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MACROECONOMIC TRENDSIN THE WORLD ECONOMY:
WHITHER REGIONAL ECONOMIC INTEGRATION?

Dr. Masudul Alam Choudhuryl

The efficacy of the macroeconomic approach to regional ecenartegration is
guestioned in the light of the many microeconomic issuesatieapresently embedded
in global regional integration. The policies of the World Tr&aiganisation in concert
with the Bretton Woods Institutions are investigated in a ggsgstems framework to
bring out the problems associated with the overly monefaiggl and trade policies
orientations of these institutions. The economic futofesembers of the Organisation
of Islamic Conference are highlighted in the context of glaleaional economic
integration under the policy auspices and perspectivégediorld Trade Organisation
and the Bretton Woods Institutions.

1. OBJECTIVE

Our principal objectives in this paper will be fits delineate the comparative
state of the economies of regional groupings overedod of time and in

respect to each other. From this we will derive features of trade and
development under macroeconomic policing and theeetations this holds
for regional economic integration in the near fatuiSecondly, in the

perspective of such a study we will examine a gareguilibrium framework

for analysing the expected effects of the policfsthe World Trade

Organisation on the development futures of regiesahomic integration. Our
major economic groupings will be the Industrialisgalintries, the Developing
Countries, the primary exporters including oil estpes and exporters of
manufactures. An aggregate state of the membertheofOrganisation of

Islamic Conference (OIC) within these categoriel$ g studied.

Among the kinds of macroeconomic policies we wilamine are a
combination of fiscal and monetary policies foregrial sector stabilisation.
On the balance-of-payments side and relating tliils @conomic growth and
development, we will examine movements of tradmérchandise and capital
as a result of a combination of interest rate atwh&nge rate variations. Such
variations will be shown to be volatile in the wbdconomy today, causing
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instability in the developing countries and advee$fects on the terms of
trade. Thus, even in the face of trade liberalisatll the world over, we will
notice that hidden tariff-like effects (e.g., na@mif barriers) disparage the
growth potential of the less developing countrielse primary exporters get
locked in this cycle of impoverishment and balantgayments instability.

2. REGIONAL ECONOMIC DEVELOPMENT AND INTEGRATION

We open our discourse with the question: What carexpect to be realised in
regional economic development and integration? he tcontext of
macroeconomic policing, regions are integrated ttwgre by policy co-
ordination affecting the flow of merchandise angita in ways that sustain
non-inflationary economic growth and hopes to psEmaggregate social
welfare. In an ideal sense of socio-economic deretnt, we should expect
that these two goals, namely, attaining econommwtr (efficiency) and
distributive equity, are to be complementary toheather. Under such a
criterion of integrated goals, macroeconomists Havesometime now spoken
of optimising an aggregate version of social welfaased on growth rate,
inflation rate and unemployment rate, subject taiming desired conditions of
price-stability, unemployment target, balance-ofmpants stability and non-
inflationary growth targets (Gordon, 1967). To & of variables in the
macroeconomic social welfare function we can atssuide the consumption
variable to account for sustainability. The constiompvariable can then be
interrelated with the other ones mentioned abovedhaus & Tobin, 1972).

Yet the above will not be a complete picture, asdl, monetary and trade
policies should be included into the social welffwaction to extend the
generic interrelationships. Regional economic dgwelent in terms of
economic integration would then be defined as &g®® of co-ordinating the
macroeconomic policies to meet certain targetsoofirounal social welfare.
There can be two approaches to this kind of maom@nic co-ordination
(Guth, 1988).

In the industrialised countries today we find ttie geographical concept
of region has been used to establish uniform catin in NAFTA, EC and
in the milieu of policy-making by the Bretton Woolthkstitutions. But the latter
case along with the now founded spheres of inflaestich as APEC and
IMF-World Bank-led privatisation and the WTO-lethdralisation efforts, has
opened up the concept of regional developmentenggographical sense to a
wider sphere of global influence by the same setmaftcroeconomic co-
ordination policies. In the latter case we findtthlaveloping countries and the
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transition countries are being swayed to join ie borderless world of trading
and resource relationships.

What happens in such a milieu of macroeconomic rdmation?
“Globalised” regions are not simply geographicalitees but a part of global
capitalism, which Heilbroner tells [us] is a penpging relationship in
resource control, management and ownership for naglagion of capital
(Heilbroner, 1985). Within this entirety, such ihstions, policies and
programs are enacted that can sustain and perpéhgatapitalist relationship.
Global capitalism is thus born as a politico-ecoimoBystem of relations on
the basis of the extended domain of its institigi@md resource control for
sustaining ownership and the formation of capital.

The physical idea of geographical regions now bexsom@ medium for
realising the relations of global capitalism. Woflchde Organisation and its
supportive Bretton Woods Institutions can then éensas being mobilised by
such a vision of the capitalist ego through the afsthe geographical idea of
region. The entire concept of region with the néglobal capitalism has thus
become numinous (The Commission on Global Govemal295).

3. REGIONAL ECONOMIC INTEGRATION UNDER THE IMPACT
OF MACROECONOMIC POLICIES

Macroeconomic policies are formulated by centrdligestitutions] authorised
to mobilise the capitalist ego. Institutions thatriulate and are guided by and
used for implementation of such policies must dsoequally driven by the
same capitalist fervour. The Idea of capitalismtiis milieu of global
transformation now forms the preferences of all $hb-cultures. Money for
example, is now seen as an aggregate commoditgdpbyg interest rate and
made unstable by the combination between intestst-and exchange-rate
volatility. Fiscal policy is now entrenched in deemg tax burden and
declining purchasing power, lower economic welfa¥@t there exists a
tenuous relationship between general tax revenued &utomatic”
stabilisation of unemployment. The case of indaisied countries shows that
there has not existed a positive relationship betwiex burden and declining
unemployment rate (Supply & Services Canada, 198he relationship
between tax burden and globalisation remains un@eeording to research
done at the IMF (IMF Survey, May 26, 1997).

3.1. Monetary Policy Effectson Price Level, Output and Employment
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The fact of the matter is that money as construeecbnomic theory and as
the capitalists would like to extend its mighty swi indelibly determined by
interest rate. That is, an increase in interest\watuld increase the willingness
to supply money by financial intermediaries, bull wonstrain the demand for
funds. Returns on real capital will fall and thidllwdecrease the volume of
funds to be held in investments. Thus, increasiolgimes of bank deposits
will increase savings but not investments. Consefiyle a permanently
depressed real sector activity pervades in a degpisconomy as uncertainties
abound around the points of interest rate and giembf money. Decrease in
monetary demand condition and real investmentsesaligher unemployment
to prevail. A higher willingness to supply fundshagh rates of interest met
with lower demand causes a permanent uncertainty infifationary
expectations. The monetary side of the balancetsbledrms suggests a
structural trade-off between unemployment and degel.

Even in the long-run, which though is not an obable case, the natural
price-level and unemployment rate cause the aggreggpply curve for output
to be inelastic. Now the real output is found taypho role in productivity
gains and resource mobilisation (of both labour eeyuital). Consequently, an
economy always yields to fatigue and saturatiothatfull-employment level.
Even the long-run expectation of uncertainty, astineed above, makes the
full-employment point to be distanced. The ressltai family of uncertain
inelastic aggregate supply curves at randomly isgiffull-employment points
of output. A very sensitive contributor to such eriain conditions of full-
employment is speculative expectations generatezkbgss demand for goods
and services.

