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ABSTRACT
The necessity for a reevaluation of international trade has become 
increasingly apparent, particularly in Islamic countries. This study aims to 
estimate the economic development of selected Islamic countries, namely 
Egypt, Indonesia, Malaysia, Pakistan, Turkey, the United Arab Emirates, 
Brunei Darussalam, and Kuwait, in terms of export performance. This study 
was conducted within the broader context of Islamic countries, with a specific 
focus on analyzing dynamic panel data from 2010 to 2019. The dependent 
variable included exports of goods and services, while the regressors included 
GDP growth, broad money, and inflation. An estimation based on the panel 
generalized method of moments revealed a significant effect of export (-1) 
on export, a significant and negative impact of broad money on export, 
and a significant and positive effect on inflation. In contrast, GDP growth 
was not found to be significant. These findings are consistent with the high 
number of global Muslim consumers and the growth of Islamic finance 
assets. Currently, Islamic countries are prioritizing product diversification 
for both the Muslim and global markets. These findings indicate the need 
for increased economic development to achieve the practical implications of 
sustainable economic growth in Islamic economies.
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Introduction

The total export of goods and services sold overseas represents a crucial component of 
the economy (Fernandes & Tang, 2012). Export positively and extensively affects the balance 
of trade (Freeman, 2014), improves people’s standard of living (Mansion & Bausch, 2020), 
and supports the economy during a critical period. In achieving a healthy and sustainable 
industry, it is necessary to identify the determining factors that contribute to export success 
to develop the appropriate policies (Parhizkar et al., 2010). Export is a relatively low-risk and 
flexible form of international economic activity (Uner et al., 2013). The challenges facing 
developing countries in increasing the export volume include resource scarcity, unskilled labor, 
and inadequate infrastructure (Lee & Zhang, 2022). On the other hand, the global economic 
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situation has been affected by the COVID-19 pandemic, resulting in a detrimental effect on 
export performance in Indonesia and Islamic countries. From a global trade perspective, 
developed countries represent the primary target market for local commodity exports from 
developing countries. Moreover, Islamic countries offer considerable potential for further 
expansion of trade. 

The estimated Muslim population was projected to reach 1.9 billion by 2020, 
representing 25% of the global population. This growth has a significant impact on the economy, 
particularly in countries belonging to the Organization of Islamic Cooperation (OIC) and on the 
global economy as a whole. The number of export transactions among OIC member countries 
continues to increase, with a significant portion being driven by the export of halal products. 
In 2019, the value of these transactions was estimated at US$ 70 billion, while in 2020, it was 
US$ 55 billion (DinarStandard, 2022). The halal industry is growing rapidly. Islamic countries 
constitute a unique economic bloc, accounting for 25% of global gross domestic product (GDP) 
and 15% of the global economy (DinarStandard, 2023). They also have numerous rapidly 
expanding business sectors, which afford them significant benefits when they engage in both 
bilateral and multilateral forms of economic cooperation. Therefore, it is vital to facilitate the 
diversification of halal products and the reinforcement of access for Islamic countries and 
global market. The implementation of Islamic economic principles in the recovery policy for 
the countries affected by the COVID-19 pandemic represents a crucial agenda for Indonesia, 
Saudi Arabia, the United Arab Emirates, and Malaysia. In addition, strategic policies in the 
financial sector have been implemented by Pakistan, Qatar, and Kuwait. The International 
Monetary Fund (IMF) predicted that the economic growth of Islamic countries will exceed that 
of other countries during the COVID-19 pandemic (DinarStandard, 2022). Figure 1 presents 
the growth trend of per capita income for the selected Islamic countries in this study. 

