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Abstract

This paper analyses the impact of preference evosio Bangladesh’s clothing
industry coming from both the ATC quotas phasing-@uod the reduction on MFN
tariffs under NAMA negotiations. First, it underegka numerical exercise to estimate
the effects of tariffs reduction in the US and B8 on Bangladesh’s economic
performance. Then it uses a SUR-EC-AR gravity manfetrade to measure the
effects of ATC quotas phasing out and NAMA negdatiad on trade pattern. The
results suggest that Bangladesh gains from immprtiountries’ tariffs reduction,
independently of ATC implementation. Despite thetféhat these results may
underestimate the effects of quotas phasing out&@ trade pattern, the model's
structure presents the advantage of eliminating@ggeegation bias problem. It would
be interesting to expand the econometric modehttude other trade partners and
new variables.
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Preference Erosion: The case of Bangladesh

Introduction

Until 1994, textiles and wearing apparel was thelyanajor manufacturing industry
not subject to the rules of the General Agreemantariffs and Trade (GATT), being
the subject of an extensive use of quotas by tHerrraporting countries”. Textiles
and Clothing (T&C) are highly protected goods, preasg “tariff peaks, high tariffs,
and tariff escalation, as well as non-tariff basié Thus, countries with preferential
access to restricted markets enjoy an increasts oalative competitiveness, granting

them a market share they would not have under frade.

T&C industry is believed to be an “opportunity thie industrialization of developing
countrie§ (DC) in low value added goods”’and many least developed countries
(LDC) have programs for industrial development blasa T&C production. There
are many reasons for this: First of all, T&C isdaintensive, and requires a large
amount of unskilled worketsSecondly, because the quota system imposed on T&C
any country can have a market share in the qugt@sing countries, independently
of its competitiveness. Finally, part of the T&Cpexts from LDC is covered by

unilateral preferences.

At the end of the Uruguay Round it was agreed bylantary commitmer known
as “Textiles and Clothing Agreement” (ATC), to pbasut quotas “gradually over a
ten years period, with the last quotas being lit&danuary 2005” But in 2005, the
US and the EU used the safeguard clause in ordezep quota restriction on China
until 2008. The total elimination of quotas wiltel the competitiveness of various

exporting countries, and those that have been fdesBicted by the quotas are

Y Ernst & al (2005), page 1.

2WTO homepage, atttp://www.wto.org/english/thewto_e/minist_e/min01_eidecl_e.htm

% In this paper, the group of developing countries XiD€ludes also least developing countries (LDC).
* Ernst & al (2005), preface.

> Ibidem

® WTO homepage, atttp://www.wto.org/english/thewto_e/minist_e/min01_eidecl_e.htm

" Ernst & al (2005), page 1.




expected to lose market share to their compelitditse change in market share will
depend on factors as the degree of quota restiss, the dependency on restricted

markets, economic governance, and competitivemetbei T&C sector.

During the World Trade Organization’s (WTO) Doharliterial Conference the
ministers agreed to start the negotiations onfsaréductions for all non-agricultural
products. The Non-Agricultural Market Access (NAMA)ms “to reduce, or as
appropriate, eliminate tariffs, including the retloc or elimination of tariff peaks,
high tariffs, and tariff escalation, as well as +anff barriers, in particular on
products of export interest to developing countfiesThese negotiations should take
place from January 2002 to 2006, but will probdbkt until 2008. During the WTO
Hong Kong Ministerial Conferentk a non-linear formula (Swiss type formula) was
chosen in order to reduce tariffs, especially ict@es presenting tariff peaks. Because
textiles and wearing apparel are highly protectedds, its “tariffs are particularly

likely to be subject to deeper cuts under the cumegotiation¥.”

Many DC have preferential access to restricted gtdrk Preference erosion refers to
a relative decline on market access due to elinonadf preferences, reduction on

barriers to trade, or an increase in competitomsfgrential access.

LDC receiving unilateral preferences on T&C mayefdosses coming from two
sources: at one hand, a reduction in tariffs uidieMA negotiation may represent
lesser income, coming from both fall of tariffs eewmies for importing entering these
countries and preference erosion. On the other,hginde many LDC receive also
quota free access to restricted markets, the quimdging-out may represent loss of

market share by exposing LDC’ exports to more cditipe producers.

Bangladesh is one of the poorest countries in thedwBeing a LDC, Bangladesh’s

economy is characterized by low income, weak hurageets, and economic

8 Yang & Mlachila (2006), page 3.

® The Doha Ministerial Conference launched the DBleaelopment Agenda, also known as Doha
Round. The conference was held in November 2001 Dalba, Qatar. WTO homepage at
http://www.wto.org/english/thewto e/minist_e/ministhtm

OWTO homepage, at http://www.wto.org/english/theveininist_e/min01_e/mindecl_e.htm

1 The Hong Kong Ministerial Conference was held inc&aber 2005, in Hong Kong. WTO
homepage dittp://www.wto.org/english/thewto_e/minist_e/minishten

2 Rahman & Shadat (2006), page 9.

3 This paper does not aim to analyse the impact détenal preferences on trade, only the erosion on
these preferences. For preferential access and tradeipbeldt & Kowalski (2005).




vulnerability*®. During the early 1990’s, Bangladesh started ambitwos plan for

trade liberalization and economic stabilization.ade liberalization measures
implemented included reduction on import tariffisgdalimination of quotas and other
non-tariff barriers. In order to encourage foreidimect investment and promote
exports, two export processing zones (EPZ) werated®. As a result, Bangladesh’s

average annual real GDP growth in the 1990s wastab8 per cenf.

At the present, Bangladesh international tradeargely dominated by wearing
apparel, representing about 72 per cent of its kgpa 2004. Also, as a LDC,
Bangladesh relies on preferential schemas forxpors. Bangladesh’s exports on
clothing receive unilateral preferences from the [@uty-free and quota-free access),
but not from the US. A reduction on the most fadonation (MFN) tariffs worldwide
would reduce Bangladesh preference margins in theathough it would increase its
relative competitiveness in the US market. On ttneohand, the elimination of T&C
quotas in the US and the EU may cause “signifiqaneissure on its balance of

payment, output and employmefit”

This paper analyses the impact of preference erosio Bangladesh’'s clothing
industry coming from both the ATC quotas phasing-@uod the reduction on MFN
tariffs under NAMA negotiations. It is structured #llows: Section 2 surveys the
literature on preference erosion. Section 3 presamtoverview of T&C international
trade pattern. Section 4 evaluates Bangladesh ddimpeess in the apparel sector.
Section 5 undertakes a numerical exercise to etitha effects of tariffs reduction in
the US and the EU on Bangladesh’s economic perfocmaSection 6 uses a gravity
model to measure the effects of ATC quotas phaamdg) NAMA negotiations on

trade pattern. Section 7 presents the conclusion.

14 A country is qualified to be a LDC if it presentsM income (under $750), weak human assets (based
on indicators of nutrition, health, school enrolmend adult literacy), and economic vulnerability
(based on instability of agricultural production,stiability of exports of goods and services,
diversification form traditional economic activitiesierchandise export concentration, and economic
smallness.). UNCTAD Statistical Profiles of the Least védeped Countries 2005 at
http://www.unctad.org/en/docs/ldcmisc20053_en.pdf

5 Rahman, N (2005), pages 107 to 110, presents the nefaims and liberalization policies lead by
Bangladesh since independency.

16 United Nations Statistic Division.

”vang & Mlachila (2006), Abstract.




Il Preference Erosion: Literature Overview

1. Preference Erosion’s Framework

Preferences are granted with the objective to aszehe industrialization in DC, to
accelerate their rate of economic growth, as wetbancrease their export earnirts.
The idea behind preferences is to increase théveleompetitiveness of beneficiary
countries with respect to non-beneficiary countrie many cases preferences may
create “preference-dependéfitproducers. Decrease in protection, such as quota
abolition or tariff reduction, may enhance marketess for more competitive

suppliers, bringing changes in relative pricespiupatterns and export reventfés.

Preferential programs cover a number of goods rtet receive preferential access
under certain conditions. Once these conditionsfalféled, a preference-receiving
country can use the preferential channel. The rafesrigin (RoO) determine that
only goods “substantially transformed” within a oty can receive preferenéés
Substantial transformation requires the exporteddgoand its inputs to belong to
different tariffs classifications. Sometimes itdsa ceiling for imported inputs, or
else prohibits the use of certain ingtitdR00 can be viewed as a means to avoid the
trade diversion that occurs when countries withpuferences export through
countries with preferential accé$sin practice they work as a “powerful protectidnis
tool”?® by imposing high compliance costs due to admiaiiste burden, in addition to

the requirement that inputs are sourced from higbsts supplief§.

Many studies suggest that stringent RoO may camseutilization rate. Utilization

rate refers to the ratio between exports goingutiiinathe preferential channel and the

18 |nama (2005), pagel.

9 bidem

20 Expression used by The Commonwealth Secretariat (2004)

21 Commonwealth Secretariat (2004), page 16.

%2 |nama (2005), page 1.

23 Cadot et al (2005), pages 7 and 8, gives a goodievepn RoO criteria.
24 |nama (2005), pages 1 and 2.

%5 Cadot et al (2005), page 3.

%6 Low et al (2005), page 7.



exports covered by the preferential progfantence the scope of a preferential

program will depend on the preference receivinghtgyts utilization rate.

“Preference erosion refers to declines in the cditive advantage that some
exporters enjoy in foreign markets as a result refgrential trade treatment—both
unilateral and reciprocal. Preference erosion @@urowhen export partners eliminate
preferences, expand the number of preference loeameds, or lower their most-

favored-nation (MFN) tariff without lowering prefantial tariffs proportionately®®
2. Literature Overview

Due to the actuality of NAMA negotiations and tlmeminent quotas’ abolition on
T&C sector, the literature about preference ero@dast increasing and attracting the
interest of many research&tsBecause the effects of quotas and tariffs oreprare
different, studies on erosion of preference carsdygarated between those analyzing
the effects of tariffs changes, and those estirgatime consequences of quotas
elimination. Only a few studies analyze tariffs wetion and quotas elimination

simultaneously.

While most of the literature refers to general sdthree papers study specifically
the case of BangladesRahman & Shadat (2006) estimate the preference erosion
for Bangladesh and other Asian LDC under diffe/dAMA scenarios by comparing
the changes due to tariff reduction in duty paidhia US with the decline on the
preference margin enjoyed in the EU. They found Bengladesh will lose between
24.3 million to 53 million US$, depending on thesario simulated. Because they do
not account for the preference utilization ratbsjrtresults may overstate Bangladesh

losses.

Yang & Mlachila (2004) evaluate the effects on Bangladesh’s ecgnomATC
guotas phasing out. They point out that the prodixgtof the Bangladeshi apparel
industry is low mostly because the government iesti foreign investment in the

RMG sector to keep the large quota rents for dompsbducers. By using the Global

2" According to Inama (2005), page 5, product coveiadthe ratio between imports that are covered
by a preferential trade arrangement and total bigiamports from the beneficiaries’ countries”; and
utilization rate is “the ratio between imports actyaiceiving preferences and covered imports”.

28 Alexandraki & Landes (2004), page 5.

% Lipholdt & Kowalski (2005) present an excellenetiture overview on preference erosion.



Trade Analysis Project (GTAP) global general etuilim model, they found that the
reduction on Bangladeshi total exports amounts.8%6t0 29.5% (depending on the
substitution elasticity used in the simulationspsBd on the evaluation of quota
restrictiveness, export similarity across countreasd supply constraints, they found
that Bangladesh might face significant pressure#tobalance of payments, output

and employment.

Lips et al (2003) analyze the impact on the Bangladesh ecgrairboth the quotas

phasing-out and the reduction on MFN tariffs woiildev Because Bangladesh has
guota free access in the EU, liberalization mayicedts relative competitiveness. By
using the GTAP general equilibrium model, they fduhat Bangladesh would face

welfare losses from both tariff reduction and thmimation of quotas.

Among general studied,ow et al (2005) analyze the risk of preference erosion
arising from MFN tariffs reduction for countriescesving non-reciprocal preferences
in the US, the EU, Japan, Canada and Australiay Deéeve the risk of preference
erosion to be overstated. By considering the eféédess-than-full-utilization, they
find that on average DC do not lose from prefererosion, and that almost all LDC
either lose or are unaffected by it. In a simikardy, Amiti & Romalis (2006) review
the effects of tariffs reduction on market accessOdC. They show that preferential
access is less generous than it appears becaupeothect coverage is low and the
rules of origin are complex. Hence, the gains orketeaccess would offset the losses

from preference erosion.

Cérdoba & Vanzetti (2004) analyze the economic impact of proposals in the- no
agricultural market access negotiations in the WU¥Ing a GTAP global general
equilibrium model. The authors find that lossesnfrtariff revenue could have a
strong negative impact on the government revenua imumber of countries. Still,

changes in output may be moderate, suggesting stmattural adjustment costs.

For many countries preference erosion may not $eriaus concern because the low
utilization rates of preferential access. In matudies, stringent RoO are considered
to be the main cause of low utilization rat@éadot et al (2005) find a negative

correlation between utilization rates and cost®@aged to RoO. By constructing a

synthetic index intended to capture the restrickdss of rules of origin in preferential



trade agreements they find that RoO do discourhgeuse of preferencebiama
(2005) uses the World Integrated Trade SolutionT8Y) from World Bank and finds
that “the missing trade preferences” for textilad alothing due to strict RoO is at the
order of 1 billion USS$.

According to The Commonwealth Secretariat’s study (August 2004), many
preference-dependent economies will have probleredjust to a more liberalized
trading environment. The authors analyzed the AT@Otas elimination by using
guota rents as a measure for preferences, findingsburces of losses to preference-
dependent economies: the losses in quota rentgharidsses in export revenues due
to the lack of relative supply responsiveness. Bseacountries getting quota
preferential access to highly protected market®iveca price premium over the
normal rate of return, there is an incentive tomadle resources to that sector,
independently of competitiveness. Hence under prefml access some countries
may develop sectors that would not subsist undenoae free trade. Once the
preferences removed, these countries will suffiesa in income transfer, which will

reduce the investment incentives for that countryeator.

Alexandraki & Lankes (2004) try to identify middle-income developing countries
that are potentially vulnerable to export lossemiog from preference erosion. They
conclude that countries relying deeply on prefea¢raiccess to the QUAD markets,
with a small export base and presenting a highesbéiits exports to high restrict

markets, are likely to be vulnerable to the prefeeserosion.

Lipholdt & Kowalski (2005) use the GTAP standard model and database to seanulat
trade liberalization scenarios that would entagiference erosion. While highlighting

a number of cases of preference reliance, the papeéerscores the advantages of
multilateral liberalization. Globally, and for a jodty of developing regions,
liberalization by preference-granting countries| wésult in positive welfare gains,
notwithstanding the effects of preference erosinra comparatively small number of

cases though, the analysis points to a risk oivedfare losses.

Ernst et al (2005)uses a gravity model to estimate the implicatibthe end of the
MFA on trade and employment. They develop a quogzact indicator that takes into

account the expected change on quota restrictigefi®sincluding this variable, as

10



well as tariffs, in a gravity model they found thamly three countries, namely
Pakistan, China and Hong Kong, would experimenigaificant increase in total
exports. Bangladeshi exports would decrease aldope&ent, representing a loss of
about 220 thousand jobs.

Conversely,Mayer (2004) considers that the rise in China’s market share wu
guotas phasing out is likely to be lower than ofteggested by the literature because
the T&C industry structure and the sourcing striaegf buyers, and the current
patterns of tariff protection and preferential soles. In addition, the author considers
that most of studies do not account for China’setfgwment objectives requiring
structural changes towards production and expdrtsmanufactures that are more
skill-intensive than the clothing industry.

This paper analyzes the effects of preference @modue to tariffs reduction and
guotas elimination on the Bangladeshi economy.sésua system gravity model of
trade to find that, under constant demand, Bangladedecline on apparel exports
from quota phasing-out amounts to 0.98 to 2.46 gércConversely there are no
losses from preference erosion due to tariffs redic Bangladesh’'s gains from
NAMA negotiations are between 195 and 661 millios$J These results may
underestimate the overall losses from quota remavad differ from the common
literature on this subject. However, the model ugedsents the advantage of
eliminating the aggregation bias. The inclusionteftiles products and more trade

partners could bring interesting results.

11



1l. International Trade on T&C
1. Overview

T&C trade structure is highly distorted by tariffguotas and preferential access,
which affect exporters’ relative competitivenessgernational prices and trade pattern.
Historically considered by industrial countries assensitive sector, textiles and
wearing apparel were not part of the GATT until 499 The Uruguay Round
launched the negotiations to phase out barrietsatte through the inclusion of T&C
in the WTO framework resulting in the 1994 ATC quotas phasing-out. The
liberalization sector was pushed further in the ®dkound with the overture of
NAMA negotiationg®. While both work towards complete trade liberdiima, they

are independent from each other.

The elimination of quotas and reduction on taniffay reduce consumer’s prices and
increase the volume of trade, reducing market distts. On the other hand, the
reduction in barriers to trade will reduce the s preferential access causing an

erosion of actual preferences enjoyed by many DC.
2. The Tariffs Structure

Tariffs are taxes imposed on imports value. Taiiftsease prices of imported goods
in the home market, enhancing the relative comipetiess of domestic producers.
Tariffs are an important trade policy’s instrumémat can be used to many purposes,
such as to protect a new sector or a key industtiié economs’. The average tariff
levels, as well as the dispersion rates acrossuptedboth influence consumers and

producers decisions, affecting the overall tradecsre”.

The sensitive goods’ tariff structure in develomedintries is characterized by high
tariffs, tariffs escalation and tariff peaks. Theemage tariff rate on textiles and

apparel are from two to four times the averagdft@®vel on manufactured goods

0 Ernst & al (2005), page 1.

31 Quantitative restrictions are not allowed in the Wif@nework.

%2 Understanding the WTO, at WTO homepagétat://www.wto.org/.
¥ The Penguin Dictionary of Economics, seventh edifiame 375.

% WTO (2004), page 8.

12



taken as a grodp Table 3.2.1 compares the applied tariffs for stdal and T&C
goods in the US and EU. It also presents the ptagerof tariff peaks on total tariff

lines.

Table 3.2.1: Structure of applied tariffs in the dBd the EU, simple average, in
percentage, in 2002.

Applied tariffs,in percent us EU
Industrial products 4.2 3.7
T&C MFN 9.7 8.0
T&C GSP 9.4 7.2
T&C LDC 9.4 0.0
International peaks* 6.3 8.6
Domestic peaks* 5.3 5.8

* % Of all tariff lines Source: WTO (2004), page and 15.