The bond market now becomes floated by uncertaiataghat inflate the
market for securities but run the risk of liquideti Money comes into the
economy as a result, but no real sector activiieir. This causes prices to
increase under the monetary impact of speculatsseta transacted in the
financial sector. Yet the financial sector and teal sector remain delinked.
This is a feature that has not been accountechftitd usual Keynesian model
of aggregate demand. Consequently, the magnetisafioisky assets in the
aggregate demand function causes the full-unemmaymoint of output to be
unrelated to productive income multipliers. The menmmultiplier works
intensively by the force of multiple credit expamsi but the generated volume
does not finance real sector activities.

3.2. Combining Monetary Policy Effectswith Fiscal Policy Effects
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The real sector fatigue, caused by speculative dérfa money and random
family of aggregate demand and aggregate supplesurcauses an unstable
relationship for the long-run trade-off between latibn rate and
unemployment rate. This kind of objection to a corabion of monetary and
fiscal instabilities has been made by the accetenst hypothesists and the
monetarists (Sawyer, 1982; Choudhury, 1994). Sostabilities increase with
the force of rational expectations as aggregateaddnand aggregate supply
curves now tend to escape their proper identificaproperties. No effective
macroeconomic forecasting and policy co-ordinatan then be read off the
plethora of expected full-employment points thatvnemerge (Turnovsky
1995; Brown & Hogendorn, 1994a; Minford & Peel, 398

Now if we are to introduce open economy relatioastiie aggregate
demand and aggregate supply, output, employment ande-level
interrelationships, we obtain similar results. Exape rate mechanism joins
with interest rate policies to further de-stabilibe economic activities from
the monetary side of the balance-of-payments tablgon this, uncertain
movements of capital by their varying mix between portfolio investments
and net direct investments combine in the capitabants balances with the
monetary balances to affect reserve requirements apen-market
transactions. Consequently, the activation of thredls markets and the selling
of currencies through methods such as swaps anttagdy completely de-
stabilise the open economy.

Take for example the two-gap theory of internatiom@de. It is
theoretically claimed that the saving gap is firmthby trade surplus. Yet as
the saving gap increases, the absorption gap (@a&pebn potential output and
aggregate demand) increases. This leads to lowezlsleof economic
equilibrium and can increase the trade deficitsndde a negation of theory
occurs (Brown & Hogendorn, 1994b). But theory retuto support the fact
that now a continuing trade deficit and unmet it demand will appear.
Increasing trade deficits will carry with them iresing budget deficits. In
other words, increasing savings gap if financeermnlly, will run the risk of
increasing the twin-deficits--trade deficits anddget deficits (Bergsten,
1988). Budget deficits increase by a trade-off pérgling and financing
priorities between the private sector and the pubéictor (Bayoumi, 1990).
Private sector priority requires lower taxes, matrly lower corporate taxes
and lower effectiveness of “automatic” stabilisatim times of deficits and
unemployment. Now the budget deficit worsens.

On the other hand, with the priority on public secspending and
financing, taxes must increase. But subsequertiby résulting of output de-
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multiplier, will cause lower incomes. The resuliiigher absorption gap and
possibly adverse trade deficits.

The two-gap consequences need to be filled in lgrealising debts,
liabilities, monetary reserves and entering underacondary capital markets.
Each of these is a sensitive function of the tetmactures of many varying
interest rates and exchange rates with these betiexgwined. Thus, instability
is intrinsic in the financing of liabilities and metary movements by the very
nature of the pricing conditions on capital and doethe delink of the
monetary sector from the real sector. This is #renanent and inherent nature
of the global capitalist order both by virtue f ihilosophy and transactions.
Macroeconomic policies and programs are now in rpgigal dilemma. As
much as they would like to stabilise the open-econtransactions, the very
nature of assets transacted and the instrumentnaficing them, cause
instability to occur (Mehmet, 1995).

4. SOCIAL WELFARE AND REGIONAL ECONOMIC INTEGRATION

At the end, what is the status of social welfarethie context of regional
integration? Growth is either of the two kinds--rAofiationary with
unemployment; or where social spending is encogkagjeere inflation is
always a looming fear, or taxes and deficits remrampant. Between these
two conflicting ends of monetary and fiscal policyregional co-ordination
globally, economies are required to yield to a priéed choice. In capitalism
it is always the first one against the second #lise effective privatisation
and liberalisation for meeting the ends of cagtaumulation. A lack of other
visions limits alternative analysis (Heilbroner &lberg, 1995).

This kind of transformation process has deep impibbms for theory,
policies and programs in macroeconomic co-ordimatim turn, regional
economic integration gets affected by differenceshie effects of economic
growth and development, structural properties axmpenous policy effects
premised on interest rates and exchange ratessddial welfare function of
economic integration becomes a lateral aggregation system of regions
driven by its own internally coherent set of stisgand specialisations. Such
a comparative cost advantage doctrine is yet anethg of viewing that the
world economy is made up of geographically homogsnegions within, but
are differentiated among themselves. The net resfiltsuch regional
development is the formation of customs unionsteetmn thus abounds even
though there is a cry for trade liberalisation.sTbase is particularly found in
the case of EC and the US-China trade relationgthipsichler & Kennedy,
1994).
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On the side of a theory of economic integratiombgl instabilities of
macroeconomic co-ordination mean that the aggregaieial welfare
maximisation subject to the conditions and constsaas mentioned eatrlier, is
impossible. Along with this methodological questiamises the issue of
preference formation in the polity and internatiofiaancing institutions.
Here we find that prescriptive optimal states cdotgce mobilisation and
market arrangements based on competing behaviougrawth orientation for
capital accumulation are self-defeative of sociall\dweing. Social welfare is
then a concept that is opposed to the conceptailswell-being. The former
is based on a macroeconomic trade-off between egengrowth and
distributive equity; the latter is premised on m@exive complementarity
between these two goals (Choudhury, 1997a).

On the side of institutions both domestic and ima¢ional ones, we find an
attitude of increasing dominance in the politicomamic affairs of nation
states. In this regard, we find today the cas@@fMF in promoting sweeping
privatisation in the transition countries and Ras@orensztein, 1993). We
find the increasing presence of the US in promottgnomic integration
among the Sextet Region in the Middle East RegiGho(dhury, 1996;
Awartani & Kleiman, 1995). Large corporations demhgrotection of their
property rights in developing countries to step thpir operations. In the
attempt, some of the most devastating environmeahggkavation has been
caused by multinationals (Korten, 1995).

Apart from these political effects on developingietiies, there is also
economic dominance. In this regard (Barber, 1992jefh's dependence on
western technology gave rise to a rentier econantieé resource sector, with
share capital of foreign multinationals rangingnfr®1-74 per cent. Through
the introduction of Western modes of productionNigeria, foreign direct
investments turned Nigeria into a monetised econamy credits. This
subsequently caused immense amounts of externdb defd inflationary
pressure, and bonded Nigeria to the vagaries ofettmgenous financial
policies (Mikailu, 1997). Historically, we have tlexample of the Ottoman
World, whose external debts were monetised by thlen@l powers. This
caused hyperinflation and serious insolvency ingheate sector (Garraty &
Gray, 1982).