Figure 1: GDP Growth of Eight Islamic Countries
Source: World Bank (2022)

Researchers have highlighted and examined international trade phenomena, primarily 
export. A study conducted by Ebadi & Ebadi (2015) found that an exchange rate and 
competitiveness influenced Iranian export volume, while economic shock was found to have 
a negative influence. Sabaruddin (2016) investigated the determining factors in the bilateral 
trade between Indonesia and Yemen. The results indicated a significant influence of Yemen’s 
national income on the Indonesian stability in terms of politics and security. In contrast, neither 
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the Indonesian national income nor Yemen’s stability had a significant influence on trade 
transactions between both countries. Espoir (2020) conducted a study that examined export 
determinants. The results indicated that trade openness, human capital, and investment are 
determinants of export diversification in the Southern African Development Community (SADC) 
member countries. Moreover, inflation was found to have a negative influence on export. A 
study by Shahzad et al. (2022) examined the influence of exports, economic indicators, and 
institutions on economic growth across 28 the Organization for Economic Cooperation and 
Development (OECD) countries. The findings indicated that exports were positively associated 
with long-term economic growth. 

Studies on the topic of export have been extensively carried out for the purpose of 
informing policy makers, for instance, Grandinetti & Mason (2012). A number of previous 
studies have focused on the analysis of the impact of export on economic growth. Specifically, 
this study aims to examine the relationship between broad money, GDP, and inflation on the 
export volume of eight Islamic countries, namely Egypt, Indonesia, Malaysia, Pakistan, Turkey, 
the United Arab Emirates, Brunei Darussalam, and Kuwait. These countries were selected 
based on their export performance and sustainable growth. This study makes a contribution 
to the existing literature on international trade studies by employing the generalized method 
of moments (GMM) model, which attempts to explain the relationship between variables and 
establish causality.

Literature Review

Export represents a fundamental economic activity conducted by a country as part 
of its international trade operations. Export is a relatively low-risk and flexible business 
strategy (Uner et al., 2013), that also contributes to social productivity (Pinho & Martins, 
2010). The improvement of export quality can only be achieved under two conditions: (1) the 
implementation of innovations in the production process, and (2) the export of products with 
an economic added value (Suárez-Porto & Guisado-González, 2014; Trinh et al., 2022). 
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H is the Herfindahl index export concentration in country i in year t,   is the export share 

of industry j, and  is the export value of industry j. The index value ranges between 1/n and 1. 

Balassa (1985) identified three key objectives of international trade activities, namely 
the accumulation of international reserves, the sharpening of capital, and economic growth. 
In economic theory, it is well-established that a country’s position in international trade can be 
strengthened by comparative advantage and product specialization (Lee & Zhang, 2022). Viner 
(1950) emphasized that trade creation occurs when a country reduces or eliminates import 
tariffs from other member countries of the trade blocs, thereby increasing the import volume. 
This increase is beneficial as it contributes to improving the well-being of a country. Trade 
diversion is typically followed by establishing a trade league comprising the countries involved 
in a particular region or with shared characteristics (Adeoti, 2012). As a consequence, nations 
around the globe can replace their suppliers with less competitive member countries at a 
low cost. It can be argued that international trade has a positive impact on a nation’s welfare, 
provided that the trade creation outweighs the trade diversion. Krugman (1991) stated that 
the economic scale drives a country to engage in international trade. Such countries tend to 
engage in the trade of one commodity type, commonly referred to as intra-industry trade. In 
contrast, geographical factors do not play a significant role for international trade actors, given 
the inherent complexity of the analysis involved. 
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Previous studies have yielded results that corroborate this study. Abidin et al. (2013) 
investigated the determinants of export from Malaysia, with the results of estimation indicating 
the presence of significant determinants of exports, including economic scale, trade openness, 
inflation, and exchange rate. Ebadi & Ebadi (2015) conducted a data panel analysis to examine 
factors influencing Iranian export volume from 1991 to 2001. The results demonstrated the 
influence of price (exchange rate) and non-price (competitiveness) variables on the Iranian 
export volume, while external shock had a negative influence. Sabaruddin (2016) investigated 
the determining factors of bilateral trade between Indonesia and Yemen using the gravity 
equation in international trade from 1990 to 2015. The findings indicated a significant influence 
on Yemen’s national income, political stability in Indonesia, and Indonesian representation in 
Yemen. 

