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ABSTRACT

Despite the fast-growing literature on the political economy over the last three
decades, several important issues remain under-examined. This thesis addresses three
substantive issues concerning the roles of democratic and non-democratic institutions
in the economy. First, this thesis aims to examine the trade intensity of Indonesia and
Turkey with OIC member countries. Second, the thesis aims to examine the changing
specialization and comparative advantage of Indonesia’s and Turkey’s bilateral trade
with their trading partners. Third, this research aims to examine the effect of
democracy, governance, openness, FTAs, and RTAs on Indonesia’s and Turkey’s
bilateral trade with OIC member countries. In terms of three substantive issues of
examination, the results show that Turkey has higher trade intensity with OIC member
countries than Indonesia on both overall OIC and individual. The average value of
Indonesia’s Trade Intensity Index with overall OIC countries from 2001 until 2018
was more than 1 but has a decreasing trend throughout observation. Note that, if Trade
Intensity Index more than 1, it indicates that, Indonesia’s trade intensity with OIC
countries is greater than would be expected, given their importance in world trade.
Meanwhile, Turkey’s trade intensity is even much higher than Indonesia’s. Since the
average value of Turkey’s Trade Intensity Index with OIC countries from 2001 until
2018 was more than 2. Turkey’s trade intensity with OIC countries has an increasing
trend but continues to decline for the last four years. In specialization and comparative
advantage, Indonesia and Turkey were able to maintain their export of primary
products and unskilled-labor intensive products between three points of decades in
1996, 2006 and 2016. Meanwhile, Turkey is more concerned to increase its
technology-intensive products than Indonesia. As for the trade determinants
examination of Indonesia’s and Turkey’s trade toward OIC countries, the examination
results are as follows. In the Indonesian case and Turkey case, most trade
determinants on both Indonesia and Turkey are insignificant. In contrast, most of
determinants on OIC’s partners have significant effects namely democracy,
governance, openness, and trade agreements. In detail, the democracy of OIC partners
has a positive and significant effect. Furthermore, voice and accountability, political
stability, government effectiveness, and control of corruption have a positive and
significant effect on bilateral export. Meanwhile, the rest of the two indicators, such as
regulation quality and rule of law have a negative and significant effect on bilateral
export. Finally, joint membership in the same Free Trade Agreements and Regional
Trade Agreements in both-side have positive and significant effect on bilateral trade
flow. Since joint membership is effective, then this might result in trade creation
inside trade block and increase bilateral export flow. Nevertheless, if there is only one
country joins Free Trade Agreements and Regional Trade Agreements, then there is
no trade diversion from Indonesia and Turkey or their OIC partners toward other
countries outside their trading bloc. Therefore, there is no significant effect to increase
or decrease Turkey’s exports to the OIC countries. In brief, for the Indonesian and
Turkey case, some results were in line with the hypothesis. In conclusion, Indonesia
and Turkey need to maintain their trade intensity to OIC countries and keep with the
trade intensity index, which recently is relatively high. Indonesia and Turkey need to
focus on technological deepening in production and exports. Finally, trade policies
such as Free Trade Agreements and Regional Trade Agreements are still relevant as
modern trade policies. OIC countries’ democracy and governance are effective as a
part of trade policy. Therefore, the level of democracy and governance quality has to
be enhanced to increase the bilateral export of Indonesia and Turkey toward OIC
countries.

Keywords: trade intensity, specialization, comparative advantage, gravity model,
RTA, FTA
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CHAPTER ONE
INTRODUCTION

1.1 BACKGROUND OF STUDY

The importance of international trade in political economy studies cannot be
overstated. Exchanges of goods and services between countries provide consumers
with a wider array of choices and allow them to enjoy products that cannot be
produced within the border of their own country or products that can be produced, but
at higher prices. Exchanges of goods and services between countries also provide
producers with more input options and allow them to sell their products beyond
borders. This condition helps improve the utilization of resources not only to prevent
wasteful duplications of production, but also to induce specialization, stimulating
division of labor and enabling efficiency gains from economies of scale. In the longer
term, international trade will help improve the methods of production and advance the
standards of products. Exchanges of goods and services open the door of competition
between producers in different countries and provide them with incentives to keep
innovating to stay competitive.

The importance of international trade has been long acknowledged in Islam.
Prophet Muhammad (P.B.U.H) and Makkah Qurayshites establish two great routes for
their commercial caravans to Yemen in the south and to Syria in the north. They
organize two enormous trading expeditions, one to Yemen in winter and the other to
Syria in summer. It is mentioned in Surah 106 Quraysh Makkiyah, which consists of 4
verses revealed after Surah al-Tin “For the covenants (of security and safeguard
enjoyed) by the Quraysh, their covenants (covering) journeys by winter and summer,

let them adore the Lord of this House, who provides them with food against hunger,



