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ABSTRACT 

This pa per examines economic performance. of the Ol C member countries and analyzes 
the prospect of lslamic comman market by analyzing trade data within a gravity model 
framework. There is scope of trade creation for OIC member countries if all 
impediments to trade and business can be eliminated. The paper also examines various 
sub-regional grouping within the cantext of gravity model, and finds that 08 
comprising eight bigger OIC member countries is trade creating. For example, two 
countries in 08 black would trade 2.39 times more among themselves than two 
otherwise-similar country in outside the black would. The paper suggests a number of 
policy parameters which if followed will lead to more trade among member countries. 
The issue of lslamic comman market should be examined further in light of new data 
and changed global perspectives. This pa per is complements and extends Hassan {1999, 
2009), Hassan and Islam (2001) and Hassan et al (2012), where similar conclusions were 
derived and policies were suggested. 
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BiR iSLAMi ORTAK PAZAR iHTiMALi 

ÖZ 

Bu makale, islam Birliği Teşkilatı (ian üye ülkelerinin ekonomik performansını 
incelemekte ve gravite modeli çerçevesinde ticaret verilerini analiz ederek olası bir islam 
Ortak Pazannı tahlil etmektedir. Ticaret ve iş dünyasındakı tüm engeller ortadan 
kaldınlabilirse i BT'rıiıı üye ülkeleri için bir ticaret yaratımı olanağı mevcuttur. Makale 
ayrıca, gravite modeli qağları:ında çeşitli alt-bölgesel gruplanmal'!n incelemektedir . 

. Sonuç olarak şü bulunmuştur; iBTye üye en byük sekiz ülkeden oluşan DB ticaret 
yaratıcı bir özelliğe sahiptir. örneğin, DS bloğu içerisidne yer alan iki ülke, blok 
dışansında yer alan benzeri iki ülkenin gerçekleştirebileceğinin 2.39 katı daha fazla 
ticaret gerçekleştirecektir. Makale, uygulanmalan halinde üye ülkeler arasında daha fazla 
ticarete yol açacak bir grup politika parametresi önermektedir. islam Ortak Pazarı 
meselesi, yeni veriler ve değişen küresel bakış açısı altında daha fazla incelenmelidir. Bu 
makale, Hassan (1999, 2009),. Hassan ve Islam (2001) ve Hassan ve diğerleri (2012) 
çalışmalarını tamamlayıcı ve onaln gelişti rici mahiyettedir. Söz konusu çalışmalarda da 
benzer sonuçlara vanlmış olup politika önerileri geliştirilmişti. 

Anahtar Kavramlar: PTA. çekim modeli, OIC, politika 
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Islamic countries are heterogeneous with respect to economic, 
political, ethnic, social and cultural realıns. However, all are bound by 
Islam. This diversity could be a nıajor hurdle to Islamic Common Market 
(ICM). Such roadblock could be turned into economic opportunity 
through objective realities, strong political ,Vi.ıJ. and irreversible 
commitment. The emergence of ICM would harness free fl.ow of goods 
and services, capital, entrepreneurship, labor and technology among 
member nations. 

Like other successful trading blocks, OIC countries have c;utı.ıral and 
socio'-econonlic homogeneity. However, they are a ıniA"tUre of low 

· income, middle-income and high ineome countries. Apart from trade 
liberalization successful· integration of policy-determined batriers (e.g. 

· tariffi, quotas and other non-tariff barriers) and natural barriers (e.g. 
transport costs, linguistic and institutional differences) a prerequisite for 
inclusive analysis oC feasibility and prospective economic gains from 
economic cooperation of O IC member counrries. The study will have 
important implications for policy making about the future course in 
·economic cooperation among the OIC member countries. Profound 
empirical research have yielded a wealth of knowledge, insightful 
econonlic analysis, pracricable policy guidelines and a compelling 
evidence for justifying the need for ICM [Alatas (1987); Nasser (1988); 
Mdaghri (1988); Zarnan(1988); Siddiqui (1993); Shakweer (1993); Sadeq 
(1993); Syed (1999); SESRIC (2008, 2000, 2003), Shalaby (1988); 
Cindonık (1988, 1992); Alunacl (1995); Anjum (1996); ~d and 
Urugel (1996); Ariff (1998); Naqvi (1998); Mehanna and Hassan (2002); 
Hassan (2003a,b); Hassan and Islam (2001); Hassan (2001); Hassan (1999); 
Hassan (1998a,b) Hassan (2001, 2009)]. No research, however, has 
.formally analyzed trade crearion and diversion among OIC member 
countries. The low level of trade is largely attributable to inadequate trade 
infor;mation, the tariff and ~on-tarif( barriers, unstable and narrow e~-port 
bases, and ove.r reliance on OIC non-membe.r countries for trade. This 
ha·s exacerbated long-term economic relations among OIC ıiıember 
countries. Moreover, globalizarion and assinillarion of OIC members into 
the world market have chipped away the intra-OIC trade volume as the 
trade volume witlı the -rest of the world grows astronomically. 

Following introduction, we provide detailed trade statistics among the 
OIC countries in Seetion 2. Seetion 3 discusses various cxisting economic 
blocks among the OIC countries. In Seetion 4, we present a gravity 
model type analysis of potential benefi.ts of forming economic groupings 
among th~ OIC member counrries. In Seetion 4, we provide the results 
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of a grav:ity model of trade creating and trade diverting potentials of 
eıdsting and future economic blodes of the OIC cowıtries. We discuss 
recommendations . and policy options for establishing Islamic common 
market in Seetion S. 

Econornic Performance of the OIC C ountries 

Economic Growth of OIC Countries 

The econo~c performance of the OIC is e~amined in 3 sub:-groups in 
order to illustrate the developments with.in the OIC better. The fi.rst 
group is classified as the Least Developed Members of the OIC, which 
will be named, hereafrer, as the LDC group of OIC. This group is made 
up of those members of the or c; which are designated as least developed 
by the United Nations, narnely Mghanistan, Bangladesh, Benin, Burkina 
Faso, Chad, Comoros, Djibouti, Gambia, Gı:ı..inea, Gu.inea-Bissau, 
Maldives, Mali, Mauritania, Mozambique, Niger, Senegal, Sierra Leone, 
Somalia, Sudan, Togo, Uganda and Yemen. The second group includes, 
generally, the nl!ddle-income OIC countries, which. will be named, 
hereafrer, as the middle-income (MDC) group of OIC. These are 
Albania, Cameroon, Côte d'Ivoire, Egypt, Guyana, Indonesia, Jordan, 
Kazakhstan, Kyrgyz Rep, Lebanon, Malaysia, Morocco, Pakistan, 
Palestine, Surinarn, Syria, Tajikistan, Tunisia, Turkey, and Uzbekistaiı. 
The third group comprises· the oil-e>-."Porting (FE C) members of the OIC, 
narnely Algeria, ·Azerbaijan, Bahra.in, Brwıei, Gabon, Iran, Iraq, Kuwait, 
Libya, Nigeria, Ornan, Qatar, Saudi Arabia, Turkmenistan, and the 
United Arab Emirates (U.A.E.). 

Real GDP, GDP per capita and GDP growth rates of OIC cowıtries 
are given in Table 2. One striking result of these tables is that OIC GDP 
contribution to total world GDP is very low (6.37% of total world GDP 
for the period 1980-2013). Among the OIC countries, MDC 

· performance is better than FEC. · 

During the period under consideration, the OIC coiıntries' total 
population grJ!W at nearly 2.04 percent per annum whereas the world 
population grew at 1.16 percent per annum (see Table 3). OIC countries' 
population has been grow:ing a higher rate than the rest of the world.1 

When the effect of such a high rate of population growth on economic 
growth is taken into accowıt, the OIC's average per capita ineome turns 

1 This is typical oflow ineome eountries, which is not suıprisi.ng because ınany of the OIC 
eountries are eonsidered low ineome eountries. 
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out to be an average of$4,624.17 during the peı:jod 1980-2013. The real 
GDP per capita has steady increased during the period because the real 
GDP has grown at higher ra te than the population (see panel C ·of Table 
2). However, when these per capita GDP numbersfor the OIC countries 
are compared with the world average, a significant.gap is observed against 
the OIC group. 

Sectoral Distribution of the Output of the OIC Countries 

Table 4 provides sectoral distribution of output. From this table, we 
no te that the servi.ces sector is an im portant source of ineome in almost all 
the OIC countries, irrespective oftheir levels of ineome and development 
(see panel D). Second, agriculture is observed to be an important activity 
mostly in the LDC group and indus~ry . in the oil-eı-..-porting group. 
However, the significance of industry . iri the oil-exporting group com es 
from oil production. Third, the inanufucturing sector does not play a 
significant role in most of the OIC economies. Yet, in some OIC 
countries, particularly in the midelle-ineome group, it is gaining 
irnportance. 

· Inflation of the OIC Countries 

. Inflation in high ineome countries decreased sigiıificantly from nearly 
6.0 percent in the 1980s ·to 3.2 percent in the 1990s and further tlown to 
2.3 percent in the 2010s (see Table 5). Inflation in OIC c9untries reached 
its· peak values lıi the Iate 1990s because of the hyperinflation suffered by 
some members. Excluding hyper...:inflation years, OIC countries downed 
inflation from 11.5 percent ·to in the 1980s and the 1990s to 6.1 percent 
the 2010s. The MDC group has the highest inflation increase in the 
1990s, but thegroup has decreased the level to one digit inflation rate. 

Current Account and Reserve Position of the ÖIC Countries 

Table 6 sununarizes -the current account balance, the international 
reserve position of the OIC countries, and the direct net trade in goods 
and services. Although, approximately, two tlıirds of the OIC countries 
had to cope with deficits in their current account balances the 1980s and 
1990s, the current account became positive in the 2010s due possibly to 
compensating developments in their capital accounts. Also, OIC countries 
e=-.-perienced irnprovement in their reserves during the 2010s due to the 
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increase in MDC and FEC. However, the same levels of deficit in current 
account (and trade) are observed for LDC. 

Total Outstanding Extemal Debt a.nd Foreign Direct 
Invest:rnent of the OIC Countries 

Table 7 shows total debt and foreign direct investment. Regarding the 
total e).:ternal debt, it stood from 545.6 in the 1980s to 1,205.9 billion US 
do)lar in 2010s foi OIC countries_ (a 121 percent "increased), following a 
middle ineome countries pattem. The figures actually reflect the heavier 
burden of the external debts for OIC countries. Moreover, debt is stili a 
heavy problem for the economies of the OIC countries mainly MD I. 

The foreign direct investmellt is relatively low when it is compared to 
low ineome and middle ineome countries. Furthermore, the foreign 
direct invest:ı:İıent is higher for the MDC group than the FEC and ~e 
LDC groups. . : 

Aggregate Exports and Imports of the OIC Countries 

Table 8 displays real im port, eı..-port and trade as a percentage of GDP. 
The OIC countries' e:ı.-ports, equaling an average of $2,151.7 billion, 
represent 12.5 percent of.the world e:ı.-ports in the 2010s. Furthermore, 
the same :average indicates that OIC countries have increased their level of 
eı..-port by more than a 100% during the 2010s compared with 1980s and 
the 1990s. Meanwhile, the worldwide level of e.'\.-port has increased 55 
percent, which shows that the OIC countries were able to benefit enough 
from the enlargement of the world trade in these years. 

