Journal of Economic Cooperation Among Islamic Counttigsl-2 (1998) 257-283

GLOBALISATION--GLOBAL INTEGRATION--WITH OR WITHOUT
REGIONAL ECONOMIC INTEGRATION?
CHALLENGES CONFRONTING THE OIC COUNTRIES

Dr. Suat Okstiz

As a significant subset of the developing world, the memtmintries of the
Organisation of the Islamic Conference (OICMCs) willviebly be faced with the
serious impact of globalisation on the one hand, and witin¢hative as much as the
positive implications of regionalisation on the other. Their efforts over a period of
more than two decades to enhance regional co-operatiomeagiation at the OIC
level seem to have made little impact. In view of tbefasing or unpredictable trends
witnessed in the world economy at the threshold of the @dstury, the question
“where to go from hereis pertinent to raise. Internal dynamics and exogenous change
at the global level will certainly force the OIC couegito adjust and reform at the
national level, while configuring, if possible, viable cogreé action to enhance intra-
regional co-operation/integration. This paper attemptsvew the emerging trends in
global and regional integration and to consider timaplications for the OIC countries
in the light of the latter’s efforts over the last twaddes.

1. INTRODUCTION

The fact that the international economy has becomwee interdependent and
the world trading system is being threatened byaavipg tendency towards
regionalism, is raising controversy as to whettegiianalism, going on in a
sinister way, will win over multilateralism. Induitl nations defending greater
liberalisation or globalisation are seen in someyswvpolarising the world
economy through competing “fortress” regional bIggs) and NAFTA). This
contradictory course of action means that they inaet protecting their
markets, limiting market access, while putting ptee on the rest of the world
to liberalise in the name of globalisation. Thirg world may be confronted in
the earlier decades of the twenty-first centuryhwat point of conflict over
what may appear as two truly competing, if not gpg, trends. When
regionalism consolidates and wins, it is then iteble that trade wars will be
fought by regional camps and fortresses. The thitest regional blocs will
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eventually block the way towards greater world-wéd@nomic welfare, on the
one hand, and global security and peace, on trex,acdkems to be a real one.
As highlighted aptly by Anderson and Norheim (1998¢ issue for the 1990s
and beyond is whether the recent and prospectigéfgration of regional
agreements will be accompanied by a continuatioa eversal of this trend
towards a more liberal and more integrated tradiogd. On the other hand, it
is argued that the trade blocs or regional intégmatin various forms would
enable the world trading system under the aus@t&ATT/WTO to function
more rather than less efficiently, as they willnferce moves in the direction
of liberalism. The only difference will now be thisde competition will be
on a much greater scale, not any more just amotgmstates but also among
the supra-nationals.

In the midst of the controversy of multilateralisrersus regionalism and
the underlying trends, the integration of develgpoountries with the global
economy poses as many opportunities as challedgesrding to the World
Bank, integration matters for the reason that therex close association
between growth performance and integration. Itl$® gosited that many of
the countries that are lagging in global integmatar have not reformed to
conditions of globalisation, are among the poooedbad performers. Being a
significant subset of the developing world, the rbemcountries of the
Organisation of the Islamic Conference (OICMCs) mevitably faced with
serious impacts of globalisation on the one hamd, @egative as much as
positive implications of regionalisation on the @thSo far, over a period of
more than two decades, their own efforts to enhaag®nal co-operation and
integration at the OIC level have been disappointiat the turn of the
century, with such confusing or unpredictable teentie questionwhere to
go from here”is pertinent to raise. Internal dynamics and eroge changes
at the global level will force them to adjust ardorm at the national level,
while at the same time, if possible, configuringble courses of action to
enhance intra-regional co-operation/integrationictvihas so far has failed to
make significant progress. The economic prospafctse OIC countries, as a
group, appear rather disquieting, if not bleak egtdor the few. The time may
be running out fast, while they display indifferentack of commitment, even
indulgence in unproductive actions or efforts fohiaving regional cohesion
and solidarity. This paper attempts to review tmeging trends in global and
regional integration and to consider their implicas for the OIC countries in
the light of the latter’s efforts over the last taecades.
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2. GLOBALISATION- THE INTERNATIONAL REALITY

It has only been in the last twenty years thavwbdd economy has become so
structurally interdependent that the tegiobal, as distinct froninternational
has been coined and become widely used. As glalalis is often used
synonymously with internationalisation, the formieplicitly goes deeper to
emphasise the minimisation of the roles of nati@wbrs and the decrease in
the relevance of national borders (WB-GEP, 1996Gihwhe world becoming
a global village or envisaged to be a big custonmisny globalisation implies
increased integration of world markets for good=yvges, and capitalwhich

is consequently increasing permeability of natidmalindaries to the flow of
technology, trade-capital, information and ideawud, in simple terms,
globalisation is defined as the integration of ptébn, distribution, and use
of goods and services among the economies of thedw®he signs of
globalisation are manifested at the factor levelthe increasing flows of
capital and labour, and at the product level inraopdented growth in world
trade.

Globalisation refers to, according, for example,MoGrew and Lewis
(1992), “the multiplicity of linkages and interamtis between states and
societies which make up the present world systetedcribes the process by
which events, decisions, and activities in one pathe world come to have
significant consequences for individuals and comtresin quite distant parts
of the globe. Globalisation has two distinct pheeaa scope (or stretching)
and intensity (deepening). On the one hand, indsfia set of processes which
embrace most of the globe or which operate worldeywthe concept therefore
has a spatial connotation. On the other handsd ahplies an intensification
on the levels of interaction, interconnectednessntardependence between
states and societies which constitute the world manity. Accordingly,
alongside the stretching goes a deepening process”.

Again, as pointed out by McGrew and Lewis (1992) tmain causes of
globalisation are worth focusing on: the first lie tpressure on the firms by
consumers and competitors alike to continually yrte new products and
upgrade the quality and/or to reduce the pricexadtimg goods and services--
this compelling the firms to forge strategic alktas and networks; the second
cause of globalisation is the renaissance of maleporting policies pursued
by national governments, and the growth of mar&dtdegional integration.
The privatisation of state enterprises, the libeasilon and deregulation of
markets especially for services and the removatafctural distortions have
all worked to stimulate cross-border corporate graéon, trans-national
corporations (TNCs) being at the forefront.
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Globalisation is normally viewed, from the pointwéw of international
political economy, as part of the on-going processa stage in the
advancement of market-driven capitalism. As Dunr({ib@94) defines it, it is
one of the stages or eras in the development otatisp economies. The
timing of each is approximate, and is decided bgt$ called the “dominant”
paradigm of techno-economic organisation and theiodastitutional
framework of capitalism prevailing at the time. Ttheee techno-economic
paradigms, as identified by several authors, arerhft or batch (1770-1875),
mass or scale (1875-1980), and flexible or innawatiriven systems of
production. The three forms of capitalism are eptemeurial, hierarchical
and alliance capitalism; and the three spatial divsi@ns related to these
systems and stages of capitalism are the sub-rat@mmnational, the national
or international, and the regional and globdt is further pointed out that the
combination of US-led hierarchical capitalism, aswes in transport and
communication technologies, and the emergence ofymaw, independent
nation states have helped fashion the internaigatédn of economic activity-
-increasingly linked by aid, trade and investmdat-most of the present
century. As such internationalisation has reacheatyecorner of the world
including China and the former Soviet bloc, notnbention the South, the
developing world, it is proper to call it global.

