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ABSTRACT

Since mid-1980s, trade has been one of the main agenda among the
Organization of Islamic Conference (OIC) member countries as a
means towards achieving higher economic development. January 1st,
2009 has been declared as the target date for the establishment of the
Trade Preferential System among the OIC countries, by which date
intra-trade should be increased to 20%. Malaysia, which is considered
to be one of the more successful economies among the OIC countries,
is expected to play a pivotal role in enhancing intra-trade and ensuring
that the targets are achieved. This paper investigates the degree
of intra-trade activities among six OIC members, namely Egypt,
Jordan, Malaysia, Saudi Arabia, Syria and Oman. It analyzes the
trade structure of these OIC members utilizing “revealed comparative
advantage” indices, “trade concentration”, and “trade competition”
profiles. The findings show only small potentials for higher intra-OIC
trade, generally in chemicals and materials, food and live animals,
manufactured goods, and machinery and transport equipment. This
indicates that much greater efforts need to be undertaken by OIC
countries to prepare themselves for the establishment of an Islamic
Common Market.

Keywords: economic integration, OIC countries, trade concentration,
trade divergence, revealed comparative advantage

INTRODUCTION

The last decade has seen an increasing emphasis on economic integration among
various groups of countries in the world. Integration has the potential to create a
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more competitive trade environment from the removal of trade barriers and is
also an important impetus for stimulating investment in the member countries from
both internal and foreign sources. The larger market as a result of trade integration
reduces risk and uncertainty for producers while foreign investors become more
inclined to invest in productive capacity in a member country as a way to avoid
being excluded by trade restrictions and a high common external tariff (Appleyard,
1995). The increased trade and investment through economic integration can, hence,
spur economic development among participating countries.

The Organization of Islamic Conferences (OIC), as with other groupings,
would not be left behind in trying to benefit from economic integration. The OIC
is an inter-governmental grouping of fifty-seven countries. Established in Rabat,
Kingdom of Morocco, on 25 September 1969, it has the objective of strengthening
the solidarity and cooperation among Muslim countries in the political, economic,
cultural, scientific and social fields.

Various measures have been undertaken to enhance economic cooperation
and, later, integration among members. In May 1976, the idea to establish the
Islamic Chamber of Commerce and Industry (ICCI) was proposed in the Seventh
Islamic Conference of foreign ministers held in Istanbul, Turkey. The idea was
subsequently accepted and the constitution of the ICCI adopted by the First and
Second Conference of the Chambers of Commerce and Industry in October 1977 and
in December 1978, respectively. The ICCI serves as an allied organ of the OIC and
represents the private sector of member countries.! It aims at intensifying greater
collaboration in the field of trade, commerce, information technology, insurance/
reinsurance, shipping, banking, promotion of investment opportunities and joint
ventures in the member countries.

In the late 1990s, the OIC member countries signed an agreement on a Trade
Preferential System (TPS) and declared the target date for its establishment to be 1
January 2009. The TPS aims at further promoting trade among OIC member states
through the exchange of trade preferences to ensure equal and non-discriminatory
treatment among participating countries. In the TPS agreement, the exchange
preferences are not only limited to tariffs, but will be progressively extended to para-
tariff and non-tariff concessions. The TPS agreement also extends trade preferences
to all commodities including agricultural and animal products, manufactured or
semi-manufactured products.

To date, eleven Islamic Summit conferences and thirty-seven Islamic
Conferences of Foreign Ministers (ICFM) have been held. The 10" Islamic Summit
Conference held in Putrajaya, Malaysia on 11-18 October 2003, elected Malaysia
as the Chairman of the organization until 2008. The Summit reaffirms the desire
to intensify trade and economic cooperation and to increase the share of global

! Its membership consists of the national chambers, unions, federations of chambers of commerce and
industry of the member countries.
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trade between member countries as well as with other nations. On 17 October
2003, the OIC countries adopted a resolution on the establishment of an Islamic
common market.

The declaration of the establishment of the TPS represents a very important
step towards increasing the intra-OIC trade to 20% by the target date. In addition,
the resolution to establish an Islamic Common market presents a clear indication
of the intention to move towards a higher degree of economic integration among
member countries. Malaysia, being once the chairman of the OIC and being one of
the member countries which is very open to international trade with more than 200%
trade to GDP ratio, is expected to play a pivotal role in enhancing trade activities
among the OIC countries and ensuring that the targets are achieved.

In view of the above development it is, hence, very pertinent to investigate
if the OIC possesses the necessary prerequisites to enable a successful economic
integration among its member countries that have different economic and trade
characteristics. One of the important questions is whether the OIC countries’
export structures are diverse enough to support higher intra-OIC trade activities.
The ability to increase regional exports has been said to depend upon the degree to
which countries’ dynamic exports are incorporated in the regional export mix. This
means that the extent to which the relative share of intra-OIC trade can be increased
depends on the extent to which countries’ dynamic exports are represented in intra-
OIC trade. Apart from that, the likely success or failure of any regional economic
integration is highly dependent on the range of products that members have the
capacity to export or import. Members exporting a wide range of diversified goods
are considered a positive factor, while concentration of exports is considered a
limiting factor to the prospects of increasing regional trade (Pitigala, 2005). Such
an argument is based on the product substitution theory where substitutability of
products of member countries for those of non-member countries has the effect of
increasing the chance of trade creation, representing a positive welfare effect of
economic integration (Park, Park & Estrada, 2008).2 Exports of member countries
that are highly diversified increase the chances of substitutability of products, hence
improving the prospects of a successful regional integration.