Figure 1 shows annual change in real e:ı.-port and irnport level. During 
the period under consideration, the highest rate of increase in world 
ell.'ports was recorded in 2004 whı:reas for the OIC ell.-port was the year 
2000. OIC countries growth rate is highly correlated With world growth; 
"whenever there is an increase in the world export, the OIC has increased 
its level of export. This change is highly sensible to chan.ge in the world. 
Particularly in the 2013s, the world has ell.-perienced growth and the OIC 
countries have more than proportionally ineteased their levels. 
Nevertheless, in the 1980s the world declined in e:ı.-port level and OIC 
countries declined more than proportionally as well. This suggests that 
eı..-port a·ctivities in OIC countries are more afFected by change in the 
world demand for merchandise. · 
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Regarding the perforınances of the OIC ~ub-groups, all of them 
managed to accelerate their rates of e)...-port increase during the 2011s. 
Afi:er reaching peak levels in 2011, they could not preserve these high 
figures, and all of them suffered deceleration in their e)...-ports to a negative 
percentage change. 2 Then they started a recovery process to cover the 
negative rate of change and get close aga.in to thepeakin 2011, at d1e end 
of the period under consideration, they. realized rates of increase between 
29.0 and 33.2 percent. The highest aruıual rate of increase in 2004 was 
observed in the FEC group amounting to 33.2 percent, followed by a 
29.8 per cent <1nrtual increase ·in the MDC group, 29.0 per cent increase 
in the LPC group. 

Among the OIC countries thernselves, the FEC represent the highest 
share of the total CA-port of the OIC countries, it ranged bet:ween 56 and 
70 percent, then the MDC have the second share of the OIC total e:ı..-port 
and· have a range bet:ween 27 and 48 percent, the lowest share was for the 
LDC which represent less than 3.3 percent during the period under 
coruideration. 

On the other hand, the OIC inlports increased from an average of 
S46i.S billion iiı the 1990s to an average ofb1,629.6 billion in the 2010s, 
v~hich represents an increase of ~00 percent. 

· Panel. B of Figure 1 sh9ws real import growth change for both OIC 
countries and. the world. Similar to the developments in the e:ı..-port side of 
the pieture .. the OIC countries' impoİts, in general, accelerated. in the 
1990> .. More inlportant, after 1988 the change ofOIC import moves with 
the change of world· ~port. During the period of o ur study and w~ have 
a negative rate of change for the MDC in year 2001. The same trend is 
also observed in other groups· of countries. This period appears to be a 
very active year for world e..'.-ports and imports. But a sharp slowing down 
is observed in year 2001. The general trend in the middle ineome 
countries is similar to that in the OIC countries. · 

As a result of the developments in e),.-ports and imports summarized 
above, the trade balance of the OIC countries fluctuated widely in recent 
years . and recorded surpluses in the 2010s. Particularly, FEC have 
experienced high level of surpluses in the 2000s. Also, MDC have shown 
an average surplus in the 2010s after averaging deficit in the 1980s and 
1990s. · 

Trade as a percentage of GDP also shows the same history. MDC and 

1 Theyeady change is av:ıibble upon request. 
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FEC have increased their level of trade whereas LDCs have not changed. 
There are a number of impediments to trade among the OIC countries. 
First, most of the OIC countries are poor. Second, there is lack of reliable 
and updated trade information among these countries. A database at the 
commodity levd must be created so that it can be a.scertained where 
excess demand exists in certain commodities and the member countries 
can trade that commodity among themselves. Third, there are limited 
opportunities for business comacts among the private bodies of the OIC 
countries. Exhibitions are not orgarıized on a regular basis so that such 
centacts can be established. Fourth, there exists lack of marketing and 
distribution skills among the business people of the OIC countries. 
Products do not always meet buyer specification or international standard 
canceming packaging, color, style and enviroıunental standard. Finally, 
the e2..'portable ofmany OIC countries are not diversified. For many OIC 
countries, a small number of products account for significant amount of 
their e>.:ports. 

Preferential Trading Agreements Among O IC Countries 

Contemporary and future regional economic blocks are based more 
on civilization identity as a sufE.cient condition while clııtural and 
r~ligious links play a pivotal role. EEC has evolved from covering 2 
goods (coal and steel) among six countries (Belgium, Luxembourg, 
France, W. Germany, Italy and the Netherlands) to includes all Western 
European countries, Southem European Countries and is becoming a 
melting pot by including Eastem European countries as well Miıslirn­
dominated but liberal Turkey. 

Notably, European Community rests on the shared foundation of 
·European Culrure and Westem Christianity. Chinese/Confucian oriented. 
culrure· countries such as China, Hong·Kong, Taiwan, Singapere and the· 
overseas Chinese communities in other. Asian countries e:-.:perienced rapid 
economic expansion due to shared culture while Econornic Cooperation 
Organization ·(E CO) consisting of ten non-Arab Muslim countries, (Iran, 
Pakistan, Turkey, Azerbaijan, Ka.zakhstan, Kyrgyzstan, Tajikistan, 
Uzbekistan and Afghanistan) all have commen culture and religion. OIC 
has taken sirnilar front in forging a commen market. There are two major 
trading blocs; 1) OIC consisting strictly OIC member countries. 2) Other 
blocs in which OIC member countries parricipate. 
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Regional Groups within OIC Member Nations ONLY 

This consist of four major sub-groupings namely the Arab Maghreb 
Union (AMU), Council of Ara b Econornic Unity (CAEU), the Gulf Co­
operation Council (GCC) and Economic Co-operation Organization 
(ECO). GCC was established with the sole aim of forming a custorns 
union fust and then a common market (See Table lB). The ECO is 
specifically a preferential trade agreement where member countties afford 
each other a preferential treatment on some designated products from the 
member countrie's. · 

The AMU established . Maghreb Econornic Space to serve as a 
common market with free movement oflabor, goods, services and energy 
prodticts. AMU :p.ms to foster economic and cultural relations, regional 
stability, increase trade exchanges, and a unified multilate~l payments 
system through regional central banks. The most pressing priority of 
CAEU. is to establish a customs uiıion by removing all trade restticdoru 
such as. quotas and the restticdoru on residence, enıployment and 
t~nsport t~ ultimately establish a comınon market. 

. . 
The GCC, !ike AMU, seeks to establish common market with free 

movement of goods, services and factors of production .. . To this end, 
GCC codi.fy regulations in various fields including, inter-alia, economic 
policies and financial policies, agriculture, industry, . trade policies, 
colnınunicatioru; education and culture, social_ and health affiıirs, 
information and tourism, and legislative/political and monetary polides to 
ensure regionalsecurity and stability. The ECO _is essentially a pr~'ferential 
trade area working towards gradual and progressive removal of custom 
tariffs and trade in order to e,ı."Pand intra- and inter-regional trade. 

Regional Groups among OIC Member and Non-Member 
Nations 

. . 
This consists of fourteen regional economic blocs ((Table lC) spread 

across Africa (nine) and Eurasia (five). They are · the Afi:ican Economic 
Comrnunity (AEC), the Central African Customs and Economic Union 
(UDEAC), the CöiUn10'n Market for Eastem and Southem Afiica 
(COMESA), the Economic Community of Central Afiican States 
(ECCAS), the Economic Community ofWest.African States (ECOWAS) 
and the W est African Economic and Monetary Union (W AEMU)- all 
from Africa, are designed to establish a common markets or economic and 
monetary unioru; Others from Africa are Mano River Union (MRU) 
whose objective is to set up a customs union, The Indian Ocean 
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Conunission (IOC) which aims to establish a preferential trade area, and 
the Cross-:Border Initiative (CBI) free trade area. In Euro-Asla, the 
Assodation of South East Asian Nations (ASEAN) and the 
Cornmonwealth of Independent S'tates (CIS) alın to form customs union 
while the Black Sea Economic Co-operation (BSEC), the East ~ian 
Econornic Caucus (EAEC), and the South Asian Assodation for Regional 
Co- operation (SAARC) all seek a preferential trade area or a simple 
regional economic co-operation. 

Lessons from O IC Countries Sub-Regional Groupings 

The primary rational and jwtification for any econornic integration is 
attainment of higher econornic growth ra te and development. Econoınic 
co-operation within OIC member states only· and between OIC and 
other deve1oping countries have registered mixed results with some being 
highly progressive and successful while others have recorded lackadaisical 
performance, perhaps because national polides have been .rigidly allO\V~d 
to reign over comman economic bloc policies (Ahmed and Urugel, 1996; 
Farid, 1993). · 

In a concerted effort to achieve economic integration, OIC countries 
have faced three notable difficulties; (a) Effective co-ordination of regional 
investment. This is vital for reduction of cost of production through 
establishment of regional. industries, equitable distribution of the 
integration gains and eventual creation of econornic equilibrium among 
member nations. (b) The need to compensate member countries which 
nıay s~er losses in the early stages. Any economic integration is meant _to 
bridge the gapping economic divide among member states. Therefore, 
financial compensation measures should be put in place to compensate 
econornically weaker members. However, with most of OIC members 
being devdoping economies, it's difficult to nıake such conıpensation 

. witl:ıout e:>..ı:emal help. (c) Graçlual drive· towards surrender of powers by 
member ~ountries to take economic and social decisions at regional level. 
This would involve agreement to abolislı all the tari.ffi on · each other's 
e>.:ports, follow a comman tariff policy towards their irnports from the rest 
of the World, and all o w a free flow of goods, services and factors of 
production. These major hindrances are exacerbated by canceptual and 
practical difficulties ranging from underdeveloped regional transport and 
comnıuni_cations network, trade and industrial protectionist polides, 
competitive industrial structures, natural resources of each member 
country, unrealistic exchange rates and in extreme cases, lack of basic 
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economic statistical data to make reliable assessment of j ustification for 
regional economic integration. Instructively, more than two-thirds of the 
OIC member countries have been associated with regional and sub­
regional economic co-operation and integration schemes, and, 
interestingly but uiıderstandably, the Least Devdôped OIC countries 
feature in many of them. This is a valuable indication of political will and 
inciination for advanced forms of economic integration and cooperation. 
To this end, inidal endeavor has been directed towards a host of 
economic co-opera tion· areas ranging from trade preferences, joint­
ventures; co- ordination and harmonizatian of econornic and monetary 
policies to financial co-operation. The neA1: step should be geared towards 
attainment of two major goals; creation of powerful economic entities 
which can withstand the challenges posed by the. emergence of huge 
economic blocs and; structural transformation of the OIC countries' 
economies to attain economic efficiency, social welfare and development 
co-operation and eventually, the dream of ICM would be easier to 
realize. . 

T he Gravity Model of OIC Countries'Various Gr oupings 
. . . 

Methodology and D ata 

Gravity model offers a systemade frarnework for measuring the normal 
pattern of rrade. International trade flows are determined by comparari ve 
advantage, possibility of intra industry trade, transport cost ete. Trade 
policy may revise the normal trade flows. A gravity model of 
international trade estimates the trade flow as a function of variables that 
directly or indirectly affects the determinants of normal trade flow. W e 
can use the gravity model to e..\:3.Ill.ine whether a lower magnitude of 
intra-OIC tradeisa normal outcome or not. 

The gravity model has lo.ng beeri tised for empirical studies o(tbe 
pattern of rrade. Specifically, the volume of trade between two countries 
should increase with their real GDPs (the so-called gravity variable), since 
large countries should trade more than smail ones, and with per capita 
incomes, since rich countries should trade more than poor ones. It should 
diminish \vith geographical distance bequse proximity reduces 
transportation and information costs. Since the dependent variable in the 
gravity model is bilateral trade between pairs of countries, each variable 
(other than distance) is entered in product form. Researchers then add 
dumıny variables for participation in various preferential arrangements. If 
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one finds ;:ı positive coefficient on the dummy variable indicating that two 
countries, both of which participate in the same preferential arrangement, 
trade nıore with . one anather than predicted by their ineames and 
distance, then the conclusion dra>vn is that the arrangement is trade 
creating for i ts members. If the re is a neg:ıtive coefficient on. the durnmy 
variable indicating that only one nıember of the pair participates in a 
particolar preferential arrangement, this is taken as evidence of trade 
diversion vis-a-vis the rest of the world. (Bayomi and Eichengreen, 1995; 
Eigengieen and Irwin, 1996). 

