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ABSTRACT

Economic cooperation through trade has been one of the important agendas
of the Organisation of the Islamic Conferences (OIC) since its establishment
in September 1969. This study analyzes intra-trade potentials by using the
Revealed Comparative Advantage (RCA) Indices on five countries that are
signatories to the Framework Agreement on Trade Preferential System among
the Member States of the OIC. These countries are Jordan, Malaysia, Pakistan,
Turkey and the United Arab Emirates (UAE). Sectors that show potential for
intra-trade among OIC countries are identified based on the RCA indices. The
corresponding MFN weighted average applied rates are also examined to
determine the specific sectors that would benefit from tariff reductions under
the PRETAS. The findings of the analysis serve to provide an indication as to
whether the implementation of the TPS-OIC is strategically headed towards
the right direction. Such information will be useful for member countries to
formulate strategies that would foster closer trade relations among themselves
in their effort towards establishing an Islamic Common Market.
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1.   INTRODUCTION

The Organisation of the Islamic Conference (OIC) was established in
Rabat, Kingdom of Morocco, on 25 September 1969, with a membership
of fifty-seven countries. Realizing the need to strengthen the solidarity
and cooperation among Muslim countries right from the outset, the
Charter of the OIC which was approved in February 1972, clearly
stated the necessity of cooperation for community-wide economic
progress and the need to help individual member states develop their
productive capacities at an accelerated pace.

A number of progressive measures have, since, been undertaken
over the years to enhance economic cooperation among Muslim
countries. In the late 1990s, the OIC member countries took a significant
step to set up a Trade Preferential System (TPS) to be implemented on
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.

The declaration of the establishment of the TPS represents a very
important step towards increasing intra-OIC trade as a mechanism to
create a free trade area that would eventually evolve into an Islamic
Common Market. The Framework Agreement on Trade Preferential
System Among the Member States of the OIC was signed in 2004.1 In
2005, the “OIC Ten-Year Action Plan to meet the challenges facing
the Islamic Ummah in the 21st Century” was adopted to enhance overall
trade to 20% by the year 2015, hence exploring the possibility of
establishing an OIC Free Trade Area.

In the light of this development, it is therefore, important to first
investigate the extent of trade potentials among member countries and
in what sectors these trade complementarities exist. The Protocol on
the Preferential Tariff Scheme for TPS-OIC (PRETAS) outlines the
mechanism in which tariff reductions would take place among
participating states.2 Thus, to ensure the effectiveness of the tariff
reduction program, it is necessary to examine whether the existing tariff
structure already imposed on these potential sectors would require further
tariff reductions in order to accelerate intra-OIC trade. In doing so, the
study provides the overall picture as to whether Muslim countries are
heading the right way towards a Free Trade Area and, later, an Islamic
Common Market.

This study provides an analysis of the potential for greater intra-
trade activities by using the Revealed Comparative Advantage (RCA)
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Indices on five countries that are signatories to the Framework
Agreement on Trade Preferential System Among the Member States
of the OIC. These countries are Jordan, Malaysia, Pakistan, Turkey
and the United Arab Emirates (UAE). Sectors that show potential for
intra-trade among OIC countries are identified based on the RCA indices,
while the corresponding MFN weighted average applied rates3 are
obtained and compared to the tariff reduction requirements under the
PRETAS. The findings of the analysis serve to provide an indication as
to whether the implementation of the TPS-OIC is strategically headed
towards the right direction. Such information is useful for member
countries to formulate strategies that would foster closer trade relations
among themselves. Policy recommendations are later provided based
on the findings that could assist in facilitating intra-trade among OIC
members.

This paper is organized as follows. The next section provides a
brief survey of literature on integration and the potentials for the
establishment of an Islamic Common Market. 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.

2. ECONOMIC INTEGRATION AND THE POTENTIAL FOR
AN ISLAMIC COMMON MARKET AMONG OIC COUNTRIES

The second half of the twentieth century witnesses the tremendous
economic and political power shifts in the world where the apparent
orientation is towards globalization and regionalization. Countries are
coming together all over the world in Europe, America, Asia and Africa
with the idea of defending themselves economically and politically,
against the incursions of other blocs into their areas, and attempt to
increase their influence within as well as outside their own areas.
Spurred by the greater economic and political gains, a number of
integrated organizations have been initiated in the twentieth century.
Among these integrated organizations, the European Union (EU), the
North American Free Trade Agreement (NAFTA), the Asia-Pacific
Economic Cooperation (APEC) and the Association of Southeast Asian
Nations (ASEAN) are the most successful arrangements that are
currently playing a significant role in the world economy and market as
well as in international trade and economic development.

Knox, Andrew & McCarthy (2003) stated several factors needed
as prerequisites for a successful economic integration that include
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similarity in the power of units joining the association, complementarity
of the elite value systems, the existence of pluralistic power structures
in member countries, positive perceptions concerning the expected
equity distributions of benefits from integration and the magnitude of
the costs of integration, the compatibility of states’ decision-making
styles and the adaptability, capacity and flexibility of the member states’
governments.