This paper investigates the degree of intra-trade activities among six OIC
members, namely Egypt, Jordan, Malaysia, Saudi Arabia, Syria and Oman.
Specifically, it examines the extent to which countries’ dynamic exports are
represented in intra-OIC trade as well as the extent of trade concentration/ trade
diversification by analyzing the “trade divergence”, and “trade concentration”
profiles between the years 1990 and 2005. In addition, it checks for trade
complementarities and the prospects for higher intra-trade among the selected

2 Trade creation arises when higher cost domestic products are replaced with lower cost imports from
member countries. The change from an expensive to a cheaper source of supply is beneficial because
it is a move toward freer trade.
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countries and identifies the range of products that members have the capacity to
export or import by using the “revealed comparative advantage” indices for the
same years. The findings provide an indication as to whether the existing trade
structure and trade potentials would facilitate intra-trade among OIC members
in their effort towards economic integration. Such information will be useful for
member countries to formulate strategies that would foster closer trade relations
among themselves.

This paper is organized as follows. The next section provides a survey of
literature on regional integration and the use of statistical indices in analyzing
intra-trade activities, trade concentration and trade divergence. Section 3 describes
the methodology and data used in this study. Section 4 presents the analysis and
discussion of the findings while the last section concludes.

LITERATURE REVIEW

The “natural trading partners” hypothesis introduced by Lipsey (1960) presents one
of the early works that deal with the idea of regional integration. The hypothesis
suggests that the higher the proportion of intra-trade within the region, the more
likely a regional agreement would result in an increase in welfare effects. The natural
trading partner hypothesis was later modified by other studies, such as those by
Wonnacott and Lutz (1989) and Deardoff and Stern (1994) who added location and
transportation costs into the analysis in an effort to identify other factors determining
regional trade. The “natural trading partners” hypothesis was later popularized as
“natural trading blocs” by Krugman (1991) who put emphasis on geographical
proximity. These studies found that geographical proximity between countries
provides a positive contributing factor to intra-trade activities.

Other studies such as Michaely (1996) and Pitigala (2005) have proposed
that natural trading partners be defined based on trade complementarity, where the
natural trading partner hypothesis is likely to hold if a country imports what its
trading partner exports. Michaely (1996), for instance, used the complementarity
index and argued that the higher the observed values of the index between partners,
the more likely it is that a regional trade agreement will succeed. Along similar
argument, Pitigala (2005) utilized revealed comparative indices to assess the
complementarity of intra-regional trade as a pre-requisite for the potential success
of the regional arrangement among the South Asian Association for Regional
Cooperation (SAARC) countries. He argues that the likely success or failure of
any regional economic integration is highly dependent on the range of products
that members have the capacity to export or import. Members exporting a wide
range of diversified goods are considered a positive factor, while concentration
of exports is considered a limiting factor to the prospects of increasing regional
trade (Pitigala, 2005).
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Trade concentration and diversification of exports have been shown to have
impacts on regional trade arrangements. Massell (1964), who performed a cross
section analysis of 36 countries and Soutar (1977) who adopted a cross section
analysis of 48 less developed countries between 1957 and 1969, found a clear
relationship between instability of export earnings and concentration of exports.
Massel (1964) further elaborated that trade diversification would be more likely
to provide the economy with greater flexibility and stability in export earnings. In
a related work, Yeats (1998) reported that studies have shown that countries with
highly concentrated exports may experience a relatively high degree of export
earning instability that could reduce a country’s ability to maintain the financial
commitment required by regional arrangements.

There are many studies that analyzed the relationship between regional trade
arrangements and intra-trade, to name a few (Grubel and Llyod: 1975, Greenaway:
1986, 1989, Globerman: 1992, Kim and Lee: 2003 and Chen ef al.: 2007). These
studies found some evidence that regional trade arrangements stimulate intra-
trade among its member countries and vice-versa. Grubel and Llyod (1975) and
Greenaway (1986, 1989) for instance, suggest that regional trade arrangements
among developed countries stimulate trade by creating a more competitive trade
environment as a result of the removal of trade barriers and the possibility of
realizing economies of scale. Kim and Lee (2003) highlighted that regional trade
arrangements among developing countries such as Mercosur have effects on trade
because member countries have significant industrial base in sectors characterized
by economies of scale and the existence of preferential treatment in the form of
lower tariffs.

The Gini coefficient and the modified version called the Gini-Hirschman
coefficient of concentration are commonly used methods for measuring commodity
concentration. However, Low, Olarreaga and Suarez (1998) used three different
concentration indices namely Herfindal-Hirschman concentration index, Theil-
entropy coefficient and Mean Logarithm deviation to investigate if globalization has
affected the concentration indices. Kali, Mendez and Reyes (2007) highlighted the
fact that empirical measures of trade characteristics or trade structures are limited.
They used trade dispersion among trading partners as one of the measures of trade
structure. As in Low, Olarreaga and Suarez (1998), Kali, Mendez and Reyes (2007)
constructed a Herfindahl-Hirschman concentration index of trade for all countries
to measure trade dispersion among all trading partners. A low value of the index
indicates low concentration or high dispersion, and vice versa. The study found
trade concentration to be positively correlated with growth for all countries, but
the effect is found to be more pronounced for poor countries.

This paper attempts to look at the potential success of economic integration
among selected OIC countries by analyzing trade concentration, trade divergence
and revealed comparative advantage indices as in Pitigala (2005). In line with
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Low, Olarreaga and Suarez (1998), Pitigala (2005), and Kali, Mendez and Reyes
(2007), this study will focus on the export component of trade, except in the case
of revealed comparative advantage where both exports and imports are utilized.
The advantage of using these measurements is that they allow for a more in-depth
analysis at the product level as well as country-level examination which could be
used to gauge the prospects for the success of economic integration. Since there
has been no such effort to investigate the success of regional trade among the OIC
member countries at the disaggregated level, the findings of this paper would serve
to provide useful information for the formulation of strategies that would enhance
regional economic integration among the members of the grouping. The details of
the measurements are described in the next section.