Nguyen (2016) conduced a regression analysis to estimate the effect of export on 
Vietnamese economic growth from 1990 to 2015. The results indicated a significant positive 
effect of export on Vietnamese economic growth through industrialization. Amir & Uliyati 
(2022) analyzed the effect of export performance from Indonesia to the United Arab Emirates 
from 2009 to 2013 by employing the revealed comparative advantage (RCA), intra-industry 
trade (IIT), and data panel regression methods. The findings revealed that agricultural and 
manufacturing products were the primary commodities exported from Indonesia to the United 
Arab Emirates. All primary export commodities from Indonesia to the United Arab Emirates 
had a high level of competitiveness, indicated by RCA values exceeding 1. The integration level 
of all primary export commodities from Indonesia to the United Arab Emirates revealed that 
intra-industry trade between India and the United Arab Emirates was generally characterized 
by a one-directional integration. The Indonesian export price, competitor country export 
price, real GDP of the United Arab Emirates, and real and dummy exchange rates, were found 
to be factors affecting the commodity trade flows of the agricultural sector. In contrast, the 
factors affecting the manufacturing sector were the Indonesian export price, the competitor 
country export price, real GDP of the United Arab Emirates, and real exchange rate. 

In a study conducted in Indonesia from 1983 to 1997, Sarwedi (2019) found that 
structural economic movement had a positive effect on short-term export, although the long-
term effect was not significant. Industrialization, foreign direct investment, and exchange 
rate played a significant role in improving Indonesian export. Inflation did not affect export 
in both the short and long terms. Sun & Li (2018) used data from 2000 to 2015 to estimate 
the determinants of export margins for Chinese agricultural products destined for ASEAN. 
The empirical results demonstrated that the economic scale variable played a crucial role in 
increasing the trade margin, whereas population positively affected the trade margin. 

Research Methods

The primary objective of this study was to analyze the effect of broad money (M3), GDP, 
and inflation on the export volume of eight Islamic countries, namely Egypt, Indonesia, Malaysia, 
Pakistan, Turkey, the United Arab Emirates, Brunei Darussalam, and Kuwait. This study used 
secondary data published by the World Bank between 2012 and 2019. The dependent variable 
was the export of goods and services, which was converted into a logarithm in the estimation 
model. Meanwhile, the independent variables included M3, GDP growth, and inflation. This study 
builds upon the empirical study conducted by Shetewy et al. (2022) through the use of dynamic 
panel data. The empirical model of the dynamic panel data estimated in this study can be written 
as follows: 
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EXP = export, M3 = broad money, GDP = annual GDP growth, and INF = inflation. The 𝜑1 
represents the intercept, while the 𝜑2, 𝜑3, 𝜑4, 𝜑5 are the parameters or slope of the variables. In 
addition, the eit represents the error term. Furthermore, i represents the cross-section of eight 
countries, while t represents the time series data from 2012 to 2019. 

GMM provides a detailed statistical analysis of the empirical method (Hall, 2005). The 
ordinary least squares estimation results are biased, inconsistent, and inefficient (Baltagi, 
2000). As a result, this study employed a dynamic panel data regression method. The dynamic 
panel method considers the dynamic aspects of data and the correlation with previous data. 
This method introduces a lag from the functioning of the dependent variable to transform into 
the independent variable. In order to achieve an unbiased coefficient, the GMM dynamic panel 
estimation must pass the instrument validity and residual consistency tests. The parameter 
estimation was validated using the Arellano-Bond test (consistency test) and the Sargan test 
(instrument validity test). The Arellano-Bond test was employed to assess the estimation 
consistency derived from the GMM. Meanwhile, the Sargan test was employed to ascertain the 
validity of instrument variables in which the quantity exceeds the number of estimated parameters 
(over-identifying restrictions) (Arellano & Bond, 1991).  