Tariff escalation occurs when the tariff rate irages with the level of transformation
of a good. Mild nominal tariff escalation providésgh effective protection by

affecting the entire structure of tariffs (raw nméks, intermediated goods and final
products}®. Tariff escalation causes a misallocation of resesi in both importing

and exporting countries. In the importing counityaffects negatively the domestic
production of primary goods by allowing importedvranaterials to enter the market
at low prices. By imposing low tariffs on raw ma&é¢s and high tariffs in processed
goods, developed countries encourage downstreancegsimg in the South,
undermining technological upgrading and the devalemt of industries with higher

value added.

Table 3.2.2: Tariff escalation in Textile and relhtgoods and on total industry, in

percentage
Textiles and leather Total industry
(1 (I1) (1 (1) (1 (1
usS 2,9 9,1 10 2,3 4,7 5,5
EU 0,8 6,2 9,2 88 4,8 7,0
Notes: (l) refers to first stage of processing; (#jers to semi-processed goods; and (lll) refers to

fully processed goods.
Source: WTO (2004), page 13.

% Mayer (2004), page 6.

% WTO (2004), page 12.

% |bidem.

% The EU presents high tariff on food beverages anactmb (about 14,6 percent) explaining the high
value for the total industry’s first stage of processing

13



Tariff escalations often generate tariff peaks, chare tariffs presenting a high
dispersion relative to the average MFN rate appliedC imports are subject to an
extensive use of tariff peaks in both the North @ne South. Because the tariff
structure differs across countries, tariff peaksasueed at national level differ from
the international level rate. Therefore, “domegigaks” are the tariff three times
greater than the national average, while “inteorati peaks” are tariffs exceeding a
rate of 15 percefit This definition implies that an international geean be a
domestic peak in a country having a relatively mwerage rate, without being a tariff
peak in countries presenting high tariffs averaydsom 15 to 30 percent of exports
from LDC were subject to tariff peaks. Product §irmvered by tariff peaks go from
1,6 percent in Canada to more than 5 percent itVSiehe EU and Jap4n

According to Amiti & Romalis (2004), duties imposéy the US and the EU on
goods for which LDC have competitive advantagehageer for DC and non-African
LDC than those paid by industrial countries expgrtthe same products, implying

that the actual tariff structure does not bene€fD

NAMA negotiations address trade liberalization iarmafactures, fisheries, minerals
and forestry goods — products that are not covieyetthe agreement on Agricultdre

The main objectives of these negotiations are fatiding coverage, rapid and
continuous liberalization, and harmonization offtaracross countries, plus greater
uniformity of tariffs across product lin&s All these objectives affect directly the
trade policy of DC, but only the uniformity of tHs across product lines concerns

preference erosion.

¥ WTO athttp://www.wto.org/english/tratop e/markacc e/namaotiations e.htm

0 Cordoba & Vanzetti (2005), page 9.

“1\WTO (2004), page 8, footnotes.

42 pccording to Amiti & Romalis (2004), page 10, nonrgéan LDC’ tariffs amount 13.53 percent in
the US and 5.35 percent in the EU; DC’ rate is p&@ent and 2.35 percent; while industrial coustrie
face only 2.8 percent in the US and 1.56 percetiterEU.

“WTO athttp://www.wto.org/english/tratop _e/markacc_e/namaotiations_e.htm

* Full binding coverage refers to increasing permtpethe tariffs’ binding coverage in DC.
Developed countries have full binding coveragethatsame does not hold to DC and LDC. Actually,
DC make an extensive use of trade policy as an instrtuimehoost their industries. Increases in
binding coverage imply lost of flexibility to uses iffs to protect sensitive sectors. Rapid and
continuous liberalization refers to reduction in ffariover time, converging to free trade.
Harmonization of tariffs refers to reduction in thudfispersion across countries, principally between
developed countries and DC, estimated to be abopéd2nt. Akyiis (2005), pages 3 to 6.

14



The modalities of tariffs reduction are still undergotiation. It was decided to use a
Swiss type formuf® approach in order to enhance transparency, padilicy and
equity in market access negotiatidhdt was expected that negotiations on market
access would be over in May 2003. The deadlinepeagponed to August 2004, and
then to the Hong Kong Ministerial in December 200bhe strong divergence on
interests between developed countries, DC and Li@slthe capacity of negotiators

to attain an agreement.
3. The Quota System

The Multifibre Agreement of 1974 provided the frameek for unilateral quantitative
restrictions on exports of T&C to the US, Canadariay and E¢. The MFA
guantity restriction takes the form of voluntaryper restraints (VER), which are
discriminatory and bilaterally negotiat€din other words, the VER are imposed on
some countries but not globally, and its sevenitytarms of product coverage and
degree of restrictiveness varies across countkieshey are supply side restraints, the
exporting countries governments control the volwhexports by issuing licenses to

their exporter¥.

Quotas are quantitative restrictions on importst tnarease domestic prices by
artificially limiting supply of the quota-restriadegood. The artificial scarcity creates a
“price wedge® between international and domestic prices, bengfthose producers

having access to the restricted market. By setling restricted market, exporters can

increase profits by this price wedge, capturingtguents™.

®2 s known as “binding

A guota that “effectively limits the supply of agauct
quota” and is measured by its utilization ratecBionce a quota is filled the restricted
market is closet, binding quotas can be used as a proxy for theregegf

restrictiveness faced by an exporter. Althoughliteeature diverges about the filling

> The “Swiss formula” is discussed in Section 5.

4 WTO athttp://www.wto.org/english/tratop e/markacc_e/namaotiations_e.htm

" Ibidem.

“8 Dean et al (2004), page 2.

“9 Ibidem

%0 Expression used by The Commonwealth Secretariat (2004)

*1 The Commonwealth Secretariat (2004), page 15.

%2 Dean et al (2004), page 2.

%3 However there are some provisions allowing countdeadjust the quota level for some products
where the quantity released exceeds the limit inghdsg using limits of other product lines.
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rate determining a binding quota, most authorselelia fill rate higher than 95

percent to be binding. Conversely, some authorsiden that even quotas showing

low utilization rate can be binding in exportinguctries*.

The tables 3.4 and 3.5 presents the number of gju@eing utilization rates larger

than 95 percent and those filled at 100 percemt,s@me selected countries. It is

possible that quotas presenting a filled rate belO® percent effectively restrict trade

because a good management of exported quanttywell as due to a poor control of

the quantity releasédi

Table 3.3.1: Number of US apparel quotas filledat®5 and 100 percent, MFA

categories, selected countries.

1998 2000 2002 2004
Fill rate 95% 100%| 95% 100% 95% 100% 95% 10(
Bangladesh 9 3 9 2 6 2 0 0
China 8 1 8 0 6 1 7 0
India 5 0 0 0 2 0 2 0
Hong Kong 4 0 5 0 2 0 2 0
Pakistan 0 0 4 1 6 2 10 5

Source: USCBE

Table 3.3.2: Number of EU apparel quotas filled aip95 and 100 percent, ATC
categories, selected countries.

1998 2000 2002 2004
Fill rate 95% 100% 95% 100% 959 100% 95% 10(
China 18 17 22 16 15 9 13 7
India 4 3 4 4 6 6 5 3
Hong Kong 7 4 8 3 5 3 3 1
Pakistan 3 0 3 1 2 2 3 3
Vietnam 10 8 10 7 14 13 8 7

Source: SIGFP®

The quota system generates strong distortion onT&€ trade, as well as on

investment patterns. Quota rents generate strazgniives to resource allocation in

sectors producing

* Dean et al (2004), page 2.
%5 This could be the case of Hong Kong, who presentgtarhimber of the US quotas with a filled rate

larger than 95 percent.

restricted goods,

% This may be the case of Bangladesh and Pakistan.
57 United States Customs and Border Protection at

http://www.cbp.gov/xp/cgov/import/textiles and qusdtaxtile status report/archived/

58 Systéme Intégré de Gestion des Licensésat/trade.ec.europa.eu/sigl/choice.html
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independently of their competitiven&ssBecause quantitative restrictions investment
flows are attracted by countries having both lowolacosts and high quota base.
Once the larger established low cost producershezhtheir export ceiling, filling up
the limits imposed by importers, other countrieff meceive the investment needed to
start up their apparel industfy This applies to Thailand, Philippines, Indonesia
Bangladesh, but also to smaller exporters suches®tho, Swaziland and Nepal.
Although development of an apparel industry is abered an important means to
fight poverty in DC and LDC, many exporters undbe tMFA regime may be

economically inefficient preference-dependent ecairs.

At the end of the Uruguay Round it was agreed bglantary commitment, known as
“Textiles and Clothing Agreement” (ATC), to inte¢gaT&C goods in the GATT

1994 and to phase out quotas gradually over agarsyperiod. The ATC requires the
integration of articles from four different groups products, representing minimum
percentages of their respective import volumes3801 in parallel to an enlargement

of existing quotad.

Table 3.3.3: ATC quotas phasing out

Phase Starting at Products Integrateg Annual growth rates of
(in % of 1990 imports) existing quotas (%)

1 January 1995 16 16

2 January 1998 17 25

3 January 2002 18 27

Source: WTO

The elimination of quotas should be gradual, alf@vimporters and exporters to
prepare their industries to a quota-free world. @&8se the importing countries were
free to choose which products would be integrateéach phase of the process, most
of the articles integrated in the first stage wewx® under quotas, while those
integrated in the second and third stages presdoteditilization rates, leaving the

categories presenting high values and utilizatiare§”. Hence 89 percent of US

% The Commonwealth Secretariat (2004), page 15.

% Freund et al (2004), page 2-7.

®1 WTO athttp://www.wto.org/english/tratop_e/texti_e/textihen
%2 Andriamananjara et al (2004), page 61.
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imports on apparel and 47 percent of its textiteparts will be integrated in January
2005*.

The quotas phasing out may cause a reallocatidRM®& production and a drop in
relative prices. Countries that have been facingemestrictive market access may
have an improvement of their competitive positfon Preference-dependent
economies may suffer losses in output, employmedt exports revenues coming
from two sources: the loss of quota rents and fod$sem supply chang& An
increase in global trade is expected, yet the immpaay differ across countries.
Apparel companies and retailers will likely reddlse merchandise’s cost structure by

consolidating their sourcing among fewer competitwnd reliable producéfs

The end of the quotas system may also change temational investment pattern.
Under the MFA the main factors influencing investinand sourcing decisions were
the quota availability and its costs. With the @sophasing-out other factors will
grow in importance, such as the factors of producsi cost and availability,
economic governance, good infrastructure (roadss peliable sources of energy and
water) as well as the reliability, efficiency antexibility of suppliers and the

proximity to major world marke®s

%3 |bidem

% yang & Mlachila (2005), page 3.

%5 Commonwealth Secretariat (2004), page 16.

% Freund et al (2004), page 3-1.

%7 Op.cité page 3-4. Freund et al (2004) presents the redudtsarvey about the main factors that may
influence investment and sourcing decisions in dafree environment.
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4. Major Players: Overview

The world T&C sector exhibits different degreesspkcialization across countries,
suggesting a tendency to segmentation around thifesrent types of goods: low
prices RMG, brand goods sector and a fashion setjindine low prices wearing
apparel may be produced in DC, while brand andidasgoods may be produced in

both industrial countries and DC presenting higlueactivitieS®.

Most of the world’s apparel exports go to the EL§ &hd Japdfl The EU apparel
trade is mainly intra-EU, accounting for two thiaf its imports. The EU is
responsible for 36.4 percent of the world expathough about 80 percent is traded
within the EU. The extra-EU (25) trade embracey @ percent of the world’s total
exports. The European T&C sector is mostly correg¢ed in brand and fashion goods
presenting high quality, creativity and innovatigh significant part of the industry
presents low product differentiation with respextihports coming from low costs

competitors, and may suffer from trade liberaliaatt.

As in most developed countries, the US apparelstiguypresented a steady decline
over the past decades, mostly due to both theasere import competition and the
clothing production’s relocation in low cost Latkmerican neighbofd. The US is

responsible for 28 percent of the world’s importsciothing, but the sector is not

export oriented, embracing only 2 percent of therimational T&C trade.

Among restricted countries, China and Hong Kong amejor single players
accounting for more than one fourth of the glob&CTexports. China is the world
largest supplier of textiles and apparel with 16cpet of the world’s market shdre

China has abundant supply of young educated warkéosving relative low wages

® |FM (2004), page 155.

% High value activities refer to the “value deriviedm significant fashion content, better quality and
prices, reactive production, integrated design, stipated fabric handle and touch ettFM (2004),
page 173. Among the DC included in this study, Bd€brea, Hong Kong, Taiwan and India may
present high value activities.

O A table presenting the world’s main apparel importerd exporters is available in the annex to
Section Ill.

IEM (2004), page 12.

2 Op.cité page 218.

Freund et al (2004), page E-3.
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and high productivit{’. Its T&C industry is fully integrated and the prmdion is
strongly rationalize®. In addition, China has efficient infrastructur&onversely,

China lacks in design and fashion capabilities madketing know-how?.

Exports from Hong Kong, Taiwan, and Macau declitedween 1997 and 2001,
mostly due to a shift in T&C production to lower geasuppliers, namely China.
Conversely, the worldwide investment in appareustdy from companies originating
from these countries rose during the same pEri®buth Korea has a high-skilled
high-wages labor force. In order to keep the masketre it developed a high value

added T&C sector by producing technical textilessign and fashidf

Both Pakistan and India have poor infrastructurel axcessive government’s
regulations. Pakistan exports rely heavily on imiediate textiles products. It presents
a large supply of cheap unskilled labor and actesaw materials. Still, it is likely
that Pakistan will continue to be a global supptiecotton and fabrids. India has a
T&C sector covering the entire production chaineagh labor but low productivity
when compared with China. It has skilled labor aedign expertise, producing a
broad assortment of wearing apparel. It is one fef world’s largest textiles
producer®’. However India lacks on roads and ports infrasime; and has an

inefficient electricity supply.

Among ASEAN countries, Indonesia’s industry is @iy integrated with a large
synthetic fiber manufacturing industry, howeveriaband political instability may
reduce its competitivenéés Cambodia and Vietnam are two of the fastest gigwi

exporters of T&C in the worfd.

" According to IFM (2004), page 177, labor costs i@ is 20 % higher than India and Sri Lanka, 40
% than Indonesia, 100 % than Pakistan, 180 % tharglBaesh. However, when productivity,
reliability and indirect costs are brought into fieture, China’s quality / price ratio is unbeatalite
cost per minute averages are the same as in Indianda@oor Viet Nam and 25 % less than in
Pakistan.

5 |FM (2004), page 167.

® Op.cité page 172.

" Freund et al (2004), page E-3.

8|FM (2004), page 168.

" Freund et al (2004), page 3-15.

8 Op. cit, page 3-15.

81 Op. cit.pages G-6 and 3-16.

8 Op. cit.pages G-5.
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IV.  Bangladesh
1. Overview

Bangladesh is situated in Southern Asia, bordeghedgBay of Bengal, between Burma
and India. Most of the country is flat alluvial plabeing regularly inundated during
the summer monsoon season, hampering the econauiopmerit. During the

British colonization, Bangladesh was part of Easlid territories, which became
independent in August 1947. East India was dividetiveen Hindus and Muslins,
giving birth to India and Pakistan, the latter lgedivided in two territories separated
by the former. Because the hegemonic policy unkenidy Islamabad, the eastern
territory began to ask for more autonomy. In Decemb971, after a war that
devastated its economy, the East Pakistan becarnmelependent state: the People’s

Republic of Bangladeh

After independency, Bangladeshi economy faced seegternal sector difficulties
coming from both a large domestic deficit and apagsionary monetary policy,
leading to an overvaluation of the real exchangga-rom 1972 to 1975, the regime
became highly interventionist, imposing strong ectibnist measures and massive

nationalization of manufacturing and services sgtto

From 1975 to 1991, Bangladesh was governed byrthg. & aking distance from the
socialist government, the new regime started tegldate the economy through
policy reforms and liberalization. As long run &gy was lacking, the extent of these
reforms stayed narrow. In the mid-eighties, thactrral adjustment policies imposed
by the “Washington Consensus” brought more effectiiberalization to the
economy’. Because highly unpopular, these measures caueeil sconflict

outbreaks, ending the military regime.

During the early 1990’s, the new (democratic) regigtarted an ambitious plan for

trade liberalization and economic stabilization.plemented trade liberalization

8 At https://www.cia.gov/cia/publications/factbook/geostitml
8 Historical overview from Cordelier, Sergé,e dictionnaire historique et géopolitique du 20éme
siecle”, la Découverte, Paris, 2002, pages 67 and 68.
8 Rahman, N. (2005), page 107.
:? The rate of State-owned enterprises rose from 3epem 1970 to 92 percent in 19TRidem.
Ibidem.
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measures included reduction on import tariffs, glation of quotas and other non-
tariff barriers, and flexible exchange rate regimmeorder to encourage foreign direct
investment and promote exports, two export prongssones (EPZ) were creaied

From 2002, Bangladesh started to benefit also frmeferential access to the

European market through the “Everything But ArmEBA) prograni®.

2. Apparel Industry in Bangladesh

From 1976 to 1985, the average GDP growth was &&ept’, passing to 4.8 percent
during the 1990s, and reaching an average growh4opercent from 2000 to 2006.
However steady, the income growth was offset bygh birth rate. From mid 1980s,
a stable decline in natality enabled a boost irgtiosvth rate of GDP per capita which
passed from 237 US$ in 1985 to 443 US$ in 2004.

Graph 4.1: Rate of Growth, period average in pesaggn
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Source: United Nations Statistic Division and staf€gkation

8 Op.cite pages 107 to 110.

8 From 1971 Bangladesh is beneficiary of the UNCTé&Beneral System of Preferences (GSP).
However, the GSP does not include T&C goods. In 2@@lprograms including preferential access to
wearing apparel were created: the European “EvienytBut Arms” (EBA) benefiting all LDC, and the
North-American “African Growth Opportunity Act” (AGA) benefiting only African LDC. The US
has no preferential access program for T&C exports corfimig Asian LDC, probably because
Bangladesh is a huge exporter.

% Liu et al (2005), page 5.
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According to the IMF (2005), sound macroeconomibicges, together with financial
and trade reforms, are the key factors explainiaggiadesh growth. These reforms
had an impact on the income as well as on its strelé. However, Bangladesh still
is a “rural based economi?’where the agriculture employs about 22.9 percént o

manpower, being accountable for about 20 percetiteoGDP in 2003.