On the policy side, we find that the combination inferest-rate and
exchange-rate mechanism has caused unpredictablenmmeats in the
recipient countries of loan capital and direct stweents. In Figure 1 we show
that recipient countries will always find themsel\at the mercy of the policies
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as these are enacted through any of the multipdémes of interactions
between (high, low)--interest rates and (high, le@change rates
(Choudhury, 1996). Such multiple regimes are ingigeby the intermeshing
of arrows as shown. The leverage of variabilitysirth policies remain in the
hands of the financing countries and by the distafesuch countries through
their financial multinationals operating abroad.eTfinancial uncertainties
intensify with increasing separation between timariicial sector and the real
sector. This is precisely the function of exogenmosney and monetary
policy. They equally randomise all those assetsttiey so monetise.

5. PERSPECTIVES ON MONETARY POLICY WITH THE
UNCERTAIN STRUCTURE OF PRIVATE CAPITAL FLOWS

The entire series of interactions in Figure 1 i3 tomplex to cover here. But
we can examine a few. The extent to which FDI fiavand out of net direct
investments or net portfolio investments is a fiorcof interest rate (i) and
exchange rate (e) combinations shown in Figure He Tatio, (i/e), can
increase, decrease or stabilise by all kinds ofhgbs in interest rate and
exchange rate--only the relative magnitudes matieus, when interest rates
as well as exchange rates increase, the relatigmitnde cannot predict the
precise flows of private capital. Then too, it readtin which areas the net
direct investments component of total private adpitiows. Net direct
investments are enhanced by lower interest ratek hagher yields; net
portfolio investments are enhanced by higher isterates except in the case
of equities.

On top of these effects on total private capitalvB, monetary policies
will also exert their due influence. Higher intdrastes for purposes of
controlling money supply can lead to an increaseenportfolio investments.
This flow will be used to balance off external d&@8 occurring both in the
current accounts and capital accounts. Now to leaweey supply unchanged,
central banks can sell foreign reserves as tredsillsyto buy back domestic
currency through open-market transactions. In thenomarket operations
transactions occur between commercial banks; thdralebank does not
intervene.

In the face of globalisation, an increasing poptyaior such modes of
transactions are making the commercial banks adtivdetermining active
monetary policies. Consequently, there is a highk im allowing speculative
assets to flow in the midst of such transactiongchSprivate capital flows
contribute to the uncertainties of monetary pol@y stabilisation matters.
Private capital flows thus become susceptible tohstisky capitulations
(Axilrod, 1996).
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Furthermore, as increasing interest ratgsgliong with increasing exchange
rates (g) cause private capital flows into net portfoliovéistments with
increasing private sector financial activity, theomatary volume does not
change; only the monetary sector equilibrium shatth the shifting money
demand curves. It simply changes with levels g&fii To the extent that net
portfolio increases speculative assets, the ddigtkveen the financial sector
and the real sector will continue. This will antig effectiveness of monetary
policy on productivity and real output through anome multiplier. One notes
that our disaggregation of total foreign direct @stment into net direct
investment and portfolio investment has caused angd in the Mundell-
Fleming theorem relating to the effectiveness ohetary policy with flexible
exchange rate and high capital mobility (Mundefi63).



Figure 1
Unpredictable Movements in Interest-Rate and ExgedRate Regimes and Their Effects on Foreign Direastment
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6. EFFECTS OF UNCERTAIN PRIVATE CAPITAL FLOWSON
REGIONAL ECONOMIC INTEGRATION

The instability caused by uncertain and uncontbbdavariations in (i,e)-FDI
relations causes serious difficulty in co-ordingtimonetary policies within
regional integration. It is then absolutely difficuto co-ordinate

macroeconomic policies inter-regionally without aridg high levels of social
cost caused by shifting resources from the reabsectivity--as manifest in
improving current account balances--to speculatagivities involving

uncertainties in the capital and monetary accobatances. Rising deficits,
liabilities and insolvency now de-stabilise the mmmic conditions as they
also reduce aggregate social welfare.

Regional economic integration, either in the formt@ding blocs or
globally has thus become a painful experienceteriagional competition and
intraregional economic inefficiencies. The nasceagional capital markets
have been perennially subjected to unsustainabferpgance in the face of
exogenous financial and monetary policies.

Ariff (1997) points out that the rates of changesirare price indexes in
Muslim countries' capital markets have remainedtiel between 1980 and
1991. Besides, a cursory examination of the Kualenpur Stock Exchange
performance shows that high interest rates in dloe bf stable exchange rates
have been associated with unstable private cafbitals (Economic Report,
1994-95). The Seventh Malaysian Plan points out fimancial volumes in
KLSE have increased due to derivatives and deltuiments in the form of
bonds and equities. While equities can provide sdmelging against
speculation, bond and derivative markets are higsky (Govt. of Malaysia,
1996). We see that although KLSE is providing gevavestors with much of
their investible funds, yet the speculative finahatructure of these resource
flows is fraught with overheating and uncertainty.

Speculative financial items lead to competitionattracting funds to the
regional capital markets in South-East Asia. Coneatly, there is no
indigenous policing of capital market instrumentsept to submit to global
patterns and pressures. In such kinds of competipgal market instruments,
many of the alternative forms of financing devele@minon a regional basis
and for improving the communal social welfare apst.| Kader and Ariff
(1997) point out that marginalisation of alternatiforms of communal
financial instruments for regional development twdfered in Malaysia.
Islamic financing in Malaysia has come to face safitsve competition from
the conventional financing sector.
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7. BRINGING TOGETHER THE MONETARY, FISCAL AND
DEVELOPMENTAL INSTRUMENTSFOR REGIONAL ECONOMIC
INTEGRATION

Consider the following sequence of interrelatiopshi
(m.fli.e]; - (S.Nli.ef - (X.M)[i.e]; - (G, T)[i.el - (D.KA)i.e]; - (P.U,Y)[i.el, (1)

where, (m,f) denotes a combination of monetary &mj fiscal (f) policies,
both depending upon (i.e) combinations. Such a comdependence of the
variables is shown by the [.] bracket outside.

(S,I) denotes savings and investment schedule sigaive saving gap.

(X,M) denotes export and import schedule showirgy ¢hrrent accounts
balance (deficit).

(D,K,A) denotes debt, capital, asset schedule sipitie interrelationship
among capital accounts (D), monetary reserves ié)capital flow (K).

(G, T) denotes the government expenditure and taenwe schedule
showing the fiscal relationship to monetary policthrough the
interrelationships among (S,1)[i,e] and (X,M)][i,e].

(P,U,Y) denotes the price (P), unemployment (U) aatbut (Y) schedule
showing the macroeconomic social welfare relatignamong these.

- denotes relationships from one level to another.

j denotes countries within a region. Alternativeljese can denote the
regions in a globalising environment.

Regional economic integration must mean that @tat{l) must be
aggregated in some appropriate way to represeatdination of the policies,
programs and outcomes in the region or world asalev In the case of Free
Trade Agreements, the aggregation of (1) is possibly within a region but
not outside, as common import tariffs are impos®dustoms union would
also experience a similar limitation in aggregatiéncommon market will
attain a greater degree of aggregation to includseility of capital and labour.
This would be specified in the communal social asdf function. An
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economic union stands for effective co-ordinatidntlee entire sequence
shown in relation (1). But the aggregation is stithin a regional bloc.