and with security against fear (of danger)” (Yusuf Ali translation Surah 106 Quraysh
verse 1-4). The Quraysh verse “encourages traders to undertake long trips,” based on
tafsir al-Jalalayn, is translated by Hamza (2017). In gratitude for the security of
Quraysh, their security (ilafi-him) repeated for emphasis, it is a verbal noun from the
verb alafa (for the journey of winter) to Yemen (and) the journey (of summer) to Syria
every year they made use of these two journeys to provide for their trade [li I-tijarah]
at the station of Abraham in Mecca to attend to the House of God which was their
source of pride; they Quraysh were descendants of al-Nadr b. Kinana; “...let them
worship” (fa’l-ya’budii) is semantically connected to li-ilaafi “for the security” the
faa’ being extra (the Lord of this House, who has fed them against that is on account
of hunger and made them secure from that is on account of fear, they used to suffer
hunger in Makkah due to the lack of crops, and they feared the army of the Elephant -
Tafsir al-Jalalayn (al-Mahalli 1459). In another tafsir (interpretation), the tafsir of fi
Zilal al-Qur’an, the trade is the specific grace of which God reminds the Quraysh, as
He reminded them of the Elephant incident in the previous surah. It is the grace of
their being accustomed to the winter and summer trips, and the abundance with which
He endowed them utilizing these two fruitful journeys. God says to them in effect:
“For this tradition of the Quraysh, namely their winter and summer trips” (Verses 1-
2). “Let them worship the Lord of this House, who provided them with food against
hunger, and with security against fear” (Verses 3-4). As their land was infertile, they
would have starved had it not been for the sustenance supplied by God. “And with
security against fear.” Poor as they were, and living in insecure surroundings, their life
would have been one of fear and apprehension. However, God granted them security

and allayed their fear - Tafsir fi Zilal al-Qur’an (Quthb, 2015).



In Islam, trade has always been recognized as an important aspect of human
life. Before revelation come to him, the Prophet Muhammad (P.B.U.H), himself
earned his living as a trader. The Prophet Muhammad, before Islam, practiced trade in
his caravans to Syria. He used Byzantine (a foreign currency) and applied Zakah to it.
The practiced of Prophet in using foreign currency evidenced that Islam encouraged to
trade international trade. Prophet Muhammad (P.B.U.H) also endorsed trade with non-
Muslim, prophet added “innama al-‘ushur ‘al-yahudwa al-nasarawalaysa’ala al
muslimin ‘ushur” meaning “Thithe or one-tenth of something is on Christians and
Jewish” (Hadith narrated by Ahmad and Abu Dawud). The imposition of Anshor
indicated the Islam legitimacy of trade with non-Muslim. The support of trade with
non-Muslim is reflected in Prophet’s utterance. Another justification of international
trade in hadith is that Prophet Muhammad (P.B.U.H) said: “The importer (of an
essential commodity) into the town will be fed (by Allah), “...the merchant who sells
at a low price is prosperous, and the monopolized is cursed” - al-Jalib Marzug wa |-
muhtakirmal 'un (Ibn Majah, 1938).

This research is making Islamic territories a priority. This is intended so that
fellow Islamic regions can realize economic independence for the Muslims and reduce
the Qibla or setting the direction to the economic system of non-Muslims. Indonesia
and Turkey are well still implementing this because both are under the organization of
the Islamic Cooperation Organization (OIC). This research draws attention to the case
of the Organization of Islamic Cooperation (OIC). The Organization of Islamic
Cooperation (OIC) was established on 22-25 September 1969 in Rabat, Morocco,
after pioneers of various Islamic nations concurred on the Rabat Declaration. OIC
attested faith in Islam, regard for the UN Charter, and human rights. The development

of the OIC was at first determined by the worries of the Islamic fellowship



relationship of Islamic nations to answer different issues looked by Muslims,
particularly after the Zionist component consumed a piece of the Holy Al-Agsa
Mosque on 21 August in 1969. The arrangement of the OIC was planned for
expanding Islamic solidarity among member nations, organizing participation between
member nations, supporting global harmony and security, and ensuring Islamic
heavenly places and helping the battle for the foundation of an autonomous and
sovereign Palestinian state. The OIC now has 57 Muslim nations or a more significant
part of the Muslim populace in the Asia and Africa locale.

As a global association that initially emphasized more on political issues,
especially the Palestinian issue, the OIC is now transformed into an international
organization that became a forum for cooperation in various political, economic,
social, cultural, and scientific fields among Muslim countries in the whole world. To
answer the various challenges that have surfaced, OIC member countries see the
revitalization of the OIC as an urgent problem. The enthusiasm and support for the
need for revitalization of the OIC were motivated by the fact that the structure and
performance of the OIC organization were deemed inefficient and effective. In this
connection, a series of meetings were held, which successfully reviewed and finalized
the OIC restructuring TOR prepared by Malaysia. At the 10" meeting of the Heads of
State/Government (KTT) in Putrajaya, Malaysia, on 11-17 October 2003, the OIC
agreed to initiate concrete efforts in restructuring the OIC Secretariat, primarily on
four aspects, namely streamlining structures, methodologies, increasing financial
capacity and human resources. The 3™ Extraordinary OIC Summit in Mecca, Saudi
Arabia, on 7-8 December 2005 accommodated this desire as outlined in the form of
the Mecca Declaration and the OIC 10-years Program of Actions which included the
restructuration and reformation of the OIC, as well as the formulation of the new OIC

Statute expected to be implemented before 2015.