Apparel is the largest single contributor to thestpdecade’s growth, becoming a
dominating sector in Bangladesh’s export earniigszertheless, it represented only
9 percent of the GDP in 2080 mostly due to a lack of domestic inputs, reductey
value added and profit margins of the RMG sector2004, Bangladesh’s value
added by the industry in the GDP was 19 points tdven China’s".

Bangladesh was thé"dargest exporter of wearing apparel in 2004, exihgp2.2

percent of the world market. RMG exports represgotdy 10 percent of total export
earnings in 1984, passing to about 75 percent 0% 230 While the exports of the
clothing industry boosted, the participation of ttraditional jute sector in total

exports earnings diminish¥d

Graph 4.2: Bangladesh exports of Textiles and RM@aousand of US$
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T&C exports in 2004 accounted for 82,3 percent aiflt value of Bangladesh’s

exports, where RMG accounted for 71.9 percent. b importing markets are the

1 Rahman, N. (2005), page 103.
2 Freund et al (2004), page F-4.
% |bidem.

* |bidem.

% Liu (2005), page 9.

% Yang & Mlachila (2005), page 7
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US and EU, accounting for 82.2 percent of its teaports, suggesting a strong

reliance on restricted markets.

Table 4.2.1: Bangladesh’s exports and share ofréxpmrestricted markets in million
US$ and percentage.

1997 1999 2001
Value Share Value Share Value Shaie
United States 1559 41% 1891 43% 2352 43%
European Union 1859 48% 2092 48% 2742 50%
Canada 78 2% 93 2% 115 2%
Total restricted markets 3496 91% 4076 93% 5209 95%
All other 341 9% 296 7% 317 6%

Source: USITC

The development of RMG sector in Bangladesh isctiresequence of restrictions in
market access due to the quota regime. Originalyn¢hed by foreign investors
looking for quota access to restricted markets @mahdant cheap labor, the apparel
industry in Bangladesh became mostly domestic owhexito a government policy
restricting the access to foreign investarin order to preserve apparel quota rents to
domestic manufacturers, foreign investment’s aceessrestricted to the EPZ, which

represents only about 10 percent of total exports

At the present, Bangladesh has a large export ragparel industry, completely
private owned and representing an important source of inconteégoor. RMG is

the sector with the fastest and largest growth irathe economy, being responsible
for more the 2 million of direct jobs, most of therocupied by women. The apparel

industry is also responsible for about 10 millidrirmlirect employmertf®.

On the other hand, the textile industry is smalll amefficient. Most of the home
produced textiles inputs do not meet the intermatig@uality standards. In 1999, only
10 percent of mills could produce export qualityng representing only 20 percent
of domestic demantf* 95 percent of the cotton used by the T&C sectémisorted,

mostly from India and the US. Cotton imports arpested to rise about fivefold from

"yang & Mlachila (2005), page 6.

% |bidem.

% Freund et al (2004) page F-5.

10 Op.citépage F-5; Yang & Mlachila (2005), page 5.

101 According to Freund & all. (2004), in 2000, abou f@ercent of apparel industry inputs were
imported, including 80 percent of woven fabrics 80doercent of its yarns.
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1998 to 20082 In order to reduce Bangladesh’s dependency onriegadnputs the
government started to provide incentives to moderiie sector, expanding textiles’
production. As a result, the knitted garment indusgtas able to comply with the 51

{03

percent of domestic and regional value added remé&nt™ and export to the EU by

preferential channel.

3. Competitive Analysis

Weak governance and poor infrastructure hamper IBdagh's export
competitivenes§*. In addition, the lack of inputs to the apparelistry may present

a serious risk once quotas are removed.
Factors of Production

Bangladesh has an abundant supply of low cost |Jammounting roughly 61 million
of peoplé®, though low skills level undermines productivifthe country’s apparel
industry hourly wages are about 0.39 US$, one efltlwest wages among Asian
producer$®®. While wages and fringe benefits in China are &bwice Bangladesh’s

values, the annual value added by workers in thendo is about three times as
large””.

Table 4.3.1: Comparing labor costs and productiagtected countries

Labor Costs Value added Wages Productivity
Per employes
Country US$/Shirt uss $lyear Shirts/worker/year,
Bangladesh 0.11 900 290 2536
India 0.26 2600 668 2592
Pakistan 0.43 2500 1343 3100

Source: Freund et al (2004), page 3-7 and Yang &Mila (2004), page 20

192 Ereund et al (2004), page F-6

1%3yang & Mlachila (2005), page 10.

104 Baysan et al (2005), page ii.

1% This refers to the work force only. The total popiola in 2004 was about 137 million of
inhabitants.

1% Freund et al (2004), page 3-7.

197 bidem.
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Bangladesh is highly dependent on imported inpltader the MFA regime
Bangladesh could enjoy importing inputs at inteoval prices, reducing
significantly production costs. The elimination guantitative restrictions may
increase China’'s demand for textiles, affectingint®rnational prices. In addition,
there is a risk that traditional suppliers aim twvelop their own RMG industry,
causing shortage of suppt€% Finally, the restrictions imposed on input’s imist”

may increase the lead-time, reducing the flexipitd respond to quick turnaround

orders.

In addition, Bangladesh’s export base is concegdran a small range of goods such
as T-shirts, shirts, trousers, jackets and swedlefEhe low diversification level of
the apparel industry may increase the sector’serability to changes in international

demand.
Infrastructure

Bangladesh has poor transport infrastructure. 1842®nly 10 percent of its total
roads were paved, compared to 45.7 percent in Bntia97.5 percent in ThailaHd

In addition, roads are poorly constructed, withdieguate maintenance. Furthermore,
Bangladesh suffers from low integration of differenodalities of transportation,

undermining private activity?*

Bangladesh also lacks in port structure. The majpoe gateway is the port of
Chittagond™® coping with 85 percent of all goods traded by toeintry** It is
poorly managed, has obsolete machinery and labaesynresulting in low
productivity, high costs and low terminal contaieerapacity. Ship turnaround time is

5 to 9 times higher than a standard efficient Poriaffecting apparel producer’s

198 |EM et al (2004), page 250.

199 For example, all inputs imported from India haveb® shipped to Chittagong port, often via
Singapore. Baysan et al (2005), page 35.

H101EM (2005) page 247

111 World Bank Development Indicators Database at
http://www.worldbank.org/data/countrydata/countrgdatml

12 Baysan et al (2005), page 24.

13vyang & Mlachila (2005), page 22.

14 Baysan et al (2005), page 24.

15 |bidem.
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flexibility. In addition, imported inputs face tiF@nsuming customs procedures,

excessive regulation, and high corrupti§n

Industries in Bangladesh also suffer from water abelctricity shortages. The
electricity access covers only 30 percent of theupettion, 80 percent of which are in
urban areas. Bangladesh’s per capita electricityeigging capacity is 11 times
smaller than Thailand’s, 8 times smaller than Ckinand 4 times smaller than
India’s. The telecommunication services are undesid@ed'’. With 8.3 telephones
mainlines per 1’000 inhabitants, Bangladesh’s compations facilities are 70 times
smaller than Chirnfd®

Foreign Direct Investment

The international investment in Bangladesh is lowpart because underdeveloped
infrastructure, but principally due to governmeaestrictions to foreign investment:
The FDI entering apparel sector must be associati#kd the development of

backward linkage facilitis®.

FDI is frequently associated with transfer of techhand managerial skills from
abroad. By restricting it, the government slows doexport diversification and
production upgrading, reducing Bangladesh’s cortipetiess to low wages and
quota acces®. In addition, Bangladesh has been kept aside afajlvalue chains

loosing important channels to export s&és

According to the UNCTAD FDI inward indé¥, which ranks countries by the FDI
inflows in relation to their economic size, Bangdall’'s FDI attractiveness is quite
low. In the period between 2002 and 2004, it rahR€" in 140 countries, while

118 According to Baysan et al (2005), page 26, the tieeded to get a shipment of products across the
customs is on average 11.7 days. The same procedimdiaror Chine takes 7.5 days, and in Malaysia
only 3.4 days.

17 According to Baysan et al (2005), page 26, Bangladeas one public call office per 32’000
habitants. India has 1 per 1’'000. The average @rstgpephone is 10 times higher in Bangladesh than
in India.

118 bidem.

119 0p.cité page 35.

120yang & Mlachila (2005), page 22.

121 |bidem

122 hitp:/lwww.unctad.org/Templates/WebFlyer.asp?inti@af471&lang=1
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Hong Kong ranks %, China 48 and Vietnam 59. In 2003, only 0.29 percent of the
FDI entering the country went to T&C industry/

Graph 4.3: FDI inward performance index, 2002 t6£G&elected countries.
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Source: UNCTAD, indexes for period 2000-2002

Economic Governance

The quota removal will change the sourcing pattamg other variables will gain
importance, such as business climate, which inclugtecial and political stability,
safety of personal, and government incentives ddety as well as transparency and

predictability of legal and regulatory systems, anctuption levef.

According to the World Bank, governance can berggfias “ the traditions and
institutions by which authority is exercised foetbommon good*?®>. The quality of
governance has three dimensions: political, ecoo@nd institutional. The political
dimension includes the process of selection, coaind replacement of the political
authority. The institutional and economic dimensiaefer to the respect for the
economic and social institutions, as well as theegoment’s capacity to manage its

resources and implement policies

123 hittp://Iwww.jetro.go.jp/bangladesh/eng/link_files/fewfipboi0405.html

124 Ereund et al (2004), page 3-7.

125 The World Bank alittp://www.worldbank.org/wbi/governance

126 The World Bank developed six indicators of googeraance. They are “voice and accountability”
(which includes the political regime and freedomexpression, freedom of association and free
media); “political stability and absence of violeficgovernment effectiveness” (including the quality
of public services, the quality of policy formulaticend implementation, and the government’s
credibility); the “regulatory quality” to promotedidevelopment of the private sector; “the rule of’law
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Table 4.3.2 compares the market share, the Wontdk’B@yovernance indexes and the
CPI for Bangladesh and its main competitors. V@nd accountability seem to have
a small impact on market share. Without accountioge and accountability, and

political stability, Bangladesh presents the weagesernance.

Table 4.3.2: Comparing market share and good gavemindexes for some selected

countries, values from 0 to 10.

Market Voice & Political |[GovernmerRegulatiof Rules of |Corruption

Exporter Share | CPJAccountability Stability | Efficiency [ Quality Law Control
China 0.34 3.40 1.96 4.69 5.10 4.23 4.17 3.87
Bangladesh 0.1{ 1.50 3.64 2.80 3.51 2.64 3.24 2.42
India 0.1( 2.8( 5.57 2.838 4.95 4.05 4.97 4.24
Hong Kong 0.0] 8.0d 5.44 7.39 8.13 8.74 7.76 8.17
Indonesia 0.0{ 2.0d 4.14 1.80 4117 4,17 3.36 3.08
Thailand 0.0§ 3.6 5.5( 4.25 5.7¢% 5.24 5.0( 4.4(
South Korea 0.04 4.50 6.53 5.88 6.85 6.51 6.33 5.24
Pakistan 0.04 2.10 2.34 1.6Y 3.9[7 3.24 3.34 2.89
Sri Lanka 0.0{ 3.5( 4.65 2.72 4.41 5.14 5.04 4.66
Taiwan 0.9 5.60 6.93 6.01 7.38 7.22 6.64 6.26
Philippines 0.0] 2.60 5.05 2.55 4.66 4.61 3.67 3.84
\Vietham 0.0] 2.60 1.96 5.48 4.27 3.79 3.8( 3.3

Sources: The World BafK and The Transparency International

Weak governance hampers Bangladesh’s export coimpags$?® Corruption is
endemi¢®®, mostly due to excessive regulation. The expdered apparel sector
faces complex customs regulations when importingui®m and machinetyf,
facilitating corruption. According to CorruptionBerceptions Index (CPI) from the
Transparency International, Bangladesh ranks Iasing 145 countries, while China

ranks 7%, India 9¢" and Pakistan 13932

(which includes the quality of contract enforcemerahd the “control of corruption” The WB
homepage presents the indicators definitions and exidens about the methodology used to construct
them. Ibidem.

27 The indexes go from 0 to 10. The original coeffitiehave values from —2.5 to + 2.5.

128 Baysan et al (2005), page ii.

1290p.cite page 22.

130 According to Baysan et al (2005), page 52, bribéd aathe point of import increases machinery
prices by about 10 percent.

131 The CPl is available atitp://www.transparency.org/

29



The analysis of the RMG exporters’ performancerdyuthe different phases of ATC
quota liberalization suggests that Bangladesh, rmodt of the other Asian T&C

exporters, may lose market share to China oncgubgas are completely eliminated.
Graph 4.4 shows the losses in market share fomAegiparel exporters from China’s
accession to the WT&.

Graph 4.4: Apparel value based market share fects countries, 1995 to 2004.
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Source: Mayer (2004), page 17.

However there is a limit to China’s capacity torgmse exports without increasing
costs. Also, China shows a tendency to produce gauth higher value added,
reducing the importance of apparel on its totaloetgp Graph 4.5 shows China’s
manufactures’ exports trends from 1990 to 2004.nFrtO98, clothing share in
manufactured exports is decreasing steadily, whbikports in fabricated metal

products and machineries increases.

132 China became WTO member in 11 December 2001, amgtdtto benefits from the ATC gradual
quota liberalization, explaining at least in pastekport performance from 2002.
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Graph 4.5: China manufacture exports between 1882804
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The end of quotas system may reduce prices, buéffeets on global demand are
uncertain. An increase in the global demand cobkbeb and compensate in part the

export losses for some countrigs

In order to face the new apparel trade environnigsrgladesh has to fight corruption
and increase good governance. Also, It has to wet® government’s investment
policy in order to attract the foreign investmenecessary to develop trade
infrastructure, as well as to modernize and intiegitee RMG industry. Finally, it has
to simplify the custom regulations related with wng of inputs and machinery

needed to the export-oriented sector, reducingedistiie scope for corruption.

133 Ernst et al (2005), page 20.
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V. Estimating Preference Erosion under NAMA Negotiéions

The first step to estimate the PE is to calculagedctual preference margin enjoyed
by Bangladeshi exports. The preference marginrét liae level is “the difference in
percentage points between the most favored nalittfNj and the preferential tariff
rate™3*, According to Low & all (2005), preference margias a measure of
preferences present some limitations because tlmeyad take into account the
importance of the product line covered by the perfees on the overall exports of the
preference receiving country. In order to avoid fwoblem, tariffs (and preferences)
faced by Bangladesh are weighed by the value oéxfsorts on each product line
(HS'™ 6 digits level).

Bangladesh relies on preferences schemas for iporesx receiving unilateral

preferences from the EU (duty-free and quota-feess), but not from the 4%

Table 5.1.1: Exports in million US$, tariffs andeference margins, in percentate

usS EU

Value of Weighted | Preference| Value of Weighted | Preference

imports tariffs Margin™® exports tariffs Margin
Knitted
apparel 415 13.28% 0.01% 2777 0.00% 11.85%
Not knitted
RMG 1'138 9.98% 0.21% 1'728 0.00% 11.94%
Other made
up textiles 55 7.68% 0.19% 32 0.00% 11.04%

Data source: Dataset

The preference margin measures the maximum téviffgver” a country can enjoy.
However, the exported product has to fulfill theQRto be eligible to preferential
access, which generates an administrative burdamcis et al (2005) estimate this

compliance costs to be about 4 percent of the ptedealue in average, while Cadot

134 ow et al (2005), page 11.

135HS refers to “Harmonized Commodity Description andiGg®ystem.

138 Bangladesh is eligible to the US GSP (General SystfeRreferences) program. But the US GSP
excludes most of T&C products, which explains the lolues of preference margin enjoyed by
Bangladesh. Until January 2005, US imposed quotas ngl&deshi exports.

137 values for 2004. The product lines included in théstion are those used in the gravity model
presented in the next section.

138 From an exporting country point of view, PM candeen as the difference between the MFN tariffs
and the tariffs it faces when exporting. For cowstenjoying preferential access, Preference margin
(%) = MFN tariff (%) - Preferential tariff (%)
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et al (2005) situate this value between 6.8 anei@ent®. Because the preference
margins in the US are far below compliance cosesassume that all exports entering

this country pay the MFN tariffs.

On the other hand, while the preference margirotergially high in the EU markets,
Bangladeshi utilization rates are quite low. Ina(@805) estimates Bangladesh’s
utilization rates in the order of 49.55 percentKoitted apparel, 13.01 percent for not

knitted RMG and 75.21 percent for other manufactuestiles.

After controlling for compliance costs (estimatex lie about 4 percent) and low
utilization rates, the net preference margin of d@dadesh in the EU is far from its
initial value. The low utilization rate, especialfpr non-knitted RMG products,
diminishes the risk of vulnerability due to tariffeduction, but also raises the

question about the scope of preferential acceBsitopean markets.

Table 5.1.2: Bangladeshi net preferences margtherEU, percentage and thousand
Us$

PM net of Preferences  Net Value of Net
PreferenceCompliance Product | Utilization | Preference Preference
Product line Margin | Cost3*® | Coverage] Rates Margin Margin
Knitted apparel 11.85% 7.8500%| 100.00% 49.559 3.89% 108’045
Not knitted RMG 11.94% | 7.9400% | 100.00% 13.01% 1.039 17805
Other made up textiles articles11.04% 7.0400% 99.92% 75.219 5.29% 1'708

Data source: McMap from ITC, Dataset and staff calmnat

Having the values of PM for Bangladesh, the secgieg is to simulate changes on
the US and the EU clothing MFN tariff by using the Swiss formula. The Swiss
formula is a non-linear formula presenting an int@or quality: While linear formula
reduction keeps the proportion between high and faxiffs, the Swiss formula

reduces higher tariffs rates more than lower tadtés, and this in both absolute and

139 Cadot et al (2005), page 22, find that compliazwsts when NAFTA countries export to the US are
about 6.8 per cent, and these same costs are abeutc8m when PANEURO countries export to the
EU.

140 preference margin net of compliance costs = Rrater margin (%) - compliance costs (%)

141 NAMA negotiations aim tariffs reductions for all WT@embers. However, when estimating PE
one must analyze the importing countries’ tariffs idun only.
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relative term&” Because it fixes a ceiling positive tariff ratgiven by its

coefficient), “it is particularly effective in reding tariff peaks since even the highest

tariffs are reduced below the value [of the co@fit] ‘a’.” **3

. at
Swiss Formula: tgy = —2
att,
Where: a is the ceiling positive tariff rate

to is the initial tariff
tseis the final tariff

Because this formula is applied in a line-by-linesis, the simulations have to be
carried out at the subheadings level (HS-6 digitell). Applying this formula with
coefficients 6 and 10 on the MFN tariffs of the dfd the EU gives the following

reductions:

Table5.1. 3: Tariff simulation under different sadgns

us EU
MFN MFN after Tariffs MFEN MFN after Tariffs
reduction reduction reduction reduction
SF 6 SF 10 SF 6 SF 10 SF6 SF 10 SF 6 SF 1D

Knitted
apparel| 13.28% | 3.88%| 5.329 9.40% 7.96p0 11.85% 3.99% 5.429B86% | 6.43%

Not
knitted | 9.98% | 3.54%| 4.729 6.44% 5.26% 11.94% 3.99% 5.44995%. 6.50%

Other
7.68% | 3.07%| 4.039 461% 3.65% 11.04% 3.74% 5.08%80%. 5.96%

Data source: McMap from ITC and staff calculations.