Although mutual economic benefits and interests are the driving
forces behind most regional cooperation, Ahmed and Ugurel (1998/9)
argued that Muslim countries have other compelling reasons for
integration and cooperation as they draw on a common source, i.e.,
Islam. Raimi & Mobolaji (2008) highlighted the verses in the Qur’Én
(for example, Qur’Én 23:52 and 21:92) as an indication that economic
cooperation and integration among Muslim countries within the boundary
of the SharÊcah are highly recommended in Islam. In addition, the
changes of global order also makes integration among Muslim countries
mandatory so as not to be marginalized in the global economy and
world markets. Furthermore, the success story of the EU and its
extension has created additional incentive among Muslim nations for
forming such an economic bloc.

It is a fact that Islamic countries are known to be a diverse group
where these countries differ in their economic structure and level of
development, political systems, ethnicity, social and cultural milieu. The
variety of Islamic countries’ economic growth levels span almost all
five stages as defined by Rostow (1960) starting with the traditional
society followed by the establishment stage, the take-off stage and two
levels of drive to maturity stage. However, according to Hamid (2006),
none of the OIC countries attain stage five which the World Bank and
International Monetary Fund define as developed. The majority of
approximately 1.3 billion Muslims in the 57 OIC countries live in the
developing and transition economies (Buchanan, 2008). Among the main
economic issue surrounding Islamic countries is the lack of intra-trade
and economic cooperation where in 2003 it registered only 11.3 percent
of intra-trade among the OIC countries as opposed to ASEAN’s 24.3
percent (IDB, 2005). Hamid further conjectures that the reason for a
low intra-trade is that individual Muslim countries’ domestic markets
and total population are too small to be at critical mass with an average
of only 24 million people per Muslim country whereas the minimum
acceptable critical mass is 60 million people per country. According to
Ahmed and Ugurel (1998/9), the low intra-trade is a reflection of several
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factors. They argued that since the majority of the OIC nations were
former colonies of the West, it was natural that their trade relations
were dominated by this legacy. In addition, poverty is rampant in the
rural areas in almost all developing countries where the OIC member
countries formed a substantial subgroup. The OIC countries produce
just over 5 percent of global income and they face large external and
internal income gaps characterized by massive economic inequality
along three dimensions, namely between the OIC and the rest of the
world, across the 57 countries of the OIC and within the OIC member
countries themselves (Buchanan, 2008).

Within the framework of ongoing efforts towards the creation of
an Islamic Common market, the Islamic Centre for Development of
Trade (ICDT) prepared several studies and conducted several seminars.
In one of the training seminars in TPS/OIC conducted in Riyadh on 3–
4 October 2004, the ICDT experts provided technical assistance and
dealt with issues on provisions of the TPS/OIC agreement, structure
and methodology of the negotiations, TPS/OIC and the WTO
agreements and the probable impact of the agreement on the GCC
countries.

According to Rachdi (2008) trade among the OIC countries is still
minimal and far from meeting the expectations after taking into
consideration of the huge potentials that the member states could offer.
Based on a study conducted by ICDT as reported by Rachdi (2008)
the high trade potentials appear on the categories of goods (7 sectors)
and services (8 sectors) with 21 and 13 countries show untapped trade
potentials in the goods and services sectors, respectively. A large part
of the ICDT’s findings and proposals relating to intra-trade among the
OIC countries have been integrated in the Third Extraordinary Summit
held in Jeddah in March 2005.

Studies on Islamic Common Market are scarce. In spite of being
few in numbers, these studies provide some insightful economic analysis
and policy recommendations for the establishment of an Islamic Common
Market. Some studies which are in favor of the idea of an Islamic
Common market as reported by ICDT (2001) include Alatas (1987),
Nasser (1988), Mdaghri (1988), Zaman (1988), Shalaby (1988),
Cindoruk (1988), Cindoruk (1992), Naqvi (1994), Ahmad (1995), Anjum
(1996), Ariff (1998), Ahmad and Ugurel (1998/9) and Dabour (2004).

Ahmad (1995), for instance, employs a general equilibrium model
to estimate the production and trade flows of a proposed customs union
(CU) among Muslim countries. The proposed CU consists of nine
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selected OIC countries namely Bangladesh, Indonesia, Iran, Malaysia,
Morocco, Pakistan, Tunisia, Turkey and Sudan. The model employs
nine commonly tradable basic commodities of these countries which
include cotton, cotton cloth, cotton yarn, jute, natural rubber, petroleum,
phosphate ore, rice and wood.  The estimation results show that in
general there is a significant increase in the size and magnitude of
production and intra-trade for the CU. The findings reveal that the
establishment of a CU of Muslim countries is economically feasible.