The globalisation of economic activity, coupled twihetwork-related
flexible production systems, has changed the fdceapitalism and is also
claimed to have put pressure on democracy. Foomatigovernments and
socio-institutional systems, the key implicatiorfsgtbbalisation and alliance
capitalism are stated to be twofold. The firsthattthe cross-border mobility
of knowledge, information and capital has furthahanced the mobility of
capital. The second is the requirement of lessrootdtional and more co-
operative partnership between the government aadptivate sector. Under
the present international reality, it is seen t@ economic prosperity of a
country is increasingly less determined by its retuesources, and more by
its stock of knowledge (technology), the skills angertise of its people, the
capacity of its institutions--both private and pobto efficiently organise
these assets. The political contours of nationsragtns are being redrawn
by the fusing forces of economic integration on thwe hand and the
ideological schisms and cultural (ethnic) disinggigm on the other (McGrew
and Lewis, 1992; Attali, 1997).

It is forcefully argued, notably by the Bretton Wisoinstitutions, that all
countries can benefit from “globalisation”, thattisough full participation in
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the world’s market, including financial markets.oferctionist pressures must
be resisted and reversed, and the principles ofrgss and multilateralism
must be maintained. No country can afford to faitg® benefits of integration
into global markets: the alternative is margindl@a and stagnation. The
challenges of globalisation add to the need ofiaeeloping countries to press
ahead with their adjustment and reform effortsMonetary stability,
macroeconomic discipline, sound financial systears] efficiently working
market mechanisms are essential for all counthas émbrace globalisation
(Camdessus, 1995).

The playing field has been levelled and marketsHascome more open;
market efficiency is called to play its full comnating role. The international
economic system is left even more so to be supshiy the Bretton Woods
institutions (IMF-WB), GATT/WTO, supplemented bynamber of UN bodies
and a variety of formal and informal regional agaments. Though global,
the world is yet composed of two major economic cblothe
developed/industrial economies led by the US arel B (North) and a
diverse group of developing countries (South). Tiglbalisation still has two
segments: a global North and a global South. ThehNaeas efficiently and
effectively organised itself within powerful econimnblocs. Specially for the
South, variations in the capacity of nations ardiviiluals to exploit the new
opportunities presented by the global market pfaase a serious challenge. In
addition, as acknowledged by many, globalisatios serious ramifications
and undesirable aspects, particularly in respeataxjuality, stability, and the
loss of national sovereignty, which may weaken #weio-economic and
political fabric of the society in the precariouatss of the South.

The debate on globalisation and its economic, ipalitand social
ramifications continues unabated, and it becomesraad more confusing
(Rodrik, 1997). In a direct way, the debate hasu$ed on the topic itself,
either a criticism or defence of globalisation. ®slightly different platform,
the debate has been proceeding under the bannewltfateralism versus
regionalism or protectionism. In either way, thosentral issues under
discussion included the autonomy of the nationalegaments in regulating
their economies and the social costs involved, thahe social impact of
openness. It is again noted by Rodrik that intéonal economic integration
poses a serious dilemma: globalisation increases diamand for social
insurance while simultaneously constraining thelitgbbf governments to
respond effectively to that demand.

Among the many challenging globalisation (with tiedalising discourse,
dehumanising proclivities, and catastrophic envimental consequences),
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Attali (1997) inclines to adopt a more fundamemtaillosophical view,
reflecting on the interactions of market-driven liiisation and democracy:
While suggesting that small nations must unite witleir neighbours to
achieve a critical mass in the face of market-drigobalisation, he contends
that market economy and democracy appear to belydegprtwined, with
both tied to the fundamental concept of privatepprty. There are however
serious shortcomings of the market economy and dexop which would
eventually lead the Western civilisation to disgregion. To prevent such a
catastrophe, it should be acknowledged that theiaggr of democracy and the
market economy suffers from certain fundamentaltsbaings; the first is
that the guiding principle of the market economyl alemocracy cannot go
hand in hand, and secondly, these two sets of ipteéscoften contradict one
another, and third, they carry within themselves geeds of their own
destruction. Eventually, if not averted and corittmty forces not balanced
(i.e., a stronger role for the state), democracl fade away, having been
replaced by market mechanisms and corruption.

Similar qualms expressed about the discomfortidg sf globalisation are
noted, for example, by Kaul (1997). Despite the itpas effects of
globalisation in some regions of the world anddegments of the global work
force, we are witnessing widening socio-economispdiities between
countries and within countries.... We find thativieen 1960 and 1991, the
share of world income (real GDP) for the riches¥26f the global population
rose from 70% to 85%.. Over the same period, dllthel richest quintile saw
their share of world income fall.... inequity iretiglobal distribution of income
has doubled. In fact, the richest 20% of the wadgulation has more than
85% of the most economic opportunities: 83% of mep81% of world trade
and 95% of commercial lending. Developing countvigéch have just opened
up and liberalised have often seen their termsaafet decline and their overall
economic situation deteriorate, rather than impnekien trade expanded. This
has for example been the experience of many ceasnini sub-Saharan Africa.
According to Kaul, a recent study on the effectsfioncial liberalisation
concludes that governments have never before bederressure to act
“market-comform” [sic] to comply with what finandiamarkets consider
prudent policies. Governments which fail to comply fail to undertake
adjustment will have to pay a premium on the irgemosts of their finances,
or if the loss of credibility is more severe, canft a financial crisis. With the
increased volatility which marks today's financiaharkets, financial
transactions are increasingly short-term, givinpgited the freedom to choose
and to move. Countries, while competing for foreggpital, have to adjust to
the swings in capital flows. Foreign Direct Investih(FDI) flows increased at
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a phenomenal rate as globalisation consolidateduraber of factors were
responsible for the unprecedented swift changédénRDI trends: a shift in
domestic policy considerations favouring outward aggposed to inward-
orientation liberalisation of the economy comingden more market
discipline, privatisation and deregulation of im@mit industries and sectors,
and greater market access on global, regional atidnal basis. Transnatioanl
companies--TNCs--(the economic power of the bigge$Cs being as great
as, if not bigger than, the GDP of many developgingntries) now dominate
large chunks of the world economy. More than twiodth of the world’s
commerce is controlled by the largest 500 multoveis. They are the chief
players and benefiters from the globalisation psecehich allows them to
shift investments to most advantageous locatiodNdGUAD, 1994b).

Global integration has progressed against the tiolasion of regional
integration arrangements, which facilitated thenfation of and/or the
enlargement of regional integration agreementgh@étoutset, the critical view
of regionalisation contends that these arrangemesdsice global welfare
through diverting trade or through trade wars. Begiism reduces global
welfare when no trade creation but more trade diveroccurs, as the latter
causes a shift from a low cost to a high cost mgisource. Debate on
globalism versus regionalism reverts to whether dtnectural integration of
regions is a building bloc or a stumbling bloc tosls globalisation. Still
controversial, the common view is that it is alditof each (McGgrew and
Lewis, 1992). One of the driving forces behind #peead of regionalism is
predominantly the erosion of guarantees of marlatess in the major
industrial countries, expedited by those singutapediments to trade, most
visibly anti-dumping and countervailing duties (Hiey & Messerlin, 1993).
Even though networks of firms lock nations intoioegl or global webs of
interdependence, the issue of whether the regienahomic interests will
thwart the benefits of globalisation or the stréngt globalisation will be able
to subdue the emergence of regional fortresses efs ty be settled.
Nevertheless, regionalism is likely to remain apdntant factor in the global
economic relations in the foreseeable future, aspifincipal regional blocs,
such as EU and NAFTA countries, continue to stffive greater access to
foreign markets, and for solutions to economic fewis and disputes that in
many cases might be resolved only through regicoabperation (Robson,
1993).