Since all facets lead to a limited domain of aggte, extending relation
(1) to the world would mean a lateral aggregatibrthe more interactively
integrating regional blocs. Lateral aggregation smicial welfare indexes
implies that competition and individuation amongfatient trading blocs will
necessarily exist. Thus, the policies and programSAFTA and EC would
jointly compete with Southeast Asian countries. dHisrwhere the exogeneity
of interest-rate and exchange-rate mechanisms kecson precarious to
financial instruments of global governance. We hadiscussed the
developmental predicaments and uncertainties agsdcivith such regimes.

The other way is to induce other regional tradingpcd into a
comprehensive trading bloc. Here the world-systémuwocentricity prevails
and global capitalism flourishes in such a venuéh® detriment of social
well-being (Amin, 1989). The implications of randofhe)-regimes are
increasing costs of protectionism, standardisafeg., structural adjustment)
and marginalisation of social well-being in the daaf interregional, and in
adverse cases, also of intraregional competitiash lregemony (Frey, 1984;
Ansari, 1986). Such costs increase astronomicallyha variables shown in
relation (1) become increasingly interlinked. Wevdnanoted this during the
lost decade of development in the eighties (Raymd@€1) due to the adverse
shocks caused by roller coasting of high interats, exchange rate volatility,
IMF-World Bank conditionalities and debt burden.

During the nineties, we noticed the gradual erosibGATT policies to
reward developing countries with market accesshdrigprotection of their
agricultural goods and textiles, and guaranteeihg flow of cheaper
technologies (Agosiret al, 1995). What then has the future in store for a
better economic integration of the world for a éetprospect of regional
economic integration? We will have to examine thissees and problems in
the light of the policies and programs of the Wdrtdde Organisation.

8. GENERAL SYSTEMS OF TRADE AND DEVELOPMENT FOR
REGIONAL ECONOMIC INTEGRATION UNDER THE WTO
POLICIESAND PROGRAMS

Much has been written on the economic effects olONDlicies and programs
on the developing countries. These studies hawntdte form of commodity
specification, sectors and institutional implicagoof WTO policies and
programs (Multilateral Trade Organisation, 1993atiStical, Economic and
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Social Research and Training Centre for Islamic r@ges & Islamic Centre
for Trade and Development, 1994; Naqvi, 1994). ¥etre has not been a
general systems-oriented socio-economic analysig hew the WTO policies
and programs will affect macroeconomic activities.

In what follows, we will once again invoke relati¢th) in the light of the
WTO policies and programs to deduce the expectsdlteeon economic
development, social well-being and regional ecomomiegration for the
developing countries. Our particular regional amdlgical groupings are
chosen for the following reasons: In the develogingntries, we do not find
established forms of regional economic integratithgugh most countries
have an express commitment to promote intercommumatle and
development (Weiss, 1986). No effective policy cdhoation among
developing countries has occurred, as all of thesmd to follow the dictates of
the Bretton Woods Institutions and now of WTO. intional trade and
disparate levels of development among developingnttes have caused
intensive competition among them to gain accessNawthern Markets
(Feldstein, 1988).

The absence of well-established regional econom@upgngs causes
problems of intercommunal competition to gain ascis Northern markets.
This marginalises the inter-communal economic solig and makes the
developing countries prone to the gains and logses WTO in differentiated
ways. For the above reasons, when we invoke tree efleegional economic
integration for the developing countries, we willeam the milieu of
geographical and macroeconomic co-ordination imdplie@ economic
solidarity.

Our general-systems analysis of WTO policies amgjams hinges upon
simulating the social well-being given in (1) wittne additional input of two
further variables. These are the policy vector tiethdoy x, and sustainability
criterion variable denoted by c. The constraintthefsimulational social well-
being criterion are the policy-state variables firgationships shown in (1).
On the side of output, prices and factor mobilite will also include the
production function, say, Y = F(K,L,X)[i,e], wheredenotes the policy vector,
x=(m,f,D,G-T)][i,e]. In the context of economic uniand common market, we
must also consider factor mobility to be functidpaletermined by current
account balances (X-M) and capital account bala@8d}, with investment |
being determined by both Y and K. These variabhesiin are simulated by
the impact of x.
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The appearance of (i,e) for all of these varialle=ans that this policy-
pair remains exogenous to the socio-economic donditand policies of
developing countries. They are determined by thett8n Woods policy
enforcement or by the financial multinationals eveloping countries. This
argument follows what we have argued above: Thaiogeup of the world to
global capitalism has dichotomised it between reattor activities and
financial activities. Global real sector developtsesre now entrenched in the
developing countries and the transition countr@mbal financial activities
are controlled by the industrialised countries. tenomenon of shifting
industries from the industrialised countries to deseloping ones is known as
de-industrialisation (Gardner, 1988). The accuneddlight of capital from
the developing countries to the industrialised omesa well-known fact
(Lessard & Williamson, 1987).

Figure 2 shows how the interrelationships can begeged with the WTO
policies and programs, given the exogeneity of(tle instruments affecting
developing countries. The directions of the arromdicate how the primary
effects flow into the next set of variables andtiens.

For instance, all of (Y,P,U,c,x) enter the sociatlivbeing criterion.
However, also consideration of sustainability (o)l @ational policy vector are
required to meet the joint WTO-IMF-World Bank goatd economic
stabilisation (P,D,G), structural adjustment (Yyateficit reduction (D,G,T).

The WTO-policies and programs around TRIPs, TRIG&Ts, GSTP,
MFN, MFA, subsidy and countervailing, will influeache (c,x)-policies to
qualify the flow of capital and the allocation dcdipital into certain required
sectors (agricultural, manufacturing, servicestilie, tropical commaodities,
primary resources etc.) and towards using certaiigenous technology and
resources (K,L). Factor utilisation will become r@asingly important with
growing regional economic integration and with thelusion of GATs in
world trade.

Such an utilisation of factors, subject to the Xcanstraints, will
determine Y in the production menu. But the promurcimenu itself is also
determined directly by (c,x). (K,L) as factors mduction are also in turn
determined by the derived demand function in Y.

The derived demand as also the intensity of imp&a¢K,L) on Y, will be
influenced by export-led growth (X,M). This will efluenced by the policies
of MFA, MFN, Trade liberalisation, non-tariff baers, subsidies and
countervailing measures and market access. ThaitoMtpvill then generate
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the exports (X) and the demand for imports (M). Télationship between the
current account balance and Y is two-ways, as shown

The state of the factor markets through the abegeences of interactions
will determine employment (hence U). Here the petof TRIPs and TRIMs
governing sectorial allocation of FDI and as inflaed by (c,x)-policies will
influence factor markets. Capital mobilisation wiflus influence (S,I). The
unemployment rate so obtained will have its traffeadth the inflation rate

(P).

In the entire general system, we note that (i,décigs that are formulated
by industrialised economies remain exogenous twaihbles and relations.
This is the key to the study of the WTO impact evaloping countries, as the
(i,e)-policies impact upon the general systemsatdeis, the WTO policies and
the dispute settlement systems.

The following legend holds for Figure 2:

GATs: General agreement in services; MFA: Multiéitagreement; MFN:
Most Favoured Nations Clause; NTBs: Non-tariff s; TRIMS: Trade
related investment measures; TRIPs: Trade relatetléctual property rights.