The typical gravit}r model specification relates bilateral trade to income, 
population (or per capita income), distance aiıd congruity between the 
trading pattners:3 · · 

TRADE
1

• = 1GDP. ;GDP)~ (PC! * PCI.)B:ı DISTANCEA/2.P._ou~t•n;)v1. (1) 
.J ~ ' J t J lj 

. where TRADE i.j is the bilateral trade between country i and partner j 

at time t (measured in U.S. dollars), GDP is n!al gross domestic product 
(the so-called gravity variable), PCI is per capita ine ome, DIST ANCE is 
distance between the two countries, and DUlvflviiES are dwnrny variables 
that take into account other fıctors representing factors. that affect trades 
(e.g. treaties, preferences, ete.), finally v is an error (stochastic) term. · 

The traditional approach is to take natural log on both sides and use 
OLS to estinıati: the paranıeter: 

ıog{7RADE,)= p,ıos{GDP, *GOP;}+ P, ıog{PC/1 • PC!;}+ P)ogDISTANCE + L,P,DUMMY,. +vq (2) 
. . 

However, OLS has a few drawbacks. First, when there is no trade 
between two countries (trade=O), the observation cannot b.e usedin the 
OLS esrimation the model (e.g. that information is lost). Second, it suffers 
from heteroskedasticity. And more irnportantly, Santos, Silva and 
Terueyro {2006) show that estimating the log-linearized equation by least 
squares (OLS) can le~d to significant biases. They suggest that the model 

. should öe estimated in its multiplicative form: · 

TRADE1•1 a cx{Pı Jog{GDP, *GDP;)+ p, Jog{PC/1 • PC/;)+ P,logDISTANCE + ~P,DUMMi~ } 11 (3) 

W e estirnate the model above using Poisson pseud6 maximunı likelihood. 
The main advantage is that zero observation can be used and Santos, Silva 
and Tenreyro (2006) shows that the model is well-behaved. 

3 W e will use a time varying version of the gravitatioıul model. However, tinıe ~bscript is 
not displayed for betıer clariry. 
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We include the following set of dununieş· variables: BORDER: 
countries have comman border, SEA: one of the partner has sea shore. As 
tr.ıde is e1.:pected to increase with size of domestic economy (GDP), per 
capita ineome (PCI), comman border (BORDER) and se:a shore (SEA) 
and to decline with dist:ance (DISTANCE), /31,/32 ,./33 , :and f3s should be 

positive, whereas /33 should be negative. W e study the period 1980-2013 

and the sub-period 1980-89, 1990-99, :and 2000-13 and include time-year 
dummy variable to capture time-year fi.xed effect. Annual data on bilateral 
tr.ıde flows among OIC countries has been·collected from IMF' s Direction · 
of Trade Statistics. The rest of the data comes from the WDI dat:abase. 
Also, a substantial anıount of data has also been collected by hand from 
different various documents. 

GraVity model, however, has . a number of weaknesses. One is that the 
coef!icients on dummy variables for subgroups of countries will. pick up all 
respects in which ·those coÜntriJ!S differ in their trade performance that are 
not controlled for in the gra-vity equation. Dummy variables for 
preferential at+.ıngements sezye as a catch basin for oınitted factors; and 
tlius, we i..Qçlude a seıjes of dununies to captun! these arrangements. 
Anather diffi_c~ty is the measurement of distance. The underlying theory 
~ppeals to transiction costs to tr.ıde, and in empirical irnplementation it is 
posited that such .costs should rise with distance. But econoınic and 
geographic. distances are not the same. Insofar as economic distance is 
mismeasu~ed, its effects may be loaded into i:he dummy variables ~tended 
to capture the effects of regionalism. The third problem is the oınission of 
third country effects. It is generally assılmed that bilateral tr.ıde depen~ 
only on economic conditions in the two countries considered. In practice, 
however, bilateral tr.ıde will also depend upon competitiveness relative to 
other countries and markets. More generally, insofur ~s econoınic variables 
in third countries affect trade flows between other country pairs, . gravity 
equations suffer from omitted-vaİ:iables bias. Finally, the practice of pooling 
data for industrial and devdoping countries ereares heterogeneity problem.· 
While this ma..'Cim.izes degrees of freedom, the relationship between trade 
and econoınic characterisç_ics may vary between the two groups of 
countries. The income·el.asticity of trade rnay be different at high and low 
levels of ineome or for different types of goods, for example. Transaction 
costs may have very different structures in countries with more and less 
articulated markets. Results based on heterogeneous cross- sections may 
therefore suffer from subsample instability and heteroskedasticity (Bayomi 
and Eichengreen, 1995), which is partially alleviated using Eickert-White 
robust estimation. 



THE PROSPECT OF AN ISLAMI C COM MON MARKET 81 

Anlysis of Empirical Results 

A more systematic way of adjusting for the natural determinants of 
trade is by means of the gravity model. The assumptions of the model are 
that trade bet\veen two countries is proportionare to the product of their 
GNPs and the product of their per capita GNPs, an increasing function of 
adjacency (when t\vo countries share a common !and border), and 
inversely related to the distance be~een them. Dumnıy variables are 
added when both countries in a given pair belong to the same regional 
grouping. This provides a means of determining how much trade \vithih 
eaclı region is due to factors coınmon to trade througho.ut the world and 
lıow nıuch remains to be e:ı..-plained by regional effects: 

We have rwı gravity model estimations for the period 1980-2013 and 
the sub-periods 1980-89, 1990-99, and 2000-13. The results are reported 
in Tables 9 through 13. Table 9 presents descriptive statistics and 
correlation matri..x of various eA-planatory variables used in the gravity 
model. W e use regional black variables in o ur analysis in three ways. First, 
we use five regional blocks of countries, GCC, SAARC, AMU, ECO 
and DS, for these blocks represent a significant ~ount of trade among 
themselves. SAARC block consists of Bangladesh, India, Nepal and 
Bhutan, Pakistan, Sri Lanka and Maldives. GCC consists of Bahrain, 
Kuwait, Oman, Qatar, Saudi Arabia, UAE. AMU block consists of 
Algeria, Mauritania, Morocco, Tunisia, whereas ECO consists of Iran, 
Pakistan and Tu~key. DS black consists ofBangladesh, Pakistan, Malaysia, 
Indonesia, Egypt, Iran, Turkey and Nigeria. Second, we .. form 
hypothetical trading black GCCAMUECO among the member countries 
of GCC, .AMU and ECO blocks to examine the li.kel); effects of such 
grouping if they were to materialize. Third, we add a term for each 
grouping in order to capture trade-diversion effects. These terms are 
indicated by a suffi..x "N", standing for trade w1th non-members of the 
grouping in question. 

. . 

The regression resultS for the period 1980-2013 are presented in Table 
· 10. To check the robustness of our results, we perform three regression 

runs: first, with the existing and hypothesized trading block countries; 
second, "l.vith · existing trading black countries; finally, with the 
hypothesized tracling black countries. W e have 56 countries in our data 
set, so that there are 1540 data points (=56*55/2) for a given year thnes 
34 years, we should theoretically have 52,360 data points. However, due 
to unavailability of data the fina! sample size is 35,194.4 The dependent 

• If we h:ıd used OLS the total number of obseıv:ıtions would be 16,598. 
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variable in all regressions is the value of trade (imports plus e·::>q>orts), in log 
form, between pairs of countries. · 

We find all three standard gravity variables (GDP, GDP per capita, 
distance and contigı:ıi.ty) to be highly signi6.cant statistically at the 1% level 
of significance. All variables have their expected signs. The positive sign 
for GDP per capita variable suggests that, as the GDP per capita of a 

' country·improves; it trades more with -its block member. 

The. estimated coefficient on. the log of the product of the two 
~ountries' GDPs at about 0.696 indicates that trade increases with size but 
less than proportionately. This reflects the fact that snıalİ countries tend to 
be more depend.ent on trade. than larger, more diversified cines. The 
estimated coefficient on the product of per capita GDPs 'is about 0.005, 
indicating that poorer countries trade less with each other. The coefficient 
on the log: of distance is --O.S indicating that when distance between two 
nonadjacent countries is higher by 1%, 'trade between them falls by O.S%. 

·The · coefficient on adjacency, at. 0.941, indicates that two countries 
· sliaring a 'conıinon border trade roughly 2.5 [exp(.94)] times as much as 
i:wo· ·othenVi.se similar countries. · .. 

if there wer~ nothirig to the no tion of trade blocs, these basic variables 
would soak up most of the variation in bilateral trade flows, leaving litde 
to attribui:e to a dummy variable indicating whether two countries are 

. members of the same regional grouping. Variations in intra-regional trade 
would. be due solely to the proximity of countries and their .I!ltes of 
economic growth. The dummy variables for all set of preference va.riables 
are ·statistically significant. However, only SAARC, SAARCN and 
ECON, ECON are ·robust to model specification while GCC, AMU, 
GCCAMUECO .. are not ı:obust to model specification (e.g. their 
coefficients change signs when comidering model 2, 3, 4 and 5). 

In model 1, SAARC, GCC, and DS are positive whereas ECON and 
GCC~UECO are statistically si~cant and negative. These res~ts 
indicare that SAARC, GCC, and DS are trade creating, but ECO and the 
hypothetical GCCAMUECO blocks would not create trade among 
themselves. In addition, S:A.ARCN, GCCN, AMUN, and DSN have a 
positive and significant coefficient indicating that it does not divert trade 
from its low cost outside producers. However, the coefficient ofECON is 
negative and significant indicating that it reduces trade from low-cost 
outside producers. 

Only the ECO block within the OIC member countries would not be 
trade creati_ng for all model specifications. Also, DS dumrny variable is 
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statistically significant in model 1, indicating the preferentia) trading 
agreements among these countries would yield trade creation benefits. 
Two countries in D8 block would trade 2.39 [e>..-p(0.872)] times more 
among themselves than two otherwise-similar country outside the block 
would. Also, the D8 is likely to trade with non-members. 

To check whether the results hold for the sup-periods, we estimate the 
parameters of the model for 3 different decades: 1980s, 1 990s and 2000s. 
Table ~ 1 presents the results for the 2000-13. Although, the hy-pothesized 
sigııs are the same, the magnitudes of' the coefficients are lıigher, 

suggesting a stronger relationship between trade, country and partner size 
and per capita levels; also, cow1tries are more inclined to ·trade With 
neighbor countries. Moreover, AMUN, GCCAMUECO stili are not 
robust to model specification. 

Table 12 shows that the model coefficients are statistical significant and 
with the e>..-pected signs. Moreover, the GCC coefficient for each model 
has statistical positive sign, suggesting that in the 1990s, GCC countries 
were more likely to trade among them. AMU's coefficients .are ne~tive 
in three of the modeıs, meaning that member countries-would not be 
trade creating. Also, the fictitious agreement GCCAMUECO would have 
been trade creating in the 1990. 

Finally, Table 13 presents the results for the 1980s. Contrary to the 
1990s and the 2000s, the per-capita ineome variables have negative signs. 
Richer countries were wilikely to trade among them. Also, similar to the 
results for the 1990s, GCC countries as well as the hypothetical 
GCCAMUECO were more likely to trade among themselves, whereas 
AMU members were not likely to trade among themselves. 

From the regressions, it is not clear whether GCCAMUECO -..vo;;ıd 
benefit trade since we find conflicting sigııs when considerlıig different 
models. 5 Howev.er, the signs are consistent positive in models 5 and 6 in 
all period samples. Iftwo countries are members ofGCCAMUECO,. they 
would trade niore than 1.49 [exp(0.402)] tinies as much as would two 
otherwise- similar countries, and trade more less with non­
GCCAMUECO countries. 