However, Ariff (1998) highlighted that in many circumstances,
theoretical literature suggest that FTA is better than CU. In the final
analysis, it all depends on whether the common external CU tariffs will
result in higher or lower prices than the FTA prices. Ariff (1998) further
suggests that much intra-OIC trade could be created through the private
sector investment activities. Active trade and investment facilitation by
the OIC member countries are required to generate sizeable trade flows.
The main objective should not be to increase intra-trade per se, but to
ensure Islamic economies become internationally competitive in the
global market.

Although the heterogeneity and diversity of OIC countries have
often been taken as the major argument against the feasibility of an
Islamic Common Market, Ahmed and Ugurel (1998/9) emphasize that
it is also a source of strength if it is carefully manipulated and positively
thought. However, the ICDT (2001) study cautioned that they must be
supported with objective factors, backed with a strong political will and
a continuous commitment to translate the hopes and aspirations into a
reality. One cannot deny that the realization of such an advanced
integration scheme is a long-term task and the OIC countries have a
long way to go before this goal is materialized. Dabour (2004) stressed
that there should be a step-by-step approach where the gradual
economic integration will insulate the OIC countries from the possible
negative impacts of the accelerating pace of regional economic grouping.
In addition, by following this approach, it will also ensure that the climate
of mutual trust and solidarity, which are essential ingredients for ultimate
integration, can be created. The study by SESRTCIC (2003) concludes
that the existing regional and sub-regional integration schemes
participated by the OIC member countries, which are then linked to
one another with preferential trading arrangements, could serve as a
foundation to a more advanced feature of economic integration.
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3.  DATA DESCRIPTION AND METHODOLOGY

This study uses trade data of five members of the OIC countries namely
Jordan, Malaysia, Pakistan, Turkey and United Arab Emirates for the
year 2006 to examine whether the OIC grouping possesses the
characteristics that are conducive for the establishment of an Islamic
Common Market. The year 2006 is selected since it is the most recent
year for which the reported trade data for the most number of countries
are complete and comprehensive. Values of the countries’ intra-OIC
trade and their trade to the rest of the world (ROW) are based on the
Harmonized System (HS) 2002 at the 4-digit level, and are extracted
from the United Nations COMTRADE data source provided by the
World Integrated Trade Solution (WITS) database. The HS2002 4-
digit level is selected since it is the level of disaggregation for which
manageable comparisons can be carried out.

Apart from data constraints, this study confines itself to only a
subset of five out of the seventeen signatories of the Framework
Agreement on Trade Preferential System Among the Member States
of the OIC since they are located at different regions namely in the
South East Asia (Malaysia), South Asia (Pakistan) Middle-eastern
(Jordan and UAE) and Europe region (Turkey). In addition, their
economic, trade and preference structures are quite different from
each other. 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.

Several studies have examined comparative advantage to analyze
the extent of economic integration among a group of countries. Balassa
(1965) introduced an index which involves the concept of revealed
comparative advantage. Although there are other measures or indices
of comparative advantage,4 the subsequently termed “Balassa Index”
or the Index of Revealed Comparative Advantage (IRCA) stands as
the most widely used tool in detecting comparative advantages of a
country in particular sectors (Serin and Civan, 2008).

This study utilizes the IRCA as in Pitigala (2005), Widgrén (2005),
and Brakman, Garretsen, and Marrcwijk (2006) as proposed by Balassa
(1965) to measure a country’s trade specialization in a commodity group
which is defined as a country’s sectoral share divided by the world
sectoral share. Hence, the IRCAij measures the index of revealed
comparative advantage of country i in commodity j as follows:
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where Xij represents country i’s export of commodity j, Xwj represents
world exports of commodity j, Xi  represents the total exports of country
i, and Xw  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.

Since it is important to investigate whether the products’ import
tariffs are either already zero or less that 10 percent as required in the
tariff reduction program, the individual country’s potential sectors which
are based on the IRCA are then compared with the tariff structure for
the year 2007, i.e., the year of which the latest tariff data are available.
The Most Favored Nation (MFN) weighted average tariff data are
utilized based on the HS of National Tariff Codes at the 4-digit level
and are obtained from the United Nations TRAINS data source, also
provided by the WITS database. The comparison between IRCA and
the corresponding prevailing tariff rates of potential sectors provides
the information as to which particular sectors would require tariff
reductions under PRETAS. This is essential in order to ensure that the
implementation of the TPS-OIC is heading towards the right direction.

4.  ANALYSIS OF TOP IMPORTS AND INTRA-TRADE
POTENTIALS

The top 50 imports of each of the five countries under study are identified
based on the share of each product category (at the HS2002, 4-digit
level) as a percentage of total trade. The corresponding Index of
Revealed Comparative Advantage (IRCA) is also computed for each
of the individual countries’ trading partners for each product to identify
the sectors that can potentially have increased intra-trade among OIC
members. In other words, a closer look at the top imports of individual
countries and the corresponding IRCA of each trading partner provides
an additional insight into which OIC member can potentially meet the
import needs of each country concerned. In addition, as mentioned
earlier, a comparison of the existing tariff structure of the potential
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sectors with respect to OIC partners is undertaken so as to ascertain
which sectors require further tariff reductions under the TPS
Agreement. The following presents a country-by-country analysis of
this subject.