A reduction on MFN tariff decreases preference matgin the new tariff regime
many preference-receiving countries will do betvgr not using their preferential
access. Actually, depending on the coefficient usededuce the MFN tariff, the
difference between compliance costs and reducef@rpreees margins is too small,
even negative. Where there is some margin leftjlitnot be enough to compensate

for complying with RoG*.

142 Francois & Manole (2005), page 5.

143 | pidem

144The simulation using the Swiss formula with the ceidfit equal to 6 eliminates Bangladesh'’s
preference margin in the EU. The simulation usirgg$wiss formula with coefficient equal to 10 let a
preference margin of 0.7 percent for knitted app&d8 percent for not knitted and 0.81 percent fo
other clothing products.
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The reduction on MFN tariffs causes a drop on pegiee margins enjoyed in the EU,
but also a diminution on tariffs costs in the USrke& In 2004, the value of the US
tariffs on Bangladeshi exports was about US$173ianil In the European market,
while Bangladesh had US$ 192 million of duty reedse to it preferential accé$s

the tariff fee on exports not covered by preferengas about US$ 346 million.

Table 5.1.5: Bangladeshi exports to the EU: tapidéd and preferences received in
thousand US$.

EU
MFN Duty (A) Preferences received| Tariff costs (A-B)*
(B)

Product line

Knitted apparel 329'135 163'086 166'048
Not knitted RMG 206'408 26'853 179'554
Other made up textileg 3'566 2'682 884
Total 539'109 192'622 346'487

Data source: Dataset and staff calculations

Under theceteris paribusassumption, it is possible to do a simple comparis
between the costs of MFN tariffs in 2004 with tlests Bangladesh would face for
the same volume of trade but under reduced taBf§staking the difference between
tariffs paid after and before the reduction, aslwad the difference between
preferences received, one can calculate the geams fesser tariffs and the losses

from smaller preferences.

Table 5.1.6: Simulation of duties to be paid undgferent scenarios, using 2004
exports value, in thousand US$.

Duty paid in the US Duty paid in the EU
MFN New MFN New MFN Before New New MFN
SF 6 SF 10 reduction | MFN SF 6 SF 10
Knitted apparel 55'174 16’120 22’103 166’048 11®82 150'541
Not knitted 113645 40’311 53’748 179'554 68'975 @4
Other 4'248 1'698 2'229 884 1'208 1'641
Total 173'067 58'129 78'080 346’486 181’004 246'224

Data source: Dataset and staff calculations

145 After controlling for compliance costs, the prefese margin enjoyed by Bangladesh falls to 127

million US$.
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The sectors presenting higher utilization ratesracee exposed to the PE. But the
overall results are positive. Bangladesh gains ftanifs reduction; the stronger the
reduction (Swiss formula with coefficient 6), therder are the gains. Since most of
Bangladesh’s exports goes through the MFN chatimelkeduction on duties paid due
to reductions in tariffs goes from 195 to 280 roiliUS$ (the Swiss formula with
coefficient 10 and 6 respectively). Under the gadgstem Bangladesh will be better
off if tariffs are reduced.

These results differ from Rhaman & Shadat’s (208&jay, where Bangladesh losses
from PE in Europe are larger than its gains inUlse The authors use different values
for the Swiss formula’s coefficient, but the maiffatence consists in the preference
margin estimation: They do not take into accouritnee Bangladesh’s utilization

rates nor the compliance costs the country faceswising the preferential access to

European markets. Thus, it is possible that tlesiults are overstated.
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VI.  Estimating Quotas Erosion: The Gravity model
1. Overview

The Gravity model is a mathematical device usedtHeranalysis of bilateral flows
between different geographical entities in empiricesearch. Proposed by Jan
Tinbergen in 1962, this adaptation of Newton’s “LaWUniversal Gravitation” has
been applied in a whole range of international ipguch as trade, migration, tourism
and foreign direct investmeHt® The gravity approach says that the attractiveness
between two corps is proportional to the producttleéir mass and inversely
proportional to the distance separating them. [Eonemics, the attractiveness refers
to trade flows; the distance is a proxy for tradsts, while the mass, measured by the
GDP, can be seen as the trading partners capaditpoth production and
absorptioh*”. Hence the general form of the gravity equatiopliad to economics

will be*®

And its linear form is:
Ln(F;) =aR; + M, + M| + D, (2)

o Fj is the “flow” (trade flow, monetary flow, migraty etc) from origin i to
destination j;

o M and M are relevant economic sizes of the two locatidd®R, GDP per
capita or population).

o Dij is the distance between the two locations, gahe associated with
transportation costs, but also time elapsed dustmigment, synchronization
costs, communication costs, transactions costs‘@iiral distance™.

0 R; represents other factors that may influence trade.

146 Head (2003), page 2.

147 Ernst et al (2005), page 17.
148 Head (2003), page 2.

149 Head (2003), pages 6 and 8.
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The basic explanatory variables of the gravity ¢iqnaare distance and mass
However, economic trade theory allows the inclusisdrmany variables that may
explain trade flows, like GDP per capita, corruptimeasurements, infrastructure
facilities, exchange rate volatility, foreign diténvestment, barriers to trade (such as
tariffs, quotas, subsidies), as well as dummiesc@donial history, similar language,
whether landlocked, WTO membership, free trade eagemts, decent work

conditions, and openness to trade

In the context of preference erosion, tariffs andtg restrictiveness are the two main
variables. They enter the gravity equation to dateuhow these barriers affect trade,

and to estimate the potential trade flows withdeint.

Tinbergen’s model presented good empirical resu#ading many economists to
study the microeconomic foundations of the gravitgdel. Linneman (1966), a
member of Tinbergen’s team, tried to elaborateemrttical support to the gravity
approach by using a Heckscher-Ohlin framework anechd that trade depends on
population size differential and trade resistarfcéle was strongly criticized because
using a partial equilibrium approach in an equatmesenting a multiplicative
form'®3. In 1979, Anderson used a trade share expendiystem to derive the gravity
equatior™ Bergstrand (1985, 1989) used a general equilibrioodel of world trade
to give to the gravity approach its first microeoomnc basis. After that, a variety of
theoretical and empirical studies have been dormder to derive the gravity model
from different trade models, as Helpman and Krugnie®85), Helpman (1987),
Baldwin (1994), Deardorf (1995), and Evenet andé¢gl1998§>°.

The econometric research for the correct modelipaton and regression method
was also important, in particular by the inclusafnpanel data techniques in gravity

estimation. Before that, gravity models were estietidby using a year-by-year cross

%0 Ernst et al (2005), page 18.

51 pidem.

152 Krishnakumar (2002), page 4 and 5.

%3 Rahman, M. (2003), page 4.

54 |bidem

155 For a detailed overview on Gravity model foundasicsee Rahman, M. (2003).
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section of countries or by pooling countries cr@extion across time, without

counting for specific effects.

The use of panel data techniques in the gravigtiogiship increases the number of
observations and provides more accurate estimatethd regressors. Also it allows
for controlling issues such as unobserved hetemigenand non-spherical

disturbances.

Heterogeneity across units, or individual effedssan integral part of panel data
analysis$®’. Individual effects refer to a set of individual group specific variables
constant over time. When all individual effectsiables are observed, the model can
be estimated by OLS. But if there is an unobselveigrogeneity across units, the
omitted variable will lead to a biased and incaiesisleast square estimatdr In the
absence of correlation between the excluded variahdl the variables included in the
model, the random effect approach can lead toieffiestimators. But if the included

and excluded variables are correlated, a fixecce#pproach must be preferred.

In general, panel data sets may exhibit non-sphlergisturbances, namely
heteroscedasticity and autocorrelation. Autocoti@iaoccurs when “the variation
around the regression function is not independeathfone period to the next®.

Heteroscedasticity occurs when the error variammresa individuals is not constant,
which is much likely to occur when analyzing trdlbevs between different countries.
Under non-spherical disturbances, OLS estimatogssall consistent and unbiased,

but not efficient relative to other unbiased estons

Finally, there is the problem of simultaneity tlmatcurs when some regressors are
endogenous to the dependent variable and theraferikely to be correlated with the
error term. As a country cannot export more thapraduces, the gravity structure
may present endogeneity between total exportsrarairie. Also, because quotas and
total exports influence each other, there may lgeneity between these variables.

Krishnakumar (2002) considers the endogenous Jesatorrelated with both the

1% Matyas (1998), page 3.

57 Greene (2003), page 283.

%8 Trade is also influenced by political, cultural, thical and geographic factors that cannot be
readily observed, and then will be omitted. Whes dmitted variable is correlated with the erronter
the estimates will be biased.

%9 Greene (2003), page 192.
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disturbances and the specific effects as “doublylogenous”, whereas those

correlated only with the specific effects as “senghdogenous®.

2. The model

The gravity model to be will take the followingrfo™™
Yoat = & + ﬂ(xodt) + y(zodt) + luo + /]t +£ijt (3)
Wherée*®?

0 VYodt is the clothing exports from origin country ‘o’ tiestination country ‘d’, in natural
logarithm.

0 Xoq includes the time variant variabtés namely GDP, and GDP per capita for
importing and exporting countries, all measured ratural logarithms; bilateral
information on quota restrictiveness and tariff$) endex for FDI receptiveness
(UNCTAD’s FDI inward performance index), the excharrate between trade partners
(as a proxy for prices), and a variable for businefrastructure (number of telephones
lines per 100 inhabitants).

0 Zyq includes the time invariant variables, namely duemior common border, colonial

links, plus the distance between the two capitabsasured in natural logarithms.

o Ho refersto “individual effects”, presenting spéciéffects for exporting countries.

0 /]‘ refers to “time effects”.

Among the variables present in the model, the quesg&rictiveness requests a more
detailed explanation. The quota restrictiveness)(@Ba dummy variable that takes
the value of one when a country faces a bindingajamd zero otherwise. In this

paper, binding quota refers to a quota that is detaly utilized (filled at 100 per

%0 In the SUR-EC-AR(1) model, Krishnakumar (2002) cdess that the two incomes, relative size
factor and relative factor endowment may be “dowdsidogenous”, while the distance between trade
partners may be “single endogenous”. Egger (2001) aisakbgous notation, by labeling exogenous
variables correlated with the error term as “singtegenous” and those uncorrelated as “doubly
exogenous.

61| this paper, the gravity model will be estimabgdusing Krishnakumar’s (2002) “SUR-EC-AR(1)
System Gravity of Trade”. Hence, from now on all &ipns have the same structure the author uses.
162 5ee the annex to Section VI for detailed infornmatibout the variables and their sources.

183 The gravity structure separates the time variariales from time invariant variables as in Egger's
(2002) model.
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cent). From a country’s point of view, only the dliimy quotas restrict trafd. For
countries facing binding quotas tariffs are notdimg because gains from quota rents

compensate losses from tariffs. Hence when QBLisleq one, tariffs will be zet®".

Since quotas are imposed at the product line l¢kelquota restrictiveness variable
cannot be measured at the aggregated level, ogethe role of quotas restriction on
trade would be exaggerated. Hence, the gravity ingilletake the form of a system

of ‘m’ equations, having the same variables as rieefbut measured at product line

level.

3. The econometric framework

The gravity equation that will be estimated is altmariate system of equations
where od (od =1, ..., N) refers to trade partnefs=tl,..., T) refers to a time period,

and m (m=1,..., M) corresponds to the differentagiguns.

Yodt = IB'(Xmodt)+y'(Zmodt)+ gmijt ,m=1,...,20 (4)
‘Smijt = lumod+/]mt + Vmijt (5)
Vimiit = O Vmij,t-1 F Gyt (6)

It is assumed that trade residualsy, follows an AR(1) structure, witﬁpm |< 1, and
G ~1id (O, 0’), and that the autocorrelation coefficient mighffed across

equations. The variables are the same as befarepethat exports, quotas, and tariffs

are measured at the group level.

It is assumed that disturbances are uncorrelatasssi®bservations, and thaf, ,,

A« andvnj: are uncorrelated with themselves and with eachrothe

84 However, from the market point of view all quotaiiance prices and expectations of economic
actors, having an impact on decisions about investaethtsourcing. With the quota phasing-out, a
drop in clothing prices and a change on FDI patéeenexpected.

185 Tariffs are calculated as: (1- QB)*tariffs rates.
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E(mi i) = 0D 1, ]
E(lm ;) =0for i #i" and/or j 2’ ()

E (Ui Amt) = Bl Vi) = EApiVe) =0 O, (8)

The disturbance formulation will be:

N Y
n l T-2
E(Vy%) =Ty I | ¥ P T A (©)
1~ 0,0,
pT—l pT—Z P 1
:aamk(l N D vak)
And in vector notation:
gm:(IN DiT):um-l-vm (10)
E(eni’) = Oy Oigi'y) + 0 lini'y O17) + (1 0 Q) (11)

E(ee’)=(ly 01, Dip)Z, (I, 01, Oit) +(iy 01, 01,2, 01, O1,)+Q, (12)

This is an error component model with AR(1) disaurbes that must be transformed
to get rid of autocorrelation. The Krishnakumar@2Pptreatment consists in using the

Cochrane-Orecutt type transformation, [! C . For this, C must be such that C'Cx,
and CQ,C’=ly. This procedure must bring the equation to thessital error

component framework, allowing GLS estimafith Because the coefficient of
autocorrelation differs across equations, therd & M different transformation
matrix, G, , given by:

_pm 1 0 0
0 — nen O
o Pn LT (13)
0 0 . TPm1
suchthat @Cm = Q,,,.,, and that G Q,...Cn =0,

%6 For more specific details on the transformation pdore, see Krishnakumar (2002) and Egger
(2001).
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For the whole system, the transformation will be:

(IyOC)e

(I OGC,)e,

E= (14)

(IyOCy)éy

Hence,

E(Emgkl) = 5:/_/mk(| N 0 iT—li IT—1) + 5/lmk(iNi'N |:“T) + Uamk(l N u IT—1) (15)
Where 5/1mk = a/xmk(l_pm)(l_pk )' and 5/lmk = a/lmk(l_pm)(l_pk) (16)

which leads to
V(£) =i/1 Oy Oipai'ty) +ia Oy Ol) +(Z, Olgly) (17)

The spectral decomposition of the transformed srreariance covariance matrix
brings the model to the classical SUR-EC framewhe transformed model will be

a quasi-difference model as follotts

Yodt O, Yodt-1= ﬁl(xmodt - pmxmod,t—l) +yl(zmodt - pmzmod1—1)+
+(1-pm):umod+(1-10m)/]mt +a‘mijt (18)

Where the coefficient of autocorrelation is caltedhas:

,bm - ztém’i{'t émji,t—l (19)

tgmu t-1

1671 order to keep the first observations, they méltransformed by1— p?)"?.
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4. Methodology

The gravity equation is:
EXpnodt= a, + B,QB+ S, tariffs+ ,GDP, + 5,GDPR, + S.GDP/h, + 5,GDP/h, +
B,FDI + [.Exch_rate + S,phonet y,dist + y,contig + y,col45 +

:umod+/1mt + Vimijt

Where:
o QBis adummy taking the value of one if exporting doyfiaces a binding quota;
o tariffs refer the tariffs a country faces when exportingtitm, measured at HS 2 level.

o GDR, and GDP,, refers to natural logarithm of exporting and intpay countries’ income.

o GDP/h, andGDP/h,, refers to exporting and importing countries ndtlogarithm of
per capita income.

o FDI refers to the UNCTAD’s FDI inward performance indar, index aiming to capture a
country’s FDI “attractiveness”.

o [Exch_rate refers to the exchange rate between trade partpéisne refers to number of
phones per 100 habitants.

o dist refers to the distance between importer and expeaigtals, in natural logarithm.

o contig and col45are dummies for common borders and colonial links, reisiedct
0  Unoq refers to panel individual effects.

o A

mt Tefers to panel time effects.

Positive signs are expected f@t,, £,, 5., G,, V., and y,, negative signs for

B, B,, B, and y,, while the signs for3, and 8, may be positive or negativé’

The estimation was undertaken as follows: First, sigstem of 20 equations with
panel effects was regressed by instrumental wektimation (3SLS) and its residuals

were used in order to fingh by using the equation (19§. The model was then

188 |t is expected quotas to have a negative impactratiet But because quotas are imposed on
countries having high exports value, the sign of thisable may be uncertain.

169 Rahman, M. (2003), page 16, explains the ambiguitgenfcapita income by economies of scale
effect (positive sign) and absorption effects (negatiga).

0 Rho values by group are available in the annexetiéh VI.
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transformed byp, to the quasi-difference equation (18), which inelsidndividual

and time effects. Finally the transformed model wexgessed by using the Baltagi's
EC2SLS approach.

Only exporting and importing countries’ GDP are umsed to be “doubly
endogenous”, demanding to be instrumentalized.rumsgnts are importer and
exporter's openness, measured as trade to GDP Eagm if QB must be endogenous
it will not be instrumentalized because it is highlinlikely that appropriated

instrument exits.

5. Data Issues

The dataset consists of 4552 observations from X8 réng countries and 15
importing countries, between 1997 and 2004. Impgrtcountries are Austria,
Belgium, Denmark, Germany, Spain, Finland, FranGereece, Ireland, Italy,

Nederland, Portugal, Sweden, UK, and the US. Tiporixg countries are Austria,
Belgium, Bangladesh, Cambodia, Canada, China, Dégmaginland, France,

Germany, Greece, Hong Kong, India, Indonesia, meldtaly, Lesotho, Luxembourg,
Mauritius, the Nederland, Nepal, Pakistan, Philygi, Portugal, South Africa, South
Korea, Spain, Sri Lanka, Swaziland, Sweden, Taiwdmiland, Turkey, Vietnam,

UK, and the US. The panel is balanced.

The data covers expott$ of clothing (categories HTS 61, 62 and 63), numtier
binding quotas (QB), tariffs, GDP, GDger capita distance, FDI “attractiveness”,
and share of phone users, plus dummies contraliingolonial links and common
border. As suggested by Baldwin (2005) GDP and @BPcapita are measured in
nominal terms (current US$). Detailed descriptibvariables, their sources, as well

as summary statistics are available on the annsgdtion VI.