5 GCCAMUECO by corutrucdon [end [O be collinear witb. GCC, AMU :ınd ECO, which 
could e.'<plain the neg:ıcive sign in ınode! spccificacion 1. 
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Recommendation and Policy Options for Establishlng an 
Islamic Common Market (Icm) 

Economic Cooperation and Regionalism 

A regional economic integration will progress ·econormc and social 
welfıre i(: (1) there is a broad scope for production specializa~on among 
countries within a bloc; (2) taıiffi and non-tarifi' barriers to intra-trade are 
substantially red~ced; (3) tariffi and non-tariffba.rriers with third countries 
are low.er after the forınation. of trade agreeın:eı1ts; (4) trading agreements 
should allow· ~ccession by . any interested country, regardless of 
geographical locatio!l, iı1 order _to eAı>and the scope_ of net welfare gains ; 
(5) trading agree.ments should support İnember counrries to introduce and 
e:h"Pand wıilateral liberalization . measures; and fi.nally (6) trading 
agreements should not only restrict the use of unfuir trade policies but 
should also minimize the protectionist effects of rules of origin, and 
archaic policies which undenDine trade competition (Viner, 1950). Trade 
creation (TC) and trade diversion ' (TD) is a comnion feature of 
Prefereni:ial Trade Agreements (PTAs). TC occurs when preferential tariff 

"cuts persuades· a ·member nation to im port goods from other member 
states instead of producing the goods itsel.[ This is becawe decline in 
relative pric.e p[ the imported goods through tarifi' removal. ID occurs 
w~en a pa~ner country starts im porting goods from member states rather 
than from non-partner . cc:ıuntries, due to the full in the price of the 
parmer-souiced impon gÔod 'relative to the non.:· member -sourced 
import good. This is triggered by the preferential nature of the tai:iff cut. 
S ince" the PT A involves sorile trade liberalization; there . is a · potential 
welfare gain to the member country in the standard econornic model of 
TC. However, the new distorrion in the market arising from preferential 
or discriminatory ri.ature of the tariff cut leads to a potential welfıre loss 
resulring from TD. The potential net welfare effect· is hazy and must be 
decided empirically, rather than theoretically. · 

Regional economic groupings may ·be classified into sLx major · 
chronological groups: 

1. .Preferential trade .areas in which member countries apply a 
preferential treatment by reducing customs tariffi for designated 
product categories from the member countries relative to all non­
member countries. Higher tariffi would remain in place for all other 
non-designated product categories. 

2. Free trade areas aim mainly to e.ı.ı>and trade acnvınes among 
themselves by eliminating customs taıiffi on the products they 
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produce themselves. They also design and devetop complex rules of 
origin to prevent import products from third coup.tries from 
penetrating into the grouping through the custorns of the Member 
State with the lowest tariff and after "which such goods niay be re­
exported to the other member states. 

3. Customs unions seek to eliminate the deficiency of free trade area 
by not only abolishing/reducing tariffs among member states but by 
atso setting a commen eA"Lemal tariff policy against third parties. 
This guararitees the member countries free or privileged flow of 
tradable goods amongst themselves by forming a discriniinatory 
trade bloc against the non-member cowıtries. The. main concem 
centers on co.:ordination of the trade policies among i:he member 
countries and not development of elaborate rules of origin. 

4. Commen markets allow free .flow of goods, services and factors of 
producti.on among member states. It also establishes a corri.ınon 
extemal tariff policy against third parties which militates the co­
orclinati.on of commercial and industrial policies. Citizens . of a 
conınıon market can work and invest in any member country 
without any restriction. 

5. Monetary unions establish a central monetary authority to design, 
devetop and coordinate the monetary policy for all member states 
and issue a common currency which circulates among the memoer 
countries. 

6. Economic unions are characterized by free trade in goods and 
services, common extemal tariffs among meqıbers, free mobility of 
capital and labor harmonization of national econom.ic policies . to 
form a single econom.ic unj.t. The European Union (EU) the best 
example whose . integration efforts have been extended to 
harmbnization of.social policies. 

The Economic Rationale for the ICM 

The pitiable development and economic performance of most of the 
Islam.ic 57 national economies over prolonged period of time can be 
attributed to a nwnber of factors including but not limited to 
incompatible economic policies of the Islam.ic countries' govemments; 
overdependence on few primary products exports such as agricultural 
products, raw materials and fuet to generate . foreign exchange to finance 
their development projects; low ineome etasticity of demand of prima·ry 
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products; incessant decline in world prices of primary products relative to 
prices of manufuctured goods; imposition of discriminawry policies of 
high tariffi, quotas and other non-tariff barriers by westem countries on 
Islamic e:o..-ports making Islamic countries disadvantaged in international 
trade and slmVing their industrialization process; negative balance of trade 
where imports e.'Cceed e~-ports; inelastic e.'q>orts; e:ı-..-ponential increase in 
foreign de b ts. among Islami c. countries; overvalued exchange rates; too 
small domestic markers coupled with few e>>temal outlets for the output 
of the Islamic countries' to realize the economies of scale and lasdy, small· 
volume ofintra-Islamic trade . 

. Granted that international trade is overwhelmingly dominated 
inhereritly hostile western countries, ICM :ıfford Muslim pations a unique 
and all-inclusive solution . to aforementioned problems to vouclısafe 
realization. of substantial gains from international trade and honorable 
survival in th!! global stag~. The ICM can generate innurnerable benefits 
·to member countries. It has the potential to become the largest diversified 
.e.c.oı;ıomic bloc in contemporary world. Member nations would have the 
opporttinity · to _e>.:ploit .their Islamic cultural links to achieve socio­
ecciilqrnic solidarity, generate massive aggregate demand and thereby 
ec9nomies Qf scale in production and self-sufficiency, reduced economic 

· depen'deiıce on the non-Islamic countries for imports and e>.-ports, high 
· positive flow of capit3ı and improved foreign currency reserves, and 

enhanced bargaining power in international trade and financial markei:s. 
Islamic doctrines of honesty iı.nd economic justice should be the.tplcrum 
arowıd which sustainable econornic growth and development and intra­
Islarnic trade revolve. 

Like its predecessors (EU, NAFTA and APEC), ICM should not only 
focus on tr.i.de fucilitation and liberalization but also on comparatively 
new and pressing topics of the multilatei:al negotiations \vithin the 
framework of: ~he WTO. Such topics hinges on trade iri services, 
strengthening investrnent opportunities though active ·involvement of 
private sector, intellectual property rights, labor standards, protection of 
environmeni:, technological standarck, · co-ordination of monetary, 
financial, fiscal and econômic policies among others. This should put 
competition in areas of trade of goods and services a notch higher. The 
creation of ICM inıplies that members receive preferential access to each 
other's markets. Non-members must suffer relative erosion in market 
access. How such e.rosion would impinge on specific non-members 
depends upon a number of intticare fuctors. One important modality in 
this direction has been the establishment of regional integration schemes. 
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Policy Suggestions 

Insightful policies suggested have been hody discussed as means of 
forming a successful and formidable OIC econornic bloc. First, the 
volume oflntra-regional trade among OIC member states is fearfully low 
while dependence on the industrialized countries considerably high. 
Removal of tariff and non-tariff barriers . under the OIC block countries 
can open up some profitable intra-regional trade channels. In the long 
run, structural change through regional planning caı:ı create new vertical 
and horizontallinkages and integration benefits. 

Second, Ariff (1998) argues that to mitigate corif!ict between 
globalization and regionalism, a less powerful, outward looking, cost­
effective, low-profile, informal arrangement such as Dveloping-8 (D-8) 
formatian should be the starting point for OIC member countries. It is 
instructive that the member states of D-8 play only facilitation role by 
minimizing or remo"ing existing disincentives such . . as. bureaucratic 
controls while simultaneously offering addirional fiscal . and other 
incentives for intra-DB investrnents. Intra-OIC tiade ca·ı:ı pe · ı:reated 
through intra-O IC private sector investrnent activities. Invesnnents should 
open up new frontiers for two-way trade; importation of raw materials 
and intermediate inputs and exportation of fina! products. The ~jor 
trading partners should also be the main sources of foreign direct 
investment. 

'".:. · 

Third, in addition to strengthening .ECO arrangements, the OIC 
rnembers should reinforce the . back:ward and fonvard linkages in 
production and investrnent to spawn the economies of scale and increase 
the size of the domestic and regional rnarkets to effectively stave off the 
cornpetition and challenges posed by EC, NAFTA, and APEC. There is 
urgent need to diversifY trade away fronı the big sLx OIC members (Saudi 
Arabia, Malaysia, Indone~ia, UAE, Iran and Turkey) to econonıically 
stro~g (Brunei, Gabon, Libya, Ku~a}t and Qatar) and econoni.icall,y ~eak 
rnernbers to prornote· intra-OIC trade, coordinated ~evelopment 

stiategies, production and investrnent relationships and bigger flow of 
goods, capital_to equalize rental on capital, labor to equalize the wage rate 
and technology to boost econornically weak OIC members. This is 
achievable if regional public-good type projects (transport and 
cornnıunication networks), mainly financed by the richer OIC countries 
are aggressively undertaken to strengthen the weak infrastructure linkages. 
Regional industrialization will become a reality when free ınovements of 
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fuctors of production promote lo ca tion and relocation of industries to take 
advantage of the availability of cheaper capital, labor and technology 
within the region (Naqvi, 1998). 

Founb, an elaborate regional development sch~e is required for 
economically poor OIC member states, notably sub-Saharan countries. 
Resources from economically endowed OIC nıembers in the form of 
grants, equity capital, and low-interest loans should flow to· Sub-Saharan 
Africa to boost and insulate their economies and increase the size of the 
r~gioo:ıl market i:hough irnprove.d per capital income. This is cpnsistent 
\Vith th~ gİobalization of world trade based on non-discriminatory 
principles while entrenchlng geographically discriminatory trading 
arrangeİnents in the name . of an open world trading system The oil­
e.ı--porting ·countries should diversi.fY their e.ı--ports and manufacturing 
sector to produce high value added goods, such as biotedınology and 
computer software which have strong global demand (Naqvi, 1998, 
Hassan 1999). -

. Fiftb, Q~C countries should ~ore fully adopt of the WTO fuımework 
tQ . e.ı-.-plore areas· \vhere greater e;ı,.-pon e;ı,.-pansion is conceivable. E.g. The 
BRİC countri'es command a buge market and will surely drive future 
global trade · and economies. Legal trade battles associated with anti­
dumping actions, colıntervailing duties, an arbitrary use of safeguard 
dauses among by the developing countries can be settled through WTO. 
OIC can o"ruy excel if it '"ork.s through and arouna the major trading 
blocs notably E.Y, NAFTA. and APEC, (fogether, they conunand '87% of 
the world trade) ." This "can be achieved by utilizing alıeady existing link.s 
between OIC and the three block.s. For example, Turkey, Egypt, 
Morocco have essential. associations with EU, while Indonesia and 
Malaysia are lin.ked to.ASEAN and APEC. These OIC countries could 
then apply the MFN. ciause in dealing with their OIC members to 
facilitate the. flow ofthe.FDI and the transfer ofteclınology to tl1ose OIC 
members EU, NAF.TA and APEC members (Naqyi, 1998 and Has.san, 
1999). . 

SL""<th, increased development financial assistance and e.ı--port credits 
among OIC countpes is necessary to finance irnports. If OIC countries 
were capable of intemally generating foreign exchange, there would be 
no need to rely on developed countries to trade regionally using Dollars 
and other strong currencies. This problem can be solved through 
international convertibility of the currencies of the member countries and 
design of financial atrangements that facilitate greater trade and investment 
linkages which in due process will circumvent the need for convertible 
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currencies. Three such financial arrangements are: (i) dearing union. An 
OIC Clearing House can be formed -with the help of Islamic 
Development Bank (IDB). (ii) E~-port credit arrangement operate in such 
a way that the foreign exchange surplus of OIC member" countries can 
provided as short-term eı..-port credits only allowing the e;ı...-porters to 
obtain local currency payments while waiting for payınem in convertible 
currency (IDB has begun this credit facility) . This type of arrangement is 
effi.cient if eı..-port proceeds are used to purchase goods from the importing 
country. Otherwise, the .importer country \vill be in a vicious cycle of 
tl)ing to ·obtain a convertible currency. ·{ili) Payments unions · envisages· 
estab!ishment of fund to provide medium-term balance of payments credit 
to OIC member states. The final altemative is for the trade surplus 
countries to accept non-conv:ertible currencies for payment by OIC 
member country. 