Table 1: Definition of Variables

Data/Variable Definition of Operational Variable Data Source

LnExport Exports of goods and services (constant 2015 US$), expressed 
as a natural logarithm World Bank

M3 

Broad money (sum of currency outside banks; demand 
deposits of the central government; the time, savings, and 
foreign currency deposits of resident sectors other than the 
central government; bank and traveler’s checks; and other 
forms of financial securities such as certificates of deposit 
and commercial paper)

World Bank

GDP GDP growth (annual %) World Bank

Inflation Consumer prices (%) World Bank

Table 2: Descriptive Statistics of Variables

Variables Obs. Mean Std. Dev Min. Max.

LnExport 64 30.865 6.862 22.586 38.242

M3 64 75.672 27.921 38.389 140.092

GDP 64 3.506 2.560 -4.712 8.485

Inflation 64 5.035 5.258 -1.931 29.506

Table 2 presents the descriptive statistics of the data and the correlation between 
variables. The highest export value was 38.242, while the lowest was 22.586. The M3 variable 
had the highest value at 140.092, an average value of 75.672, and the lowest value at 38.389. 
The GDP variable had an average value of 3.506, the highest value at 8.485, and the lowest 
value at 7.6296. The length of education variable had the highest value at 11.17 and the 
lowest value at -4.712. The inflation variable had an average value of 5.035, the lowest value 
at -1.931, and the highest value at 29.506. Table 3 presents the data correlation coefficient 
matrix. In general, the correlation between export and GDP was relatively low. Similarly, the 
correlation between export and M3 was also low. Conversely, export had a negative correlation 
with inflation. 
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Table 3: Matrix of Correlation

LnExport M3 GDP Inflation

LnExport 1
M3 0.047 1
GDP 0.488 -0.133 1
Inflation -0.031 -0.235 0.249 1

Results and Discussion

This study estimated the effect of M3, GDP, and inflation in eight Islamic countries, 
namely Egypt, Indonesia, Malaysia, Pakistan, Turkey, the United Arab Emirates, Brunei 
Darussalam, and Kuwait, from 2012 to 2019. 

Table 4: GMM Panel Estimation

Variables Coefficient t-statistic
lnExport (-1) 0.5720 18.368***
M3 -0.0117 -6.9663***
GDP 0.0144 0.7444
Inflation 0.0262 6.4210***

Diagnostic Statistics

No of Obs. 48
AR (1) 0.0725
AR (1) p-stat 0.1787
AR (2) 0.1199
AR (2) p-stat 0.2477
Sargan statistics 5.8278
Sargan p-stat 0.2123

Source: Authors’ estimation
Note: [] denotes t-statistic; ***, **, and * denote significant levels at 1%, 5%, and 10%, respectively

The GMM panel estimation results showed that the export (-1) variable had a 
significant effect, indicating a dynamic export model in the eight Islamic countries. This finding 
demonstrated that export dynamics had a positive effect on the export performance. The M3 
variable was found to be significant at a significance level of (α) 0.01 with a negative coefficient. 
A 1% decrease in M3 resulted in a 0.01% increase in export in export in the eight countries, 
provided that all other variables remained constant. The decrease in money supply was 
found to result in an increase in export, with the estimated cause being the implementation 
of different monetary policies in the eight countries. Following GMM panel estimation, the 
GDP variable was found to be insignificant, while inflation significantly and positively affected 
export. A 1% increase in inflation resulted in a 0.02% increase in export, provided that all 
other variables remained constant. 

A similar study was conducted by Espoir (2020), which found that trade openness, human 
capital, and investment were determinants of export diversification in the SADC member 
countries. Conversely, inflation was found to have a negative effect on export. Shahzad et al. 
(2022) investigated the effect of export, economic indicators, and institutions on economic 
growth in 28 OECD member countries from 1990 to 2019. The findings demonstrated a 
positive effect of export and economic indicators on long-term economic growth. Shetewy 
et al. (2022) examined the effect of financial indicators and internet use on provincial-level 
export in China from 2000 to 2018. The findings indicated that financial indicators did not 
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affect export value, while internet use affected export. Lee & Zhang (2022) investigated the 
relationship between export structure and economic growth in emerging countries. The 
findings indicated that export diversification played a role in maintaining economic stability. 
Hall et al. (2010) examined the effect of exchange rate volatility on the export performance of 
emerging and developed countries. The findings revealed no effect of exchange rate volatility 
on export. 