The Uruguay Round took place amid concerns thairihikilateral trading
system would degenerate into a fatal protectionlsgightened trade tensions
and disputes, and hence reverse what has beerdgaingiobalisation. Where
regional trade blocs would antagonistically competed adopt policies
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detrimental to the expansion of the world trades tRound’s successful
conclusion, as claimed (UNCTAD, 1994a), served tdtigaie the
discriminatory aspects and practices of the regi@eangements and to
“multilateralise” large elements of these regior@reements, by reducing
tariff preferences for regional partners throughltitaderal tariff reductions,
and by establishing disciplines of equal or greaténgency than those in the
regional agreements. Though its initiation hasbesn related to regionalism,
the completion of the Uruguay Round has broughoirtgmt repercussions. As
a WTO (1995) study asserts “there is little doubatt. the spread of
regionalism (was a) major factor in eliciting thencessions needed to
conclude”. On the WTO’s general assertion there waserception that the
failure of the Round would lead to regional fragmagion, and this certainly
encouraged the spread of defensive regionalismsudtessful completion of
GATT Uruguay Round is expected to set the undeglyiace of integration
throughout the world in the coming decades.

3. REGIONAL ECONOMIC INTEGRATION OR MARGINALISATION

It is observed that the challenges facing the dlalmanmunity, and the

international and multilateral institutions parfiady, is the proliferation of

regional trading arrangements. For many countrigeferential trading

arrangements appear to be at least as attractimeutitateral approaches to
trade liberalisation. The clamour among Centralofean countries to join the
EU and among Latin American countries to join NAFillAstrates this point

(Ardnt and Milner, 1996). Given the uncertain commant to multilateralism

in many countries in the South as well as in thetiN¢oday, regionalism is
however expected to remain an important factoniernational trade relations
during the next decade or more, as both develoaimfydeveloped countries
alike continue to get greater access to the malletsnd their borders.

The literature on regionalism vs multilateralismgr®wing as economists
and few political scientists grapple with the qi@mstof whether regional
integration arrangements (RIAs) are good or badHemultilateral system as
a whole. Are RIAs building blocs or stumbling bleas Bhagwati’'s (1991)
memorable phrase--or stepping stones towards ateitdlism.... The answer
is that nobody knows for sure yet. It is claimeattithe EU allows one
convincingly to reject the hypothesis that one afctegionalism necessarily
leads to the collapse of the multilateral systemarfrough and Yarbrough,
1992; Winters, 1996).
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As far as developing countries and hence the OICKI€sconcerned, the
central issue that is relevant is not so much wdregifiobalism or regionalism
will dominate, but rather whether integration candthieved in a successful,
if not optimal, way. Failure to integrate into theorld markets and the
international economy will carry, for a consideaphrt of these countries, the
danger of marginalisation. For the developing coeast one of the frequent
recommendations has been more and faster libdratisameaning greater
integration.

A surge of protectionism in the 1970s was followeyl a decade of
liberalisation in the 1980s and 1990s. The largalyilateral wave of
liberalisation among developing countries sincerttig-1980s represented an
effective shift in development strategy from inwamiented to outward-
oriented (export-promoting). Yet, developing coigdr fear that global
markets for goods and services are difficult to gieate helps explain why
some, notably many members of the OIC in the MidgHst and Africa, have
adopted a gradualist and overly cautious approaclhiberalise trade and
undertake reforms for integration. Based on thie @it trade to GDP or ratio
of foreign direct investments (FDI) to GDP, two masommon direct
indicators of integration, the World Bank observidtht the developing
countries showed wide disparities in both the larel the rate of integration,
the overall ratio falling in 44 out of 93 countrieger the last decade.

Close association is observed between growth amdpbed of integration;
the positive effect of freer trade and foreign stvweent on growth is found to
be one of the most critical factors explaining #gsociation. Factors affecting
the growth of intraregional trade among develomagntries include the wave
of trade liberalisation in developing countries ovbe last decade, the
dynamism of regional growth, and access to extefimancing (WB-GEP,
1996). It is also noted that balanced integratiamth( export and import
capacities expanding sustainably) is tied withdagtrowth of exports, which
can be attained only by a prudent combination affgementary domestic and
border policies that encourage the long-term prodecinvestment in the
tradable (export) sector (Otsubo, 1996).

According to the World Bank, regionalism is a stifntly diverse and
new phenomenon as to defy simple conclusions. Reogerience--notably,
the growth of East Asian trade--suggests that ihégher necessary nor a
sufficient condition for successful integration hvieither the world or a
regional economy. Nevertheless, preferential trgdamrangements (PTAS)
between developing and industrial countries camydanportant benefits for
developing countries by securing markets, encoogagnvestment, and
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enhancing the discipline and credibility of reforifihe benefits of trade
arrangements between developing countries tendetonbbch smaller (WB-
GEP, 1996). The expansion of NAFTA to include Mexand the network of
special/association agreements (EU’s customs umith Turkey) tying
various developing countries to the EU illustrdte wide array of new forms
of integration between developing and industrialrddes. If this is the new
form of regional integration, then, the developioguntries would better
mobilise efforts to integrate, eg., by way of PTAgith these industrial
country groupings instead of underwriting regiomategration agreements
among themselves. While this option is certainlgropo a few developing
countries that are eligible to join or become as#es or already have ties
either with the NAFTA or the EU (this being for exple the case for Poland,
Turkey, Hungary, and Czech Republic), for much $loeith, this proposal has
no practicality. According to conventional wisdomembership in a club
containing rich nations can help poorer countriesrathe case of Mexico,
Greece, Portugal to close the income and wealthfgster than otherwise,
even in the absence of fiscal transfers. Howeves, ieference to the Central
European countries, it is argued that although ldengPoland, and the Czech
Republic have already captured most of the gaims frade with the EU, they
can achieve many, though not all, of the remairtiegefits unilaterally by
seeking further tie-in arrangements with the EUnd#ty therefore be not clear-
cut that the benefits of bloc membership necegsarid always exceed the
costs, especially when it is possible for a non-tm&mio capture many of the
benefits of the full membership.

In the 1970s, export pessimism led many developtmtries to enter into
the inward-looking and largely unsuccessful “So8tuth” regional
integration arrangements, which generated, withn lggptection, more trade
diversion than trade creation. Thus, integratiorogndeveloping countries,
based upon import substitution on the regionalllefed far short of initial
expectations. Although at first intarregional tradereased in some trading
groups, it remained a rather modest share of todde, it had a tendency to
decline in the 1970s, and stagnated in most o1 889s. In addition, ambitious
plans for joint industrialisation could not be ireplented. Higher intraregional
trade shares observed in some cases may have heeasult of substantial
trade diversion from more efficient extraregionaipbrts to less efficient
intraregional sources.