4.1 JORDAN – TOP IMPORTS AND INTRA-TRADE POTENTIALS

In terms of share of total imports, petroleum oils (HS 2709, 2710 &
2711) dominate Jordan’s top 5 imports accounting for a total of 23.37%
of its imports from the world (see Table 1). Other products include
motor cars and other motor vehicles (HS 8703), and transmission
apparatus for radio-telephony (HS 8525) with 4.71% and 3.48% share
in total imports, respectively. Thirty-eight out of 50 major imports of
Jordan account for less than 1% share of its total imports. Despite
being the dominant import of Jordan, petroleum oils (HS 2709, 2710 &
2711) form only about 8.5% of its import share from the five selected
OIC countries. However, this may be due to Jordan importing more
from other OIC countries that are also oil-producers.

Based on the IRCA of Jordan’s trading partners, twenty-five
products show potentials for higher intra-trade among the OIC members.
Malaysia demonstrates the highest number of products with trade
complementarities with Jordan, where 14 products show IRCA>1. As
expected, Malaysia shows a very high comparative advantage in palm
oil (HS 1511) with an IRCA of 51.78. This is followed by plywood &
veneered panels (HS 4412), parts and accessories (HS 8473) and
automatic data processing machines (HS 8471) with IRCA of 12.74,
4.39 and 4.11, respectively. Other products include petroleum gases
(HS 2711), pile fabrics (HS 6001), wood sawn (HS 4407), other
manufactured tobacco (HS 2403), articles of jewelry (HS 7113), other
furniture and parts (HS 9403), electrical apparatus for line telephony
(HS 8517), knitted or crocheted fabrics (HS 6002), transmission
apparatus for radio-telephony (HS 8525), and polymers of ethylene
(HS 3901).

Both Turkey and the UAE have trade complementarities with Jordan
in seven products. For Turkey, these products are motor vehicles (HS
8702), other knitted and crocheted fabrics (HS 6006), articles of jewelry
(HS 7113), woven fabrics of synthetic filament (HS 5407), pile fabrics
including “long pile” (HS 6001), refrigerators & freezers (HS 8418),
and glazed ceramic flags and paving (HS 6908). The UAE has trade
complementarities with Jordan for petroleum oils (HS 2709 and HS
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2710), cane or beet sugar (HS 1701), glazed ceramic flags (HS 6908),
unwrought aluminium (HS 7601), polymers of ethylene (HS 3901), and
petroleum gases (HS 2711).

Pakistan has only five products with IRCA>1, but it possesses a
huge comparative advantage in the production of rice (HS 1006) with
IRCA of 74.77. Other goods include woven fabrics of synthetic filaments
(HS 5407), other knitted or crocheted fabrics (HS 6006), instruments
and appliances (HS 9018), and petroleum oils and oils obtained from
bituminous minerals, other than crude (HS 2710). Out of the 25 products
that show prospects for higher intra-OIC trade with Jordan, eight
products are found to have more than 1 trading partners possessing
comparative advantage in the production of the good. Among these,
petroleum gases (HS 2711) in particular, has stronger potentials to be
imported by Jordan from Malaysia and the UAE under the TPS
arrangement since Jordan currently has zero import share of the product
from the OIC partners.

An examination of Jordan’s import tariffs on the products having
trade complementarities with the selected OIC partners5 indicate that
for most of the products import tariffs are already either zero or less
than 10% (see Table 2). However, in order to achieve the TPS-OIC
target of eventual tariff reductions to 10%, Jordan’s import tariffs towards
Malaysian products with IRCA>1 can be reduced for palm oil and its
fractions (HS 1511), transmission apparatus for radio-telephony (HS
8525) and other furniture (HS 9403) with current applied tariffs of
11.9%, 10.23% and 30%, respectively. For palm oil, Jordan’s import
tariffs on Malaysian products are actually higher than its tariff on imports
of the product from the world, which stand at 11.2%, hence providing
further justification for tariff reductions.

Jordan’s import tariffs on Turkey’s products with potentially higher
intra-trade can be reduced for glazed ceramic flags and paving (HS
6908), articles of jewelry (HS 7113), refrigerators & freezers (HS 8418),
and motor vehicles (HS 8702), with current MFN weighted average
applied tariffs of 24%, 18.2%, 17.3% and 15%, respectively. The applied
tariffs for articles of jewelry and refrigerators & freezers are found to
be higher than Jordan’s tariffs on imports of these products from the
world at 17.22% and 16.49%, respectively. None of the products from
Pakistan that have complementarities with Jordan’s top 50 imports need
any further reductions in import tariffs. However, three products from
UAE currently have tariff rates higher than 10%. These are cane or
beet sugar (HS 1701), petroleum oils and oils obtained from bituminous
minerals, other than crude (HS 2710) and glazed ceramic flags and
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paving (HS 6908), with tariff rates of 12%, 19.33% and 24%,
respectively.