Globalization has yielded . significant benefits of astronoınical 

development and gro\v'th especially from 1 990s. However, tunıı.ilt and 
volatility in global financial market, which has become increasingly 
integ[ated, bear the accompanying · risks of destabilization effects and 
increased inequality between developed · and devdoping countrl.es. 
Devdoping countries face the double trouble of glc.ıbal econoınic 

meltdm.vn and deepening socio-econornic erisis due to gı.ılf in 
international econornic system. There is a need to monitor, regulate and 
manage globalization to attain the objective of growth coupled "With 

. equa!ity. The Asian financial erisis of 1997 and the current global financial 
erisis of 2008 have markedly highlighted the .inhe_rent ineffective 
functioning of the global econornic and financial system. There is a 
compelling and exigent need for concerted global effort to reform 
international financial institutions, systems and infrastrtıcture to ensure 
greater transparency and disclosure and guard against possible systemic 
reappearance of such erisis and accompanying threats of instability and 

· protectionism. At least histeriCal and current e~-perience e"l-ince market 
· instability' and volatile financial flows are 'the hallmarks of a fragile global. 
economy and dangers of unchecked globalization 

Seven, to improve the liquidity, reduce transaction costs and improve 
pricing efficiency in OIC capital markets, regulatory agencies should focus 
on (a) the new issues market and related disclosure, accounting and listing 
standards; (b) secondary market trading activities, market surveillance and 
enforcement; (c) supervision of market practitioners through registration 
and prudential standards. Rules should be put in place to dea! \vith insider 
trading, accounting and reporting standards, and simplified procedures for 
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listing new firrns. In an increasingly integrared global economy, an 
equitable global trading regin1e such as instirutionalized WTO should 
design concrete measures to help and protect economically disadvantaged 
countries in the global marketplace. To better cope with challenges of 
globalized economy and open trading system, developing countries will 
need removal of tariff and non-tarilf barriers imposed by developed 
countries, and sufficient financial resources to finance long-temi 
investment and fund instinıtional capacity building. 

Investment policies and incenti,·es of the OIC countries should be 
country specific while FDI should ·rhyme ·with environmental, industrial 
and sector needs of each cowıtry and not geographical competitiveness. 
The quality rather than quantity should be encouraged. Investment 
incentives should be evolved within the overall · industrial and 
development policy of the country. A vibrant and dynamic private sector 
inflow of FDI and reduction. of foreign debt are all indispensable for 
sustained growth. To reap S)'Ilergistic benefits from interdependence of 
govemment and private sector the govemrnents ought to improve and 
e.:-.-pand social opportunities instituting appropriate measures in key 
economic sectors. The active involvement of private enterprise in trade 
and invesnnent among the member countries of the D-8 should be 
strengthened. To accelerate regional private investment through 
inter:ıction and cooperarion \'lithin business cornmunity within D-8, there 
should be free movement of private investors, in:vesrment promotion 
agencies invesrment information network and synchronized meetings of 
proposed Business Forum among OIC member states to welco'ı:i.ie and 
guide potential investors. The active involvement of private enterprise in 
trade and investment a:nong the member countries of the D-8 should be 
strengrlıened .. Moreover, iniriatives of international cooperation between 
developed and developing countries to forge a common front of trade 
facilitarion and diversiôcation to allev-iate social and economic conditions 
of the people. . . 

D-8 is a club \vith common platfom1 of harriessing indigenous 
resources of the nıember states to improve the welfiıre of its people. 
Musliriı. countries can .J:ıave a news ageney to counter the heavily biased 
and distorted westem media in dissemination of infonnation. The D-S 
menıber states have unifying front and bond of Islarnic culnıre and 
heritage which could be utilized to proniote long term economic 
liberation of their peoples. D-8 would foster economic co-operation, 
instinıtional and financial reforrns, higher degree of trarupareney and 
prudence in the markers to moderate the painfiıl elfects of future global 
financial crisis. 
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An iterative and concrete policy irnplernentation is a prerequisite for 
strong ernergence of the nascent ICM. First, it is irnperarive to establish 
subgroups of oıc . prernised on geographical proximity, historical, 
cultural, and pelirical e:ı...-periences. Second, conununity-based 
organizations, NGOs and private seeter forurns should participate in OIC 
at glass root level to e::-..-pand the scope of OIC and intensifY its 
effectiveness. Third, it is irnperative to increase the number of number of 
govemment-private seeter interaction foruıns and conferences covering all 
bulwarks of econorny. Fourth, econornic cooperation, interdependence 
and policy co- ordinarion are ·necessary tools for better interiıction and 
pivotal for cansensus building on what is a relevant Islamic econornic 
system in the fuce of present times and challenges. Fifth, establish a multi­
fuceted research body at OIC headquarters to steer coordinated and 
deliberate planning and policy making at governmental and non­
governmental organization.s level in OIC member countries. Research 
work could be shared and debated for irnplementation. Sb .. "th, irnmediate 
steps be undertaken to establish a centralized OIC electronic media house 
to project OIC views on contemporary ideological, political, and 
econornic issues in promoring global peace, progress, and prosperity for 
the humanity. · 

At this budding stage OIC should project its efforts in project-oriented 
arrangements instead of structured, multi- fuceted arid resource consuming 
integration schemes of free ·trade areas, customs unions, and commen 
markets. Second, member states participating in these new arrangements 
should have latitude in implementing liberalization measures. Third, the 
arrangements should be aligned to bilateral and mutual opportunities 
available to member states. Fourth, these co-operation agreenıents may 
allocate resources to value-aciding and high priority projects such as 
transport and communications networks, traırung, research, and 
technology. Fifth, all the barriers to trade may be el,iıninated to promote 

. cross-border private investmenç and trade "'ithin OIC econorni.c bloc. 
. . 
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Table lA; PTA and Regional Economic Groupings of the OIC Countries 

A u c c E E ı M w A c G A B c E~ 
E D o B c c o R A M A c s s ı A c · 
c E M ı c o c u E u E c E E s E o ı 

A E A \V M u A c c 
c s s A u N 

A s 
Panel A! Sub...Saharan Afiica -Benin • 
Burkiıu F.uo 
Dmeroon 
Cbad 
Coıııoroı • • .. 
Ojilıou<i 

Gabon • • • 
Gamhı. • • 
Guinc::ı • • 
Gltin~-Bisr.m 

Mali • • 
Maudtuıia 

Moumbiqu< 
Nigu 
Nigui> • 
Scncg;ıl 

Siem teone 
SonulU 
Sudan • 
Togo • * 
Uganda • 
Panel B: Midelle East, North 
Afiica 
Alı; eri> * 
llıbrain 

Egypı 
lr.ıq • 
Jordan 
Kuwait 
Lcb:mon 
Liby;ın A. J•ıı..,hiril"' • 
Morocco • 
Onun • 
Palcstioc 
Q3a.r 
S.udi Ar.ıbi.ı 
Sytia 
Tunisb. 
Uıtited Ar.ıb 

Enıintcs 
Ycn1en • 

Soıırce: Regional Econoıriic Groupings of the OIC Countries. Journal of Econoıııic 
Cooper;ıtion, 21, 2 (2000), 67-114. 
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T able lA: Continued 
A u c c E E ı M w A c G A B c E E 
E D o B c c o R A M A c s s ı A c 
c E M c o c u E u E c E E s E o 

A E A w M u A c c 
c s s A u N 

A s 
Panel C: Asla and Europe 
Albmh 
Afghaııiscm 

Az<rlnijon • 
!.lon;:l>desb 
Bm nci * . * 
lndonesia 
Jr.m 
}{;ı~akhstm * 
Kyrghyı • * 
Rcp. 
MoLlysi> • 
Maldi•·cs 
Paldsan 
T•jikimn 
Tıukcy • * 
T \trkmc.nisctn 
Uzbclcistan * 

Soııru: Rcgional Econoınic Groupings of the Ol C Countries. Journal of Econoınic Coop~racion, 
21, 2 (2000), 67-114. • 
No tes: 

AEC: AJiican Econoınic Coırununity. 
UDEAC: Ccntıal Afiic:an Customs and Economic Union. 
COMESA: Conuııon Market for Eastenı and Souıhenı Mrica. 
CBI: Cross-Border Initiative. 
ECCAS: Economic Communiı:y ~f Ceıırral Afric:an States. 
ECOW AS: Economic Conuııuııiı:y ofWest African States. 
JOC: lndi:in Ocean Coınınission. 
MRU: Mano River Union. 
\V AEMU: Wcst Afric:an Economic and Moncıar)' Union. 
AMU: Ara b Maghrcb Union. 
CAEU: Council of Ara b Economic Unity. 
GCC: GulfCo-opcracion Council. 
ASEAN: Associacion of South East Asian Nations. 
BSEC: .Black S ca Econonıic Co-opera tion. 
C IS: Coınmonwealth of Independent Sıates. 
EAEC: East Asian Economic Caucus. 
ECO: Econonıic Co- operacion Orgaııisacion. 
SAARC: South Asian Associacion for Rcgional Co-opcracioiı. 

s 
A 
A 
R 
c 
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Table 1B: Major Regional Integntion Schemes Comprising Only the 
OIC Countries · · -

Name of the 
organization 

Ar.ıb Maghrcb Union (AMU) 

Council of A.rab Economic Uniıy (CAEU) 

GulfCo-operation Council (GCC) 

Econoınic Co-operation Organization (ECO) 

Souru: SESRTCIC, 2000 

Number of 
mcmbers 

5 

12 

6 

10 

Form of regional intcgr2tion 

Sı:age 1: Customs union. 
St:agc 2: Common 1113tkcı. 

Sı:agc 1: Customs union 
Sı:age 2: Common ı:ıutkcı. 

Sı:agc 1: Cusıoms union. 
Sı:agc 2: Comnıon ~rkcı. 

Prcfcrcntial ır.ıde area. 
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Table 1C: Major Regional Integration Schemes of OIC Member 
Countries with Other Countries 

Nameofıhc 

organization 

Afriean Economic Communiı:y 

(AEC) 

Central African Custonıs and 
Economic Union (UDEAC) 

Conunon Market for Easıem and 
Souıhcm Africa (COMESA) 

Crass-Border Initiative (CB!) 

Economic Comınuniıy of Central 
African Sı:ıtes (ECCAS) 

Economic Community of W esr 
African States (ECOWAS) 

Imiian Ocean Coınmission (!OC) 

Mano River Union (Mil-U) 

W esr African Economic and 
Moneıary Union (WA.EMU) 

Souice: SESRTCIC, 2000 

In Afiica 

Number 
of 

meınbers 

52 

6 

21 

ı4 

ll 

ıs 

5 

3 

7 

Number 
of OIC Form of regional integration 
membeıs 

Sıage ı : Free tr.ıdc arca. 
Sıage 2: Cus.toms union. 

25 Sıage 3: Conınıon nL1rkcr. 

3 

5 

2 

3 

ı2 

2 

6 

Sıage 4: Economic and moneı:ıry 
union. 
Sıage ı: Custonıs union. 
Sıage 2: Conınıoıı nı.1rkct. 

Sıage 3: Econoınic and moncı:ıı)' 
union. 

Sıage ı: Custonıs union. 

Sıage 2: Common market. 
Stagc 3: Monetary union. 

Free trade arca. 

Sıage ı: Customs union. 
Sıage 2: Common market. 

Sı:ıge 1: Common market. 

Sıage 2: Moncıary union. 

Prefercntial trade area. 

Cııstoms union. 