8.1. Endogenous Variables

a. all WTO-IMF-World Bank policies and programs; BRIPs, TRIMs,
Economic Union; c: continuation of (b); d: policynpacts on u (TRIPs,
TRIMs, subsidy); e: market access, private capit@avs (TRIMs, MFN,
currency devaluation, primary and manufacturing tasy, f: price
stabilisation; g: stabilisation effect on social lfaee function, SW; h:
privatisation and liberalisation effects on SW;effect of (h) on economic
growth; 2: derived demand for factors; 3: potentaitput generation; 4:
economic growth effect on SW; 5: market effectaiqefficiency-equity trade-
off); 6: the (u,p)-trade-off; 7: domestic policyfefts on SW (hence responses
to policy effects from WTO and the industrial caugs); 8: trade effects on
SW (all WTO policies and programs); 9: domesticiqoleffects to market
transformation (effect of WTO-IMF-World Bank poles and programs); 10:
price stabilisation in the external sector (all WINIF-World Bank policies,
terms of trade).

8.2. Exogenous Effects
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Perturbations caused in developing economies by itherest rate and
exchange rate mechanisms of industrial policies.

Note that double-directional arrows denote endogsnecause-effect
interrelationships in a simulational general systemodel. Only the (i,e)-
policies remain exogenous in this system.

9. ANALYSISOF THE GENERAL SYSTEM IN THELIGHT OF WTO
POLICIES

Many different scenarios of simulations can be used, as these arise from a
combination of interactions among the WTO policéesl their impact upon
the variables of social well-being through (c,xuenm the exogeneity of (i.e).
Greater complexities arise, as the interactive cgolimpacts influence a
combination of socio-economic variables and refetias mentioned above.

Furthermore, with the relations shown in Figure éhating a region or a
country within a regional bloc, the problem of aggation reappears. Here the
disparateness of the member countries does nat &loa uniform impact of
the WTO policies throughout the region. Therebyigue simulation results
cannot be expected even within a region or econgnaigping. If the countries
are to be grouped as follows: the least developigcultural countries, the
middle income countries with primary exports, naifuexports and
manufacturing exports, and the higher income d@wetp countries with
primary fuel exports, capital exports (loans, gsam@ind FDIs -- then the study
of regional economic integration as an intercomrhgmacess in the general
system analysis suffers.

We will take an example here to substantiate sontbeoeffects of WTO
policies and programs in the general system showkigure 2 for developing
countries. We will consider the case of uncertanmiginations between
interest-rate and exchange-rate mechanisms in #dium run and deduce
from Figure 1 that private capital flows may ingear decrease as a result.
Private capital flows will increase in net portfbinvestments as interest rates
in developing countries increase and attract chipit@ws (Kenan, 1985).

High exchange rates produce an opposite resulhdbdirect investments
decline as export orientation declines. Now a wurgg of current account
balance is financed by an improvement in capitabant. Monetary account is
relieved from use, but net portfolio investments anobilised through the
private financial markets that are increasinglyeeing risky portfolios. Hence,
economic uncertainty and instability increases. &tary policies in attaining
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price stability lose effect. On top of this, anypgram by governments and the
private sector to get into higher aggregate dematithulation, fuels

inflationary pressures. Thereafter, private capftalvs draw down on all

outlets. This ebb and flow of net direct investrsemnd net portfolio

investments, alternate randomly, as regimes oj-¢penbinations alter and
interrelate.
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Figure 2

General Systems of Interrelationships in Regiontddration under WTO
Policies

49
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The sustainability variable c as well as the effectess of x-policies are
weakened. The transmitted instability in factor ket¢s for (K,L), cause
instability in the product market (Y,X,M). To cootesuch a situation,
developing countries, particularly the agricultuaad primary producers, need
infant industry protection and diversification daétrprivate capital flows into
resource-based real sector developments, freer etnaskcess for the
agricultural and primary exportables, and lowert deshnologies as well as
locally patented rights and trade marks. Thesasarees that lead to intensive
dispute settlement mechanisms, as TRIPs and TRiBlsizable to deal with
such preferential treatment of the developing ceestin the face of MFA,
trade liberalisation in merchandise and capitabioFDI mobilisation cannot
thus be guaranteed under the adverse situationamithpossible WTO policy
corrections.

The given WTO policies and programs thereby fail daoest the
plummeting terms of trade of agricultural and priyneommodity producers.
Sufficient export revenues cannot be raised fromketadriven transactions,
and (i,e)-variations permanently de-stabilise tkemnomies.

Consider next the case of developing countries hia process of
industrialisation by developing their indigenous nmfacturing and service
sectors. Here at least two WTO policies go agaihsin. First, non-tariff
barriers, according to which can be determinedctiraposition of local and
foreign value added in manufacturing by surveil@ameechanism, can define
the text of exclusion of these developing countriEagoyment of GSTP.
Subsequently, increasing tariffs on value-addeddgaexempted from GSTP
will receive the usual tariff-levies under WTO. Kmiog that much of the
world trade on manufactures takes place betweemthsestrialised countries,
the newly industrialising developing countries Viilld themselves against the
odds of intensive protection by EC and NAFTA Freade Areas.

On the other hand, a liberalisation of trade in ufiactures and technology
opens up trading highways for importing developioguntries. Such a
situation with GSTP revisions and the skewed natfrevorld trade in
manufactures and technologies cannot be alteratieRat is accentuated by
WTO policies on MFN, trade liberalisation, subsidgpfidumping and TRIPs.

Industrialised countries are today faced with sevmrdget deficits, short-
run uncertainties in interest rates, high long-tértarest rates and a diversion
of massive amounts of funds to the transition coemt Recently the US
Government was concerned with a massive flow ofddBar currencies to
save Mexico from the Peso Crash. Industrialisechoas have therefore to
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contend with restrictive monetary and fiscal pagiat home. Consequently,
their amelioration of the promised 0.7 per cent GDPs into Official
Development Assistance for poor countries has eehlvealised.

WTO has not included developmental policies witida-related policies
and in their dispute settlement agreements. Thushtgy and fiscal
requirements to finance the social sector in deietp countries will run
against the WTO policy focus on market-driven instents of global
economic transformation.

10. EMPIRICAL EVIDENCE TO THE ANALYTICAL PART OF
PAPER

We will nhow examine empirical evidence in reference the following

principal problems: First, we will study key econormdicators for the world
economy to point out whether there has been angtantial change in the
economic structure ever since the inception of WMQ995. Secondly, We
will study financial data for the developing couesr in reference to the
macroeconomic indicators to show how such policdaa be expected to
correlate with the financial data in the light afraanalysis. Thirdly, we will

examine some implications of WTO for the OIC coig#trin terms of trade
and development.

Table 1
Some Principal World Macroeconomic Variables
(annual percentage rates of change unless othemératoned)

1990 1994 1995 1996 1997

World Real GDP (%) 2.6 3.7 35 3.8 4.1
Real GDP (%)
Industrialised 25 2.8 2.
Developing 4.3 6.6 5.
Fuel Exporters 4.4 0.1 2
4.2 7.3 6

4.3 9.1 8.