The reasons for failure were partly predetermingdhle heritage of most
member countries, small size of the market, lovelef economic, industrial
and infrastructural development, similar productanmd export patterns, and
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different political and economic policy orientatioBome of the problems
associated with trade blocs arose from the growlisgarity among members.
Trade liberalisation was blocked or substantiallpwed down, highly
protective barriers to trade remained untouchedese not harmonised on the
regional level, and controversy about the distidoubf gains and losses could
not be settled in a satisfactory way. Dramatic gesnin the world economy
further affected the environment for regional imggpn and co-operation
(Indai, 1991).

Regional integrations were usually based on getagapconsiderations
as reflected in the official name of most regiogiupings, less attention was
paid to differences in socio-political facts ancmamic orientation among
member countries. The legacy of permanent terak@nd unresolved ethnic
issues made co-operation even more complicated.inteenational economy
tended to hinder rather than support the harmaarsatf national economic
policies in regional integrations. Despite contithugtrong momentum on
global trade liberalisation and the overwhelmingateve experience with the
regional integration groupings among developingntoes in the past two
decades, more recently, the idea of regional iategr seems to reveal some
signs of revitalisation.

Among current regional integration arrangementsy dhke EU is large
enough and long-lived enough to have had identdi@bnsequences on itself
as an entity and on the world trading system. Iat Besia, more specifically
ASEAN illustrates the relatively successful caseaafegional integration in
the South. It provides an important case studypanoregionalism--had the
highest rate of intraregional exports. ASEAN dentaiss a relatively recent
outward-looking agreement among countries with nidreral trade regimes
that have privatised and deregulated large partheaf economies. Export-
oriented economies, as typified by ASEAN econonpesyed competitive not
only in extraregional but also increasingly in aregional markets. In most
cases, according to some assessments (e.g., Warl#),Bit was not the
regional trading ground that created internatiooampetitiveness, but the
successful outward-looking policies that enhancedhpetitiveness in the
region. Strengthening of the private sector andserloco-operation in
infrastructural development played an importang (0WB-GEP, 1996).

Regionalism has proceeded in waves--the 1960sttenthter 1980s and
1990s--as a response to the need to create theinasket areas in case other
blocs turn inwards, and the desire to create baimggi power. Despite
generally negative experiences, new approachesegional co-operation
started to re-emerge in the 1990s. Attempts totaks® dormant regional
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groups to form new blocs and to set up new prisitare on the increase.
Although trade remains the most important elemdnthe new initiatives,

fundamental changes have taken place in the assess&ihthe possibilities

and limits of regional integration. Regionalism @mes the success of reform
and attracts inflow of FDI, as it removes a sounfe uncertainty and

encourages openness. Countries interact and regpaositocks in the world

economy.

In special reference to integration efforts in A& the Middle East, and
Latin America where regional arrangements are caunaeed, none of the
preconditions as the potential emergence of a langedifferentiated regional
market, the diversified production patterns in whiedustrial goods prevailed
so competition and specialisation efforts woulddmee stronger, and the fact
that extensive trade and capital flows and certafrastructure long before
common trade policy had been initiated were andsaféciently present in
regional integrations among developing countrieswLlper capita income,
aggravated by uneven distribution, low per capitgpadrt impose a major
constraint on the total volume of effective regiodemand. Member countries
often display modest differences in relative facemdowments, exporting
competing goods that are produced in every or séweember countries, and
import goods, services, and production factors ifaand technology) that
are not available within the region. Nevertheld#lss,complementarity of intra-
regional trade--the extent to which a country’saip match trading partners’
import needs--rose markedly in various sub-regafrite developing world.

Yet, the question still remains: is regionalismuady advantageous to
developing countries? According to the World Baskg WB-GEP, 1996,
p.43) the first part of the answer is they are metessary for success. East
Asia’s spectacular success (miracle), as mentiaisle in the context of
ASEAN, has evolved largely independently of spe@alangements with
industrial countries or institutions of regionategration.. The second part of
the answer is that integration is not sufficienmtdéoonomic success. Not every
country with an EU association agreement experigreceexport boom. This
emphasises the fact that the benefits of improvedket access are rather
limited for most developing country partners unlébgy gain access to
industrial countries’ protected “sensitive” marketgach as agriculture textiles,
and clothing, and steel, which are constrained.tt#s World Bank report
underlines, the benefits of integration (globalregional) are not static. The
depth of a regional agreement is measured by thygesof precommitments to
co-operation, harmonisation, and liberalisation.jdMagains stem not only
from changes in the level of intraregional tradet lalso from higher
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investment, increased competition, better use ahewmic resources, the
economies of scale that emerge from access torleggmnal market.

Obviously, integration may be promoted on a redidresis or a global
basis. Global integration will be accompanied bgd& creation, whereas
regional integration will be accompanied not onjytiade creation but also by
trade diversion. Thus, intraregional trade cannet d¢onsidered as an
alternative to fundamentally global-market orienteatle flows. However, in
the 1990s, intra-regional trade and economic kalatare predicted to grow in
parallel to, or even at a higher rate than extiareg contacts. The formation
of powerful economic and trading blocs such assihgle market of the EU,
NAFTA, major initiatives in the Pacific basin (APEGFTA -ASEAN Free
Trade Area), and the Eastern Europe’s desire toumwith the EU, seem to
generate more intra-trade and to foster trendsridsva new regionalism in the
world economy. This consolidation is expected tattwe the fact that the
GATT Uruguay Round negotiations have successfullivdred. In order to
minimise economic losses and to avoid marginabsatregional groups of
developing countries will be increasingly forced weork out common
positions and to join one of the influential groumoth factors require the
gradual yet rapid dismantling of barriers to theefflow of production factors
within regional integrations.

The post-Uruguay Round has obviously introduceéw dimension in the
course of both multilateralism and moves towardgoreal integration. In view
of the fact that differential and more favourabteatment for developing
countries with their potentially greater accesthiinternational markets, it is
to be expected that genuine efforts by the devetppbuntries to integrate on
a regional or sub-regional basis would be underdjiifenot derailed, as the
coverage of MFN tariff concessions and eliminatwdrurther barriers to trade
would undercut the advantages of intra-regionalcessions under PTAs.
Furthermore, the fact that trade liberalisation amthe GATT Round is to
enable the developing countries to have greatersado global markets would
act as deterrent to the developing country regiané&grations. In the
meantime, the GATT Round has resulted in the eidansf multilateral trade
disciplines to cover a much larger number of cadestdue to the recent
accession to GATT of many developing countriesuditlg a number of OIC
countries, who thereby accepted contractual olitigatexposing them to the
threat of possible trade sanctions. Developing t@siin particular face the
challenging task of implementing the Round Agreetsmieithe Agreements
including the WTO Agreement commit the signatorymoies to comply with
the new trading rules and obligations and consetjueammit themselves to
ensure conformity of their national laws, regulaip and administrative
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procedures. As highlighted by UNCTAD, the draméticrease in the level of
discipline accepted by developing countries throtingir acceptance of all the
multilateral trade agreements resulting from theuduiay Round and the
binding of their tariff schedules have significgnteduced the flexibility of
governments in the use of trade and domestic poliegtruments.
Consequently, many WTO members will not be able etoulate the
development strategies pursued successfully by roaungtries in the past and
will need to adapt to the constraints and oppotiemiof the new system. In
short, development strategies in future will hawebte adapted to the post-
Uruguay Round trading system (UNCTAD 1994).