Sıage ı : Conunon market. 
Sıage 2: Ecoııonıic and moııeı:ıry 
union. 
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Table 2: Gross Domestic Product 
1980s 1990s 2000s 2010s 1980...2013 

Pantl A. Rcal GDP (200S U.S S Billions) 
OIC-lDC 3.6 5.1 8.1 11.3 6.5 
OIC-MDC 34.6 48.5 71.6 1015 58.5 
OIC-FEC 505 54.1 79.7 114.8 69.8 
0/Ccoımtriı:s 2655 33.93 49.73 69.68 41.71 
low 1 neo me Councrieı 130.9 161.6 2-10.4 354.7 198.5 
Middle Ineome 
Councries 3,751.3 5,383.7 8,737.5 13,084.9 6,796.0 
High Ineome Co~ncries 21,7.99.2 28,846.5 37,257.4 41;174.6 30,697.9 
World 25,687.1 34.396.3 46,235.0 54.598.5 37,693.5 

Pantl B: Rcal GDP ptr capita (200S U. S. S) 
OIC-WC -112.5 445.2 630.1 757.7 537.3 
OIC-MDC 1,643.0 1,840.2 2,337.7 . 2,987.3 2,081.5 
OIC-FEC 14,059.3 12,934.5 1-1,918.7 1-1.118.0 14,022.8 
OIC coııııtrics 4,2I9.49 4,182.77 5,151.79 5,128.88 4,624.17 
low lııcoınt Coııııtrlcs 304.2 289.8 338.6 431.5 325.1 
Mldıflr /ııcoınr Coııııtrla 1,141.5 1,367.5 1,930.9 2,676.3 \,620.7 
Higlı lııcoınr Coııııtrla \9,856.1 24,561.2 29,943.4 31,751.3 25,606.2 
World 5,333.5 6,073.9 7,\54.3 7,793.7 6.376.2 

Paııtl C: GDP Grouıt/ı (%) 
O/C-WC 2.5 3.1 5.1 4.2 3.7 
0/C-.\IDC 3.1 2.4 4.8 4.6 3.6 
OIC-FEC 1.4 4.0 6.0 5.6 42 
OIC coımtrics 2.4 3.0 5.2 4.7 3.8 
loıv /ııroııır Coımtrla 2.6 2.3 5.0 6.3 3.7 
Middle /ııromr Cowıtrla 3.4 3.9 5.8 5.9 4.6 
Hlglı lııcoıııe Coııııtrlcs 3.0 2.4 1.9 1.9 2.4 
World 3.1 2.7 2.6 2.9 2.8 

This Table prescnts avc12ge rcal gross domesôc product in consı:ant 20(1() US doUars in differcnt 
sub-perio.ls. In Panel A, the rcal GOP for Ol C counaies is calrulaıed as the sum ofOIC mcmbcrs' 
real GOP with available data in the Word Development Indieaıors (WDI) database. Morcovcr, the 
rcal GOP per cipita for OIC nıenıbers is calculaıed as the toı:ıl rcal GOP for OIC nıenıbcrs 
showcd in panel A dhidcd by toı:ıl OIC popularion. FinaUy, panel C show .. avc12ge GOP growth 
from the WDI databaıe. OlC-LDC: OIC Leası developcd councries. OIC-MDC: OIC l\1iddle 
Ineome Couııcries. OIC-FEC: OIC oU e>:poıting nıcınbers. · 
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_]'able 3: PoEulation 
1980-89 1990-99 2000-09 2010-13 

PandA. GroıvtJı rat< (o/o) 

OIC.LDC 2.43 2.86 2.37 2.19 

OIC.MDC 2.49 1.92 1.61 1.57 

OIC.FEC 3.18 225 2.34 2.36 

oıc toıııııtics 2.70 2.34 2.11 2.04 

Low Ineome Counaics 2.57 2.59 2.25 2.22 

Midelle Ineome Counnies 1.99 1.61 1.24 . 1.15 

High Ineome Counaies 0.72 0.63 0.60 0.53 

World 1.75 1.50 1.23 I.I6 

Pa nd B. Pwpl~ (millions) 

OIC-LDC 218.7 287.0 369.3 430.7 

OIC-MDC 479.4 594.7 704.2 786.4 

OIC.FEC 200.4 259.4 324.4 382.0 

oıc (oıınıncs 898.5 1,141.1 1,397.8 1,599.1 

Low Ineome Counaies 4303 557.7 706.0 821.2 

Midelle Ineome Counaies 3,279.0 3,923.4 4,502.5 4,886.3 

High Ineome Counaies 1,096.2 1,173.4 1,243.4 1,296.7 

World 4,805.5 5.654.5 6,451.9 7,004.2 

This Table shows population and iı:s ı;rowıh for O! C counaies as weU as word counaies classificd 
by ineome according World Bank classi.Scation. The &ta eonıcs &om WDI daı:abase. The 6guı:cs 
are average during eighties, ninetics and ıhlı dccade. OIC-LDC: OIC Lcasr dcvc.lopcd eounaies. 
OIC.MDC: OIC Midelle Ineome Counaies. O!C-FEC: OIC oil e~-porting members. 
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Table 4: Ou~ut Structure 
1980s 1990s -···-- 2000s 2010s - 1980-2013 

P•nd A. Agrioılture 
OIC-LDC 38.4 34.2 29.5 30.7 33.5 
OIC-MDC 21.9 23.1 17.2 15.1 20.0 
OIC-FEC 9.7 11.7 8.6 SA 9_; 
OIC cowıtrlcs 25.9 24.7 2(\.(l 18.7 22.8 
Low Ineome Counıries 37.9 37.0 29.3 27.3 33.9 
Mideile 1 ncomı: 21.4 16.4 11.3 10.1 15.6 
Countrics 
Hiı;h lnconıe Countrie:ı 2.0 1.6 1.5 1.7 
World 5 . .2 3.5 3.1 3.9. 
P•ntl B: 
OIC-LDC 17.9 19.7 21.8 21.8 20.1 
OIC-MDC 31.7 30.3 30.8 31.0 30.9 
OIC-FEC 502 45.7 56.2 59.0 51.7 
OIC coımtrlrs 30.4 29.8 33.2 34.0 31.5 
Lowlucom.: Comıtrlc.r 18.9 19.4 22.1 22.9 20.4 
Middlc Ineome Coımtriı:s 37.5 36.6 37.2 36.5 37.0 
H~/ı fncoınc Coımtrics 28.0 26.1 24.9 26.3 
World 30.7 28.1 27.0 28.7 

P•nd C: Monufocturing 
OIC-LDC 8.6 8.8 8.3 8.1 8.5 
OlC-MDC 16.5 17.9 16.6 15.0 16.8 
Ot C-FE C 8.7 10.4 8.8 8.7 9.3 
orc toımtrlcs 11.3 12.5 11.7 11.2 11.8 
Low lufomc Coımtrics 11.3 11.3 12.4 12.1 11.7 
Mlddk Incoınc Coımtrics 25.4 23.4 22.2 ~1.6 23A 
Hig/ı Ineome Coımtrics 18.4 16.2 15.0 16.4 
World 19.2 17.3 16.2 17A 
P•ncl D: llf•.nnfocturing 
OlC-LDC 45.0 46.3 49.2 50.4 47.3 
OIC-MDC 46.6 "46.6 52.0 53.8 49.2 
OIC-FEC 40.2 42.6 35.2 35.7 38.8 
OIC cowıtrlcs 44.4 455 47.0 -ıs ..ı 46.1 
LAw Ineome Coımrn·cs 43.7 43.7 48.4 50.1 4_5.8 
Alidd/c Ineome Coımtriı:s 41.1 47.1 51.5 53.5 47.4 
Higlı fıuomc Cowıırics 70.0 72.2 73.6 72.1 
World 64.0 68.4 69.9 67.4 

This Tablc suınnurizcs output structun:: Agriculrurc and · lndwtry, which is fiınhcr dhidcd by 
nıanufıcturing and services. The 6gurcs are average of ,-aJuc added as percentage of GOP during 
different sııb-periods- for OIC as well as the world dassi6ed by ineome ]c,·cl according ıo the 
World d Bank cbssification . . The data comcs from WDJ daı:abase. OIC-LDC: OIC Lean 
devclopcd eountrics. O!C-MDC: OJC Midıllc Ineome Councrics. OIC-FEC: OIC oil cxporting 
nıenıbcn. 
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Table 5: Inflation 

1980s 1990s 2000s 2010s 1980-2013 

P•ntl A. Aımagt Inftatfon 

OIC-LDC 12.6 16.6 5.9 6.8 10.3 

Ol C-MD C 13.8 35.9 7.5 5.9 16.9 

OIC-FEC 7.7 46.9 5.9 5.2 18.1 

OIC <oımtrics 11.5 32.3 6.5 6.1 14.9 

Low Ineome 8.1 10.7 6.1 6.4 8.1 
Counıries 

Middle Ineome 10.5 9.9 5.5 4.9 8.2 
Counıries 
High Ineome 6.0 3.2 2.4 2.3 3.6 
Counıries 

World 7.9 6.9 4.3 3.7 6.0 

Pand B: A""'ragt Inftatian txclıuling ptriods oflryptr-injlation 

OIC-LDC 12.6 16.6 5.9 6.8 10.3 

OIC-MDC 13.8 17.4 7.5 5.9 11.6 

OIC-FEC 7.7 11.1 5.9 5.2 7.7 

OIC <oıılltric.< 11.7 15.4 6.4 6.1 .1o.o 

Low lııtomc Comıtrirs 8.1 10.7 6.1 6.4 8.1 

Middlc lutome Coııııtrics 10.5 9.9 5.5 4.9 8.2 

Higlı lııromc Coımtricr 6.0 3.2 2.4 2 .3 3.6 

World 7.9 6.9 4.3 3.7 6.0 

This Table shows average inflation for diJfcrcııt sub-periods. Panel A includcs all country-ycars 
during the sub-pcriods whcreas Panel B cxcludcs counıry-year with ınDation highcr rhan 200 
perccnt. Pand C shows world inflarian classified by ineome according to. the Wodd Bank. The 
dara coıncs from \VD! daıabasc. O IC-lDC: OIC Least dcvelopcd countrics. OIC-MDC: OIC 
Middle Ineome Counırics. OIC.FEC: OIC oil cxporriııg mcnıbcrs. . 
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T able 6. Current Account and Reserves 
1980-

. 1980s 1990s 2000s ·2010s 20i3 
Panel A . Curmıt Accoımt (cotıstant 2010 US$ 
billions) 
OIC-LDC -5.8 -4.3 -7.0- - 18.1 -7.2 
OIC-MDC -20.5 - 13.6 1.1 -73.0 - 18.3 
OIC-FEC 17.0 - 12.7 141.2 299.2 78.0 
OIC coııııtrics -9.3 -30.7 135.3 208.1 52.5 

·Low lncome -17.5 -12.9 2.0 - 10.3 
Counıries 
Middle Ineome -78.6 -75.7 188.9 -1.1 
Countries 
Higlı lncome -77.5 -29.7 -252.3 - 110.4 
Counıries 
World - 173.6 - 118.3 -61.4 - 121.8 

Panel B: Total reserves minııs gold (cotıstatıt 2010 US S 
billiotıs) 

Ol C-WC 3.4 7.8 21.4 37.2 14.0 
OlC·MDC 34.6 107.9 268.2 447.4 173.4 
OlC-FEC 117.0 68.8 404.3 1,070.5 299.5 
OIC coıııılries 155.0 184.6 694.0 1,555.2 487.0 

Loıv Iııcome 

Coımtrics 12 . .4 18.5 59.9 ·. 28.1 12.4 
Middle lııcome 
Coımtrics 132.3 420.4 1438.4 608.4 132.3 
Higlı Iııcomc 

Coımtrics 335.5 1105.2 1761.2 1017.7 335.5 
World 731.7 1544.1 3259.5 1744.1 731 .7 

This Table shows current account and reserves from BOP for OIC countries world 
tountries classwed by iİıcoıne according to dıe World Bank. Data r.om.es from the WDI 
database. OIC-LDC: OIC Least developed colıntries. OIC-MDC: OIC Middle Inceine 
Countries. OIC-FEC: OIC oil eıq>orring ınembers. 
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Table 7. T otal Extemal Deb t and N et Foreign Direct Investment 

1980s 1990s· 2000s 
Pand A o Total extenıal debt (coııstant 2010 US 
S billions) 

OIC-LDC 75.0 101.5 86o9 

OIC-MDC 371.9 54307 712.0 

OIC-FEC 98o8 11905 6808 

OIC coımtrlc.< 545.6 76408 867.8 

Low Ineome 111.9 150.7 12507 . 
·Countries 
~dclle Ineome 1,57500 2,179.5 2,71600 
Countries 
High Ineome 
Countries 