DATA DESCRIPTION AND METHODOLOGY

The statistical analysis uses trade data of Malaysia and five other members of the
OIC namely Egypt, Jordan, Oman, Saudi Arabia and Syria for the years 1990 and
2005. The two years are chosen to examine whether the OIC grouping possesses
the characteristics that are conducive for the establishment of an Islamic Common
Market. Values of the countries’ intra-OIC trade and their trade to the rest of the
world (ROW) based on the SITC Revision 2 at 4-digit level were extracted from
the UNCOMTRADE data source provided by the World Integrated Trade Solution
(WITS) database. The SITC 4-digit level is selected since it is the highest level of
disaggregation for which comparisons can be carried out. This is due to the fact
that consistent reporting of data is unattainable at further disaggregated levels, such
as the SITC 6- to 8-digit levels (Pitigala, 2005).

The study confines itself to Malaysia, who is expected to play a pivotal role
in enhancing trade activities among the OIC countries being one of the member
countries with the most open economy as mentioned earlier, and five other selected
OIC countries as listed earlier. The five countries are chosen for the reason that
they are mainly located in the Middle-eastern and African region (where most
members of the OIC are located geographically) and their economic, trade and
preference structures are quite different from those of Malaysia’s. Hence, any
sign of potentially higher intra-trade activities, particularly among these diverse
countries, would provide an indication of the prospects of economic integration
among OIC countries as a whole.

In order to compute the share of intra-OIC exports and share of total exports,
the disaggregated individual product at 4-digit level is divided by intra-OIC total
exports of the individual countries and total exports of individual countries to the
rest of the world, respectively. These values are used to calculate the share in the
growth of total exports to the OIC and to the rest of the world, between 1990 and
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2005. The share in the growth of total exports of each commodity i for country j
(S;;) between 1990 and 2005 can be computed as:
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Collectively, the shares of growth computed are used to identify the dynamic
exports of the individual countries, where dynamic exports are defined as products
which accounted for a significant amount of total export growth to the region and
to the rest of the world between 1990 and 2005. Pitigala (2005) classifies products
that account for 75% of total export growth (which exclude marginal products
that might not be reported on regular basis) as dynamic exports. For comparison
purposes, apart from using the 75% cut-off point as in Pitigala (2005), this study
also employs a cut-off point of 95% to identify dynamic exports.

The divergence and concentration of exports are based on the profile of dynamic
exports at both the 75% and 95% cut-off points. Divergence of exports can be
interpreted as the extent to which a country’s dynamic exports to the rest of the
world are represented in its regional dynamic exports. Conversely, the divergence
of exports can also be defined as the extent of the departure (i.e., differences)
of dynamic exports to the region from dynamic exports to the rest of the world.
Hence, smaller differences (larger similarities) in the dynamic export composition
provide an indication for the possibility of higher intra-trade among the selected
OIC member countries.

186



Are There Prospects for Future Economic Integration Among Muslim Countries?

Based on Pitigala (2005), the divergence of exports of country j (D)) is
calculated as:

k
Z C{.O[C
=F—,
Z C{,ROW
where i = 1, ..., k; k is the number of é_olmmon dynamic exports to the OIC and
ROW, while Cioc and Clrow are common dynamic exports to the OIC and ROW,
respectively. A high value of D, indicates a more similar (or less different) dynamic
export composition of a country to the region and to the rest of the world, hence the
better the prospects of increasing regional trade. Meanwhile, the concentration of
exports at the 75% (or 95%) cut-off point is measured by the number of products
accounting for 75% (or 95%) of export growth to the rest of the world between
the years 1990 and 2005.
Revealed comparative advantage measures a country’s trade specialization
in a commodity group and is defined as a country’s sectoral share divided by the

world sectoral share. Hence, the /RCA,; measures the index of revealed comparative
advantage of country i in commodity j as follows:

D;

X,/ X,
X,/ X,
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where X, represents country i’s export of commodity j, X,,; represents world exports
of commodity j, X; represents the total exports of country i, and .X,, represents
total world exports. The index value ranges between zero and infinity with values
greater than unity indicating specialization in that commodity group, while a value
between zero and unity indicates no specialization in that commodity group. The top
50 imports of each country are listed and compared to the IRCA of the respective
trading partners in order to check for trade complementarities and the prospects
for higher intra-trade among the selected countries.

ANALYSIS AND DISCUSSION OF FINDINGS
Overall Trade Patterns of Selected OIC Countries

In order to evaluate whether the OIC members possess certain fundamental
conditions to become a successful grouping, this section first provides a general
description of the trade structure of the OIC countries. An analysis of product-level
trade data in Table 1 suggests that food & live animals, chemicals & materials, and
manufactured goods have dominated intra-regional trade in OIC for the past decade.
For example, in 2005, the percentage of regional exports that originated in food &
live animals was close to 55% for Syria, 36% for Oman, 26% for Egypt, and 20%
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for Jordan. Except for Oman, the percentage has, however, shown a declining trend
in the intra-regional trade share of this category for all these countries from 1990.

Of all the six countries, Egypt and Oman are major exporters of manufactured
goods within the OIC grouping with a share of 22.54% and 58.61%, respectively,
in 1990. However, this sector showed a substantial decline to only 24.44% share
in regional exports in 2005 for Oman, but Egypt managed to increase its share
substantially to about 43% in the same year. Malaysia emerged as one of the
important supplier of manufactured goods within the grouping with a considerable
export share of 28.82% in 2005 from only 7.65% in 1990. Malaysia also is found to
be a major supplier of animal & vegetable fat and machinery & transport equipment
to the OIC countries, with the share of 32.71% and 20.81%, respectively, in 2005.

Chemicals & minerals are found to be important for Jordan and Saudi Arabia,
accounting for 42.39% and 30.72% of intra-regional trade in 1990, and 37.05%
and 17.87% in 2005, respectively. For Saudi Arabia, the importance of chemicals
& materials is closely associated with the production and exports of minerals &
fuels, which are found to have dominated intra-regional trade of the country with
an export share of 67.37% in 2005.