Significant tariff reductions negotiated on indiadtrproducts by the
“Quad” countries (Canada, US, EU, Japan), as amaajicome of the Round,
are expected to enable developing countries to lgggater access to the
market of developed countries. Like their developmmlinterparts, most
developing countries made substantial tariff cosioes, as part of their
commitment under the Round and also part of themestic liberalisation
policies undertaken unilaterally, and bound thaiiffis to an impressive extent
(UNCTAD 1994). While developing countries stand tenefit from
liberalisation in all sectors, a significant profon of their exports incur
duties exceeding 10 %, in particular for those @acor exportables such as
non-tropical agriculture, textiles and clothingddeather and footwear; these
sectors, in which developing countries have comallle comparative
advantage, signify high tariffs and tariff escalati Negotiations are foreseen
for agriculture in 1999 and on services in the y2a00.

However, the situation is not that bright for theseloping countries in the
post- Uruguay Round era: some formidable barriensain, which will make
them turn intra-regional. Impediments to trade aadriers to market access
remain pervasive. To mention just a few, the denfanéntidumping is more
likely to increase than decline in the coming desadstill there are some
serious external obstacles. Antidumping actionsarera favoured device of
protectionists in the North, world agriculture rénghighly protected and
subsidised, the MFA MultiFibre Arrangement contisutd be a major
distortion, only to be phased out in 2005. The wlation of NFA quotas and
the commitment to reduce tariffs to zero by 201¢ mvall result in a shift by
affected import-competing industries towards antiging and other forms of
contingent protection. Furthermore, with the exwepof certain commitments
to encourage technology transfer to the least dpeel countries, there are no
special provisions to facilitate the transfer ofhteology. The Agreement on
Trade-Related Aspects of Intellectual Property RigliTRIPs) establishes
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disciplines for copyright, trade marks, geographicalications, industrial
designs, patents, layout designs of integrateditg,ccopyrights protection for
computer software, protection for data banks. Thposition of such stricter
rules in these areas makes it more difficult anpeesive for the developing
countries to acquire technology from the developestld. As UNCTAD
(1994) also shares the same view, developing cegnare expected to incur
costs in applying this new regime. These count#ksnot only face higher
royalty payments and higher prices associated witlose products
manufactured under license at home or abroad, Ibathave to cope with an
administrative machinery in implementation.

In contrast to the 1960s, when different viablei@p were available,
today there is hardly any other reasonable altemndab adjustment to the
requirements of the largest market (EU-NAFTA) ie thorld economy. In the
1990s marginalisation may be involuntary and impdodsy powerful
international economic developments. Deregulat@®ATT-led liberalisation
and regionalisation, as parallel and decisive n@Bonal processes, are likely
to affect all countries that cannot forge strongeonomic alliances, not just
among themselves but also with one or more of th@mngravity centres of
the global economy, namely the enlarged EU, NAFaAd Japan-East Asian
(APEC). Though, at present, the world economy ishmmore open and
deregulated than 30 years ago, developing couraiedikely to face more
uncertainties and qualitatively different challesgmarticularly coming from
the EU. The common position of regional integratofrdeveloping countries
will be challenged, as the EU as well as NAFTA ugkd to the dilution of the
preferential preferences, the elimination of natloimport quotas, the
stiffening of competition, the maintenance of comnagricultural policy, new
association treaties and the enlargement of thie toéocs.

Most member countries of different regional grougr® unilaterally
dependent on the EU whose strong economic imphmaten the previously
achieved trade advantages. Some regional groupplamneing to link intra-
group trade liberalisation to strengthening ecomdinks with one or more of
the leading economic powers. ASEAN has a dialogite the Maghreb
Union, the GCC wish [to have] free trade pacts wviftt EU, others to have
preferential trade agreements, like the Lomé CotimenAt the moment there
are no alternative dynamic partners on the horiddws it is not surprising
that arguments in favour of warming up old andthated regional integration
schemes have been gaining ground recently (Asa8€8); Indai, 1991).

A number of developing countries are small and rbaynonviable. As
proposed (Tinbergen, 1996; Attali, 1997), particylamall countries should
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better conclude treaties by which they integratrbelves into larger units
(regional). However, the possibility of costly teadiversion rather than trade
creation suggests that regional agreements betdeerioping countries, big
or small, would lead them to integrate further witte world market by

continuing to lower external tariffs (common orinagl) and by integrating

with the major economic entities mentioned aboves Icontended that if a
regional arrangement is joined by one or more agive members which have
a substantial weight in international trade, or th@on is composed of
countries with strong economies, then the unionldvdae in a position to

extract a more favourable deal from the rest ofvieeld. This is because the
grouping will be taken seriously in its threatgetaliate.

4. OIC ECONOMI|C CO-OPERATION/INTEGRATION:
SO FAR TWO DECADESOF FUTILE EXPERIMENT?

Given its (OIC) accomplishments and the stage mxhah the process of co-
operation, the use of the telintegrationis not proper in the OIC context, as
the term implies a fairly advanced stage of anth&dised state of co-operation
among a group of countries. Realistically, it maydvoper to call it a loose or
shallow co-operation, not at all shallow integratiocConsequently, it is
improper to talk of a regional integration arrangeinin the real sense of the
word. The OICMCs have not formally established afigured form of
economic integration confined to the membershipit lsefree trade area, or a
customs union, or a common market on a regionakbasvering the entire
membership. With a membership of 52 countries, sitaimost beyond
imagination and not even realistic to contemplatgegional integration
grouping of that size and order. It may surprisenynt find references and
studies related to the discussion of an Islamic ®@om Market. Apart from
other considerations, only the sheer numbers prabenvery constraint to
such a regional integration in its entirety. Theref it would make little sense
to attempt to make any meaningful assessment of Qh@'s regional
integration efforts and try to justify its formatio Nearly a period of two
decades has passed since the establishment ofrglami€ation of the Islamic
Conference (OIC); though conceived initially as alitical forum, the
Organisation from the very beginning attached fyal0 enhance economic
co-operation among its member states.

Like so many of their counterparts in Africa andtihaAmerica,
integration efforts by the OIC, as signified by toption of various schemes
or modes of integration, such as the OIC TradeePeatial System or the idea
of establishing an Islamic Common Market proposedthe OIC Plan of
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Action or the COMCEC fora decisions, were not gatedt on the basis of
sound principles, analysis, and regional or glotegllities. Except for the

launching of certain schemes particularly in theaaof trade, attempts and
undertakings lacked directional frame, coherenod, sophistication, as they
did not go beyond a detailed description of mutiedires, loosely formulated
general proposals, without articulated conceptfiagncial, and institutional

depth in design. Regional co-operation or integratcovered almost all

possible areas of co-operation instead of conciamgrapon a few realistic or
implementable priorities. Above all, there was mgoing to be a coherent
regional formation or entity, acting as a centrgudorce of integration;

instead, the conceived approach was gradual, [osteg]-by-step basis, or
permitting sub-regional fragmentations, there wawemany regional or sub-
regional groupings in existence inside as well aside the OIC contour, to
which members were associated in one form or anothe