Some variables that can enter gravity equationsh sas indexes for economic
freedom, and transparency (measuring the perceioadption), were excluded from

the model. This can be explained by the fact thertet is no correlation between these

171 Because the model aims to establish the relatiortséiiween exports to restricted markets and
quotas restrictiveness, unilateral trade flows weeégpred to bilateral flows.
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variables and total exports of clothing for the paof countries used in the analysis.
Actually, countries having similar export valueggent huge differences in the level
of corruption and economic freedom, providing arabigs coefficients for these

variables’?

In order to reduce the number of equations, grafipsoduct lines were created using
the quotas restrictiveness as critglaThus, the product lines presenting the same
QB across countries and over time were aggregatkxuying a significant reduction
on the number of equations, which pass from moaa th670 products lines to 52
groups of producté*. Finally, a sample of 20 grouf3was draw, in order to carry on
the estimation. Table 6.5.1 shows the total nunbloeting quotas faced by exporters
by year. Vietnam is the most restricted countryhwil binding quotas, followed by
China with 40 and Indonesia with 3% With the elimination of quotas these

countries may increase their market share at therese of less restricted countries.

Table 6.5.1: Number of binding quotas in the US tnedEU, selected countries

Exporter 1997 1998 1999 2000 2001 2002 2003 2p04
Bangladesh 4 3 1 1 1 2 - -
China 7 9 6 6 3 2 4 3
Hong Kong 1 3 3 2 1 2 2 1
Indonesia 7 3 4 3 8 2 2 2
India 5 2 3 3 3 5 5 3
Pakistan - - 3 2 3 2 4 5
Philippines 4 - 5 2 - 3 3 1
Vietnam 6 6 8 5 6 7 3 3

Source: Dataset and staff calculation.

172 See the graph AS6.1 in the annex to Section VI.

1”3 The creation of product groups presented some prsbl@he EU quota system uses the ATC
categories, the US uses the MFA categories, and ttetesglues are from the combined nomenclature
(CN). The US provides a correlation between the Mdm the CN categories, but the EU does not
provide the correlation between ATC and the CN. d¢éethe author had to create the correlation
between the ATC categories and the CN system, cobeén ATC and MFA categories to the CN to
finally create the groups of products presentingliigp quotas that are constant across countries and
over time.

" There are 51 groups presenting at least one restrietiwl one group representing the product lines
without any quantitative restriction. Around 60 puctllines were kept out of the sample because they
could not be matched with the other groups.

7> The criterion for selecting the sample’s 20 groupstvasalue of Bangladesh’s exports.

178 These values refer to the 20 groups that enter gregsion. If all 52 groups are taken into account,
for the same period China has 122 binding quotasn¥iet87, and Indonesia 70.
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Since groups were created in function of the nunabéinding quotas, they present a
different number of products linE4 Also, importing countries are not constant

across groups.

0. Results

The system of equations’ estimation presents tlefficeents for each variable in each
group. In order to give an overall idea of thessults, Table 6.6.1 presents the
weighed averadé of significant coefficients for the main variahlet a 5 percent

significance level. The complete results are priegsem the annex.

Table 6.6.1: Aggregated results, EC2SLS estima#bh,percent significance level

Variables Coefficient
Exporter's GDP 1.8438
Importer's GDP 0.9819
Distance -1.8793
Quota Binding -1.315
Tariffs -0.1564

Exporter's GDP per capita -1.4151
Importer's GDP per capita 1.176

Exchange rates -0.0001
FDI index 0.025p
Common border 1.4985
Colonial links 2.7597
Constant -40.71%8

Most of the variables present the expected sigweker there are differences across
groups. These differences depend mainly on theactexistics of each group. Groups
1 and 10 have the US as the only importer, affgctime coefficients’ signs or
significance level for the exporter’s income, dmte, tariffs and quota restrictiveness’
variables. On the other hand, groups 13, 18, anda¥® the EU as the only importer,
which influences the sign of the importer's GDPiraate'”®. Finally, more than 20

percent of the total export flows go through thetqtfree group in spite of the tariffs

Y In the annex to Section VI the table AS6.4 presémesgroups in detail, showing the share of
imports for the US and EU, the three largest expor@d their market share in the group, as well as
the countries having at least one binding quotandutie period between 1997 and 2004.

18 The significant coefficients for each group weregheid by the value exported by the group.

9 |n the regression, the EU enters as 14 individuahi®s (except Luxemburg and Belgium that
enter jointly).
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imposed, affecting this variable’s coefficient. Tignificant coefficients’ estimates
are robust, though estimates for tariffs and imgrsitGDP are more stable than those

for exporters’ GDP and quota restrictiveness.

The exporter's GDP is positive and significant éirgroups, except groups 1 and 10,
where the coefficients are insignificant. Henceltdwve significance level of exporters’
GDP can be explained by the discrepancy betweeb $1&sDP° and the exporters’

income.

The importing country’s GDP is also positive angndiicant for all groups, except
those having only the EU as impoftér which are negative and significant. Again,
the difference between the US’ and European casitimcome explains the negative
relationship between importer's GDP and trade flogisce the country having the

largest GDP (namely the US) does not import pragifroim these groups.

The distance is negative and significant for atbugps with the exception of those
having more than 90 percent of exports share gmirtbe US, for which coefficients
are positive or insignificant. Since the only cayrin the model sharing borders with
the US (namely the Canada) accounts for only 4gmerof the US total imports, the

distance does not work as a barrier to trade isetigeoups.

The estimates for per capita income are positivenfiporting countries and negative
exporting countries. WTO membership, FDI indexesnhber of telephones per group
of inhabitants, and exchange rates are not sigmificx most of the groups. However,

a F-test suggests that they cannot be excludedtfrermodel.

The quota restrictiveness variable is positive igr@ups, negative in 12 groups, and
insignificant for the remaind&f. As one would expect, the two groups where quotas
presents positive signs are groups 1 and 10. Antbegfive groups presenting
insignificant sign for the quota variable, only twgooups, groups 9 and 15, have
binding quotas in 2004. Group 15 has just one iostt country, Pakistatf®> and

represents only 3 percent of the total exports.v@msely, group 9 presents important

180 The US’ income is larger than the income of Japanm@ey, UK and France together.

181n the estimation, the EU imports are taken in a agting-country basis.

182 The quota restrictiveness variable is present in XBef0 groups. It is not present in the quota free
group.

183 However the group 15 represents 23 percent of Ratistani exports.
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guota restrictions on seven countries and covesstal? percent of the total exports
in the regression. This group presents insigniticarefficients for both the quota

restrictiveness and the tariffs, probably becausesd barriers do not discourage
exporters. It is also possible that the simultagnb#tween quota restrictiveness and

total exports affects the significance level of thmtas’ coefficiertt”.

Tariffs presents negative sign in most of the gspuipe exception being groups 1 and
10, where the estimates are positive. The targismates are significant in other 16
groups, and insignificant in the quota-free growere tariffs do not seem to

discourage exports.

Time effects and country effects are significand @nesent the expected magnitude

with respect to the benchmark categories.

7. Sensitivity Analysis

Countries facing binding quotas in 2004 have a mg@kincrease in their exports
amounting to 19.8 percent. Those are China, Indanbglia, Pakistan, and Vietnam.
However this potential increase does not referh dverall exports. Because the
structure of the model, the impact of quota resueness on each group is different,
and the potential increase on overall trade depend$e importance of each group

on total exports.

The restricted countries lose 2.076 billion US$ thuguotas restriction®. Assuming
the demand constant, the elimination of quotas oase a market share’s transfer
from non-restricted to restricted countries, frorhieta China would capture 21.9
percent, Pakistan 26.6 percent, India 38 percediriesia 8.2 percent and Vietham
5.1 percent. It represents a potential increagetahclothing exports of 7.1 percent to
Pakistan, 6.16 to India, and 0.27, 0.21 and O.I'segm¢ to China, Indonesia and
Vietnam respectively. Bangladesh would lose abo®8 @ercent of its total apparel

exports, amounting to 60.25 million US$.

184 The simultaneity between binding quotas and totpbes originates from the fact that the products
presenting binding quotas have high export values.

18 The total value of exports in 2004 for the 20 groand all countries included in the study amount
to 102,9 billion US$.
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By looking at the group level, the effects of quogdimination in groups restricted by
binding quotas in 2004 are more significant. Badgh's losses are about 2.46

percent, while Pakistan gains about 29 percenial®8 percent and China 2 percent.

Table 6.7.1 shows the gains and losses for all tc@snincluded in the model. The
“overall” results refer to changes in the marketrshfor the 20 groups under study,
while the “group level” column refers to changeghie market share for the 6 groups

presenting binding quotas in 2004.

Table 6.7.1: Changes in the market share due tqube eliminatiof®.

Exporter | Overal| Group leve Exporter | OverallGroup leve
Pakistan 7.10%  29.009 Italy -0.59% -2.019
India 6.16%  23.029 Austria -0.62%  -1.189
China 0.27% 1.999 Sri Lanka -0.63%  -1.869
Indonesia 0.22% 1.209 Finland -0.65%  -1.619
Vietnam 0.16% 0.899 Germany -0.78%  -1.949
Taiwan -0.19%  -2.129 Sweden -0.79%  -2.069
South Korea] -0.2306  -2.289 Netherlandg -0.839 -1.989
Swaziland -0.29%  -2.519 Spain -0.84%  -2.359
Australia -0.31% -1.629 Denmark -0.86%  -2.059
Hong Kong | -0.34%  -1.339 USA -0.87% -2.659
Nepal -0.36%  -2.269 UK -0.919 -2.289
Philippines | -0.37%  -1.999 France -0.92%  -2.089
Lesotho -0.43%  -3.329 Belgium -0.92%  -2.219
Canada -0.46%  -2.799 Bangladeshl -0.98% -2.469
Cambodia -0.46%  -2.289 Lao -1.16% -2.259
South Africa| -0.499 -2.269 Portugal -1.34%  -2.919
Luxemburg | -0.50%  -0.709 Turkey -1.36%  -2.739
Ireland -0.58% -1.699 Mauritius -1.92% -3.519
Thailand -0.58%  -1.939 Greece -2.18%  -2.959
Japan -0.59%  -1.909

These results contradict most of the studies oretteets of the ATC quotas removal.
Yang & Mlachila (2005) found a potential reductimm Bangladesh’s exports
amounting to 17.7 percent, Lips et al (2003) 1leBcent while Ernst et al (2005)

estimates the losses to be about 20 percent.

18 QB is a dummy variable. The effect of the quotariesteness on exports is calculated as the

exponent of QB’s estimate multiplied by the valuetla exports at the group level. The transfer of
market share is calculated within groups and the eeport values are aggregated to calculate the
overall change in the market share. Because thisblarteas a negative impact on trade, countries
facing quota binding in 2004 will benefit from thaotas elimination.
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The effect of tariffs reduction in exports is imfort. One percent of tariffs’ reduction
may increase exports by 0.885 The Swiss formula with coefficients 6 and 10
produces from 5 to 9 percent of tariffs’ reductiomable 6.7.2 shows that countries
enjoying tariff-preferences lose from tariffs retdaon. Restricted countries gains
amount to 5.46 to 7.57 billion US$, while lossescolintries having preferential
access amount to 8.3 to 9.3 billion US$. The Eumopeountries lose from the

increase on international competition due to |letagis.

Table 6.7.2: Gains and losses due to tariffs’ rédogin million US$%8

Gains and losses from tariffs’ Gains and losses from tariffs’
reduction reduction
Exporter |Swiss Formula [Gwiss Formula 10 Exporter |Swiss Formula|6wiss Formula 10
China 2'075.28 2'729.16 |South Africa -7.48 -9.76
India 676.91 939.27 |Finland -12.99 -15.74
Vietnam 442.08 542.01 |Ireland -37.17 -42.63
Bangladesh 422.24 661.40 |Sweden -96.52 -110.24
Nepal 413.15 470.22 |Canada -98.715 -149.7(
Thailand 245.79 327.9( Lao -102.18 -28.32
Mauritius 245.16 270.57 |Cambodia -128.17 -17.71
Pakistan 210.90 323.86 |Austria -145.00 -175.35
Sri Lanka 126.37 147.63 |[Taiwan -212.3D -90.82
Philippines 107.06 127.0% |Denmark -242.25 -286.646
Swaziland 101.49 164.24 |Greece -327.74 -364.87
Hong Kong 93.84 351.43 Spain -373.99 -435.1¢
South Korea 79.65 94.46 |UK -442.81 -511.34
Indonesia 66.69 230.9¢ Netherlands -681.50 -804.39
Luxemburg 60.59 35.44 France -695.21 -806.7¢
Japan 43.54 94.31 |Portugal -782.32 -883.44
USA 42.89 46.06 Belgium -870.98 -1'021.28
Australia 14.26 16.17 Italy -876.56 -1'052.29
Lesotho 0.3b 0.4Q  [Turkey -1'098.96 -1'198.75
Germany -1'148.66 -1'365.91

187 This value refers to the aggregated value for milgs. However the effects of tariffs changes are
calculated at group level.

188 Tariffs are calculated as the exponent of the prodiihe tariffs’ estimate by the amount of tariffs
reduction, multiplied by the value of the exportshet group level by importing country.
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Since most of Bangladesh’s exports face MFN tartfis tariffs reduction will bring
an overall positive impact on the economy. Bangtadgains will be between 422 and
661 million US$, depending on the formula useditousate the reduction in tariffs.
These gains will be reduced from 24 to 26 millioS%Jdue to the quota removal,
since lesser exports will reduce the gains fronffsareduction. These results are
larger than the one found in section five, whicbhcamts only the gains from changes

on duties paid.

The growth of GDP could compensate Bangladesh’'sekssince one percent of
growth rate increase the trade potential by 1.58wéier in order to increase its
income and attract foreign investments the govemmueist enhance reforms to raise

infrastructure facilities and reduce investmentriesons.
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VIIl. Conclusion

T&C industry is considered as an important meanshfe DC industrialization in low
value added goods, since it is labor-intensiveraqgdires a large amount of unskilled
workers. This sector is also important for devetbpeuntries, which protect heavily
their apparel industries by imposing import taxesl guantitative restrictions. The
tariffs increase domestic prices directly, while tfjuotas affect prices by reducing the
quantity supplied. Both distort trade by creatingrize wedge between domestic and

international prices.

The ATC quota phasing-out together with tariffs uetibn from the NAMA
negotiations may reshape the international tradeaaring apparel. The end of the
guotas system may also affect the internationakstment pattern and sourcing
decisions. Under the MFA the main factors influegcinvestment and sourcing
decisions were the quota availability and its codtgh the quotas phasing-out other
factors will grow in importance, such as the cost availability of labor, the
availability of low cost raw materials, good inflagture (roads, ports, reliable
sources of energy and water), as well as the rbfjalefficiency and flexibility of
suppliers. Increase in relative competitiveness wépend on a good business

environment created by political stability, andstimorthy institutions.

The development of the RMG sector in Bangladeshesconsequence of restrictions
in market access due to the quota regime. In 20@as the ¥ largest exporter of
wearing apparel, embracing 2.2 percent of the woiddket. The RMG industry alone

was responsible for about 72 percent of the toabe earnings.

Most of this success is due to abundant supplyowf ¢ost labor, and preferential
access to restricted markets. Hence Bangladesh fatay difficulty to adjust to a
quota free world. In order to keep its export cotitpeness it will have to enhance

productivity, improve trade infrastructure, and elep its economic governance.

Bangladesh may not lose from preference erosion tdueariffs reduction. Its
utilization rates are low, covering about 30 petadrits exports to EU. In addition, it

does not enjoy tariff preferences in the US. TheeefBangladesh’s gains from tariffs
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reduction in the US and EU compensate largely thesds from reduction in
preference margin in the EU. The potential welfgaens to Bangladesh are between
195 and 661 million US$, depending on the coefficiend the methodology used to
estimate tariff reduction. These gains are notedfify the quota removal, but reduced
from 24 to 26 million US$, suggesting that Bangkuegains from NAMA

negotiations independently of ATC implementation.

The quotas’ elimination will alter the relative cpatitiveness of various exporting
countries. Since Bangladesh has quota free aceése EU and a large quota base in
the US, it is expected to lose market share to mesticted competitors. The results
from the gravity model suggest that in a quota-Baeironment, Bangladesh faces a
potential decline on its total apparel exports amiog to 0.98 percent. Within the

groups presenting binding quotas in 2004 these$fare about 2.46 percent.

These results may underestimate the overall Idssé%angladesh and other countries
relying heavily on markets protected by quantietiestrictions. The model does not
account for many factors that may influence theisiees about sourcing and
investment, such as infrastructure facilities, @wnit governance and FDI by
economic sector. Also, it does not account for gsigbresenting utilization rates
below 100 percent, and does not include textileslpets. By relaxing the assumption
that only the quotas filled at 100 percent are inigdthe number of groups presenting
restrictions in 2004 increases and the discrepaetyeen the overall results and the

results within groups may be reduced.

The “system gravity model of trade” suggests litteange in market structure when
compared with results from most of the studies ogfguence erosion, although it
presents the advantage of eliminating the aggmegdiias problem. Since this bias
can increase overall results, it is also possihkt some studies overestimate the
changes in apparel trade pattern. However in omesompare results, this model
must be expanded to include textiles and more ti@aeners. It could be also
interesting to consider quotas presenting fillimges below 100 percent as binding

quotas.
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Table AS.3.1:World largest apparel exporters, in billion US$ gmedcentage.