Minerals & fuels have also been found to be the dominating sector in OIC
exports share to the rest of the world for three countries with Oman, Saudi and Syria
showing significant shares. Oman’s share of exports of minerals & fuels to the rest
of the world accounted for 92.48% and 93.59% in 1990 and 2005, respectively;
Saudi Arabia’s share accounted for 90.73% and 88.80%, while Syria’s share are
48.45% and 73.86% in the same years, respectively.

Other sectors that, to a certain extent, are also important exports to the rest of the
world include minerals & fuels and manufactured goods for Egypt, crude materials
and chemicals & materials for Jordan, and machinery & transport equipment
for Malaysia. In summary, the region has established a mutual dependency in
basic foods & agricultural products. In general, there appears to be a significant
divergence® between products that are exported to the region and to the rest of the
world. Primary products seem to dominate intra-regional trade while minerals &
fuels dominate exports to the rest of the world.

Trade Divergence and Trade Concentration

The likely success or failure of any proposed regional trade arrangement depends
on the range of products that members have the capacity to export or import.
Members exporting a wide range of diversified goods present a positive signal to
a successful regional trade arrangement. However, concentration of exports will
limit the prospects of increasing regional trade (Pitigala, 2005).

*  As mentioned in the earlier section, divergence is defined as the departure of intra-regional exports
from exports to the rest of the world in major product categories (Pitigala, 2005).

189



International Journal of Economics and Management

Table 2 presents a summary of the divergence and concentration estimates to
examine the two propositions above.* Based on the 75% cut-off point, the figures
suggest that only Jordan shows the likelihood for greater intra-trade with 26.91%
of its dynamic exports being represented in intra-OIC exports. The disparity is
extreme for the other countries, particularly Oman, Saudi Arabia and Syria, where
none of their products that accounted for 75% of the countries’ growth in exports
to the rest of the world is represented in the growth of its regional exports. Since
the extent to which the relative share of intra-OIC trade can be increased depends
on the extent to which countries’ dynamic exports to the rest of the world are
represented in the OIC trade, the prospects for all the countries except for Jordan
do not appear to be encouraging. A highly concentrated export for these countries,
especially Saudi Arabia, also confirms their narrow export base. Saudi Arabia’s
dynamic exports are found to be concentrated in only 2 items, namely petrol, oil
& crude oils (SITC 3330) and polyethelene (SITC 5831).

Table 2 Divergence and concentration summary

Egypt Jordan Malaysia Oman Saudi Arabia Syria

95% cut-off point

Divergence of exports (%) 12.69 26.05 6.13 0 2.25 0
® (50) 13) © (@) 0
Concentration of exports 42 50 23 22 35 42
75% cut-off point
Divergence of exports (%) 12.25 26.91 2.60 0 0 0
“ a7 @) 0 0 0
Concentration of exports 13 17 8 11 2 19

Notes: Figures in parentheses represent the number of product categories in intra-OIC exports that match exports to the
ROW that were among its dynamic exports (account for 75% or 95% of total export growth between 1990 and 2005).
Divergence of exports = intra-OIC exports that match exports to the ROW as a share of the latter.

Concentration of exports = Number of products accounting for either 75% or 95% of export growth to the ROW
between 1990 and 2005.

Based on the 95% cut-off point for dynamic exports, the number of items of
regional exports that match exports to the rest of the world is higher for Jordan,
Malaysia and Egypt (50, 13, and 9, respectively). The measurements for export
divergence are also higher for Jordan, Egypt and Malaysia. For Jordan and Egypt,
the percentage share is not much different from the figures at the 75% cut-off point.
In the case of Oman and Syria, the divergence of export figures remain at 0% at
the 75% cut-off point which means that there is no match at all between dynamic
exports to the region and to the rest of the world. At the 95% cut-off point, Table
2 shows a relatively lower degree of trade concentration for all the selected OIC
countries compared to the 75% cut-off point.

4 The tables from which the figures are derived are available from the authors upon request.
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Revealed Comparative Advantage and Trade Complementarities

Egypt

Table 3 shows that Egypt’s top 50 imports comprise mainly of food & live animals
(SITC 0) accounting for about 13% share of total imports, machinery & transport
equipment (SITC 7) accounting for about 10% share of imports, and minerals &
fuels (SITC 3) accounting for 8.8% share of imports. Others include chemicals
& materials (SITC 5) with 6.3% import share, and manufactured goods (SITC 6)
with 7.2% import share.

Out of Egypt’s top 50 imports, only 19 items show some potential for higher
intra-OIC trade based on the IRCA values of its trading partners in the grouping. In
terms of the number of items, among the major product categories include 5 items
from chemical & materials (SITC 5), four items from food & live animals (SITC
0), and 4 items from machinery & transport equipment (SITC 7). Malaysia seems
to demonstrate the highest number of products (11 products) in which it has trade
complementarities with Egypt. This is followed by Oman with 7 products, Saudi
Arabia with 5 products, and Syria and Jordan, each with 3 products. All the OIC
trading partners except for Syria have IRCA>1 in minerals or chemical fertilizers
(SITC 5621), but the share of imports of this product from OIC trading partners in
2005 is very small, i.e., only 0.77%. Petroleum gases (SITC 3413) and petrol, oils
& crude oils (SITC 3330) each show 3 countries having comparative advantage in
exporting these products to Egypt. Similarly, the shares of imports of these goods
from the selected OIC trading partners are, again, very small with 3.64% and almost
0%, respectively. This shows potentials for Egypt to increase its imports of these
products from OIC trading partners.

Palm oil (SITC 4242) shows the highest import share from OIC countries
of 14.86% with Oman and Malaysia, in particular, having a high comparative
advantage in exporting this product to Egypt. This does not come as a surprise since
Malaysia is a major world exporter of palm oil, hence having a natural niche on
the export of this product. Polyethelene (SITC 5831) represents the second highest
import share of Egypt from OIC countries with 4.99%, followed by petroleum gases
(SITC 3413) and yarn (SITC 6514) representing 3.64% and 2.41% of intra-OIC
imports, respectively.