Though aspirations go back to the early 1970s (talSummit of 1974),
the occasion that marks the start of serious affand formal formulation of
ideas for co-operation among the members of the ®I@e Third Islamic
Summit Conference held in Makkah Al Mukarramah fTiai January 1981,
which adopted in its declaration a “Plan of ActtorStrengthen Economic Co-
operation among the Member States” (PA). This tespter blueprint defined
the sectors and areas of co-operation in termsjactives, broad initiatives
and policy proposals for joint action. It was natilthe establishment of the
Standing Committee for Economic and Commercial @eration (COMCEC)
in 1984, on the occasion of the Fourth Islamic Sitm8onference in
Casablanca, that action programmes and concreteogats began to be
formulated on six sectoral areas of the PA, of Whiade was accorded top
priority. At its first meeting, COMCEC conceiveda short-term
implementation programme for the promotion of traeong member states,
which sought the establishment of various schemesfacilities designed to
enhance intra-OIC trade. It is worth noting thateéh financial schemes
(longer-term trade financing, export credit guaeantand multilateral clearing
union) along with a trade preferential system wimealised after a lengthy
period of feasibility study, in which the Islamiceizelopment Bank and a
number of OIC institutions were involved and hedeserve some credit in the
accomplishment. In the light of the slow progreshieved in OIC co-
operation and the need to face challenges and ekagaining momentum in
the global economy with waves of liberalisation,regdpilation, and the
enhanced role of the private sector, the OIC/COM@titiated, at the request
of the Sixth Islamic Summit in 1991, another routed formulate a new
strategy and a revised plan of action for econompi@peration, which were
embodied in an official document containing the retxategy or the new Plan
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of Action (NPA), endorsed by the COMCEC and thettsislamic Summit in
1994.

Looking ahead, the new strategy, as defined in‘@igectives and Basic
Principles of the new Strategy to Strengthen Ecaadbwo-operation among
OIC Member Countries”, once again like the 1981-P&ts the aim of
establishing amore integrated OlCcommunity, in line with the recent
developments concerning the formation of large enuo blocs as one of the
means to ensure fuller participation in the glakation process. In the
accomplishment of this, it reiterates that “willnedit from the experience of
regional and inter-regional co-operation involvitlgg OICMCs, based upon
the principle of mutuality of interest for all paipating countries, to serve as
an immediate step towards economic integration gnme@mber countries”. It
goes on to state that “such co-operation will haipatepowerful economic
units capable of facing the challenges emanating froenetinergence of large
economic blocs. Thus, the idea of integration, @/sjpelled out only in a very
general way, still posits the emergence or estaflent ofpowerful economic
units (may be sub-regional blocs within the OIC geogyphn this
conception, as part of modality and mechanism,etlierthe mention of a
realistic and gradual approachthe increased role of the private sector
encouraging economic liberalisation with a view toeating a sound
environment for integration and benefiting mordyfidtom the globalisation
process. A concerted effort is envisaged in whichetframed sectional
programs and more specifically joint ventures aiggested as the main modes
of co-operation in all areas, taking advantage h&f tomplementarities in
factor endowments, production, externalities, amdrged markets.

As in the 1981-PA, the new Plan is categorical:CQlo-operation will
aim at promoting, expanding and creating trade a@rtbe member countries
through appropriate action that would be condudeethe realisation of
greater integration in stages and over time, takig account the existing
OIC schemes and programmes, and without prejudidiedir obligations to
the rest of the world.” In its totality, the new©®Utesign for co-operation still
lacks the necessary thrust, synergy, commitmertt dhaerious integration
attempt calls for. Even more specifically, the retvategy was explicitly “non-
committal”... Such programmes and projects showtimvolve unnecessary
additional public financial commitments, in viewtbe more prominent role to
be given to the private sector. Thus, the initiegivand implementations are
being left to the private sector to shoulder anded©IC co-operation, with
minimal involvement by governments. Nor was theresemse of urgency
voiced in the strategy to take certain priorityi@as$ that would have positive
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impacts in the short-run and hence would meanihgfabntribute to the
rolling of the process of integration.

In retrospect, however, throughout the process ftloenvery start in the
late 1970s there were probably more politics (gioks) than economics at
work. One would find it difficult to observe a ssws commitment to forge
some sort of a coherent economic alliance, whictuldvday down the
foundations of a viable system that would serveatthieve a gradual
integration in the long run. The institutional mamry and modalities set to
work and the operational structure of the OIC, th#docally designed to
facilitate the program of action, can vividly exipleone of the fundamental
causes of the chaotic inefficiency of the systesnmantioned by Ahmed and
Ugurel of SESRTCIC in their study (1996), to quotence the(se)
recommendations (on an issue) reach the higher, fidta the relevant
ministerial meetings, the annual conferences ofQhle Foreign Ministers or
the Islamic Summit of the Heads of States, howethmy are either sent out
for further study or transformed into rather geheesolutions that would not
contain any concrete commitments. In some cases otiginal set of
recommendations would be approved by the relevamsterial conference as
well, but they would either be diluted in contemidéor generalised by the
Foreign Ministers or be left in oblivion by the mieen states......the history of
the subject of economic integration is a good exanop the above pattern.
Going back to the early years of the OIC, the dsfament of an Islamic
Common Market and/or different other forms of imtgpn and advanced
economic co-operation schemes have been mentigneiferent quarters in
various OIC and Islamic fora as a “natural” or estee manifestation for the
OIC. Yet, very little that is concrete has beeniaodd so far”. As observed by
many, the Organisation lacked the necessary cgpdaifrastructure, and
commitment to mobilise. No less responsibility liegh the member states,
which set high aspirations, unrealistic ideals @uoals against the means,
technical and financial capacities they were pregdo offer, thus showing
much lack of political will.

There have been of course a number of factors armd at work that
have contributed to the slow progress of, and unttexd the efforts aimed at,
OIC economic co-operation. Many of these factord fonces endogenous to
the OIC membership are highlighted in various répand studies, official
documents of OIC institutions (e.g., SESRTCIC, IOBDT). As a recent
study by Ahmed and Ugurel (1996) can be referredthis paper will not
dwell on this issue to a great extent. It will omhention a few distinctive
points. Most of all, a glance at the socio-econoatiaracteristics of the OIC
membership can tell much of the story. The OIC mensiip, commanding a
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population of over 1 billion geographically spreaiiely on three continents,
is composed of a heterogeneous group of nation®rins of their social,
economic, and political structures, stages of dgyaknt and income levels,
resource endowments (land, human, capital, techghloAmongst the
membership, in terms of its composition (accordioghe World Bank/UN
definitions), there are 19 nations that belong e tUN group of Least
Developed Countries, four nations are in the higieine category (Brunei,
Kuwait, Qatar, United Arab Emirates), six countrége in the upper-middle-
income category (Gabon, Malaysia, Bahrain, OmandSarabia, Libya), and
sixteen countries are in the lower-middle-incometegary (Djibouti,
Indonesia, Maldives, Kazakhstan, Turkmenistan, Wzben, Turkey, Iran,
Iraq, Jordan, Lebanon, Syria, Palestine, Algeriarddco, Tunisia). Thus, per
capita income (1994), with large variations in-betw, ranges from around
$170 (Sierra Leone/ Chad/ Uganda) to over $20.Q00t¢d Arab Emirates/
Kuwait). Income differences to some extent reflpobduction structures;
agriculture and primary industry are predominanth@ lower income groups
while industry and manufacturing assume a greatepgstion in domestic
production in the higher income groups; the manufing base is relatively
more diversified only in a handful of member colegr

The level and the average rate of growth of inggeneal trade achieved
over a period of decades or more is an adequaieaiod to illustrate the
degree of integration among the OIC member, evamw ibther measures are
used. As is shown in many reports of the OIC ian8tnhs, the level and
composition of intra-OIC regional trade has notcteal its potential or
optimal level. This failure is attributed to thderplay of a number of factors,
namely, the lack of complementarity/linkages amtmg economic structures
of the member countries. Furthermore, the geogcaphiiversity, the lack of
national and regional transportation and commuitnafacilities, and the
scarcity of readily available current informationthe member countries about
one another were significant impediments to suctegimation. Intratrade
expansion demands yet more co-ordinated and segffosts by member
countries themselves and their institutions, initigdhe OIC.