Annual change, in
Exporters Value Share in world exports  percentage
2004 2000 2004 2000-04 2004
European Union (25) 74.92 27.0 29.0 9 9
extra-EU (25) export$ 19.13 6.9 7.4 9 11
China 61.86 18.3 24.0 14 19
Hong Kong, China 25.10 - - 1 8
domestic exports 8.14 5.0 3.2 -5 -1
re-exports 16.96 - - 4 13
Turkey 11.19 3.3 4.3 14 12
Mexico 7.20 4.4 2.8 -4 -2
India 6.62 3.1 2.8 7
United States 5.06 4.4 2.0 -12 -9
Romania 472 1.2 1.8 19 16
Indonesia 4.45 2.4 1.7 -2 8
Bangladesh 4.44 2.0 1.7 3 0
Thailand 4.05 1.9 1.6 1 12
Viet Nam 3.98 0.9 15 22 12
Korea, Republic of 3.39 25 1.3 -9 -7
Tunisia 3.27 11 13 10 20
Pakistan 3.03 11 12 9 12
Above 15 206.32 78.6 80.3 - -
Source: WTO

Table AS.3.2:World largest apparel importers, in billion US$ gatcentage

Annual change, in
Importers Value Share in world imports ~ percentage
2004 2000 2004 2000-04 2004

European Union (25) 121.66 39.9 45.0 10 14
extra-EU (25) imports 65.86 20.9 24.4 11 15
United States 75.73 32.4 28.0 3 6
Japan 21.69 9.5 8.0 2 11
Hong Kong, China 17.13 - - 2 7
retained imports 0.17 0.8 0.1 -44 -83
Russian Federation 5.46 1.3 2.0 19 13
Canada 5.22 1.8 1.9 9 16
Switzerland 4.34 15 1.6 8 9
Korea, Republic of 2.75 0.6 1.0 20 8
Australia 2.67 0.9 1.0 9 22
Mexico 2.58 1.7 1.0 -8 -15
Singapore 2.06 0.9 0.8 2 6
retained imports 0.56 0.3 0.2 0 12
United Arab Emirates 2.05 0.7 0.8
Norway 1.67 0.6 0.6 7 8
China 1.54 0.6 0.6 7 8
Saudi Arabia 1.03 0.4 0.4
Above 15 250.61 93.7 93.0 - -

Source: WTO



Annex to Section IV

Bangladesh’s key indicatdfs

Balance of Payments
National Accounts
Direction of Trade
Exports

Imports

189 All key indicators are from Asian Development Bartikhiap://www.adb.org/statistics
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Bangladesh’s Balance of Paymentsn million US$

Item 199C 1992 1994 199¢ 199¢ 200( 200z 200<
Current account 43€ -11&¢ -89 -1291 -46% -41& 157 17¢€
Balance on goods 189¢ -1537 -1657 -306¢ -166¢ -186F -176¢ -231¢
Exports 148€ 199¢ 253¢ 388¢ 510: 5701 592¢ 7521
Imports 337¢ -352€ -4191 -6947 -677z -756€ -7697 -984(
Services and income 1i1C -21 -10 -4¢ -67C -70¢ -61C -98€
Credit 444 56t 67C 80€ 798 94€ 91t 987
Debit 554 -58€ -68C -85F -146¢ -165¢ -152t -197:
Current transfers 1567 143t 157¢ 1821 187¢ 239¢ 282¢ 374:
Official 76€ 97t 1247 147°¢
Debit 79¢ 46C 331 34¢
Capital account 357 37¢ 331 44t 561 41C 19¢€
Financial account ... B9C 66 447 16C -11€ 391 78
Direct investment 2 4 16 7 24¢ 38z 391 38t
Portfolio investment 1 6 53 -21 3 0 -6 6
Other investments ... 5b8C 59¢ 461 -92 -49¢ 6 -31&
Net errors and omissis 76 -31z -16€ -504 -88 15z -55C -27¢
Overall balance 13¢ 517 79z -1017 54 17¢ 40¢ 171
Reserves and related items .51% -79Zz 1017 -54 -17¢ -40¢ -171
Reserve assets ... -74z -62t 106z -14 -79 -27€¢ -23t
Use of Fund credit and loaps-13¢ .. -48 -121 -40 -10C -13Z 64
Others 8C -11¢ 7€

Bangladesh’s National Accountsat current market prices, in billion Taka

Item 199C 1992 1994 199¢ 199¢ 2000 200z 2004/ 200
GDP by industrial origin 1003.:1195.41354.7 1663.22001.¢ 2370.92732.( 3329.7 3684.¢
Agriculture 295.1 339.4 334.& 409.9 490.1 583.7 599.( 672.C 708.¢
Mining 8.2 105 137 16.7 19t 23.1 30.C 36.£ 404
Manufacturing 127.¢ 160.6 199.6 246.3 312.7 348.4 418.1 515.2 588.t
Electricity, gas, and water 15.1 179 211 240 264 30.7 36.£ 44: 49.1
Construction 58.2 70.6 83.2 110.0 138.€ 176.2 211.€ 254.C 290.
Trade 119.¢ 141.6 163.€ 206.1 248.« 292.0 353.1 441.C 500.¢
Transport and
communications 96.¢ 112.2 126.6 144.8 167.. 197.4 255.2 344. 381.(
Finance 134 16.4 201 252 29.¢ 365 421 52.C 58.:
Public administration 20.C 259 33.6 40.2 49.¢ 623 71z 86.z 98.
Others$ 248.¢ 300.4 357.z 440.2 519.1 620.5 715.« 884.1 968.¢
Net factor income from abro 209 29.0 42 495 65.C 87.1 125.¢ 175.E 209.C
GNI 1024.: 1224.41396.F 1712.82066.7 2458.02857.« 3505.: 3894."
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Bangladesh'’s Direction of Trade, million US$

Item 199C 1992 1994 199¢ 199¢ 200C 200z 200¢
Exports, total 1671 2037 265( 3297 3822 559( 544z 758¢
1. United States 51C 734 88€ 101¢ 136¢ 177¢ 150¢ 169¢
2. Germany 10€ 16€ 22& 32t 404 60&¢ 56€ 1102
3. United Kingdom 11¢ 151 25% 37¢ 347 44C 53z 84¢
4. France 62 107 15t 227 254 28¢ 311 52€
5. Italy 107 137 151 16C 232 22&¢ 21€ 30t
6. Netherlands 38 67 101 17: 18¢ 234 20t 254
7. Belgium ceeeee e ... 147 17 18t 252
8. Spain 7 2C 35 41 47 72 104 24C
9. Canada 27 28 48 6€ 7S 97 83 247
10. Sweden 19 16 12 28 37 78 86 14¢
Imports, total 365€ 3731 4582 693t 737( 9001 784¢ 1159(
1. India 17C 284 467 101¢ 117¢ 94F 114€ 174t
2. China, People's Republicjof124 215 29¢ 641 547 667 91C 144¢
3. Singapore 407 22z 22C 31z 43C 761 90€ 872
4. Japan 48z 294 527 67: 45€ 85(C 59t 614
5. Hong Kong, China 16€ 29C 351 39z 45z 47C 42z 51¢
6. Kuwait 13 8 2 7 15 2¢ 117 63¢
7. Korea, Republic of 15€ 214 331 36& 331 34& 341 41¢
8. United States 18€ 25& 214 25C 24z 214 234 26¢
9. United Kingdom 118 132z 121 17C 314 23¢ 22¢ 28%
10. Australia 60 62 8€ 12z 197 17t 17z 26€
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Bangladesh’s Exports by HSC

Iterr 1992 1994 199¢ 199¢ 200C 2002 2004
Animal and animal products 659C 1077 1355 1528¢ 1830( 17125 2322:
Vegetable products 234F 225: 162: 257% 149z 1686 235¢
Animal or vegetable fats 6 2C 17 8 29 4 11€
Prepared foodstuffs 28€ 13: 88 37C 221 745 207¢
Mineral products 315 356 49¢ 45€ 591 65C 153¢
Chemical products 56S 1877 444 741 31z 32¢ 76C
Plastics and rubber 9 42 25 28¢ 63¢ 79t 98¢
Hides and skins 5117 622¢ 862¢ 7601 706¢ 12662 1277(
Wood and wood products 79 15C 144 174 284 271 35¢
Wood pulp products 107 4€ 3€ 10z 181 89 95
Textiles and textile articles 5605 6968¢ 98797 14740 17893" 218746 29167«
Footwear, headgear 386 162t 2601 320t 315€ 4087 406¢
Articles of stone, plaster, cement, asbestos 19C 30z 462 697 79¢ 1110 181¢
Pearls, precious or semi-precious stones, metals 3 3 0 28 0 0 99
Base metals and articles thereof 55 72 6€ 74 18¢ 188 172t
Machinery and mechanical appliances 32112C 88 11¢ 17¢ 464 447
Transportation equipment 1 5 17 65 23 55¢ 82€
Instruments—measuring, musical 1 5 13 11 15 12 0
Miscellaneous manufactured articles 21¢€ 12 3C 13C 14t 25 19¢
Works of art” 82 167 98 9C 72 48 7
Bangladesh’s Imports by HSC

Iterr 1992 199< 199¢ 1998 200C 200z 2004
Animal and animal products 2525165¢ 250¢ 2889 401z 450z 4383
Vegetable products 5305668¢ 2737: 22299 2726¢ 2469¢ 47376
Animal or vegetable fats 4540408( 737¢ 9915 1309¢ 1453¢ 28226
Prepared foodstuffs 771193¢ 24% 5338 687z 925( 16681
Mineral products 16238324¢ 2285« 24892 3657: 4088¢ 52335
Chemical products 6293915¢ 1522( 20452 2593¢ 3264( 41976
Plastics and rubber 3231450t 759: 9290 1159 14351 21629
Hides and skins 41 13z 24 127 107 201 477
Wood and wood products 4524z 66¢ 1119 125¢ 2151 3152
Wood pulp products 1053207¢ 454¢ 5554 714¢ 859¢ 12334
Textiles and textile articles 262680327 6401( 83893 89197 9744¢ 133076
Footwear, headgear 87 21€ 377 364 21t 187 495
Articles of stone, plaster, cement, asbestos 37BE 118¢ 1722 1765 2081 2678
Pearls, precious or semi-precious stones, metals 6  12F 21 131 17 29 37
Base metals and articles thereof 599482 1315« 17769 19767 23722 28309
Machinery and mechanical appliances 8236E 2538: 25827 34981 5797( 75705
Transportation equipment 339B87¢ 1425¢ 17072 1799( 2471¢ 30974
Instruments—measuring, musical 697811 168¢ 1669 247z 3011 3840
Miscellaneous manufactured articles 4867€ 1362 1457 258: 331C 3796
Works of art” 109 14¢ 17C 397 158¢ 57 70

64



Annex to Section VI

Variables description and source
Summary Statistics
Results: Time effects and Individual effects

Results by groups

Graph AS6.1: The relationship between indexes forruption,
economic freedom and exports in wearing apparel.

Table AS6.2: Number of product lines presentingdlig quotas by
trade partners.

Table AS6.3: Total exports and number of produndiby groups.

Table AS6.4: Groups in detail.

Table AS6.5: Binding quotas by group, year and iripg and
exporting countries.

Table AS6.6: Rho by group

Table AS6.7: Tariffs reduction by groups and cagffts
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Variables description and source

Variable

Description and source

Exports by
groups

Export of clothing from origin country to destinati country,
current value, in US$ dollars. Values in naturgldiothms.

Sources:
Europe as importing country:
Eurostat, attp:/fd.comext.eurostat.cec.eu.jnt/

Exchange rate from UNSD at
http://unstats.un.org/unsd/snaama/selectionbasicFast.asp

US as importing country:
WITS at http://wits.worldbank.org/

Ln_GDP_o

Log of exporting country’s GDP, current value, iS$!

Source:

IMF
at http://www.imf.org/external/pubs/it/weo/2006/01/daltadinim.cfm

Ln_GDP_d

Log of importing country’s GDP, current value, iis®.

Source:

IMF,
at http://www.imf.org/external/pubs/ft/weo/2006/01/datadinim.cfm

Ln_GDP_h_ o

Log of exporting country’s GDP per capita, currealue, in
USS$.

Source: IMF,
at http://www.imf.org/external/pubs/ft/weo/2006/01/datadinim.cfm

Ln_GDP_h_d

Log of importing country’s GDP per capita, currgatue,
USS$.

Source: IMF,
at http://www.imf.org/external/pubs/ft/weo/2006/01/datadinim.cfm

Source: CEPII,
at http://www.cepii.fr/anglaisgraph/bdd/distances.htm

Log_distance

Log of the distance between origin and destinatmmtries
capitals.

Source: CEPII,
at http://www.cepii.fr/anglaisgraph/bdd/distances.htm
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Variables description and sourcecontinued

Variable Description and source

QB Quota restrictiveness is a dummy variable, whicuaes the
value of 1 if exporting faces a binding quota, aetb otherwise.
Source:

US quotas at

http://www.cbp.gov/xp/cgov/import/textiles _and_qusdtextile status report/ar
chived/

EU quotas at http:

http://sigl.cec.eu.int/choice.html

Tariffs Tariffs imposed by the importing country to the expg country
taking into account preferential agreements.
Source:

WITS, athttp://wits.worldbank.org/

FDI_Index “The Inward FDI Performance Index”, which ranks oties by
the FDI they receive relative to their economicesiA value
greater than one indicates that the country resamwere FDI thar
its relative economic size, a value below one ithr&ceives less (a
negative value means that foreign investors dishva that
period).

Source:
UNCTAD at
http://www.unctad.org/Templates/WebFlyer.asp?intlfer?472&lang=1

Phone Number of telephone lines for 100 habitants.

Source:

From 1997 to 2003, UNCTAD
athttp://www.e-stdev.org/benchmarking/
For 2004, World Bank
athttp://devdata.worldbank.org/data-query/

Contig Dummy variable, which assumes the value of 1 ifoettpg and

importing countries have common border, and zeneratise.
Source:
CEPII, atathttp://www.cepii.fr/anglaisgraph/bdd/distances.htm

Colony Dummy variable, which assumes the value of 1 ifoettpg and

importing have colonial link, and zero otherwise.

Source:
CEPII, atathttp://www.cepii.fr/anglaisgraph/bdd/distances.htm
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Summary Statistics

Variables from the original model

year
I n_gdp_o
I n_gdp_d
I n_pop_o
I n_pop_d
In_gdp_h_o
In_gdp_h_d
I n_di stance

Exchange rate|

FDI i ndex
Phone
Contig
Col ony

Total Exports

Quota freee
G oup
Group
G oup
Group
G oup
Group
G oup
Group
G oup
Group
G oup
Group
G oup

©o~NoOU~WNE

I
@k o

Group 14|
Group 15]
Group 16|
Group 17|
Group 18|
Group 19|

Obs Mean
4552 2000. 5
4552 25. 5945

2.29154
2.17644
1. 282456
1.74984
1. 209991
1. 800064
. 3399112
1.070298
3178. 572
2.581537
57. 15905
. 2269904
. 1494323

4552 . 0228471
Qos Mean

4552 13. 24523
4552 . 9454449
4552 7.232185
4552 3. 25865
4552 5.10844
4552 11. 31762
4552 7.78729

4552 9. 277755
4552 8. 092622
4552 12. 96191
4552 . 8560287
4552 10. 3826
4552 13. 15265
4552 10. 43726
4552 12. 34194
4552 9. 719576
4552 11.1672
4552 4.557581
4552 10. 10602
4552 9. 11077

5.56448
. 788529
. 994833
. 031075
494975
180176
752078
290408
723086
821387
482189
. 214284
. 612384
. 857644
5. 00449
5. 749335
5. 231065
5. 620974
5. 966634
5.98616

TROWRTOONO O O®

68



Summary Statisticscontinued

. 0006591
. 0230668
. 0006591
. 0010984
. 0004394

. 034051
. 0026362
. 1783831
. 0010984
. 0184534
. 0707381

. 021529
. 1384007
. 0006591
. 0004394
. 0010984
. 0369069
. 0338313

. 0256663
. 1501321
. 0256663
. 0331278
. 0209588
. 1813801
. 0512819

. 382877
. 0331278

. 134599
. 2564151
. 1451555

. 345358
. 0256663
. 0209588
. 0331278
. 1885538
. 1808146

. 257663
. 172908
. 908694
221995
228808
. 256754
. 963717
221659
. 089738
233587
. 151318
. 512013
. 917145
. 539482

5.59922
7.255381
7.365904
6. 735829
6. 775419

VOONNUNDNNNO NN

5.572662
5.50722
5. 560604
5. 543256
5. 555516
5.57839
. 852054
585538
. 066552
565613
818397
897684
551305
635588
999546
576593
. 777481
. 581834
. 579245

goaasnaaanoan

-9.022727
-12.51
-7.266667
0

[eNoNeoNoloNoNoNe)

14. 85083
17. 46
14. 78455
17. 46
14. 74667
17. 46
17. 46
14.33
14.33
12.8
14. 8402
17. 46
14.33
14.33
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Results:

0 Aggregated countries effects, weighed by counttetsil exports, at 5 percent
significance level, benchmark category: Bangladesh

Country Coefficient

Australia -1.585620
Austria -1.765280
Belgium -2.055880
Cambodia 0.924902
Canada -1.393120
China -1.012650
Denmark 1.625393
Finland -1.549410
France -1.819530
Germany -2.041850
Greece -1.470520
Hong Kong 2.841868
India -1.477760

Indonesia -0.520200
Ireland -1.344410
Italy -1.441520

Japan -2.143080
Lao 3.276962

Lesotho -0.230450
Luxemburg | -2.118400
Mauritius 2.744487
Nepal -1.657500
Netherlands| -1.700330
Pakistan 0.219516
Philippines -1.261120
Portugal 2.509310
South Africa| -1.635910

South Koreal 1.488764
Spain -1.521380
Sri Lanka 1.426747
Swaziland 0.632317
Sweden -1.671190
Taiwan -0.765110
Thailand 1.414804

0 Aggregated time effects, weighed by total expontdhie year, at 5 percent
significance level, benchmark category: 1997

Year | Coefficient
1998 24.20152
1999 24.39147
2000 24.57210
2001 24.26095
2002 24.32506
2003 23.51457