Jordan

Jordan’s top 50 imports are mainly dominated by minerals & fuels (SITC 3),
machinery & transport equipment (SITC 7), and manufactured goods (SITC 6)
accounting for 18.79%, 14.82% and 9.18%, respectively (see Table 4). Petrol,
oils & crude oils (SITC 3330) represents the highest import share for Jordan at
16.37%. As with Egypt, the majority of products (38 out of the 50 products) in the
list individually represent a very small share of Jordan’s total imports (less than

191



International Journal of Economics and Management

000 000 100 o Se8I6¢EE ¥6'0 £78°068581 SOJENUIOUOJ PUE SAI0 WnfuIuny  €/87
100 000 000 150 900 900 06'LT6 ¥6'0 L8Y'TTYI8I paziferoads 10y soouerjdde Yo 8TL
19915 10

$0'0 000 +0°0 €00 18°0 00 £19°60¢ S6'0 €6L°999L81 oI jo [ejour deros pue aJsep 0T8T

$0'0 8Tt 6SL 9¢'1 00°1¥ LLO 120°CELTT L60 £€8€°969¢61 SUSAIREY [[FRNNENR IO AR IS

900 000 00 000 860 £56'086€61 sueaq eAog  TTT

000 000 000 SS'l 000 000 €8T'LS 9I'1 907'9500€¢  dtuoydayejorper % orqdeidaompey  £49L

000 000 000 8¢l 000 S0°0 990°SIL 811 9L'189¢€€T =-9/ UOISIAIp jo smjeredde jo sued  619L

000 8I'I SO'IE ST1°0 98'v1 €9L°8169CC Se'l 200°0€¥L9C [fowped ¢y

(‘powr

020 €00 000 00 e y€0 100vELS 9¢'1 861'85889¢ AIeuLIoA SUIpN[oUT) SYUSWEIIPIN  LI+S

100 100 100 ST0 000 or'l SL8'SS0LLT  PAIIIYD Ysay ‘S[BWIUR SUIA0Q JO JBIN  [110

€00 000 170 00 0ro 696'9CS1 871 Y6¥°197€6C 10j0U JO $3LI0859008 %9 sped 1Y 618L

000 000 <00 000 9¢'0 LLL'SOSS €Sl YS1°090%0€ Modsuen 1oj‘s1ed 1ojow 105usssed 018

20’0 000 000 €00 100 000 S0T'0 0T'C SLL'998SEY UMES‘SA100ds SNOIOJIU00 JO POOM 78T

000 000 000 10°0 000 IS¢ €LL'E9Y969 paf[ruun‘(wiod) SZILN 0ty

100 97’0 100 8CI'syl 16°¢ 8YO'LIYYLL SI8q 193ys 29 SQE[S‘SI9[Iq'SWoold  $TL9

686 €LTI SS'II €60 000 €0’y ST6'€9SL6L S[I0 OpnIo 29 S[I0JONd  (EEE

600 8LV SS0€ £v'9 ¥9'¢ LS6'SYSSS L0V 1LT°€06908 SN03SES 1oYl0 PuE SOSET WNS[ONR]  £1+€

0$°'S€ 000 970 000 00T 11°80S0€ (424 1LT6£8S16 pajruunieaym wning - 1140
BLIAS Ipne§ uew() vISAe[E]A uUepiof

ormonos o (%) ( ) uondisap Jonpo1d ous

Voul 210 ?.:wo_uw woay en.xwo_om ._WW.% E._M-no_“__ms o%-.uwm M%MH

syaodwr jo daeys

anfeA Ipea,

sarmunod soujed HIO PaIddles Jo (VDY) a8eiueape aanereduwios pajeaaal Jo xopul pue 3dA3H jo spodwr Jofejy € d[qelL

192



Are There Prospects for Future Economic Integration Among Muslim Countries?

000
91°0
LO0
99°0
000
L00
00°0

¥1°0
0€°0
000

SI'o

L00
68°0

00
89°CC
6C0

L00
000
6¢'1
(4}
LT°0
000
000

000

000
000

6¥°0
000

810
000
91°0

10°0

€L0
100
81°0
w90
0¥'0
[43\
170
00
6v'0
LTL
8L°0
8L°0
9¢'0
86'C
100
100
6v'0
S0
¥9'¢
10°0
L0O0
1€1

9T

060
00°0
00°0
6€°0
¥T0
8C°0
000
€10
100
200
00°0
€20
1o
L0°0
000
000
010
£0°0
000
1o
000
170

890

€51
€00
100
000
00
€00
00
€90
810
cro
840
€€0
000
900
000
LT0
10°0
000
80°0
000
080
66'v

L4

LOS™8TYET
199°Thy
8¥6'C8
PeSTE
Y0TY09L
EVL'88Y
8¢0°16C
8€0°5856
6€6'6€LT
LSS 68LI
80L°1619
ILL880S
L60°TT
Y1TSY6

Ivvcoly
32141

[45%:174!
796'0¢
So8¥Icel
SY1'9619L

£89°8189¢

6€°0
0¥'0
7o
wo
70
90
6¥°0
6¥°0
150
£5°0
£5°0
w90
£9°0
99°0
L9°0
69°0
SLO
9L°0
9L°0
8L°0
¥8°0
880

060

VoS YYCLL
SO'SLO6L
YLTLI08

Y90 7€0¥8

L6T'809L8

¥L9°89816

6T 0vSL6

IS1°C1086

166°C80101

90€°6¥LSOT
1900901
979'9¥¢ETtl
€10°ev0vCl
810°C610¢1

800 ¥¥LTEL

LOEYLIOET

TOL'8YILY1

6v6°€EE0ST

I8TSIIIST

CTLY'8Y8YSI

€Y 170991

6EL TYLELT

CCOTSLSLT

ouojAdoirdAjog

proe o1d[onuispunoduiod J1194501010H
(s1911y SuIpn[oXa) USZOIJYSI

[10 P39S Jamopgung

owinjodoos pue uonezuewAjod 0yQ
'S'9°U ‘[99)$ 1O UOII JO SI[ONIY
uey‘sadid 107030 soAeA‘s000 sde],
“yeoojeudarduir‘preoqioded 29 1odeq
soouerjdde pue spuswunysul [BIIPIN
UMBS‘Sa109dS SN0IQJIU0I-UOU JO POOA,
SU0QIBI0IPAY O1[0K0Y

suoneredaid pue syonpoid [esrway)
[nonred poziferoads 10} s]00) ORI
sAefar‘sayolms se yons-ddeoo1g
pazuaA[nd jou/IayIoyMTeOD 11O
paugar‘skofre 1oddoo pue 1oddo)
SOLI0SS900€ 29 Ssiied O11199[9-UOU JOYIQ)
SONPISal IO 29 Aed-[10

