of
integration into the world cconomy.' Trade restrictions are typically cxpected to
have deicterious cffects on growth duc to the related failure to exploit comparative
advantages. Thus the cconomic openness proxy (OP) should have a positive effect
on growth and invesunent.

Political instability (RV), measured by the number of revolutions plus military
coups per year, is expected to have a negative effect on growth. Civil liberty (CL)
relates to frcedom of expression in the news media. This variable is measured on a
scale from | to 7, with 1 offcring the highest level and 7 the lowest."? Countries with
good records in the area of civil liberty are expected to experience higher growth.
We also usc two dummy variables: (OD) and (FD). The first dummy variable (OD)
represents the impact of oil-rich resources on the economy. If the country produces
oil, its value is 1. If the country does not produce oil, its value is 0. The (FD)
dummy gauges the impact of drought and poverty. It has a value of 1 if the country
is in sub-Sahara Africa, and a valuc of 0 if it is not.

Thesc hypotheses drawn from the literature are by no means exhaustive. None-
theless, they could explain the diversity in the growth rates of these countries. As
menlioncd carlier, we used a sample of thirty-two OIC countries, the largest set of
countries for which we were able to compile reliable data series for the variables
under investigation. The data were obtained from different sources, the most impor-
tant of which were Barro (1991) and the Penn World Table (Mark 5) prepared by
Summers and Heston (1991)."” We also used some data from various issues of the
World Development Report (1987, 1990, 1991). For the school enrollment series, we
used the World Table (1980). Data on civil liberties are from Gastil (1987).

Empirical Results

The empirical results from regressing per capita real GDP growth on the set of
variables proposed in the previous section are reported in Table 1. The results reveal
a ncgative and highly significant relationship between growth and the initial level of
GDP, a finding consistent with Barro (1991), although it is contrary to the predic-
tions of neoclassical theory. The cocfficient of IX is -0.001 with a t-value of -20.39,

"'Of course, in addition to policy actions, country size can influence the trade/GDP ratio.
See Gastil (1987) for a similar measure.

“We wish o thank R. J. Barro and the NBER for providing us with the necessary data,
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indicating that if the starting per capita real GDP increases by, for example, $1,000,
the rate of rcal growth of the economy would decline by 0.1 percent. This suggests
that countries endowed with low levels of per capita real GDP can grow faster than
countries endowed with higher levels. The proxy for human capital (HC) has a posi-
tive and significant cffect, which implies the presence of a strong positive link be-
tween investment in human capital and growth.

These two findings suggest that an increase in the starting per capita real GDP
that is accompanied by higher investment in human capital may offset each other
and thus become unable to stimulate growth. The result is particularly consistent
with the experience of the oil-based economies (eight such countries are included in
the sample), where the initial levels of per capita real GDP are high and the rates
of enrollment in schools are comparatively low. On the other hand, most of the sub-
Saharan African countries are characterized by having initial levels of GDP that are
relatively higher than those of their school enrollment rates.

Regression 2 adds the political instability variable (RV). As the theory predicts,
RV has a negative and significant effect on growth. A reasonable interpretation is
that as governments (particularly in Africa) are confronted with revolutions and mili-
tary coups, economic plans are usually disrupted, and countries are then forced into
vicious circles and backward economic processes. The other two variables in regres-
sion 2 represent government policy (GP) and the dummy variable for sub-Sahara
Africa (FD). Both variables, as cxpected, have negative effects on growth, but nei-
ther is statistically significant. Interestingly, when we run the regression without the
RV variable in regression 3, the GP variable displays a larger negative magnitude
towards growth with a larger t-value. One possible explanation for this is that in-
secure governments spend more resources o stabilize the regime than to promote
output and, hence, growth. However, the negative effect of GP on growth supports
the supply-side hypothesis that taxes needed to finance higher government spending
distort resource allocation and weaken incentives, thereby hampering economic
growth.

Population growth (NG) is added as an explanatory variable in regression 4. Al-
though statistically insignificant, NG has a positive sign contradicting recent findings
on the relationship between fertility and economic growth. It is important to note
here that having large familics is part of these countries’ culture. Morcover, the co-
efficient on NG is significantly less than one, confirming the neoclassical assumption
that, during the transition to the steady stale, the effect of NG on growth may be less
than one-to-one if either capital accumulation or labor force growth docs not keep
pace with population growth. As for the role of economic openness (OP), regression
3 reveals that it has the expected positive cffect, although it is highly insignificant.



106 Proceedings of the Fourth International Islamic Economics Scmninar

Also in regression 4, we use the adult literacy rate (LT) instead of school enroll-
MCENt as a proxy for human capital," and drop the instability (RV) and the openness
(OP) variables. The LT variable is related positively to growth and highly signifi-
cant, which supports previous results. Barro (1991) has argued that the schoo] enroll-
ment ratio may represent the flow of investment in human capital rather than the

Finally, regression 7 includes all proposed variables without altering the results. The
civil liberty proxy (CL) is also included in regression 7, which displays the correct
positive sign, although it is statistically insignificant.

Concluding Remarks

The empirical analysis in this Paper used both endogenous reproducible factors
and market-related growth variables. In [ ght of the well-known shortcomings of data

sults, which should only be taken as suggestive. At the very least, though, our results
Suggest some support for many of the recent findings in endogenous growth litera-
ture. The diversities in the rates of growth between the OIC countries seems to be
explained primarily by two factors: the start-of-the-period level of per capita real
GDP and the start-of-the-period stock of human capital. Morcover, the data reveal
a negative association between govemnment policy and economic growth across the
countries examined. However, the evidence is not sufficiently strong to accept the
predictions of supply-side economics regarding the detrimental effects of government
spending and taxes. Political instability, as expected, has significant deleterious ef-
fects on growth and seems 1o be a major factor in the persistent variance in growth
rates. Qil appears as an important stimulating factor of growth, although only mar-
ginally, since the variable proves statislically insignificant. Finally, although the re-
sults are consistent with recent findings, a great deal still remains to be explained,
particularly in regard to the poor performance of sub-Saharan African countries and
the insignificant effects of population growth, civil liberties, and openness to inter-
national trade. Of course, possible multicollinearity among the variables of the model
may partly account for the insignificant effects found for some of these candidate
variablcs.

“The literacy rate as a proxy for human capital is also employed by Romer (1986) and
Barro (1991).
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