1 2.3 25
9 6.3 6.2
2 2.8 3.5
Non-Fuel Primary 3 6.6 6.4
Manufacturing 2 7.5 7.1
Africa 1.8
Asia 5.9
Middle East & Europe 5.3 0
Transition Countries - -

Rate of Inflation (%)
Industrialised 5.0
Developing 61.8

Fuel Exporters 14.1
Non-Fuel Primary 69.3

Africa 15.
Asia 6
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Middle East & Europe 21.9 315 325 25.6 26.4
Transition Countries 34.6 264.8 128.0 41.3 16.
Table 1 (continued)
1990 1994 1995 1996 199
Export Value
Industrialised 15.0 11.9 18.6 3.1 6.4
Developing 13.6 14.6 19.9 11.2 10.4
Fuel Exporters 27.2 0.3 9.8 11.0 8.7
Non-Fuel Primary 10.2 17.3 21.6 11.2 10.6
Manufacturing 9.1 18.4 21.9 11.6 11.3
Africa 16.4 11 14.4 7.1 5.1
Asia 11.3 18.5 22.5 12.2 11.7
Middle East & Europe 21.8 5.7 10.0 10.5 11.(
Import Value
Industrialised 14.8 12.8 18.2 3.7 6.3
Developing 13.3 12.0 20.3 125 10.9
Fuel Exporters 8.1 -12.1 9.5 6.5 17.9
Non-Fuel Primary 14.2 15.2 21.4 13.0 10.2
Manufacturing 12.9 17.2 25.3 13.3 11.0
Africa 9.6 5.9 17.7 7.4 3.9
Asia 13.6 17.0 24.0 14.4 11.6
Middle East & Europe 14.8 -9.0 16.3 8.1 14.7
Current Account Balances
(billions of US$)
Industrialised -116.1 -7.8 13.9 25 9.7
Developing 5.4 -76.8 -90.2 -112.2 -125.9
Fuel Exporters 12.5 -6.0 -2.2 9.6 6.2
Non-Fuel Primary -9.5 -9.7 -10.8 -17.4 -16.9
Manufacturing 7.2 -15 -36.4 -56.1 -56.9
Africa -3.6 -11.8 -15.9 -16.6 -15.8
Asia 2.3 -5.2 -27.9 -51.1 -56.9
Middle East & Europe -2.3 -10.3 -13.3 -8.2 -11.¢
Transition Countries -21.9 -2.4 -1.9 -14.4 -22.
Terms-of-Trade
Industrialised -0.6 0.2 0.5 0.2 -0.2
Developing 1.1 0.2 -14 -0.4 -0.6
Fuel Exporters 12.2 -0.5 -6.8 3.2 -0.4
Non-Fuel Primary -1.7 0.6 -0.7 -1.0 -0.6
Manufacturing -2.6 0.2 -1.1 -1.7 -0.6
Africa 0.5 0.4 -0.6 -5.3 0.4
Asia -1.6 -0.1 -0.8 -1.5 -0.5
Middle East & Europe 115 -1.0 -7.0 4.7 0.7
Debt Ratios
Developing 34.8 33.0 317 30.2 28.8
Fuel Exporters 36.4 35.3 28.6 23.3 19.4
Non-Fuel Primary 80.4 66.6 55.9 50.7] 44.(
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Manufacturing 20.8 22.4 22.1 22.7 23.
Africa 61.4 74.8 66.7 62.8 66.3
Asia 23.8 24.6 23.6 23.1 22.7
Middle East & Europe 35.5 31.6 27.8 24.5 21.

Source: IMF 1996World Economic OutlogkOctober 1996.
11. STATISTICAL FACTSOF REGIONAL ECONOMIC GROUPINGS

11.1. Principal Economic Indicators Industrial and Developing Countries

The figures shown in Table 1 indicate that rategrofvth of output and trade
values for developing countries will remain uncheshgr decline on a trend
between 1994-97. Terms of trade will worsen. lidlatwill remain unchanged

in the industrialised countries, but will remairghiin developing countries.
Transition countries will be the major beneficiarief lower inflation rates.

This will be due to fiscal constraints. This pi@uis repeated whether we
consider disaggregation of the developing countoyesegions or analytical

criteria.

The growth rate of export values will decline ottrend. The balance of
payments on current account for all regions andytinal groups will also
worsen. Their debt/GDP ratios (debt-service ratwif)worsen in some cases
or remain almost unchanged on a trend (IMF, 1996gse results reinforce
our critique that WTO policies and programs will beable to address and
improve many of the structural problems of develepim

11.2. Private Capital Flows: Developing Countries

The picture here is as predicted in the analysihld 2 shows that although
net portfolio investments remain lower than needirinvestments for Asia
and the total of developing countries, they aré fiasreasing. Net portfolio
investment has increased significantly in Africaatmost equal the volume of
net direct investments. In the Middle East and Bermet portfolio investment
remains significantly higher than net direct invesit. The increasing trend in
net portfolio investment in equity funds has made tapital markets highly
volatile. IMF estimates a range of volatility betwe23.9 (Malaysia)-50.4
(Taiwan) (IMF, 1995). These results support ourysig on increasing capital
market volatility that can cause de-stabilisatiom aneffectiveness of WTO
policies. The latter situation is reflected by observations in Table 1.



. _ Table 2 _ .
Private Capital Flows, Developing Countries by Regi

(In billions of US dollars)

%9 1990 1991 1992 1993 1994
All developing countries'
Total net capital inflows 30.5 8.8 39.8 92.9 111.4 154.7 125.2
Foreign direct investment
plus portfolio investment (net) 0.7 19.8 25.7 51.3 77.2 141.1 118.0
Net foreign direct investment 11.2 13.3 19.5 28.9 8.03 52.8 56.3
Net portfolio investment -10.5 6.5 6.2 22.5 39.1f .338 61.7
Other 29.8 -11.0 14.2 41.7 345 13.6 7.2
Asia
Total net capital inflows 15.8 16.7 25.6 50.7 39.2 72.0 73.4
Foreign direct investment
plus portfolio investment (net) 3.3 6.6 9.4 18.0 7 59.5 65.0
Net foreign direct investment 2.7 5.2 9.8 14.9 19.9 35.6 36.9
Net portfolio investment 0.6 1.4 -04 3.1 7.4 239 28.1
Other 125 10.1 16.2 32.7 11.9 125 8.4
Western Hemisphere
Total net capital inflows 26.3 -16.6 17.9 28.6 52.6 62.3 38.6
Foreign direct investment
plus portfolio investment (net) 6.9 3.2 12.4 27.9 0.24 67.6 44.2
Net foreign direct investment 5.3 4.4 6.8 11.2 12.4 13.8 14.8
Net portfolio investment 1.6 -1.2 5.6 16.7 27.3 &b3. 29.4
Other 194 -19.8 5.5 0.7 124 -5.3 -5.6
Other?
Total net capital inflows -11.6 8.7 -3.7 13.6 19.9 20.3 13.2
Foreign direct investment
plus portfolio investment (net) -9.5 10.0 3.9 5.4 79 13.9 8.8
Net foreign direct investment 3.2 3.7 2.9 2.7 5.3 33 4.6
Net portfolio investment -12.7 6.3 1.0 7 4.4 10.4 4.2
Other -2.1 -1.3 -7.6 8.3 10.2 6.4 4.4
Source: International Monetary Fund, World Econo®iglook data base.

! Flows exclude exceptional financing. A number ofictries do not report assets and liabilities seplyr. For these countries, it is assumed thaethes no outflows,
so that liabilities are set equal to the net valtlee extent that this assumption is not valid, daéa underestimate the gross value. Adjustmentslacemade to the
World Economic Outlook data to net out the effestsbonds exchanged for commercial bank loans irt deld debt service reduction operations and toigeov
additional detail on selected private capital flofExcludes capital exporting countries such as Ktiaadl Saudi Arabia.