SOLIOSSI0® PUE JO SUBJ

paddins jou‘oodeqo],

ourungay 1910 29 sypuo‘sead‘sueog
EUE] NI RIS (CF |

a1qy
‘HUAS J0I1Sm £q 94,GQ UTBIUOD UIBX

[43:19
9s1¢S
weo
9¢ty
6¢£8S
L669
oL
81¥9
0TL8
£81C
LIS
6865
18¢CL
1cLL
(4443
1289
66YL
€180
66SL
It
wso
1€8¢

YIS9

(p.1u0)) ¢ d1qeL,

193



International Journal of Economics and Management

‘] uey) 10)eaIS Jo san[eA oARY Jel) SY O] 0AN0adsar aoy) yim opexn-enur oysiy Ajjenusiod yim sjonpord juasardar S[[o0 popeys oy, 270N

€ s L T € T<VOUI yns sjonpoad o oN
L10 650 1£0 200 000 000 €0 151°0£989 Lnng 0520
810 010 200 T80  SS0 080 668 42T €0 £52°90069 s10150410d 1010 PUE SPAY|Y  £78S

SESIN
P00 €00 900  bTO  0TO 120 ve'THIE 9€°0 L68°9801L 10 sjjo1 urpreoquoded pue 1oded  §149
910 LEO 000  SLO 000 10°0 86€°6h1 9€°0 681'SEE1L poad 10y10 pue s1eSns pouyoy 7190
B L 10°0 89€°€01 LEO 9Z8'Y9bTL  POIENULIUO00‘PAAISSAI“IIERId 9 AN HTTO
100 100 00 000 00 66T9LL LEO 960°LTSEL  SPOOB JO ModsuUEN) 10j SA[OIYOA 1010 1Z8L
600 10°0 000 00°0 LEO 899°6SLEL PIOS‘MEI'DUED PUE 100q‘SIESNS  [[90
200 b9l 870 0r'0 PESLO9 6£0 800°6869L s1owk[odod sp pue aueIAIsA[0d  £€8S
000 900 100  Z€0 200 bSO PPT6LIS 650 SE1°900LL uou jo'sare|d pUE S109YS 1OYIO  61L9

(p.1u0)) ¢ d1qeL,

194



Are There Prospects for Future Economic Integration Among Muslim Countries?

1% each), while the remaining 11 products (i.e., excluding petrol, oils & crude
oils) constitute import share of no greater than 4%.

Based on the IRCA of trading partners, it was found that 27 products show
potential improvement in intra-OIC trade. These include 6 items each from food &
live animals (SITC 0) and manufactured goods (SITC 6), five items from machinery
& transport equipment (SITC 7), three items from chemicals & materials (SITC 5),
two items each from minerals & fuels (SITC 3) and miscellaneous manufactures
(SITC 8), as well as 1 item each from beverages & tobacco (SITC 1), crude materials
(SITC 2), and animal & vegetable fat (SITC 4).

As was the case with Egypt, Malaysia seems to demonstrate the highest number
of products (13 products) in which it has trade complementarities with Jordan. This
is followed by Egypt, Syria, Oman and Saudi Arabia with 9, 6, 4 and 2 products,
respectively. Out of the 27 products that show prospects for higher intra-OIC trade,
7 products are found to have more than | trading partner possessing comparative
advantage. Petrol, oils & crude oils (SITC 3330) again dominates intra-OIC imports
with a share of 54.21%.

Malaysia

Table 5 provides Malaysia’s import structure and her corresponding IRCAs of
selected OIC partners. Based on the top 50 products imported by Malaysia, electronic
microcircuits (SITC 7764) make up the largest share of 12.42% with US$14.11
billion of total import value. At 1-digit aggregate level the statistics reveals that
Malaysia’s import in 2005 are dominated by machinery & transport equipment
(SITC 7) which accounts for 48.07% of the total followed by manufactured goods
(SITC 6), minerals & fuels (SITC 3) and chemical & materials (SITC 5) with the
shares of 4.08%, 3.39% and 2.91% of the total, respectively.

A review of complementarity of Malaysia’s imports and its trading partner’s
comparative advantage does not seem to show much prospect for future economic
integration among these countries. Only 11 of the 50 major products imported by
Malaysia are found to have potential for intra-trade with Egypt registering the
highest number of items (5 products) followed by Jordan and Saudi Arabia (both
3 products) and Oman and Syria (both 2 products).

These 11 products have a regional import share of only 7.48% and the extent of
the disparity between imports and products with IRCA<1 among these six selected
OIC countries is the highest for Malaysia. Out of the top 50 major imports which
represent 62.44% of Malaysia’s imports, 78% of these products show an IRCA of
less than 1, suggesting the extent to which the region is lacking in “efficiency” to
meet Malaysia’s import needs.
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Oman

Oman provides a different scenario from Malaysia as seen in Table 6. Based on the
top 50 products imported by Oman, passenger motorcars (SITC 7810) makes up
the largest share of 15.45% with US$1.36 billion of total import value. At 1-digit
aggregate level the statistics reveals that Oman’s import in 2005 are dominated
by machinery & transport equipment (SITC 7) which accounts for 41.07% of the
total followed by manufactured goods (SITC 6), food & live animals (SITC 0)
and chemical & materials (SITC 5) with the shares of 7.37%, 4.26% and 4.09%
of the total, respectively.