The narrow industrial production base and/or higbhmmodity
concentration of primary products in exports agains high concentration of
manufactures on the side of import, as typical ®fedoping countries, made
them natural trade partners with or dependent errttustrial countries. The
export concentration index for most of the OICMEsbove 0.550; in the case
of oil exporters it is above 0.700. For only a fefthem (Indonesia, Malaysia,
Morocco, Turkey), having a wider manufacturing hake index comes down
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below 0.200 (WB-WDR, 1996). As tables in the Anirdicate, the volume of

trade among the OICMCs has been persistently andistently low; as a

proportion of their total trade it averaged arout@ over more than a
decade. If, however, certain commodities such a®lgeim are left out of the
computations, because of their disproportional Weig will be seen that the
volume of intra-OIC trade will be drastically cua fough estimate can be
obtained by comparing exports of oil-exportershie ©ICMCs with total intra

OIC-trade in the annexed tables). Thus, the figarantratrade adjusted for
petroleum turns out to be extremely low. In thetpmbkshock era, intratrade
received some boost, as rich oil-exporting membeuntries offered

temporarily a growing import market to the OIC w@wl partners, this

potential remained rather modest, compared to regianal opportunities, and
mostly used by more efficient extraregional suppli®il income changed the
power relations within the OIC, and regional salijaremained at the mercy
of the oil-exporters, who paid more attention teithown solidarity and to

sustaining their balanced relations with the W@skrich states did however
generate foreign investment flows into some pant$ attracted some labour
migration from the OIC region. Though direct invastt flows were not

proportional to the funds available or the desgersded for funds, workers’
remittances however provided an important sourcefooéign exchange

contributing positively to the balance of paymemtf those immigrant

countries. Although difficult to estimate, a sigo#nt part of intra-OIC trade
may be due to these factor incomes. While low fguwould be taken to
suggest that there exits considerable potential tloe expansion of

intraregional trade, they essentially point to thet that it will certainly take

more than a couple of OIC-COMCEC-sponsored schemifs intratrade, and

surely not in the shorter run.

More than two-thirds of the OICMCs are associatath va number of
regional/sub-regional groupings from east to westny of them participate in
non-OIC regional arrangements as well as in varssregional integration
schemes. Some of these economic groupings haveitesistence for quite
some time, while others are relatively recent. Bdienal integration
groupings that comprise only the OICMCs are, foaregle, the Gulf Co-
operation Council (GCC), the Arab Maghrib Union (&Y the Economic Co-
operation Organisation (ECO), the Preferential €ra&dgreement for North
Africa (PTA NA). Some of the non-OIC economic grings in which the
OICMCs participate include: the Association of 3phHast Asian Nations
(ASEAN), the African Economic Unity (AEC), the Ecamic Community of
the West African States (ECOWAS), the West AfriEgonomic Community
(CEAQ), the Mano River Union (MRU), the Preferehtierade Area for
Eastern and Southern Africa (PTA) and South Asiarogiation for Regional
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Co-operation. (SAARC). In one way, such numbergrotipings and member
country participations may be interpreted as arcatin of their political will

to agree to integrate, and of their convictionha potential benefits that such
forms of integration can produce. Once again, mesoespect, the existence of
such sub-regional or regional groupings may benake suggest that OIC
integration can make use of these experiments.Bost of these formations,
with the possible exception of the ASEAN and the GGGhave shown
dormancy or limited success to survive. As mentibearlier, the ASEAN
stands out to be one of the most successful relgimtegration models
established amongst the developing countries. €rlie ASEAN, the GCC, a
rich men’s club, is composed of countries all ofwhare members of the OIC
and was initially a loosely organised regional grog, whose primary aim
was political (national and regional security) etithan economic; it became
active in the area of trade, finance, and infrastne, abolished national tariffs
in intraregional trade all at once in 1983. Onenpaieeds to be made is that
none of the above groupings has been formed uhdenttiatives of the OIC.

In the same light, one is also inclined to argua the existence of such
sub-regional groupings would undermine the develnof a genuine OIC
integration arrangement. Participating members ddwdve no incentive to
loosen their links with the present regional setaup venture into a new
arrangement with no apparent advantages, even tlihthgjr integration is
considerably loose or minimal (intraregional traa® a proportion of total
trade is recorded around 6% in the case of ECO @C)G In the case of
ASEAN members, OIC integration would not providecdntives (either
through trade diversion or trade creation) to padsusuch member states as
Malaysia and Indonesia to divorce themselves froBEAN or APEC in
favour of an OIC origination. In fact, the lack @fithusiasm on behalf of the
OICMCs can be detected in their willingness to sigml ratify some of the
important OIC agreements, particularly the Agreeimen the Promotion,
Protection and Guarantee of Investments and thdeTRreferential System
among OIC Member States (TPSOIC). The former ageeénvas adopted in
1981, but went into effect in 1988, after beingnsid by 21 and ratified by 15
states. Similarly, the Longer Term Trade Finanuafpeme operational under
the IDB has 22 patrticipating member states.

In particular reference to the TPSOIC, which isrded to have special
and crucial role to play in OIC integration, thewlprogress is even more
disappointing. The scheme aims at the promotiotraile among OICMCs
through the exchange of trade preferences, whiemat limited to tariffs but
are to be progressively extended to para-tariff monl tariff concessions. It is
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important to note from the aims and principles tin&t “Agreement shall not
be conceived as a substitute to any of the existmjyfuture preferential trade
arrangements involving the participating States,dsua supplement to them.
Tariff, para-tariff and non-tariff preferences dppble within existing and
future sub-regional, regional and inter-regionabugings to which OIC
Member States belong shall retain their essentiatacter...”. Despite such
general or unbinding remarks and escape clausedramework Agreement
has been signed by 20 OIC Member States (Burkirs®,Féaambia, Guinea,
Indonesia, Iran, Jordan, Morocco, Libya, Ugandde®ime, Sudan, Senegal
Chad, Tunisia, Cameroon, Saudi Arabia, Egypt, LebarPakistan, Turkey)
and was ratified only by 5 countries (Iran, Libygenegal, Pakistan, Turkey),
over a period of 7 years. Since the number oficatibns is less than the
number (10) required for the Agreement to come fotae, it will probably
need another few more years to pass. While itasswring to see that some
principal trading nations of the OIC (namely mensbef ECO) have signed
and ratified the Agreement and hence have showimgrless to join, some
others seem to show indifference or lack of interés bear practical fruits or
for the arrangement to have some chance of sudtéssecessary that such
countries like Malaysia, Indonesia, members ofAMU and GCC participate
in the arrangement. When data for 1990 and 1994a#em as indicators of a
permanent state of affairs, the latter set of ceesi{most strikingly Malaysia
and Saudi Arabia) have large surpluses on thein@gional trade balances.