55 Journal of Economic Cooperation Among Islamici@des

11.3. Instabilities in Short and Long Term Interest Rate and Exchange
Rate Movementsin Industrialised Countries

The comparison between interest rates (short-tefdong-term) and exchange
rates shows that there is no predictable trendhi (i/e) ratio. Now in

combination with the results reflected in Tablen®, can predict the direction
or the composition of private capital flows. Theital market remains volatile
in view of the [i.e.]-policy combinations enacted/ lthe industrialised

countries and their subsequent effect on the dineaf private capital flows

(Table 3). Thus our analysis is supported by tmpigcal evidence and the
results reflected in Tables 1 and 2.

Table 3
Selected Interest Rate and Exchange Rate Variations

1994 1995 1996 1997
Interest Rates (i)
World real six month LIBOR 2.8 3.6 35 3.7
On US dollar 5.1 6.1 5.6 6.0
On Japanese 2.4 1.3 1.0 2.4
On deutsche 5.3 4.6 3.3 3.8
World real long-term interest rate 4.7 4.3 4.1 4.2
Exchange Rates (e)
(US Dollar nominal exchange rates)
Japanese Yen 102.2 94.1 107.7
Deutsche mark 1.62 1.43 1.48
Pound Sterling 1.53 1.58 1.55
i/e) Ratio x 100
LIBOR on Yen/Yen 2.30 1.38 0.93 -
LIBOR on deutsche/deutsche 327.1 321.68 223.90 -
World LIBOR/Yen 2.73 3.83 3.25 -
World LIBOR/deutsche 172.84 251.75 236.49
World LIBOR/pound 183.01 227.85 225.81

Source: IMF 1996.

11.4. Monetary and Fiscal Policy Sensitivities: Developing Countries

Developing countries by regions and analytical geoare moving into stricter
budgetary controls and monetary policy. This isratication of the fact that
governments, mainly in intensively privatising eoomes of the developing
world, are leaving interest rates and capital fldawsbe determined by the
private sector with minimal degree of central bantervention. Likewise,

exchange rates are left in a float. Developing toes are also wary about
inflationary pressures as the economies overheagxpansion. Thus, both
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fiscal and monetary discipline are required to itishthe economy around
non-inflationary growth.

To the extent that capital inflows and outflows me&h uncertainties
generated by [i,e]-movements in the world economwe do the policies
enacted by industrialised countries, contractioffigoal and monetary policies
in developing countries can adversely affect thaltbalance of payments
situation. Now capital and monetary accounts becimagequate in financing
the balance of payments deficits in current accdtxtternal debts increase as
a result or reserves will have to be depleted. Boththese methods of
financing generate de-stabilising conditions fowveleping countries. The
picture is true either by regions or analytical upimgs (Table 4).
Consequently, the structural forces in the worldneeny appear to go against
WTO-IMF policies and programs of liberalisation tofde and capital flows
and external sector stabilisation.

Table 4
Fiscal Balances as Percentages of GDP and Morie sion: Developing
Countries by Regions and Analytical Groups.

1990 1994 1995 1996 1997

Fiscal Balances

Developing Countries -2.9 2.4 -2.1 -2.Q -1.4
Africa -3.3 -6.1 -3.9 -3.4 -1.4
Asia -2.7 -1.9 -1.7 -1.8 -1.4
Middle East & Europe -8.7 -5.7 -4.7 -3.9 -4.9

Analytical Groups
Fuel -5.9 -7.5 -4.5 -1.9 -0.7
Manufacturing -1.9 -1.4 -1.8 -1.7 -1.4
Nonfuel primary -4.7 -4.0 -2.9 -35 2.4
Service -11.2 -3.4 -2.2 -2.0 -1.5

Monetary Expansion

(annual percentage change)

Developing Countries 80.7 59.0 225 20.2 17§
Africa 17.5 49.1 30.9 19.8 13.0
Asia 21.5 21.8 19.8 18.4 16.4
Middle East & Europe 18.3 37.3 33.4 28.4 26.4

Analytical Groups
Fuel 17.2 31.0 28.2 20.8 13.0
Manufacturing 103.4 92.8 21.8 17.2) 15.9
Nonfuel primary 190.9 46.8 21.6 13.8 21.3
Service 22.6 18.4 16.1 15.9 14.4

Source: IMF 1996World Economic OutlogkOctober 1996.
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12. PRODUCTIONS AND TRADE OF OIC MEMBERS

The case of Muslim countries as a group is allrtitoge precarious in world

trade and development. Statistical results quoie&BSRTCIC (1995) point

out that real growth rate of GDP per capita washenwhole negative average
annual rates between 1985 and 1993. Yet the egponith recorded a simple
average annual rate of 7.32 percent between 19891883. Between 1985
and 1993, the terms of trade for merchandise dettlfior most of the OIC

members with a slim appreciation in a few casesl983, both the current
account balances and the overall balances werdivegdmost everywhere,

except for Malaysia.

This suggests that the OIC group as a whole expegk declining FDI
flows, official flows and portfolio investments, tmoost the capital account
balances toward writing off some of the currentoat deficits. The Official
Development Assistance declined by 16.80 percert §imple average annual
basis between 1990 and 1992. When these are regjeedst the very high
inflation rates in almost all OIC member countrig®e net real flows of both
FDI and ODA were significantly negative.

Thus in the face of all these external sector deds| even with an export
growth rate of 7.32 percentage on a simple aveaageal basis between 1989
and 1993, the debt accumulation soared. The dglaveratio stood at 158.84
percent in 1993, a figure embarrassingly highen ttiee same ratio for the
developing countries as a whole (Islamic DevelogrBamk, Oct. 1995).

The conclusion of these comovements in the exteseetor variables is
obvious. Much of the economic growth of the OIC rhemcountries was
being financed by borrowing. Neither the ODA noe tRDI flows helped in
alleviating the external sector disequilibrium. Thapacity to repay debt
remains weak. This intensifies the vulnerability tbese countries to the
monetary and trade policies of the industrialisatiams.

Besides, the repercussions of economic growth orolved capital from
the international financial markets and the in&pilof export growth to
alleviate the accumulating debt make these cownt@mpete against each
other for access to Northern markets. This faovédl authenticated by the
structure of trade flows of the OIC countries (isie Development Bank,
1994-95). In 1994, only 10.3 percent of world traafeOIC group flowed
between themselves as opposed to their accessvéboded economies at a
ratio of 58.1 percent and to developing economsea whole at 37.6 percent.
Such a structure of OIC trade has not changed theerlast decade. The
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effectiveness of IDB policies and of the will of Blim nations toward Islamic
economic integration must then be seriously questio

Under the post-Uruguay regime of WTO it is estirda{€houdhury,
1997b) that the share of agricultural productialtworld export for the OIC
group will be a mere 5.8 percent. Of this, resolr@sed processing and
products will have minimal shares (e.g., meat praten, dairy product,
cereal preparation, etc.). Where natural rubber eowba are estimated to
record higher shares, their terms of trade havéndecsharply between 1970
and 1994 (UNCTAD, 1994).