Based on the complementarity of its imports and IRCA of selected OIC partners,
with 29 products accounting for 21.82% of Oman’s imports, the region appears to
be an efficient supplier of machinery & transport equipment (9.09%), chemicals
& materials (6.32%), manufactured goods (4.68%), and food & live animals
(2.94%). All five trading partners of selected OIC countries are found to have
trade complementarities with Oman in which Jordan recorded the highest number
of products with 14 out of 50 Oman’s major products originated from Jordan. In
addition, both Malaysia and Egypt have comparative advantage in their products
with 11 and 10 having IRCA>1, respectively. Meanwhile, Saudi Arabia and Syria
both have comparative advantage in 2 out of 50 major products imported by Oman.

Saudi Arabia

Table 7 shows 50 major products imported by Saudi Arabia. Passenger motor cars
(SITC 7810) make up the largest share of Saudi Arabia’s import with a total value
of US$6.63 billion which represents 11.14% of total imports of Saudi Arabia. Other
major imports are medicaments (SITC 5417), radiotelegraphic & radiotelephonic
(SITC 7643), motor vehicles (SITC 7821) and parts of heading (SITC 7929) with
the total amounts of US$1.57 billion (2.64%), US$1.52 billion (2.55%), US$1.37
billion (2.31%), and US$1.36 billion (2.28%), respectively.

Among the 50 major products imported by Saudi Arabia, machinery & transport
equipment (SITC 7) occupies the largest share (32.94%), followed by food & live
animals (SITC 0), manufactured goods (SITC 6), chemicals & materials (SITC
5), and miscellaneous manufactures (SITC 8) with the shares of 7.01%, 6.71%,
4.49%, and 2.31%, respectively. Out of these top 50 imports, 27 products (where
the IRCA>1) are found to have potential for intra-trade between Saudi Arabia
and selected OIC countries. Products with potential intra-trade are food & live
animals (SITC 0), beverages & tobacco (SITC 1), chemicals & materials (SITC
5), manufactured goods (SITC 6), machinery & transport equipment (SITC 7), and
miscellaneous manufactures (SITC 8).

Jordan and Malaysia, and to a certain extent, Egypt and Syria are found
to have trade complementarities with Saudi Arabia based on the IRCA values.
Both Jordan and Malaysia have comparative advantage in 11 out of the 50 major
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products imported by Saudi Arabia. Products that both Jordan and Malaysia
possess comparative advantage are food & live animals (SITC 0), beverages &
tobacco (SITC 1), chemicals & materials (SITC 5), manufactured goods (SITC 6),
machinery & transport equipment (SITC 7), and miscellaneous manufactures (SITC
8). Egypt and Syria, on the other hand, are found to have comparative advantage in
food & live animals (SITC 0), manufactured goods (SITC 6), and miscellaneous
manufactures (SITC 8).

Column 6 shows the share of the 50 major products imported by Saudi Arabia
from OIC countries. Sheep & goats (SITC 0012) make up the largest share of Saudi’s
imports from OIC members with the total amount of US$399.2 million (16.81%).
This is followed by medicaments (SITC 5417), iron or steel coils (SITC 6727),
and other furniture & parts (SITC 8219) with trade values of US$108.4 million
(4.57%), US$74.4 million (3.13%), and US$48.4 million, respectively. The OIC
countries are found to have comparative advantage in these products.

Food & live animals (SITC 0) dominates the 10 major import products of Saudi
Arabia from the OIC countries with the share 0f 21.74%, followed by manufactured
goods (SITC 6), chemicals & materials (SITC 5), machinery & transport equipment
(SITC 7), and miscellaneous manufactures (SITC 8) with the respective shares of
4.98%, 4.57%, 2.71%, and 2.04%.

Syria

Table 8 shows the 50 major products imported by Syria in 2005. Similar to Saudi
Arabia, passenger motorcars (SITC 7810) makes up the largest share (5.34%) in
Syria’s total imports amounting to US$421.7 million. Other major import products,
each respectively make up more than 2% of the share in Syria’s total imports are
polyethylene (SITC 5831), motor vehicles (SITC 7821), maize (SITC 0440), yarn
(SITC 6514), refined sugars (SITC 0612), blooms, billets, slabs & sheet bars (SITC
6725), and bars & rods of iron/steel (SITC 6732).

Manufactured goods (SITC 6) represent the largest share of major products
imported by Syria with the share in total imports of 19.01%. The next major import
categories are machinery & transport equipment (SITC 7), food & live animals
(SITC 0), chemicals & materials (SITC 5), and crude materials (SITC 2), each
consisting of 14.49%, 10.09%, 7.03%, and 3.49% of the share of Syria’s imports.

Out of the 50 major imports of Syria, 27 products (where the IRCA>1) are
found to have potential for intra-trade between Syria and OIC countries. Products
with potential intra-trade are food & live animals (SITC 0), beverages & tobacco
(SITC 1), crude materials (SITC 2), chemicals & materials (SITC 5), manufactured
goods (SITC 6), machinery & transport equipment (SITC 7), and miscellaneous
manufactures (SITC 8).

Based on the IRCA values, Egypt and Malaysia are found to have potential trade
complementarities with Syria. Egypt and Malaysia have comparative advantage in
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14 and 12, respectively, out of 50 major products imported by Syria. These products
are food & live animals (SITC 0), crude materials (SITC 2), chemicals & materials
(SITC 5), manufactured goods (SITC 6), machinery & transport equipment (SITC
7), and miscellaneous manufactures (SITC 8).

Jordan, on the other hand, possesses comparative advantage in 7 products.
The products that Jordan are found to have comparative advantage are food &
live animals (SITC 0), beverages & tobacco (SITC 1), crude materials (SITC 2),
chemicals & materials (SITC 5), manufactured goods (SITC 6). Oman and Saudi
Arabia have comparative advantage in 5 and 2 products, respectively. These
products are food & live animals (SITC 0), chemicals & materials (SITC 5),
manufactured goods (SITC 6).