70



Results by groups

Group 1
EC2SLS 2SLS OLS
Variable
Coefficient | p-value Coefficient p-value Coefficient p-value
Quota binding 0.882119 o0.005000 0.891124  o0.004000 0.951413  0.00200
Tariffs 0.091785 0.000000 0.09228Y  0.000000 0.09804%5 0.00000
Group 1 |exporter's GDP 0.030610 o0.816000 0.056549 0.519000 0.009958  0.88100
Importer's GDP 2.4412Y5 0.000000 2.271349  0.000000 1.607380  0.00000
Exporter's GDRer capita| 0.028708  0.823000 0.00688%  0.942000 0.050943  0.53100
Importer's GDRper capita| -1.630874  0.000000 -1.445784  0.000000 -0.725189  0.00000
Distance 3.887513 o0.000000 4.215821  0.000000 5.491034  0.00000
FDI inward 0.001050 o0.790000 0.000986  0.802000 0.001030Q  0.79200
Exchange rate -0.000002 0.758000 -0.000002  0.762000 -0.000002  0.73500
Telephone lines -0.0009[79 0.518000 -0.000998  0.510000 -0.000992  0.50700
Common border 2.855246 0.123000 3.418566  0.063000 5.616930  0.00200
Colonial links -5.841812 0.007000 -5.448078  0.011000 -3.906008  0.06700
Constant -11.623420 0.000000:11.214220  0.000000 -9.024859  0.00000
R-squared within 0.097400 0.1234 0.137200
between 0.329100
overall 0.132200
rho 0.000000
Group 2
EC2SLS 2SLS OLS
Variable
Coefficient | p-value Coefficient p-value Coefficient| p-value
Quota binding -2.571290 0.000000 -2.516397  0.000000 -2.499826  0.00000!
Tariffs -0.263702  0.000000 -0.274428  0.000000 -0.273248  0.00000
Group 2 [Exporter's GDP 2.236286 0.000000 1.707315  0.000000 1.841278  0.00000
Importer's GDP 1.757800 o0.000000 1.784499  o0.000000 1.668042  0.00000
Exporter's GDRercapita | -2.536638  0.000000 -2.117834  0.000000 -2.259290  0.00000
Importer's GDRpercapita | -0.058260  0.874000 -0.038454  0.897000 0.110781  0.70600
Distance -1.903989 0.000000 -0.000098  0.046000 -1.785984  0.00000
FDI inward -0.011259 0.656000-45.030550  0.000000 -0.005667  0.83000
Exchange rate -0.000096 0.032000 -0.005019  0.849000 -0.000094  0.04400
Telephone lines -0.0087[75 0.053000 -0.00819%  0.084000 -0.008596  0.07000
Common border 1.852740 0.016000 -1.902500  0.000000 2.031502  0.00100
Colonial links 1.659388 0.062000 1.614398 0.018000 1.761266  0.01000
Constant -52.861480 0.000000 1.826557  0.002000-46.343890  0.00000
R-squared within 0.167200 0.4524 0.4527
between 0.769500
overall 0.451900
rho 0.098930
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Group 3

EC2SLS 2SLS oLS
variable Coefficient | pvalue  |Coefficient pvalue  |Coefficient p-value
Quota binding -0.998065 0.489000 -0.495200 0.756000 -0.017284 0.99100
Tariffs -0.169098  0.000000 -0.271481  0.000000 -0.23880% 0.00000
Group 3 |Exporter's GDP 1.610987 0.000000 1.548934  0.000000 0.723412  0.00100
Importer's GDP 2.056067 0.000000 2.02540%  0.000000 1.625152 0.00000
Exporter's GDRper capita| -1.546319  0.000000 -1.653928  0.000000 -0.844900 0.00400
Importer's GDPper capita| 0.597926  0.110000 1.223699  0.000000 1.713690 0.00000
Distance 1.315506 0.000000 1.640139 o0.000000 1.94961% 0.00000
FDI inward -0.024461 0.327000 -0.020342  0.466000 -0.014050 0.61200
Exchange rate -0.000043 0.315000 -0.000058  0.271000 -0.000052 0.28000
Telephone lines -0.0062B81 0.097000 -0.005976  0.157000 -0.004883 0.24600
Common border 4.4049P9 0.000000 4.679455  0.000000 5.301678 0.00000
Colonial links -0.694674 0.432000 -0.759717  0.176000 -0.256002 0.64600
Constant -83.664460 0.000000-87.241250  0.000000-69.855180 0.00000
R-squared within 0.019300 0.3344 0.341¢
between 0.609300
overall 0.332900
rho 0.21181)7
Group 4
EC2SLS 2SLS oLSs
variable Coefficient |pvalue  |Coefficient] pvalue  |Coefficient| p-value
Quota binding 0.354405 0.812000 1.476649 0.343000 2.023096 0.19200
Tariffs -0.174726  0.000000 -0.215454  0.000000-0.192312 0.00000
Group 4 |Exporter's GDP 3.283870 0.000000 2.230557 0.000000 1.402016  0.00000
Importer's GDP 1.801766 o0.000000 1.80391F7 0.000000 1.536059 0.00000
Exporter's GDRper capita| -2.141258  0.000000 -1.316887  0.001000-0.466228 0.19200
Importer's GDRper capita|  0.979761  0.008000 1.292908  0.000000 1.618857 0.00000
Distance -0.130594 0.710000 -0.016005 0.948000 0.182658 0.45400
FDI inward -0.104824 0.000000 -0.091278  0.004000-0.086262 0.00600
Exchange rate 0.000080 o0.111000 0.000074 o0.1712000 0.00007Y 0.15500
Telephone lines -0.002966 0.463000 -0.002364  0.590000-0.000987 0.82200
Common border 2.610972 0.000000 2.692869 0.000000 3.098661 0.00000
Colonial links 1.607567 0.053000 1.558518 0.006000 1.893160 0.00100
Constant -108.552600 0.000000-92.817690  0.000000-75.86950 0.00000
R-squared within 0.023300 0.3896 0.3924
between 0.700400
overall 0.383500
rho 0.16226/1
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Group 5

EC2SLS 2SLS OoLS
variable Coefficient | pvalue  |Coefficientp-value  |Coefficient| p-value
Quota binding -2.428195 0.000000 -2.567178  0.000000 -2.607466 0.00000
Tariffs -0.205195  0.000000 -0.21651%  0.000000 -0.219894 0.00000
Group 5 |Exporter's GDP 1.924857 0.000000 1.75795Y7  0.000000 1.7570783  0.00000
Importer's GDP 1.352526 0.000000 1.313724  0.000000 1.379278 0.00000
Exporter's GDRer capita| -1.753250  0.000000 -1.636980  0.000000 -1.622190 0.00000
Importer's GDRper capita| 0.860205  0.007000 0.94841%  o0.001000 0.869111 0.00100
Distance -2.001325 0.000000 -1.921590  0.000000 -1.98134% 0.00000
FDI inward 0.029141 0.100000 0.030894  0.090000 0.030519 0.09400
Exchange rate 0.000025 0.412000 0.00002%  0.443000 0.00002%  0.43700
Telephone lines -0.011173 0.005000 -0.010896  0.008000 -0.010772 0.00900
Common border 0.2860[6 0.694000 0.388678 o0.517000 0.27477Y 0.64600
Colonial links 1.790261 0.033000 1.832032  0.008000 1.743458 0.01200
Constant -42.357000 0.000000-39.978430  0.000000-40.433510 0.00000
R-squared within 0.408500 0.5256 0.525§
between 0.753600
overall 0.525500
rho 0.068093
Group 6
EC2SLS 2SLS oLS
variable Coefficient | p-value  |Coefficient p-value  |Coefficient p-value
Quota binding -1.817819 0.240000 -1.928941  0.227000 -1.838377 0.24800
Tariffs -0.279099  0.000000 -0.304587  0.000000 -0.298313 0.00000
Group 6 |Exporter's GDP 1.508894 0.000000 1.768148  0.000000 1.845560  0.00000
Importer's GDP 1.997924 o0.000000 2.016861 0.000000 1.868918 0.00000
Exporter's GDRer capita| -0.723958  0.018000 -0.973662  0.000000 -1.091422 0.00000
Importer's GDRper capita| 1.555008  0.000000 1.593370  0.00000¢0 1.776560 0.00000
Distance -1.027480 0.003000 -0.96944%5  0.001000 -0.833951 0.00300
FDI inward -0.012685 0.569000 -0.014746  0.523000 -0.014120 0.54000
Exchange rate -0.000023 0.553000 -0.00002%  0.539000 -0.000026 0.51700
Telephone lines -0.011349 0.009000 -0.011679  0.010000 -0.012241 0.00700
Common border 1.3163B4 0.074000 1.342906  0.023000 1.595708 0.00700
Colonial links 1.065541 o0.210000 1.02409Y7  0.132000 1.216530 0.07300
Constant -68.506650 0.00000¢-72.980880  0.00000¢-73.117660 0.00000
R-squared within 0.201200 0.4662 0.4664
between 0.783900
overall 0.465600
rho 0.079683
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Group 7

EC2SLS 2SLS OLS
variable Coefficient | pvalue  |Coefficient pvalue  |Coefficient p-value
Quota binding -2.296639 0.000000 -2.143460  0.000000 -2.292879 0.00000
Tariffs -0.19307H5  0.000000 -0.190691  0.000000 -0.199558 0.00000
Group 7 |Exporter's GDP 1.996972 0.000000 1.589485 o0.000000 1.787225 0.00000
Importer's GDP 1.484513 0.000000 1.446979  0.000000 1.464762 0.00000
Exporter's GDRper capita| -1.193589  0.000000 -0.858394  0.001000 -1.025326 0.00000
Importer's GDRper capita| 1.307297  0.000000 1.353462  0.000000 1.342968 0.00000
Distance -2.181364 0.000000 -2.150054  0.000000 -2.136490 0.00000
FDI inward 0.015327 0.513000 0.019752  o0.416000 0.017618 0.46700
Exchange rate -0.000026 0.518000 -0.000026  0.539000 -0.000026 0.53600
Telephone lines -0.004545 0.330000 -0.003897  0.421000 -0.004123 0.39500
Common border 0.6130P1 0.439000 0.674907 0.289000 0.669142 0.29100
Colonial links 2.067695 0.024000 2.11557]1  0.004000 2.088120 0.00400
Constant -57.941890 0.000000:51.49871D  0.000000-54.69661D 0.00000
R-squared within 0.200400 0.474¢4 0.474¢4
between 0.792200
overall 0.474400
rho 0.079425
Group 8
EC2SLS 2SLS oLS
variable Coefficient | pvalue  |Coefficient p-value  |Coefficient p-value
Quota binding -2.8230%9 0.003000 -2.964104  0.002000 -2.533029 0.00800
Tariffs -0.33087p  0.000000 -0.382242  0.000000 -0.36107% 0.00000
Group 8  |Exporter's GDP 2.3605B81 0.000000 2.362364  0.000000 1.889901  0.00000
Importer's GDP 2.150188 0.000000 2.171112 o0.00000¢0 2.010281 0.00000
Exporter's GDRper capita| -2.251508  0.000000 -2.329634  0.000000 -1.949088 0.00000
Importer's GDRper capita| 0.974976  0.005000 1.101308  0.000000 1.287164 0.00000
Distance -0.197068 0.560000 -0.070676  0.776000 0.027520 0.91100
FDI inward 0.048423 0.067000 0.050005 0.077000 0.055964 0.04700
Exchange rate -0.000025 o0.581000 -0.000029  0.548000 -0.000029 0.54700
Telephone lines -0.0040B82 0.316000 -0.003889  0.367000 -0.003966 0.35800
Common border 1.974015 o0.005000 2.05085Y7 0.000000 2.279502 0.00000
Colonial links 0.097576 0.904000 0.016386  0.977000 0.219348 0.70300
Constant -86.427400 0.000000-87.825640  0.00000¢-78.468490 0.00000
R-squared within 0.141100 0.4757 0.4771
between 0.768600
overall 0.475800
rho 0.13731)7
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Group 9

EC2SLS 2SLS OoLS
variable Coefficient | p-value _|Coefficient p-value Coefficient| p-value
Quota binding -0.172170 o0.527000 -0.231748  0.386000 -0.415426  0.11800
Tariffs -0.031560  0.080000 -0.037357  0.034000 -0.050842  0.00400
Group 9 |Exporter's GDP 1.763852 0.000000 1.568099  0.000000 1.816738  0.00000
Importer's GDP 0.547599 0.000000 0.520880  0.000000 0.750580  0.00000
Exporter's GDRper capita| -1.223398  0.000000 -1.073792  0.000000 -1.274174  0.00000
Importer's GDRper capita| 1.07242f  0.000000 1.099180  o0.000000 0.826259  0.00000
Distance -2.658396 0.000000 -2.608571  0.000000 -2.804481  0.00000
FDI inward 0.008019 o0.619000 0.009904  0.549000 0.007456  0.65100
Exchange rate 0.000030 o0.28700¢0 0.000031  o0.283000 0.000032  0.27300
Telephone lines -0.0063R9 0.071000 -0.005979  0.097000 -0.006157  0.08600
Common border -0.1977pP6 0.734000 -0.13038Y  0.795000 -0.515151  0.30200
Colonial links 3.196085 0.000000 3.231092  0.000000 2.925044  0.00000
Constant -26.687780 0.000000-23.621980  0.000000-28.970510  0.00000
R-squared within 0.490500 0.5954 0.5973
between 0.795900
overall 0.596200
rho 0.05114
Group 10
EC2SLS 2SLS oLS
variable Coefficient | p-value  |Coefficient |p-value  |Coefficient | p-value
Quota binding 1.2306%6 0.000000 0.759590 o0.019000 1.038272  0.00100
Tariffs 0.056316  0.000000 0.013475 0.320000 0.032724  0.01200
Group 10 [Exporter's GDP -0.013500 o0.858000 0.152891  0.030000 0.057730  0.27600
Importer's GDP 2.098761 0.000000 1.960652 o0.000000 1.36426%5 0.00000
Exporter's GDRper capita | 0.097645  0.212000 -0.098686 0.230000 0.000619  0.99300
Importer's GDPper capita | -1.103109  0.000000 0.208740Q  0.181000 0.917595  0.00000
Distance 2.756828 0.000000 3.122080 0.000000 3.780286  0.00000
FDI inward 0.007285 0.135000 0.006804 0.290000 0.007179  0.25300
Exchange rate 0.000000 0.968000 -0.000008 o0.771000 -0.000004  0.73500
Telephone lines -0.0003b5 0.809000 -0.000906  0.639000 -0.000652  0.72900
Common border 2.0088R7 o0.017000 2.46851Y7 0.000000 3.66837%  0.00000
Colonial links -2.980007 0.002000 -2.954110 0.000000 -2.063451  0.00000
Constant -28.452180 0.000000-35.381820  0.000000-30.712120  0.00000
R-squarerWithin 0.187900 0.32748 0.3595
between 0.424900
overall 0.331100
rho 0.425048
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Group 11

EC2SLS 2SLS OLS
variable Coefficient | pvalue  |Coefficien{p-value  |Coefficient| p-value
Quota binding -1.199983 0.025000 -1.193292  0.021000 -1.570411 0.00200
Tariffs -0.071929  0.020000 -0.082500  0.004000 -0.111212 0.00000
Group 11 |Exporter's GDP 1.870813 0.000000 1.578020 0.000000 1.829716  0.00000
Importer's GDP 0.4102Y0 0.000000 0.451348  0.000000 0.770508 0.00000
Exporter's GDRper capita| -1.470958  0.000000 -1.244344  0.000000 -1.467499 0.00000
Importer's GDPper capita| 1.490705  0.000000 1.42779Y  o0.000000 1.058101 0.00000
Distance -2.760203 0.000000 -2.764876  0.000000 -2.991139 0.00000
FDI inward 0.020268 0.333000 0.023388  0.292000 0.020819 0.34600
Exchange rate 0.000063 0.085000 0.000067 o0.084000 0.000068 0.08200
Telephone lines -0.009685 0.013000 -0.009308  0.025000 -0.00932% 0.02500
Common border -0.0710P29 0.921000 -0.112988  0.831000 -0.599487 0.25600
Colonial links 2.761361 0.001000 2.705746  0.000000 2.28366% 0.00000
Constant -30.452850 0.000000-26.115990  0.000000-32.702030 0.00000
R-squared within 0.302800 0.4844 0.48772
between 0.723800
overall 0.483800
rho 0.120525
Group 12
EC2SLS 2SLS oLS
variable Coefficient | p-value |Coefficient p-value Coefficient] p-value
Quota binding -0.638216 0.030000 -0.749092  0.008000 -0.770124  0.00600
Tariffs -0.053764  0.013000 -0.062861  0.002000 -0.065061  0.00100
Group 12 |exporter's GDP 1.888457 0.000000 1.846342  0.000000 1.826518  0.00000
Importer's GDP 1.136225 0.000000 1.111080Q  0.000000 1.194450  0.00000
Exporter's GDRper capita| -1.550761  0.000000 -1.530540  0.000000 -1.522991  0.00000
Importer's GDRper capita| 0.894446  0.001000 0.942618  0.000000 0.840934  0.00000
Distance -2.179065 0.000000 -2.116440  0.000000 -2.200355  0.00000
FDI inward 0.004708 0.732000 0.005168  o0.721000 0.005495  0.69300
Exchange rate 0.000000 0.997000 0.00000Q0  0.990000 0.000000  0.99100
Telephone lines -0.006405 0.056000 -0.006446  0.061000 -0.006450  0.06100
Common border 0.0737P2 0.904000 0.150768  0.785000 -0.002386  0.99700
Colonial links 2.006569 0.005000 2.034464  0.001000 1.919688  0.00300
Constant -35.805680 0.000000-35.166840  0.000000-35.510960  0.00000
R-squared within 0.571200 0.6262 0.6264
between 0.781700
overall 0.626300
rho 0.034504
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Group 13

EC2SLS 2SLS OoLS
variable Coefficient | p-value  |Coefficient p-value Coefficient p-value
Quota binding -2.066093 0.000000 -1.17150%  0.030000 -1.432794 0.00700
Tariffs -0.177836  0.000000 -0.125152  0.000000 -0.145780 0.00000
Group 13 |Exporter's GDP 1.970544 0.000000 1.580148  0.000000 1.740909 0.00000
Importer's GDP -0.618214 0.000000 -0.587674  0.000000 0.074072 0.27000
Exporter's GDRper capita| -1.73915Y  0.000000 -1.315278  0.000000 -1.461152 0.00000
Importer's GDRper capita| 0.402364  0.311000 -0.414847  0.123000 -1.251454 0.00000
Distance -4.461564 0.000000 -4.653478  0.000000 -5.282031 0.00000!
FDI inward 0.031618 o0.111000 0.033860  0.152000 0.032438 0.16500
Exchange rate -0.000030 0.389000 -0.000021  0.610000 -0.000019 0.64700
Telephone lines -0.0069[75 0.052000 -0.00639%5  0.136000 -0.006430 0.13000
Common border -1.8266832 0.050000 -1.996182  0.000000 -3.137272 0.00000
Colonial links 3.603293 0.001000 3.677144  0.000000 2.834764 0.00000
Constant 8.128939 0.147000 20.095690  0.000000 12.656360 0.00100
R-squared within 0.319100 0.489 0.499
between 0.625000
overall 0.485900
rho 0.299616
Group 14
EC2SLS 2SLS oLS
variable Coefficienf  p-valug¢ Coefficienf p-valug Coefficien p-valug
Group 14 | Quota binding -2.20676D.00000 -1.910001 0.000000 -2.046538 0.00000
Tariffs -0.18806Q 0.00000 -0.168184 0.000000 -0.179773 0.000000
Exporter's GDP 2.0783R70.00000 1.588032 0.00000 1.78206% 0.000000
Importer's GDP 0.5374230.00000 0.503218 0.00000 0.8002738 0.000000
Exporter's GDPer capita -1.783209 0.000000 -1.359589 0.000000 -1.55241F 0.000000
Importer's GDBer capita 0.781432 0.00900 0.728421 0.00600 0.360607 0.172000
Distance -2.6194190.00000 -2.635504 0.00000 -2.924787 0.000000
FDI inward 0.022691 0.19900! 0.026789 0.13900 0.025800 0.153000
Exchange rate -0.00001%.534000  -0.000019 o0.547000 -0.000019 0.55200
Telephone lines -0.014906.000000  -0.01390% 0.001000 -0.014366 0.000000
Common border -0.2008[17.76600 -0.174962 0.762000 -0.7063838 0.21900
Colonial links 3.062246 0.00000: 3.125402 0.00000 2.728820 0.00000
Constant -26.3550900.000000 -18.625070 0.000000 -23.514330 0.000000
R-squared| within 0.413700 0.5282 0.5304
between 0.756500
overall 0.528100
rho 0.053571