4.2  MALAYSIA – TOP IMPORTS AND INTRA-TRADE POTENTIALS

Among Malaysia’s top imports from the world are a range of
intermediate inputs for the production of higher value-added goods in
the manufacturing sector. Electronic integrated circuits (HS 8542)
constitute Malaysia’s top imports, accounting for 21.33% share of its
total imports (see Table 3). This is followed by parts and accessories
(HS 8473), petroleum oils (HS 2710 and HS 2709), automatic data
processing machines (HS 8471), and diodes and transistors (HS 8541).
Similar to Jordan, 38 out of 50 major imports of Malaysia account for
less than 1% share of its total imports.

Malaysia has only 10 products with intra-trade potentials among
the selected OIC countries. Among its four trading partners, the UAE
demonstrates the highest number of products with trade
complementarities with Malaysia, with 6 products showing IRCA>1.
These products are petroleum oils (HS 2709 and HS 2710), gold (HS
7198), unwrought aluminium (HS 7601), polymers of ethylene (HS 3901),
and petroleum gases (HS 2711), with IRCA of 6.51, 3.57, 2.44, 1.25,
1.23 and 1.10, respectively.

Jordan has 3 products that complement Malaysia’s import needs,
namely medicaments (HS 3004), insulated wire and cable (HS 8544),
and polyacetals (HS 3907), with IRCA of 2.52, 2.19 and 1.17,
respectively. Pakistan and Turkey each has 2 products with trade
complementarities. For Pakistan, polyacetals (HS 3907) and petroleum
oils and oils obtained from bituminous minerals, other than crude (HS
2710) have potentials to be exported to Malaysia, with IRCA of 1.56
and 1.27, while for Turkey, flat-rolled products of iron (HS 7209) and
gold (HS 7108) have intra-trade potentials with IRCA of 1.24 and 1.14.

Three products have more than one trading partners with trade
complementarities, namely, petroleum oils and oils obtained from
bituminous minerals, other than crude (HS 2710), gold (HS 7108), and
polyacetals (HS 3907). Based on the current share of imports from the
selected OIC countries (i.e., zero or close to zero), polyacetals (HS
3907), insulated wire and cable (HS 8544) and medicaments (HS 3004),
have stronger potentials for increased intra-trade, particularly between
Malaysia and Jordan.
Unfortunately, a thorough examination of Malaysia’s import tariffs on Jordan,
Pakistan and Turkey’s potential products is not possible due to
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unavailability of data (see Table 4). The only usable available data shows
Malaysia’s import of medicaments (HS 3004) from Jordan (in which
Jordan has comparative advantage) is already at zero tariff. However,
Malaysia’s import tariffs on UAE’s six potential products show that
tariffs are already below 10%, except for polymers of ethylene (HS
3901) at 18.05%, which is actually lower than Malaysia’s tariffs on
imports of the product from the world at 19.91%.

4.3  PAKISTAN – TOP IMPORTS AND INTRA-TRADE POTENTIALS

Similar to Jordan, petroleum and oils (HS 2709 and HS 2710) are the
top imports of Pakistan, constituting 24.65% share of total imports (see
Table 5). This is followed by transmissions apparatus for radio-telephony
(HS 8525), motor cars and motor vehicles (HS 8703), palm oils and its
fractions (HS 1511), and cane and beet sugar (HS 1701), with 6.37%,
2.98%, 2.57% and 2.37% import shares, respectively.

There are 18 products that show potentials for deeper intra-trade
activities in the case of Pakistan. Among its selected trading partners,
Malaysia has the highest trade complementarities with Pakistan in 9
products, followed by Jordan and UAE in 5 products each, and Turkey
in only 3 products. Malaysia possesses the highest comparative
advantage in palm oil and its fractions (HS 1511) as is the case with
Jordan earlier, with an IRCA of 51.73. Other products include automatic
data processing machines (HS 8471), synthetic filament yarn (HS 5402),
acyclic alcohols and their halogena (HS 2905), air conditioning machines
(HS 8415), mineral or chemical fertilizers (HS 3102), transmission
apparatus for radio-telephony (HS 8525), cyclic hydrocarbons (HS
2902), polymers of ethylene (HS 3901) with IRCA of 4.1, 2.54, 2.46,
2.17, 1.59, 1.55, 1.11, and 1.08, respectively.

Jordan has huge comparative advantage in the production of
diphosphorus pentaoxide (HS 2809) with IRCA of 110.42, followed by
mineral or chemical fertilizers (HS 3102) with IRCA of 49. To a lesser
extent, Jordan also has comparative advantage in mineral and chemical
fertilizers (HS 3105), air conditioning machines (HS 8415), and
medicaments (HS 3004) with IRCA of 6.33, 3.11 and 2.52, respectively.