The relaxation of Multifibore Agreement (MFA) in théruguay Round will
not help the OIC textile producers. A mere 12.5ceet of world export
revenue is expected to be earned by them. TRIPSTRids will both leave
the OIC members unbenefited. Low FDI flows and wessknological change
in the OIC members caused by external sector didagum mentioned above
will adversely affect the OIC countries. We noteattithe international
investors' risk-rating placed the OIC member cdastin the rank between 26
and 130 or below, with Malaysia being the 26th réakromoneySept. 1991).

In all therefore, with falling terms-of-trade inronodities and marginally
resource-based manufactures in world exports, #reergl tempo of trade
liberalisation will harm the export revenues of C primary producers
while volumes of exports will increase to glut meids and thereby, suppress
terms of trade on a long-run basis. With lower ekpevenue and increased
costs of economic growth, intercountry competitifmn gaining access to
Northern markets by the OIC members will intensithis will eventually
adversely affect the pricing, production and grosithiation of the OIC group
(Choudhury, 1993a).

Industrialisation of their economies in which alma# OIC countries are
focusing, at the expense of agricultural develogmeil be costly. In such a
situation, the debt-creating flows in the balandepayments caused by
industrialisation on borrowed funds will cumulat€he industrialisation
debacle for the OIC bloc will also be caused byitiséitutionalist surveillance
of the industrialisation process by GSTP conditiities. This will compound
the losses to nascent manufacturing industrieshbyetosion of the infant-
industry protection following restrictions by NTBBven for Malaysia, which
is presently experiencing a significant shift fragriculture to manufacturing
and industry, a general improvement in labour petigity has not occurred
(Alias & Choudhury, 1996). Consequently, distrilbatiof income and wealth,
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generated by a productive, self-reliant labour doermed with skills and
empowerment, has not occurred.
13. CONCLUSION

We have now come to the conclusion by noting theieoal support in the
second part for the analytical arguments in th fiart. We find conclusively
that regional economic integration in the preseg@naa of globalisation is at
best a segmentation of the globe into competingmg®f nations. Within this
arrangement, the structural problems of developmeimstitutional
arrangements and policies leave many member ceantvorse-off. The rise
into economic growth, trade liberalisation, prigation and external sector
stabilisation are not without immense social coBte most noticeable among
these are the cost of social well-being caused togde-off between economic
growth and distributive justice and all that thessail. Such predicaments
have entered our global equation of trade and dpwant because of the way
global capitalism perceives human preferences evorth and practice. A
change in just these two very areas is mandatory.

The global future is found to be governed by tke of strong institutions,
such as the World Trade Organisation in concerh wlite Bretton Woods
Institutions. But their preferences, policies amdgoams are manifestations of
the self-same theory and practice of methodologitadiividualism,
marginalisation and conflict between economic ghoarnd distributive justice.
They cannot thereby bring about structural change the benefit of
marginalised groups in the world economy. We haumd this fact to be true
both for regional and analytical groupings in depéhg countries.

Most importantly, by a combination of macroeconomadicy and socio-
economic analysis, we have found both by analysisvell as by empirical
results, that the socio-economic position of thelevtomorrow under WTO-
Bretton Woods institutional governance is not expgdo be any different
from what it is today. The future of the Muslim edties in this case is
particularly precarious.

Beyond WTO and the Bretton Woods Institutions ahd theory and
practice of macroeconomic co-ordination as ordalmeduch institutions must
exist positive alternatives. These must be searchsidcovered and
implemented. The common well-being of the humamgtdies in such other
more morally viable alternatives calling forth pasive interlinkages in a
unified world order (Choudhury, 1993b; SztompkaQ1)9
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Underlying all the enigma of a permanent natureunfertainty in the
world economy that intensifies for the OIC-membisrghe unpredictable and
destabilising effects of interest rate (short-ténmspeculation and long-term in
investment) and its conjoint variable, the excharage, on the whole gamut of
policy variables and socio-economic variables. €ffects intensify through
the various WTO policies in the light of their sebgence to the interests of
global capitalism raised by major industrialisedmiies.

We have thus concluded that the nature of moneynamuktary policies
must be rethought in terms of their de-linkage frgpeculative ways of
holding savings in portfolio FDIs, and instead, eleping closer linkage
between money and real economic activities. Thissickeration led us to
consider trade and development as interlinked ssefiacademic and practical
attention. Such is not the view given in receigelopmental doctrines,
global agenda and international economic theory.

The endogenous nature of money in relation to@eahomic activities in
the midst of economic integration and the impligatof this on inter-regional
development in the OIC-members means directing Idpueent from the
grassroots levels upwards to the national developmgrograms and
incorporating such programs in policy co-ordinationong the members. This
is a challenging and bold task toward re-structumevelopment, trade and
inter-regional integration; but it must be undeeakfor prompting the
communal social welfare.

Therefore there are two major policy recommendatimnbe made out of
this paper. These are as follows:

13.1. Palicy Recommendations

1. The OIC must establish forums and working agendzee to it that as soon
as possible her member economies are induced liolkdeheir FDI portfolio
from savings held in the form of speculative pditfcand interest-bearing
assets. Along with this the direction of money amohetary policy must be
toward interlinking money with real economic adtyvinter-regionally in the
OIC bloc.

2. The interlinking of money with real sectorial tigities necessitates
development from and at the grassroots level in lpegroountries. Hence the
focus of grassroots development must be centrédardevelopment programs
of OIC members taken up within the community of rbenship. National
development plans of such kind must then be caatdd inter-regionally for
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a comprehensive approach to trade and developmétht tive role of
endogenous money and monetary policies playing raralerole in such
transformation (Choudhury, 1997b).
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APPENDIX

The instability of financial capital movement toefrvariations is established
by the following regression results:

Table Al: Instability of Net Financial Flows (K) toterest Rate (i) and
Exchange Rate (e) Variations

1988 | 1989| 1990 1991 199p 1993 1994 1995 1996

N
o
=

i(Japan) 3.6 4.9 7.2 7.5 4.6 3.0 2.1 1.
e(Japan/US] 28.2| 138.0| 144.4 134.y 126)7 111.2 2102.94.1 |107.7
(i/e)x100 11.91 3.55 4.97 5.56 3.68 2.70 2.p5 1280.37
log(i/e)
x100 1.08 0.55 0.70 0.75 0.5p 0.43 0.31 011 -143

K(bil.LUS$) | 35.4 45.9 56.4 | 163.9| 142.1| 177.4 157.95.6 |[183.9
Sourceilnternational Monetary Fund996,World Economic Outloak

K =181.7212 - 13.2451X, where X = (i/e)x100

R? = 0.4916; number of observations = 9; DF = 7.

Standard error of estimate of K = 48.92. Thust ¢s> (reject hypothesis on K-
estimate). Standard error of estimate of &-coeffici= 5.09. Thus t <gt-
(accept hypothesis on &-estimate). Hence the abotoay values of the t's at
95% level of confidence, establish the instabildfy the linear regression
relation.

With the log-linear form we obtain similar estimateSuch a log-linear
form was used by Pontiff (1997) to define the pramiof a closed-end fund in
terms of the (price/asset value)-ratio:

K=174.2172 - 100.8750logX.
s.e (K) = 50.54; s.e(a-coeff.) = 41.32.
Thus, t > bs - for both s.e.-values.’R 0.4574.

The inferences and nature of the trend-relatioassamilar in both cases --
with linear and log-linear forms.
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