Column 6 shows shares of the 50 major products imported by Syria from OIC
countries. Polyethylene (SITC 5831) constitutes the largest share (11.75%) of
Syria’s imports from the OIC members with the trade value of US$102.7 million.
The second and third major imports from OIC countries are polypropylene (SITC
5832) and yarn (SITC 6514), each constituting about 8% of the share of Syria’s
imports from OIC, with the amount of US$72.4 million and US$70.4 million,
respectively.

Syria’s major import products from the OIC countries include chemicals &
materials (SITC 5), manufactured goods (SITC 6), food & live animals (SITC
0) and machinery & transport equipment (SITC 7) with the share of 23.56%,
14.80%, 8.40%, and 0.94%, respectively. The OIC countries are found to possess
comparative advantage 6 of the 10 major products that Syria imports from the OIC
members. The six products fall into the following categories: food & live animals
(SITC 0), chemicals & materials (SITC 5), manufactured goods (SITC 6), and
machinery & transport equipment (SITC 7).

The overall results for all the six countries are summarized in Table 9. In
general, all the OIC countries under study have potentials to enhance intra-trade
among themselves in chemicals & materials (SITC 5), while at least five of the
countries have trade potentials in food & live animals (SITC 0), manufactured goods
(SITC 6), and machinery & transport equipment (SITC 7). To a lesser degree, there
are also intra-trade potentials in miscellaneous manufactures (SITC 8), food &
beverages (SITC 1), and crude materials (SITC 2). Based on the results above, trade
complementarity analyses by using the index of revealed comparative advantage
indices do not seem to indicate a very bright prospect for higher intra-OIC trade.
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Table 9 Trade potentials among selected OIC countries

Country Number of potential items SITC code
(out of top 50 imports) (at aggregated 1-digit level)

Egypt 19 (38%) 5,0,7
Jordan 27 (54%) 0,6,7,5,8
Malaysia 11 (22%) 5,6
Oman 29 (58%) 7,5,6,0
Saudi Arabia 27 (54%) 0,1,5,6,7,8
Syria 27 (54%) 0,1,2,5,6,7,8

Note: SITC 0: Food & live animals; SITC 1: Beverages & tobacco; SITC 2: Crude materials;
SITC 3: Minerals & fuels; SITC 4: Animal & vegetable fat; SITC 5: Chemicals & materials;
SITC 6: Manufactured goods; SITC 7: Machinery & transport equipment; SITC 8: Miscellaneous
manufactures; SITC 9: Other commodities

CONCLUSION AND POLICY RECOMMENDATIONS

This paper investigates the trade structure among six OIC member countries,
namely Egypt, Jordan, Malaysia, Saudi Arabia, Syria and Oman by using trade
concentration, trade divergence and revealed comparative advantage indices for
the years 1990 and 2005. Trade divergence estimates suggest that only Jordan
shows the likelihood for greater intra-trade with 26.91% of its dynamic exports
being represented in intra-OIC exports. The prospects for all the countries except
for Jordan do not appear to be encouraging. A highly concentrated export for Saudi
Arabia, in particular, confirms its very narrow export base, where its dynamic
exports are found to be concentrated in only 2 items, namely petrol, oil & crude
oils, and polyethelene.

The revealed comparative advantage indices do not seem to indicate a very
bright prospect for higher intra-OIC trade. Egypt has only 19 items out of its top
50 imports showing some potential for higher intra-OIC trade. Among the major
product categories of these 19 items include chemical & materials, food & live
animals, and machinery & transport equipment. Jordan has a higher number of items
(27 items), which can potentially be imported more from OIC trading partners.
These goods are mainly in the categories of food & live animals, manufactured
goods, machinery & transport equipment, chemicals & materials, minerals & fuels,
and miscellaneous manufactures.

Only 11 of the 50 major products imported by Malaysia are found to have
potential for intra-trade. Malaysia has potentials to import from OIC trading partners
for products falling mainly in the chemicals & materials, and manufactured goods
categories. Oman has 29 products in which the region appears to be an efficient
supplier. These are machinery & transport equipment, chemicals & materials,
manufactured goods, and food & live animals.

Out of Saudi Arabia’s top 50 imports, 27 products are found to have potential for
intra-trade with OIC countries. These are in the categories of food & live animals,
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beverages & tobacco, chemicals & materials, manufactured goods, machinery &
transport equipment, and miscellaneous manufactures. As for Syria, 27 products
have potentials for higher intra-OIC trade, namely food & live animals, beverages
& tobacco, crude materials, chemicals & materials, manufactured goods, machinery
& transport equipment, and miscellaneous manufactures.

The findings indicate that the OIC countries will have to undertake a
monumental and serious effort to prepare themselves for the establishment of an
Islamic Common Market. Members will need to develop comparative advantage
in many non-traditional sectors in order to enable higher trade creation among
OIC countries. This will involve strategic industrial policies to identify and
develop sectors to meet the import needs of OIC trading partners. However, such
measures represent long-term policies which involves a substantial period of time
for the effects to be visible. As immediate measures, higher trade integration can
be enhanced through the establishment of the Trade Preferential System focusing
on sectors where OIC countries currently exhibit comparative advantage. From
the above analysis, these sectors are chemicals & materials, manufactured goods,
machinery & transport equipment, and food & live animals. Bilateral trade
agreements among OIC countries can also be established to enhance trade in the
targeted sectors. Such bilateral agreements can accelerate intra-OIC trade as it is
easier to customize tariff reduction schemes in the potential areas identified between
pairs of countries rather than formulating a more generalized tariff reduction scheme
across a bigger number of countries.

This study examines the trade potentials of a subset of OIC countries. For a
more comprehensive analysis, the study can be extended to include other member
countries so as to obtain further insight into the trade potentials among OIC
countries as a whole.
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