The UAE shows trade complementarities with Pakistan in petroleum
oils (HS 2709 and HS 2710), gold (HS 7108), cane or beet sugar (HS
1701), and polymers of ethylene (HS 3901) in descending order. As
mentioned earlier, Turkey possesses further intra-trade potentials in only
3 products, namely in dried leguminous vegetables (HS 0713), flat-rolled
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products of iron (HS 7209), and gold (HS 7108), with IRCA values of
8.7, 1.24 and 1.14, respectively.

Four products are found to have more than one country possessing
comparative advantage in production. These goods are gold (HS 7108),
polymers of ethylene (HS 3901), air conditioning machines (HS 8415),
and minerals or chemical fertilizers (HS 3102). Among the 18 products
identified as having potentials for increased trade among the selected
OIC countries, three products are currently not being imported at all by
Pakistan from the partners (zero share of total imports from selected
OIC partners). Hence, for the 3 products: (i) mineral or chemical
fertilizers (HS 3105) has stronger potentials to be imported from Jordan,
(ii) mineral and chemical fertilizers (HS 3102) has stronger potentials
to be imported from Jordan and Malaysia, and (iii) diphosphorus
pentaoxide (HS 2809) has stronger potentials to be imported from Jordan
under the TPS arrangement.

An examination of the tariffs imposed by Pakistan on its imports
from Jordan of the identified potential products (see Table 6) indicates
that Pakistan can reduce its import tariffs on medicaments (HS 3004),
mineral or chemical fertilizers (HS 3102) and air conditioning machines
(HS 8415) from Jordan, which currently stand at 14.45% for the first
two and 24.99% for the third, higher than the tariff for imports from the
world, i.e., 13.91, 5% and 18.63%, respectively. Similar reductions in
import tariffs can also be implemented for imports of air conditioning
machines from Malaysia, which is currently at 20.69%, again higher
than Pakistan’s tariffs on imports of the product from the world. Import
tariffs on UAE’s petroleum oils and oils obtained from bituminous
minerals, other than crude (HS 2710) can also be reduced since it is
currently at 13.52%, higher than the targeted rate of 10%. Tariff data
on goods imported from Turkey are largely not available, but from the
few that can be examined import tariffs on the products concerned are
already below 10%, hence no further reduction is necessary based on
the TPS arrangement.

4.4  TURKEY – TOP IMPORTS AND INTRA-TRADE POTENTIALS

Turkey’s import structure is found to be more diversified compared to
Jordan, Malaysia or Pakistan in the sense that there is no concentration
in any one particular product. However, as with the other countries,
petroleum oils and oils obtained from bituminous minerals, other than
crude (HS 2710) still remains the most important import of Turkey with
a share of 3.02% of total imports (see Table 7). This is followed by gold
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(HS 7108), ferrous waste and scrap (HS 7204), motor cars and other
motor vehicles (HS 8703) with 2.84%, 2.39%, and 1.62% share of total
imports. Most of the products have a very small share of total imports,
with 42 out of the 50 products with import shares of lower than 1%.

As with Pakistan, there are also only 18 products out of 50 showing
potentials for higher intra-trade activities in the case of Turkey. Malaysia
demonstrates the highest number of products with trade
complementarities with Turkey, with 10 products having IRCA of
greater than 1. As can be seen in Table 8, Malaysia shows the highest
comparative advantage in parts and accessories (HS 8473), automatic
data processing machines (HS 8471) and air conditioning machines
(HS 8415) with IRCA values of 4.39, 4.11 and 2.17, respectively. Other
products include articles of jewelry (HS 7113), other furniture and parts
(HS 9403), electrical apparatus for line telephony (HS 8517),
transmission apparatus for radio-telephony (HS 8525), reception
apparatus for television (HS 8528), portland cement and aluminous
cement (HS 2523), and waste and scrap of precious metal (HS 7112).

Pakistan and the UAE have 5 each of products that complement
Turkey’s imports. Pakistan possesses huge comparative advantage in
the production of woven fabrics of cotton (HS 5208) with an IRCA of
42.93. This is followed by cotton (HS 5201), instruments and appliances
(HS 9018), polyacetals and other polyethers (HS 3907), and petroleum
oils and oils obtained from bituminous minerals, other than crude (HS
2710).  As for the UAE, these products are petroleum oils and oils
obtained from bituminous minerals, other than crude (HS 2710), gold
(HS 7108), unwrought aluminium (HS 7601), polymers of ethylene (HS
3901), and petroleum gases (HS 2711). Jordan only has comparative
advantage in 3 products, namely, mineral or chemical fertilizers (HS
3102), medicaments (HS 3004), and polyacetals and other polyethers
(HS 3907), with IRCA of 49, 2.52 and 1.17, respectively.