World 

Panel B: Foreign Direct Investrrıent, net (constant 2010 US S 
millions) · 

OIC-WC -602 

OIC-!IIDC -48
0
8 

OIC-FEC 

OIC wımtrics 

Lou- Iııcomc Coımtrics 

Middle Iııcomc 
Coııııtrics 

Higlı Iııcomc 

Coııııtrics 

World 

- 2901 

-8402 

2010s 

9208 

1,07308 

3903 

1,20509 

12705 

4,491.1 

- 11.2 

- 38.4 

-6.0 

- 5506 

o o • 

1980-
2013 

88.4 

605o0 

8901 

782.5 

12902 

2,431.5 

-8.4 

-44.2 

-18.9 

-71.5 

1Jıis Table sho,..,; ·total e:ı,:temal debt for OIC countries and world counı:ries classified by 
ineome according to the World Bank. Data comes from the WDI databaseo OIC-LDC: 
OIC Least developed counı:ries. OIC-MDC: OIC Midelle Ineome Counı:ries. OIC­
FEC: OIC oil eı.-porting memberso 
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T able 8. OIC T rade 
1980s 1990s .:·· 2000s 2010s .19S0-2oi3 

Panel A. Mercfıandist Export (constant 2010 US S 
biflions) 
OIC-LDC 12.4 14.6 35.2 65.6 26.u 
O JC-MDC 132.4 231.3 449J 738.0 325.9 
O IC-FEC 345.4 240.3 649.1 1,348.1 521.8 
O!Ccoııııtrio- 490.2 486.3 1,133.3 2,151.7 873.7 

Lo w I ncomc Countrics 26.8 26.1 46.3 93.2 40.2 
Middle Ineome 763.0 1,057.8 2,674.0 5,136.9 1,926.3 
Coumries 
High Ineome Couritries 3,726.3 3,654.7 8,556.4 11,914.8 . 6,677.5 

World 4,513.6 6,735.0 11,277.0 17, 154.5 8,6-13.3 

Pa nd B: Mcrclıandise Import (con$1ıınt 2010 US S 
billions) 
OIC-LDC 27.8 25.4 51.6 1(1().0 42.6 
OIC-MDC 161.3 266.1 481.2 854.6 367.8 
OIC-FEC 222.2 170.0 339.3 675.0 294.5 
OIC coııııtrics 411.3 461.5 872.1 1,629.6 704.9 

Lau• Iııroın< Coııııtrics 42.7 42.9 76.3 160.1 66.4 
Mitid/c lııtomt Coııııtrics 779.6 1,124.4 2,572.1 5,108.7 1,917.5 
Higlt Iııromc Coııııtrlcs 3,817.2 5,686.4 8,858.2 U,922.8 6,803.2 
World -1,639 . .5 6,85-1.0 11,507.0 17, 198.4 8,788.2 

Pan<l C: Ntt trrıde in goods and sm-i cu (ronstıınt 2010 US S billions) 

OIC-LDC -19.1 -32.5 -25.0 

OIC-MDC -3.5 -43.5 -21.2 

OIC-FEC 260.~ 367.8 308.0 

OIC coımtrics 2:'ı7.7 291.8 261.7 

l.ı:1w lutome Coıuıtrlt:J 

ı\liddlc loıromc Coıııılrio-

Higlı lııromc Coııoıtrlcs 

World 

Pantl D: Trrıılc ıu.CDP p<rt<nt ("/.) 

OIC·LDC 65.4 58.5 67.1 73.8 64.6 

0/C-MDC 69.0 81.0 86.7 8-1.1 80.1 

. OIC-FEC 86.-1 85.2 93.-1 94.3 89.5 

OIC roııoıtrics 70.9 73.2 81.3 82.9 76.3 

l..ı:nt' lurouır Cowıırics 32.8 39.2 51.1 57.6 43.0 

illitldir lııromr Coıııılrirs 30.8 -13.5 59.5 fiJ.7 -17.5 

Hig/ı l11tomr Cotı11trlcs _......39.2 41.5 51.3 58.6 45.7 

Worlc' 38.0 -11.9 52.8 58.9 45.9 

This Tablc shows rea! nıerchandise inıport and cxport, rradc in good and scrvices and rrade as 
pcrccncıgc of GOP for Ol C countries and world coumries clamficd by ineome according to the 
\Vorld Bank. Data comcs from the WDI darab:ıse. OIC-LOC: OIC Leut de,•cloped countries. 
01C-MDC: OIC Middlc Ineome Countries. 01C.FEC: Ol C oil e.-q.orting mcnıbers. 
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Figure 1. Merchandise Export and Import change 
This figure shows the percentıge clunge in r<:al mcrclundisc cxport and import since 1980. OIC r<:al 
cxpoıt (import} is c;Uculaıcd by adding rcal export (impoıt) of the OIC mcmbcrs. All countries' 
mcrchandise e~-port (impoıt} and impoıt lcvcl as well as world mcrchandise e~-port (import) lcvcl are 
from WDI datıbasc. 

Panel A: real e:ıq?ort change 

· ~mo~'------------------------------------------------------

Panel B: real irnpon change 

• ·l1!.010 l_ __________________________________________________ _ 
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Table 9. D escrip tive statistics of variables used in gravitational mod el 
. •. ·;·o.. 

Panel A: D escrip tive Statistics (Nwnber of observations: 35,194) 
V:ırirıble M ean Standard deviation Min Max 

Trade 0.085 0.592 0.000 29.164 

Log(GDP!J1 5.124 2.443 -2.466 12.738 

Log(PCiij) 0.812 1.987 -3.673 8.164 

Log(Dist:ance ) 7.762 0.788 4.Ct60 9.424 

BORDER 0.060 0.238 o 
SEA O.i<J6 0.4ü3 o 
SAARC 0.002 0.041 o 
SAARCN 0.061 0.240 o 
GCC 0.011 0.102 o 
GCCN 0.077 0.267 o 
AMU 0.0(16 0.076 o 
AMUN 0.078 0.269 o 
ECO 0.003 0.054 o 
ECON 0.042 0.200 o 
DS 0.027 0.162 o 
D8N 0.157 0364 o 
GCCAMUECO o.1.ıo 0.347 o 

GCCAMUECON 0.225 0.417 o 

The independent variable is cr:ıde bctween counay l and partner J. GOPti: mulıiplicaôon becwccn 
counay i' s s real GOP with parater )'s rcal GOP. PClü: multiplicaôon between counay l's s rcal 
GOP per capita with parmer J's rcal GOP per capital. Distance: di.ttancc between counay i and 
partner ]. BORDER: conıiguous counaies. SEA: counay has sea shorc. GCC: both counay i and 
partner j belong to Gulf Coopcration Council. SAARC: both counay 1 and pamıcr j bclong to 
South Asian Association for Regional Coopcr:ıôon. AMU: both counay 1 and partner j belong to 
Ar:ıb Maghreb Unioıı. ECO: both country l and pamıer j bclong to Economic Cooper:ııion 
Organisaôon. 08: cr:ıde among eighı biggcr OIC nıenıben. GCCAMUECO: hypothetical mding 
block GCCAMUECO among the mcmbcr counaies of GCC, AMU and ECO blocks. Fin.ally, 
variahles "~th the sulli." "N" scand for cr:ıde with non-mcmben of the grouping in quesôon. 
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Table 10. Re&!ession results ~Eeriod: 1980-2013) 
V:uiablts 1 2 3 -. 4 5 6 

log( GO Pc) 
0.696*** 0.757"** 0.820"** 0.688*** 0.700*** 0.744*** 
(42.80) (48.38) (59.46) (46.53) (41.78) (46.39) 

Log(PCiı;) 
0.005 0.065 ...... 0.025 0.024 0.003 ~.040** 
(0.26) (3.75) (1.59) (1.46) - (0. 17) (-2.43) 

log(Distıncc) 
~.801*** -0.807*** ~.739*** -0.803*** ~.757"** ~.nO•** 
(-23.46) (-22.61) (-19.11) (-23.19) (-18.58) (-17.05) 

BORDER. 0.941*"* 0.819*** 0.760*** 0.919*** 0.813*** 0.671*** 
(11.73) (9.85) (8.60) (1 1.85) (10.61) (7.51) 

SEA 0.683*** o .sn*** 0.532*** 0.655*** 0.357*** 0.336*** 
(6.86) (5.12) (527) (6.71) (6.09) (5.62) 

SMRC 
0.268* 0.428*** .0.548*** 0.139 
(1.83) (2.87) (4.08) (1.02) 

SMRCN 
0.450"** 0.530-.. 0.551*** 0.445"** 
(3.84) (4.32) (4.82) (3.93) 

GCC 0.283 -0.204* -0.246** -0.788*** 
(0.87) (-1.71) (-2.05) (-5.91) 

GCCN 0.441 -0.20J*-.. ~ASI*** ~.613*"'* 
(1.41) (-2.78) (-6.22) (-7.89) 

AMU ~.326 ~.417*** ~.561*** -1.311*"* 
(-1.02) (-4.38) (-5.68) (-12.09) 

AMUN 0.361 ~.102 ~.416*** -0.659"** 
(1.16) (-1.19) (-5.33) (-7.78) 

ECO ~.708*** ~.706*** -0.495*** -0.807*** 
(--1.95) (--1.91) (-3.70} (-6.38} 

ECON -0.270** -0.315*** -0.017 -0.186* 
(-2.51) (-3.00) (-0.15) (-1.70} 

DS 
0.872*** 0.572*** 0.3<1-1*** 
(2.69) (5.30) (3.54) 

DSN 1.128*** 0.573*** 0.651*** 
(3.66) (8.88} (7.95) 

GCCAMUECO 
~.178 0.832*** 0.162** 0.402*** 
(-0.58) (10.61) (2.~) (6.39} 

GCCAMUECON -1.071*** 0.022 -0.688*** -0.290**"' 
(-3.49) (0.29) (-?.67) (-4.70) 

#- Obscrv;ıtions 35.194 35194 35194 35194 35194 35194 
LOGL -5.1n.5 -5.239.4 -5.279.3 -5,184.8 -5.220.2 -5,294.0 

This Table shows year-fixed effect regressions for differem gnvitıtional modeJs•. The model is 
estimııted wing Poisson Pseudo maximwn Ukelihood. The independent V2riable is trade bcıween 
c?uııtty 1 and partner j. GOP;;: oıultiplieatioıı beıwecn couııay l's s rcal GOP \\~th p~ıcr fs real 
GOP'. PCiu: multiplication between countty fs i rca1 GUP per capitı with•pan:ner fs re:ıl GOP per 
eapitıl. Discınce: discınce betweeıı couııny 1 and pa mı cr j. BORDER: coııtiguous couıınic:s. SEA: 
countty has sea shore. GCC: boıh counay 1 and parmcr j bclong ıo Gulf Coopcration Council. 
SAARC: both counay i and 2armer j bclong to South Aslan Association for Rcgioııal 
Cooperntion. AMU: both counffy 1 and panncr j bclong to Ar.ıb Maghreb Union. ECO: both 
couııtıy 1 aııd pamıer j bcloııg tO Ecoııonıic Cooperation Org;ıııisatioıı. 08: ırade anıoııg eight 
biggcr OJC membeıs. GCCAMUECO: hypoıhetical ırading block GCCAMUECO among the 
menıher counnie:s of GCC, AMU and ECO blocks. Fin:ılly, variables \\ith the suffix "N" sr.ınd 
for trade \\ith non-menıbcrs of the grouping in question. 