There is another important factor that acts asitecalr hindrance to the
expansion of intraregional trade and hence integraefforts in the OIC
context. This concerns international politics. dstbeen shown that political-
military alliances have positive effects on tradel éntegration. It was shown
that there are political incentives for states ngage in more trade or freer
trade with allies than with adversaries (Mansfiel®93). On the basis of
empirical findings, he reports that higher leveldrade have been conducted
between states which were allies than betweenssteltech were potential or
actual foes. Preliminary findings indicate that,amerage and holding constant
a variety of other factors, the existence of atéil alliance more than
doubles the predicted flow of trade between its bvens, and the existence of
a multilateral alliance increases trade betweemé#mbers by more than one-
third. A preliminary inquiry into the OIC politicadtage suggests that there is
some truth in this observation. There has existedl dill exits considerable
enmity among so many OIC states, who are even astlynmeighbours.
Political stability in terms of sub-regions appeprscarious. This factor can
partly explain why a low volume of trade exchangessts among certain
countries as well as those of the OIC as a whole.
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5.CHALLENGES CONFRONTING THE OIC COUNTRIES

The emerging diverse and unpredictable trends wbajl and regional
integration have serious implications for the OIC84GVhile globalisation
will exert its pressure in the direction of moréeialised and dependent
economies, regionalism is likely to remain an int@ot factor in global
economic relations in the foreseeable future, aspifincipal regional blocs,
such as the EU and NAFTA, Japan-led APEC, will ihprobability, be
polarised-gravity centres. Like other developingurdoies, the OICMCs’
common approach will be to strive for greater asdeshese markets, as their
traditional links and reliance will continue as de&f. The regional
consolidations in other parts of the world, andtipatarly the enlargement of
the EU and NAFTA as well as the positive expecteatiof the post-Uruguay
multilateralism would lead the OICMCs to be complaic Given the fact that,
over a period of more than two decades, their jeffurts to enhance regional
co-operation, let alone integration, at the OlGelévave been disappointing, it
is highly unlikely that greater enthusiasm for al€ @egional integration will
emerge. Domestic considerations and exogenous ebaaigthe global level
will force them to adjust and reform at the natideael. There is however no
certainty, from the present state of affairs, tthegty will entertain the same
sense of urgency in the regional context.

In the face of the challenge to integrate, natiarad regional dynamics
within the OICMCs may tend to exert pressures akrjence rather than
convergence. The regional economic and politicalirenment or climate
would be hardly conducive if such preconditions teare to prevail. Such
factors as high dependence on extraregional partremall size of their
market, low level of economic, industrial and irsfraictural development,
similar production and export patterns, significaatio-economic disparities,
geographical preference (as reflected in the @fficame of most sub-regional
groupings) legacy of permanent territorial and goheed ethnic issues and
conflicts, narrowly-based production patterns, ldek of complementarity in
trade and so on, while providing enough justificatfor efforts towards closer
co-operation, will no doubt hinder an OIC-wide or&tion arrangement.

Yet, again, in the face of the pressures of mudiilism on the one hand
and the unfolding world of regional blocs on theest the OICMCs in order to
avoid marginalisation and not to be on the losiiulg sthey need to work out
common strategies of integration schemes. If lilwaton (under MFN or
trade preferences) holds the key to integratior option they can already
utiise is to forge ahead with their existing selgipnal integration
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arrangements and improve cross ties with otherrsgienal groupings in the
region. This may be particularly true for ECO, GC&hd AMU. Their
members would stand to gain from deeper forms tefgmration, as major gains
stem not only from changes in the level of intr&wagl trade but also from
higher investment, increased competition, better afseconomic resources,
and the economies of scale that emerge from atoéagger regional markets.
It is beyond doubt that regionalism ensures theesg of reform and attracts
inflow of FDI, as it removes a source of uncertgiahd encourages openness.
Countries interact and respond to shocks in thédnemmonomy. Firms initially
choose to extend their territorial boundaries ading with or investing in
neighbouring countries or in countries in whichythe@ve language or ethnic
ties.

If the new international order maintains peace aability, as an
intertemporal development, the above mentionecktbtb-regional groupings
may in time develop close cross links, which wobl considered as a first
step to establish a larger formation in the regiorihe OIC efforts for a looser
co-operation, within the contexts of the new Ol€agtgy, the real issue is not
much how to mobilise the private sector, whichdgsigned the leading role in
inter-OIC co-operation, but to bring the governnsetotparticipate and provide
support more so than before. States have to be coonenitted in all respects.
Regional institutions, particularly in technicaldafinancial fields, should be
strengthened and endowed with adequate resourgesiB) to play a more
strategic role. In all this, it appears that theirmeesponsibility to forge
regional solidarity and to sustain common welfareild be expected to fall on
the member states with better factor endowmentsrighdr resources. In this
context, the members of the ASEAN and GCC can fagmitly contribute,
notably in promoting intraregional trade and cdpitaws. At best these
countries can expand their trade with some of thetal OIC countries, which
have high coefficients of import. For any futureeaipts and schemes
undertaken within the OIC framework, the activetiggration of these high
income countries is essential if the schemes anave a chance of success.

In their assessment of the OIC’'s experiment in jperation and in
reference to the impediments and the feasibilitg @ommon market, Ahmed
and Ugurel (1996) propose: “In the face of thesestales, therefore, it
appears that it would be better to start with ofojes more modest than
complete integration, which, nevertheless, showdchain as a long-term
objective. It is by beginning with co-operationdancrete investment projects,
limited in scope, or even with step-by-step expamsif trade between the OIC
countries, that the climate of mutual trust anddswoity, which is an essential
prerequisite for the realisation of ultimate int&gwn, can be best created. It
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should also be remembered that, though far frorohiag an advanced stage,
some important initiatives have already been tadeffar within the OIC in a

multitude of economic co-operation fields. Once stheinitiatives and

modalities of co-operation are consolidated ankielthtogether within a wider
and more flexible framework, as foreseen in the @@ Plan of Action, a

concrete foundation for more extensive integratechemes among the
member countries, like an Islamic Common Market,ulddohave been

established. It appears that existing and to-babéished sub-regional and
regional integration schemes participated in by@#€ countries, and linked

to one another with special preferential arrangdésyeould very well serve as
the foundation stones of an overall OIC integratischeme advanced
features”.

Therefore, given the present conditions and thethdeyp co-operation
activities, an OIC regional integration on a globedle is as distant as ever. In
the face of serious obstacles and impedimentQtleshould have no choice
except proceeding with a modest and practical ambrao integration as
outlined here and in other similar studies. Thecpss of integrating
economies at varying levels of development and differing structures is an
insurmountable task by itself. Preconditions nemde met before the OIC
world entertains high aspirations of an Islamic @mn Market. Fragile
relations, prior concerns for national economicpotitical stability, lack of
mutual trust, and the difficulty to mobilise resoes would serve to undermine
all positive efforts. Further and serious reseaneth investigations would have
to be undertaken in order to look into the prospeeid to formulate coherent
and effective strategies or programmes that wouwdtp lthe OICMCs to
confront the challenge and danger of marginalisatidhe international
political economy is expected to have more comg@ar diverse issues of
global integration. On the trade front alone it aéms to be seen how those so
far left to the GATT Rounds will be resolved to thenefit of both developed
and developing countries; while the former coustielvise liberal and freer
trade, they are themselves engaged in practicésatbadetrimental, harmful
and damaging to the international order and glebahomic welfare.
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