Out of the 18 products with intra-trade potentials, five products are
found to have more than 1 trading partners possessing comparative
advantage in the production of the good. In addition, five products also
are found to have zero shares of Turkey’s total imports from the OIC
partners, hence indicating strong potentials for higher intra-trade ativities.
Petroleum oils and oils obtained from bituminous minerals, other than
crude (HS 2710) has stronger potentials to be imported from Pakistan
and the UAE, medicaments (HS 3004) from Jordan, cotton (HS 5201)
from Pakistan, mineral or chemical fertilizers (HS 3102) from Jordan
and Malaysia, and acyclic alcohols and their halogena (HS 2905) from
Malaysia under the TPS arrangement.
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Turkey’s import tariffs on the potential products of individual OIC
trade partners (especially Jordan), unfortunately, are largely not available
for analysis (see Table 8). However, based on the few available data,
Turkey already has low (8% and below) import tariffs on the products
concerned. This is true not only of tariffs imposed on imports from the
individual OIC trading partners but also on imports from the world.

4.5 THE UAE – TOP IMPORTS AND INTRA-TRADE POTENTIALS

Unlike the other OIC countries under study where petroleum constitutes
one of their major imports, the UAE’s top import is gold (HS 7108)
with a share of 7.31% of total imports (see Table 9). This is followed
by articles of jewelry (HS 7113), diamonds (HS 7102), transmission
apparatus for radio-telephony (HS 8525) and other mostly manufactured
items. The majority of UAE’s imports (41 out of 50) are found to have
very low import shares of less than 1%. Based on the IRCA
computations, the UAE’s trading partners are found to have trade
complementarities with the country in 21 out of the 50 products.
Malaysia has the most number of products, i.e., eleven products that
can meet the import needs of the UAE. These are parts and accessories
(HS 8473), automatic data processing machines (HS 8471), air
conditioning machines (HS 8415), articles of jewelry (HS 7113), other
furniture and parts (HS 9403), electrical apparatus for line telephony
(HS 8517), transmission apparatus for radio-telephony (HS 8525),
reception apparatus for television (HS 8528), portland cement and
aluminous cement (HS 2523), waste and scrap precious metals (HS
7112), and polymers of ethylene (HS 3901).

Jordan and Turkey each has 9 products that meet the import needs
of the UAE while Pakistan has only 4. The products that shows IRCA>1
for Jordan are articles of jewelry (HS 7113), motor vehicles (HS 8702),
air conditioning machines (HS 8415), medicaments (HS 3004), other
bars and rods of iron (HS 7214), Portland cement and aluminous cement
(HS 2523), insulated wire and cable (HS 8544), other furniture and
parts (HS 9403), and structures (HS 7308). For Turkey, the products
are other bars and rods of iron (HS 7214), motor vehicles (HS 8702),
articles of jewelry and parts (HS 7113), portland cement and aluminous
cement (HS 2523), reception apparatus for television (HS 8528), woven
fabrics of synthetic filaments (HS 5407), angles, shapes and sections
of iron (HS 7216), structures (HS 7308), and gold (HS 7108).

Pakistan has high comparative advantage in the production of rice
(HS 1006) with an IRCA of 74.77. The other three products are portland
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cement and aluminous cement (HS 2523), woven fabrics of synthetic
filaments (HS 5407), and petroleum oils and oils obtained from bituminous
minerals, other than crude (HS 2710). From the 21 products with trade
complementarities, nine products are found to have more than 1 trading
partner possessing comparative advantage in the production of the good.
In addition, four products that currently constitute close to zero import
shares from the selected OIC members present stronger potentials for
increased intra-trade. Angles, shapes and sections of iron (HS 7216)
can be imported by the UAE from Turkey, motor vehicles (HS 8702)
from Malaysia, portland cement and aluminous cement (HS 2523) from
all four trading partners, and polymers of ethylene (HS 3901) from
Jordan.

Table 10 shows the 21 potential sectors for UAE and the
corresponding 2007 import tariff for each product. Based on the available
figures, UAE’s tariffs on imports from all four trading partners are
already very low, i.e., at 5% or lower, as is also the case for UAE’s
tariff for imports from the world. Hence, similar to Turkey, the TPS
requirement of tariff reductions to 10% is not applicable for UAE’s top
imports as well.

In general, it can be seen from Table 11 that products that are
identified as potential sectors for higher intra-trade activities form 20-
50% of top imports of the selected OIC countries. However, based on
the current import tariffs imposed on products of each trading partner,
not many of these potential sectors would require reductions under the
PRETAS system. A summary of these products is given in Table 12.
Since most products already have low tariff rates, the role of the TPS-
OIC in promoting higher intra-OIC trade through the existing scheme
of tariff reductions seems to be quite limited, at least for the five selected
countries.