G To save spaç,e the year intercepts are not shown 



THE PROSPECT OFAN ISlAM lC COMMON MARKET 111 

Table 11. Regression results (Eeriod: 2000-2013) 
V ariabi es 1 2 3 4 5 6 

Log(GOP~ 
0.710*** 0.775*** 0.841*** 0.702*** 0.719*** 0.769*** 
(36.34) (41.54) (51.76) (39.55) (35.95) (40.12} 

Log(PCI!i) 0.001 0.065*** 0.024 0.021 -0.012 . -0.061*** 
(0.06) (3.08} (1 ??) (1.07} (-0.60) (-3.09) 

Log(Oistmcc) 
-0.794*** -0.802*** -0.733*** -0.797*** -0.743*** -0.759"** 
(-19.92) (-19.16) (-16.15} (- 19.70) (-15.42} (-14.07} 

BQRDER 
0.967*** 0.830~ o.n7*** 0.943*** 0.827*** 0.664*** 
(10.55} (8.71) (7.59} (10.69} (9.28) (6.33} 

SEA 
0.636*** 0.522*** 0.487*** 0.607*** 0.381*** 0.363*** 
(5.65) ' (4.07} (424) (5.50) (5.o5) (5.24} 

SAAR.C 
-0.038 0.130 0.263* . -0.165 
(-024) (0.81) (1.85) (-1.1 1) 

SAAR.CN 
0.389***' 0.475*** 0.502*** 0.385*** 
(2.89) (3.35} (3.82) (2.96) 

GCC 0.014 -0.356** -0.399*** -0.942*** 
(0.04) (-2.52) (-2.80} (-6.03) 

GCCN 0.250 -0.280*** -0.529*** -0.690*** 
(0.76) (-3.19} (-6.03) (-7.55) 

AMU -0.444 -0.393*** -0.537*** -1.314*** 
(- 1.32) (-3.41) • (-4.47} (-10.27) 

.AMUN 0249 -0.093 -0.407*** -0.657*** 
(0.76) (-0.93) (-4.48) (-6.67) 

ECO -0.748*** -0.738*** -0.528*** -0.844*** 
(-4.62f· (-1.54} (-3.43) (-5.84) 

ECON -0.229* -0276** O.Q20 -0.146 
(-1.89) (-2.35) (0.16) (-1.19} 

os 0.759** 0.579*** 0.344*** 
(222) (4.77} (3.43) 

08N 
1.012*** 0.572*** 0.733*** 
(3.14} (7.67) (7.56} 

GCCf.MUECO -0.050 0.845*** 0.100 0.379*** 
(-0.16} (9.41} (1.26) (5.17} 

GCCAMUECON 
-0.972*** 0.007 -0.781*** -0.318*** 
(-3.03} (0.08} (-7.28} (-1.40} 

# Obscrvations 18,201 18,201 18,201 18,201 18,201 18,201 
LOGL -3.819.7 -3.874.6 -3.908.4 -3.825.7 -3.85?.5 -3,929.0 
This Tablc shows ycar-fixcd effecı regrcssions for diffcrent gravirational modcls. The model is 

· esrimared using Poisson Pscudo maximum likclihood. The independent variable is trade bctween 
. counny ı and pamıcr j. GDP0: nıultiplication bcıwcen country i' s s real GOP \\irh partner j's real 

. GOP. PC!ij: ınultiplicaıion berween country i' s s real GOP per capira \virh parrncr j's real GOP per 
capiıal. o·isıaiıce: disıancc beıwcen counny i and partner J. BORDER: contiguou.• countties. SEA: · 
country has sca shore. GCC: horh counny i and parrner j belong to Gulf Coopcration Council. 
SAAR.C: . hoth country i and partner j belong ıo South Asian Assodation for Region21 

. Cooperation.· AMU: borh country i and partner j belong ıo Ara b Maghrch Union. ECO: hoth 
country i and p.artııer j belong to Economic Cooperatioıı Organisatioıı. DB: tr.ıde anıoııg eighı 
bigger OIC members. GCCAMUECO: hypothetical trading ble>ck GCCAMUECO among rhe 
mcmbcr countties of GCC, AMU and ECO blocks. Finally, variables \vith rhe ruffix "N" stand 
for trade wirh non-nıcmbcrs of the grouping in question. 
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Table 12. Regression results (Eeriod: 1990-1999) 
Varlablcs 2 3 

... 4 
5 6 

Log(GDPı;) 
0.577*** 0.645*** 0.717*** 0.578*** 0.567*** 0.588*** 
(22.36) (24.85) (36.03) (25.4-1) (21.92) (28.57) 

Log(PCI!j) 
0.063** 0.140*** 0.096*** 0.070** 0.125*** 0.105*** 
(1.99) (4.53) (3.50) (2.35) - (4.90) (4.52) 

Log(Dist:ınce) 
.0.822*** .0.789*** .0.723*** .0.82~*** .0.832*** .0.839*** 
(-16.20} (- 15.41) (- 13.06) (-16.17) (-14.77) (-14.88} 

BORDER 
0.833*** 0.774*** 0.738*** 0.819*** 0.686*** 0.630*** 
(6.36) (6.01) (5.41} (6.36) (5.97) (5.60) 

SEA 
0.986*** 0.832*** O.NS*** 0.945*** 0.389*** 0.368*** 

. (6.91) (5.39) (5.24} (6.87) (4.35} (4.17) 

SAM. C 
0.906*** 1.07(1*"* l.-188*** 0.775*** 
(5.21) (5.89) (7 .36} (4.85) 

SAAR.CN 
0.533*** 0.573*** 0.556*** 0.505*** 
(~.00) (3.96) (4.04} (3.95} 

eec 1.493*** 0.565*** 0.479*** .0.042 
(3.43} (359) (2.94} (-0.21} · 

GCCN 
1.402*** 0.269*** .0.008 .0.132 
(3.28) (2.81) (.0.09} (- 1.12} 

AMU 
0.342 .0.190 .0.395*** -1.157*** 
(0.77) (-1.34) (-2.75) (-7A3) 

AMUN 
0.946** 0.023 .0.334** .0.572*** 
(2.13) (0.15} (-2.39} (-3.86) 

ECO 
.0.831*** .0.815*** .0.575*** .0.869*** 
(-5.11} (-5.06) (-3.81} (-6.03) 

ECON 
.0.221* -{1.188 0.015 .0. 1~ 

(-1.81) . (- 1.57) (0.13} (- 1.38) 

DS 
1.457*** 0.678*** 0.148 
(3.19) (4.02) (1.14} 

OSN 
1.581*** 0.517*** 0.273*** 
(3.65) (5.08} 

0.938..;... 
(2.72} 

' GCCAMUECO 
.0.571 0.620*** 0.707*** 
(-1.37) (8.2~) (7.-l7) (8.66} 

GCCAMUECON 
-1.596 .0.043 .0.::!77*** .0.146* 
(-3.75} (-0.38} (-2.72} (-1'.7~) 

# Obscrv>ıions 9,884 9,88~ 9,884 9,884 9,88~ 9,884 
LOGL -800.1 -809.5 -813.5 -800.6 -809.0 -810.~ 

This Tablc shows ycar-fixcd cffccı regrcssions for diffcrenı gravitııional modcls. The modcl is 
csıimatcd using Poisson Pscudo maximum likclihood. The independent variable is ırade betweeiı 
counny 1 and partiıer j . GDP0: multiplication beı:wecn counny i' s s rcal GOP 'Y)ıh pamıcr j's real 

· GOP. PC!ij: multiplicatioo berwcen cowiny i' s s rcal GOP. per capiıa \vith partner }'s rcal GOP per 
capiı:ıl. Disıancc: disı:ıncc berwecn coı_ınny i and panner j. BORDER: conıiguo0s countrics. SEA: 
counny has sca shore. GCC: both counny i and partner j belong to Gulf Cooperaıion Councü. 
SAARC: both counny i an~_pamıer j belong to South Asian Associaıion for Rcgional 
Cooperaıion. AMU: both cöunny i and partner j bclong ıo Arab Maghrcb Union. ECO: boıh 
counny 1 and partner j belong to Economic Cooperaıion Org:ınisaıion. DS: trade among eighı 
bigger OIC nıenıbeı:s. GCCAMUECO: hypotheıical tradiııg block GCCAMUECO among the 
member countries of GCC, AMU and ECO blocks. Finally, variables \vith the suffi.x "N" sıand 
for trade with non-ıııenıbcn of the grouping in quesıion. 
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Table 13. Regression results (period: 1980-1989) 
Variables 

Log(GDPı;) 

L<>f\(PCI;;) 

Log(Dimncc) 

BORDER 

SEA 

SAARC 

SAARCN 

GCC 

GCCN 

AMU 

AMUN 

ECO 

ECON 

08 

08N 

GCCAMUECO 

GCCAMUECON 

# Obscr\·ations 
LOGL 

1 
0.6()6":** 
(1H9) 
-0.176*** 
(-3.0~) 
-0.940*** 
(-1 1.23) 
0.218 
(1.03) 
1.042*** 
(5.85) 
0.942*** 
(4.11) 
0.590*** 
(2.83) 
0.942*** 
(3.52) 
0.1~ 
(0.72) 
-1.461*** 
(-4.58) 
-0.827*** 
(-3.30) 
0.605** 
(2.15) 
-0.242 
(-1.32) 
-0.574* 
(-1.94) 
-0.061 
(-0.31) 
0.675*** 
(3.76) 

6,977 
-531.7 

2 
0.641*** 
(15.36) 
-0.130** 
(-2.35) 
-0.928*** 
(-10.84) 
0.204 
(0.96) 
0.938*** 
(5.35) 
1.004*** 
(4.24) 
0.593*** 
(2.79) 
1.338*** 
(5.59) 
0.4H*** 
(2.94) 
-0$24*** 

. (-3.07) 
-0.409* 
(-1.96) 
0.592** 
(2.12) 
-0.192 
(-1.10) 
-0.008 
(-0.03) 
0.283 
(1.63) 

6,977 
-534.0 

3 
0.642*** 
(24.21) 
-0.122** 
(-2.56) 
-0.918*** 
(-10.06) 
0.181 
(0.90) 
0.937*** 
(529) 
0.930*** 
(4.12) 
0.616*** 
(2.91) 
1.235*** 
(5.12) 
0.369*** 
(2.88) 
-0.885*** 
(-3.52) 
-0.502*** 
(-3.04) 
0.503* 
{1.90) 
-0.025 
(-0.15) 

6,977 
-534.6 

4 
0.582*** 
(15.37) 
-0.131** 
(-2.42) 
-0.940*** 
(-11.15) 
0.224 
(1.08) 
1.045*** 
(5.70) 
0.798*** 
{3.68} 
0.627*** 
(2.99) 
1.040*** 
(3.65) 
0.332** 
(2.15) 
-1.190*** 
(-1.42} 
-0.570*** 
(-3.25) 
0.361 
(1.35) 
-0.100 
(-0.59) 

0.416** 
(2.11) 
-0.122 
(-0.58) 

6,977 
-532.8 

5 
0.539*** 
(13.70) 
0.023 
(0.60) 
-0.978*** 
(-10.70) 
0.369** 
(2.02) 
0.404*** 
(3.40) 

0.211 
(1.24) 
0.013 
(0.10) 
0564*** 
(3.56) 
0.081 _ 
(0.44) 

6,977 
-546.0 

6 
0.554*** 
(14.65) 
0.003 
(0.08) 
-0.971*** 
(-11.01) 
0.402** 
(2.27) 
0.392*** 
(327) 

0.614*** 
(3.72) 
0.079 
(0.42) 

6,977 
-546.3 

This Table shows year-fi.xcd effcct rcgrcssions for differcnt gra\~tational nıodels. The model is 
escimired using Poisson Pscudo maxinıum likclihood. The independent variable is trade beıwcen 
country i and panner j. GDPu: multiplication hcrween coumıy i' s s real GDP with partnctj's real 
(;DP. PC! u: nıultiplicatioıı her.veen couııtry i' s s rcal GDP per capiıa \\;th paroıer )'s real GDP per 
capitıl. Distance: disıance bcr.veen country i and parmer j. BORDER: contiguous counıries:SEA: 
country has sea shore. GCC: hoth couııtty i and partner j bclong to Gulf Coopccitioıı Council. 
SAARC: both countty i and partner j belong to South Asian Associacion for Regional 
Coopcracion. AMU: both coumıy i and partner j belong to Ar.ıb Maghreb Union. ECO: both 
country i and partner j belong to Econoınic Cooperation Oı:ganisaıion. DB: trade among eight 
biggcr OIC membcrs. GCCAMUECO: hypothctical trading block GCCAMUECÖ among the 
mcmbcr countı:ies of GCC, AMU and ECO blocks. Finallv, variablcs \\;th the suffix "N" scınd 
for tr:ıde with non-meınbers of the grouping in question. . 