Macroeconomic indicators play a pivotal role in maintaining international trade 
continuity, particularly between Indonesia and Islamic countries with opportunities for halal 
products and products with high export potential in creative fields. The selected Islamic 
countries were chosen for analysis due to their diverse economic, product quality, institutional, 
and economic growth characteristics. Nguyen (2016) emphasized the important role of export 
in maintaining Vietnamese economic stability, boosting national income, and supporting 
industrialization. Moreover, Sarwedi (2019) found that, in the case of Indonesia, the prices 
of goods affected export performance in the short term, but decreased export volume in the 
long term. However, inflation had no significant effect on export, both in the short and long 
terms. 

The effectiveness of this study model was tested using the GMM. Therefore, it was 
necessary to develop an instrument due to the relatively small data amount of data and the 
short time interval. Several requirements must be fulfilled to obtain valid parameters. The 
instrument validity was tested using the Sargan test, while the instrument consistency was 
tested using the Arellano-Bond test. Based on the results of the GMM panel estimation results, 
the instrument validity as tested with the Sargan test had a p-value exceeding the significance 
level of 0.10. Therefore, the null hypothesis was accepted. It can be concluded that the study 
model had a good and valid instrument. The consistency test showed a p-value for the AR (2) 
exceeding the significance level of 0.10. Therefore, the residual test in this study was identical, 
independent, normally distributed, and free from autocorrelation. 

The export volume in the selected countries showed fluctuations over the course 
of the study period. The highest export values were observed in the United Arab Emirates, 
Turkey, Malaysia, Indonesia, Kuwait, Egypt, and Pakistan, while the lowest export value was 
observed in Brunei Darussalam. There is an opportunity for the global halal product trade, 
particularly in the food and fashion industries. Therefore, Islamic countries should prioritize 
trade promotion strategies, given their prominent roles in the halal industry. In addition, it is 
essential to reinforce the partnership cooperation between Islamic countries to optimize the 
supply chain.

Conclusion

This study estimated the dynamic panel model of export volume in selected Islamic 
countries from 2012 to 2019. Cross-country trade has emerged as a crucial support mechanism 
for several countries during the recovery phase of the COVID-19. Moreover, the GMM panel 
dynamic model indicated that the export variable (-1) significantly and positively affected 
export. This finding demonstrated the dynamics of the estimated variables. Another variable, 
namely M3, significantly and negatively affected export, while inflation significantly and 
positively affected export. Lastly, the GDP variable was found to be insignificant. 

Islamic countries represent the foundation of the global economy, particularly with 
regard to halal products, given the current trends in global trade. The combination of high 
demand, good quality, and effective marketing strategy has contributed to the consumption 
of products from Islamic countries. Islamic countries are able to compete in the global 
market and demonstrate excellent business performance. Another notable phenomenon is 
the introduction of new products and the integration of Islamic and business values, which 
contribute to the growth of the economy. 
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A number of policy recommendations can be implemented. Islamic countries must 
accommodate modernization in international trade to gain a wider market share, maintaining 
product quality in order to improve reputation and export competition. In addition, creating 
a new market, especially for halal products, including halal food, halal pharmaceuticals, halal 
cosmetics, Muslim-friendly travel, apparel, and modest fashion, is essential. Cooperation must 
also be strengthened between Islamic countries to attract local and international investors, as 
well as to collaborate with entrepreneurs to open export opportunities to Islamic countries. 
It is also recommended that traditional commodities be improved with brands that comply 
with international business environment standards. However, the relatively small sample size 
of eight Islamic countries is a limitation of this study. This is due to the availability of data and 
the general nature of export data, rather than the specific commodities being considered.
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