In order to make the TPS-OIC system more effective, an additional
scheme should be introduced where tariffs that are currently between
zero to 10% have to be reduced to 5% and ultimately eliminated. In
addition, other measures to promote trade among these countries may
need to be formulated since there may be other obstacles to trade
other than tariff barriers such as logistics, non-diversified exportable
supply that does not meet international standards, lack of information
of markets and business opportunities, complexity of administrative trade
procedures, and inadequate and inappropriate financing instruments
Rachdi (2008). In such a situation, a more comprehensive approach
need to be undertaken that include the upgrading of infrastructure for
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transportation of tradable goods, more active and intensive trade
promotion activities, trade facilitation and the development of financing
instruments that are viable. This is where individual governments as
well as other instititutions or organizations under the OIC such as the
ICCI need to play a bigger role in the promotion of intra-OIC trade in
order for the OIC Free Trade Area and subsequently an Islamic Common
Market to be achieved.

5. CONCLUSION

This study investigates the extent of trade potentials among member
countries and in what sectors these trade complementarities exist. It
computes the Revealed Comparative Advantage (RCA) Indices on
Jordan, Malaysia, Pakistan, Turkey and the United Arab Emirates
(UAE), vis-à-vis their trading partners for the year 2006. In addition, it
examines whether the potential sectors would require further tariff
reductions in order to accelerate intra-OIC trade by analyzing the latest
corresponding MFN applied tariffs.

The analysis of the study found that products that are identified as
potential sectors for higher intra-trade activities form 20-50% of top
imports of the selected OIC countries. However, based on the current
import tariffs imposed on products of each trading partner, very few of
these potential sectors require reductions under the PRETAS system
as most products already have low tariff rates. Hence, in order to
make the TPS-OIC system more effective, an additional scheme should
be introduced where tariffs that are currently between zero to 10%
have to be reduced to 5% and ultimately eliminated. In addition, a more
comprehensive approach need to be undertaken by individual
governments and agencies under the OIC to address problems other
than tariff barriers that may present a hindrance to higher trade activities.
These may include the upgrading of infrastructure for transportation of
tradable goods, more active and intensive trade promotion activities,
trade facilitation and the development of viable trade financing
instruments. In view of this situation, the OIC is certainly undertaking
measures towards the right direction in terms of reducing tariff barriers.
However, a lot more will need to be done especially at the individual
country level. Without a strong political will collectively, such formal
measures at the OIC level may not be translated into actual
implementation which will render all the efforts towards an Islamic
Common Market simply futile.
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TABLE 12
Summary of Products from Potential Sectors with Tariff Rates

Higher than 10%

Country Trading 
Partner 

HS 
Code Product Description 

Jordan Malaysia 1511 Palm oil and its fractions 

 
 8525 Transmission apparatus for radio- 

telephony, etc 
  9403 Other furniture and parts thereof. 
 Pakistan  - 
 Turkey 6908 Glazed ceramic flags and paving 
  7113 Articles of jewelry and parts thereof 

 
 8418 Refrigerators, freezers and other 

refrigerating or freezing equipment 

 
 8702 Motor vehicles for the transport of ten or 

more persons 

 
UAE 1701 Cane or beet sugar and chemically pure 

sucrose, in solid form 

 
 2710 Petroleum oils and oils obtained from 

bituminous minerals, other than crude 
  6908 Glazed ceramic flags and paving 
Malaysia Jordan  - 
 Pakistan  - 
 Turkey  - 
 UAE 3901 Polymers of ethylene, in primary forms. 
Pakistan Jordan 3004 Medicaments 

 
 3102 Mineral or chemical fertilisers, 

nitrogenous 
  8415 Air conditioning machines 
 Malaysia 8415 Air conditioning machines 
 Turkey  - 

 
UAE 

 
2710 Petroleum oils and oils obtained from 

bituminous minerals, other than crude 
Turkey Jordan  - 
 Malaysia  - 
 Pakistan  - 
 UAE  - 
UAE Jordan  - 
 Malaysia  - 
 Pakistan  - 
 Turkey  - 
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ENDNOTES

1. The Agreement was signed by seventeen countries, namely, Bangladesh,
Cameroon, Egypt, Guinea, Iran, Jordan, Lebanon, Libya, Malaysia, Maldives,
Pakistan, Senegal, Syria, Tunisia, Turkey, Uganda, and the United Arab Emirates
(UAE).

2. Members of the Trade Negotiating Committee for establishing the TPS-
OIC excludes Maldives.

3. The MFN applied rates are selected in this study since it is the base rate
to be used to monitor the tariff reduction process as stated in Article 2 (General
Provisions) of the Protocol on the Preferential Tariff Scheme for TPS-OIC
(2005).

4. Other indices include the Comparative Export Performance (CEP) Index
as in Serin and Civan (2008), and a variation of the IRCA called the Normalized
Revealed Comparative Index (NRCA) as proposed by Yu, Cai and Leung (2009).

5. The analysis is confined to available weighted average Applied Tariff
data obtained from the United Nations TRAINS database, which is currently
the most comprehensive and up-to-date data source on tariffs.
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