77



Group 15

EC2SLS 2SLS oLS
variable Coefficient | pvalue  |Coefficient| pvalue  |Coefficient| p-value
Quota binding -0.315904 0.835000 -0.361315 0.813000 -0.376701 0.80500
Tariffs -0.087275  0.003000 -0.094035  0.001000 -0.101545  0.00000
Group 15 |Exporter's GDP 2.211296 0.000000 1.940982  0.000000 2.150200  0.00000
Importer's GDP 1.455384 o0.000000 1.445728  0.000000 1.41430%  0.00000
Exporter's GDRper capita| -1.461372  0.000000 -1.246312  0.000000 -1.441178  0.00000
Importer's GDPper capita| 0.393451  0.185000 0.412658  0.094000 0.456004  0.06200
Distance -1.394151 0.000000 -1.37264%  0.000000 -1.327776  0.00000
FDI inward 0.026719 0.202000 0.029766  0.171000 0.028119  0.19500
Exchange rate -0.000045 0.216000 -0.000045  0.239000 -0.00004%  0.23500
Telephone lines -0.006289 0.097000 -0.006030  0.126000 -0.006426  0.10300
Common border 1.6875R4 0.006000 1.712368  0.000000 1.776604  0.00000
Colonial links 0.898198 0.207000 0.906430 o0.1112000 0.94240%5 0.09700
Constant -58.147470 0.000000-53.833450  0.000000-56.964520  0.00000
R-squared within 0.247400 0.559¢ 0.5599
between 0.844100
overall 0.559700
rho 0.081190
Group 16
EC2SLS 2SLS OoLS
variable Coefficient pvalue Coefficienf p-valud Coefficien p-valug
Quota binding -2.8473850.06500 -2.929508 0.064000 -3.046556  0.05300
Tariffs -0.25145f 0.00000 -0.266727 0.000000 -0.270289  0.00000
Group 16 |Exporter's GDP 2.0357280.000000  1.967098 0.000000 2.069089  0.00000
Importer's GDP 1.5779130.00000 1.556981 0.000000 1.552879  0.00000
Exporter's GDRer capita -1.625050 0.000000 -1.593252 0.000000 -1.685152  0.00000
Importer's GDPper capita 1.591768 0.00000 1.660855 0.000000 1.670014  0.00000
Distance -1.2284600.00000 -1.159612 0.000000 -1.144562  0.00000
FDI inward 0.038585 0.03900 0.039599 0.041000 0.038734  0.04600
Exchange rate 0.000022.50800 0.000022 o.521000 0.000022  0.52600
Telephone lines -0.0081R7.030000  -0.00805% 0.038000 -0.008216  0.03400
Common border 0.4854P00.44900 0.560164 0.276000 0.576069  0.26100
Colonial links 1.467368 0.04800 1.483207 0.012000 1.486592  0.01200
Constant -61.3872900.000000 -60.455410 0.000000-61.979410  0.00000
R-squared within 0.394300 0.5629 0.562¢
between 0.804400
overall 0.562900
rho 0.08006Q
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Group 17

EC2SLS 2SLS OoLS
variable Coefficient | p-value _|Coefficient p-value Coefficient] p-value
Quota binding 0.037845 o0.975000 0.403181  0.754000 0.892974  0.48500
Tariffs -0.073659  0.046000 -0.072861  0.028000 -0.045650  0.15800
Group 17 |Exporter's GDP 1.146349 0.001000 1.532837  0.000000 1.398144  0.00000
Importer's GDP 2.084234 0.000000 2.107564  0.000000 1.78449Y  0.00000
Exporter's GDRper capita| -0.725931  0.043000 -1.041808  0.001000 -0.929508  0.00100
Importer's GDRper capita| -0.451429  0.254000 -0.236798  0.413000 0.140885  0.62200
Distance 0.082554 o0.836000 0.063629  0.819000 0.293724  0.28700
FDI inward 0.003023  0.904000 -0.001102  0.968000 0.000649  0.98100
Exchange rate -0.0000113 0.770000 -0.000019  0.686000 -0.00002Q0  0.67200
Telephone lines -0.0064R5 0.131000 -0.00679%  0.144000 -0.007070  0.12900
Common border 4.295657 0.000000 4.255674  0.000000 4.743362  0.00000
Colonial links -0.025598 0.979000 -0.08332Y  0.898000 0.336034  0.60500
Constant -58.519820 0.000000-67.109730  0.000000-62.193270  0.00000!
R-squared within 0.081400 0.3774 0.3804
between 0.670900
overall 0.378100
rho 0.17081Q2
Group 18
EC2SLS 2SLS OoLS
variable Coefficient | p-value  |Coefficient p-value Coefficient p-value
Quota binding -2.849539 0.000000 -1.697377  0.001000 -1.992098  0.00000
Tariffs -0.25017)  0.000000 -0.17072%  0.000000 -0.193408 0.00000
Group 18 |Exporter's GDP 2.132859 0.000000 1.466041  0.000000 1.808594  0.00000
Importer's GDP -0.528258 0.000000 -0.457682  0.000000 0.158272  0.03500
Exporter's GDRer capita| -2.163866  0.000000 -1.489908  0.000000 -1.820787 0.00000
Importer's GDRper capita| 0.248856  0.548000 -0.510887  0.087000 -1.280671 0.00000
Distance -4.375230 0.000000 -4.676242  0.000000 -5.266698  0.00000
FDI inward 0.010883 o0.585000 0.014066  0.538000 0.011951  0.59700
Exchange rate -0.000040 0.249000 -0.000030  0.458000 -0.000029 0.46500
Telephone lines -0.006981 0.084000 -0.005979  0.197000 -0.006582  0.15200
Common border -1.5536D05 0.123000 -1.848011  0.003000 -2.929182  0.00000
Colonial links 4.477092  0.000000 4.495369  0.000000 3.691179  0.00000
Constant 5.496396 0.298000 19.542630  0.000000 9.907753  0.00500
R-squared within 0.313200 0.4537 0.4618
between 0.603500
overall 0.450400
rho 0.240489
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Group 19

EC2SLS 2SLS oLSs
variable Coefficient | pvalue  |Coefficient pvalue  |Coefficient p-value
Quota binding -1.470640 0.016000 -0.343090  0.560000 -0.621886 0.28500
Tariffs -0.168826  0.000000 -0.113747  0.004000 -0.135201 0.00000
Group 19 |Exporter's GDP 2.531548 0.000000 1.728615  0.000000 2.040609  0.00000
Importer's GDP -0.302843 0.014000 -0.349498  0.000000 0.214333 0.00200
Exporter's GDRper capita| -1.61926%5 0.000000 -0.844899  0.009000 -1.078178 0.00000
Importer's GDPper capita|  1.257217  0.003000 0.661160Q  0.019000 -0.053218 0.84800
Distance -4.449499 0.000000 -4.559262  0.000000 -5.075087 0.00000
FDI inward 0.012176 o0.611000 0.019238  0.493000 0.015000 0.59000
Exchange rate 0.000005 0.905000 0.000011 0.82800¢ 0.000014 0.78100
Telephone lines -0.000069 0.986000 0.00061%5 0.89300¢0 0.000844 0.85300
Common border -1.9858R3 0.035000 -2.015367  0.000000 -2.962198 0.00000
Colonial links 3.915653 0.000000 4.068562  0.000000 3.362883 0.00000
Constant -19.496060 0.005000 -0.562000  0.918000 -9.872961 0.03100
R-squared within 0.149% 0.4204 0.4286
between 0.6238
overall 0.42
rho 0.28456174
Group Quota free
EC2SLS 2SLS OLS
variable Coefficient | p-value  |Coefficient] p-value Coefficient] p-value
Tariffs -0.02495p  0.423000 -0.062561  0.033000 -0.044735% 0.12100
Exporter's GDP 1.520910 o0.000000 1.680597 0.000000 1.618708 0.00000
Quota free Importer's GDP 0.755781 0.000000 0.748422  0.000000 0.277972  0.00000
Exporter's GDRper capita| -0.99818f  0.000000 -1.182731  0.000000 -1.113968  0.00000
Importer's GDRper capita| 1.74416]  0.000000 1.921318  0.000000 2.489104  0.00000
Distance -1.509711 0.014000 -1.376448  0.000000 -0.897147 0.00900
FDI inward 0.027651 0.034000 0.027004  0.083000 0.027289  0.07800
Exchange rate 0.000009 o0.697000 0.00000Y  o0.789000 0.00000Y  0.80500
Telephone lines -0.0081113 0.020000 -0.008600  0.039000 -0.00845%  0.04100
Common border 0.986968 0.460000 1.099291  0.134000 1.98403Y 0.00600
Colonial links 3.939944 o0.011000 3.912428 0.000000 4.578668 0.00000
Constant -31.208920 0.000000-33.936080  0.000000-30.013410 0.00000
R-squared within 0.614500 0.550800 0.554500
between 0.396000
overall 0.550500
rho 0.3279783
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Graph AS6.1:Economic Feedom, Transparency and Trade

The relationship between indexes for corrupti@mon@mic freedom and exports in
wearing apparéf®.
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Table AS6.2:Number of product lines presenting binding quotasrade partners.

Exporter |Importer [ 1997 1998| 1999| 2000{ 2001 | 2002| 2003| 2004
Bangladesh | USA 69 41 34 2 2B 56 - -
EU 136 | 190| 189 172 77 63 84 4p
China USA 35| 5 5 - - 4 - -
Hong Kong | EU 23| 50| 48 30 23 30 3¢ 23
. EU 26 | 26| 50| 43| 40| 40 4d 40
Indonesia
USA 126 | 37 - - 83 - - -
EU 57 | 31| 54| 54| 54 64 64 48
India USA 7 - - - - - - -
Cambodia USA - - - 58 - - - -
South Korea | EU - - 31 40 23 40 4D 38
EU 7 - 17 | 17 - - - -
Sri Lanka USA 12 55 - - 1 - - -
USA - - - - 63 - 28| 82
Pakistan EU - - 48 | 25 17| 40| 48| 48§
EU 23 - 23| 23 - 17 - 22
Philippines  |USA 32| - | 46| - - | 41] 41 -
Thailand EU 23 - 40| 40| 17 17| 40 -
Turkey USA 15 - - 42| 21 8 - -
Taiwan EU 43| 23| 40 - 23 40 23 -
EU 100| 78| 111 85| 103 12p - -
Vietnam USA - - - - - - 48 -
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Table AS6.3:Total exports and number of product lines by gronmfiion US$.

Total
Groups 1997 1998 1999 2000 2001 2002 2003 2004 Group

Quota free| 19'89¢ 20'91z 19'54¢ 2070t 20'357 18477 22'12€¢ 26'36: 168'38¢
Group 1 173z 1'94¢ 1957 223t 2'03%  1'92C 2'11¢ 2'41%  16'35¢
Group 2 619 632 653 674 659 658 668 671 5'23¢
Group 3 117z 131t 1'44€ 1'80¢ 1'71f 163z 1'797 1'864 12'75]
Group 4 1'07C 984 735 808 852 767 830 879 6'924
Group 5 2'927 2'921 2'451 2'21f 224z 2'834 3244 3'41¢ 22252
Group 6 864 982 1'01¢  1'11¢ 991 1'07C 1'26C 1'56€ 8'867
Group 7 1692 1897 2001 2024 2'01¢ 220z 2774 3'08¢  17'69¢
Group 8 2'92¢ 3257 3'58€ 377C 375¢ 430 4'997 4'92¢  31'521
Group 9 7'54:  7'95¢ 823t 7'961  8'18C 10'08¢ 11714 13'11€  74'79%
Group 10 818 805 710 798 886 777 834 962 6'59C
Group 11 1'45¢  1'621  1'51:  1'32¢ 1'17¢ 1'21C  1'592 1728 11'621
Group 12 6'63c  7'651 7'58:  7'65c 7'73t 8567 10721 13'16( 69707
Group 13 2'75¢ 2'80€ 2'62z 2'58¢ 2'38z 2'86tE 3734 4'345  24'101
Group 14 3'828  4'374 4'97: 5'35¢ 5664 5817 7'29C 8'30z 45'60¢
Group 15 1'961  2'29¢ 242t 2'617  2'64€  2'894  3'45¢ 4'01:  22'30¢
Group 16 4'30€  4'51€  4'328 436z 410z 4'30C 4'941 5'33¢ 36'18i
Group 17 1'72C  1'99C 205  2'17¢ 2'23¢ 228z 2'21C 2'321  16'99¢
Group 18 2'48z  2'52C 2'34z 2204 2'16¢ 2261 2'691 2'878  19'54%

Group 19 1'07€ 1235 1'40C 1'321  1'38¢  1'247  1'51:& 1'57:  10'752

Total year| 69'481 74'62z 73'57¢ 75728 75200 78'17: 92'50¢ 104'92: 628'20(
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Table AS6.4:Quota-Groups

This tablepresents the groups in detail, showing the shamadrts for the US and EU, the three largest ebgpsrand their market share in the

group, as well as the countries having at leastoimaing quota during the period between 1997 &2

Imports (in percent) |Exporters (in percent) Countries under at least one binding quota

Group us EU  |Largest ExportergMarket share EU market US market
Hong Kong 0.1641
Bangladesh 0.122

Group 1 1 - |South Korea 0.1137 Bangladesh, Indonesia
China 0.3286
Hong Kong 0.0896 Bangladesh, Indonesia,

Group 2 0.4849 0.5151/Sri Lanka 0.070€hina and Vietnam Sri Lanka, Pakistan and Philippines
Taiwan 0.1606
China 0.158

Group 3 0.9944 0.0056|Indonesia 0.1517 Bangladesh, Indonesia, and Cambodia
China 0.1787
South Korea 0.1522

Group 4 0.9661 0.0339Taiwan 0.100f7 Bangladesh, Indonesia, and Sri Lanka
Turkey 0.124B3
Germany 0.1027

Group 5 0.098 0.902 |India 0.097&hina, India, Indonesia, Sri Lanka and Vietnam
China 0.2136
India 0.1045

Group 6 0.8001 0.1999Hong Kong 0.0803 Bangladesh, Vietnam
China 0.2159
Hong Kong 0.0893

Group 7 0.2287 0.7713|Austria 0.067/China and Vietham Philippines




Table AS6.4continued

Importer Exporters Countries under binding quotas
Group us EU |Largest ExportergMarket share EU market US market
Hong Kong 0.1872
China 0.0895 Bangladesh, China, Indonesia, Cambodia, Pakistar
Group 8 0.9481 0.0519Philippines 0.0679 Philippines, Turkey and Vietnam
China 0.152&hina, Hong Kong, Indonesia, India, South
Italy 0.114%orea, Pakistan, Philippines, Thailand, Taiwan
Group 9 0.1225 0.8775Turkey 0.097@and Vietnam
China 0.1953
Hong Kong 0.1188
Group 10 1 - [South Korea 0.1030 Bangladesh, Indonesia, Sri Lanka, and Philippines
Turkey 0.184p
China 0.1519
Group 11 | 0.0017 0.9983Belgium 0.087%&hina and Vietnam
Turkey 0.1634
Bangladesh 0.081@hina, Hong Kong, India, South Korea, Pakistan,
Group 12 | 0.1544 0.8456Portugal 0.063Faiwan and Vietnam
China 0.2702
Germany 0.0818
Group 13 - 1 |Nederland 0.0816hina, Hong Kong, and Vietnam
Turkey 0.122¢hina, Hong Kong, Indonesia, India, South
Germany 0.102Rorea, Sri Lanka, Pakistan, Philippines, Thailg
Group 14 | 0.0176 0.9824taly 0.1009raiwan and Vietnam
China 0.2046
India 0.1889
Group 15 0.5484 0.4516Pakistan 0.1458 Pakistan
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Table AS6.4continued

Importer Exporters Countries under binding quotas
Largest Market
Group us EU Exporters share EU market US market
China 0.2159
Italy 0.1169
Group 16 0.5505 0.4498India 0.0925 India and Indonesia
Hong Kong 0.2141
South Korea 0.1708
Group 17 0.9775 0.0225Taiwan 0.164p India, Turkey and Vietham
Bangladesh 0.1594
India 0.0974
Group 18 - 1 |Hong Kong 0.089€hina, Indonesia, India, and Vietnam
China 0.3669
Belgium 0.0931L
Group 19 - 1 |Germany 0.057€hina and Vietnam
China 0.2421
Italy 0.0894
Quota-free 0.3558 0.6442Germany 0.0618

Source: Dataset and staff calculation
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Table AS6.5:Binding quotas

Binding quotas by group, year and importing andogtipg countries.

EU
EU
EU
EU

Importer] Exporter  Group y1997%1998 y1999 y2000 y2001 y2002 y2003 y2004
USA Bangladesh Groupl 1 1 0 0 0 0 0 0
USA Indonesia  Group 1 0 1 0 0 0 0 0 0
USA Bangladesh Group2 1 1 0 0 0 0 0 0
EU China Group 2 1 1 1 1 0 0 0 0
USA Indonesia  Group 2 1 0 0 0 1 0 0 0
USA SriLanka  Group 2 1 0 0 0 0 0 0 0
USA Pakistan Group 2 0 0 0 0 1 0 0 0
USA Philippines  Group 2 0 0 1 0 0 0 0 0
EU Vietnam Group 2 0 0 0 1 1 1 0 0
USA Bangladesh Group3 O 0 0 0 0 1 0 0
USA Indonesia  Group 3 0 0 0 0 1 0 0 0
USA Cambodia Group 3 0 0 0 1 0 0 0 0
USA Bangladesh Group4 1 1 0 0 1 0 0 0
USA Indonesia  Group 4 0 0 0 0 1 0 0 0
USA SriLanka  Group 4 0 1 0 0 0 0 0 0
EU China Group 5 0 1 0 1 0 0 0 1
EU Indonesia  Group 5 0 0 1 0 0 0 0 0
EU India Group 5 0 0 0 0 0 1 1 0
EU SriLanka  Group 5 1 0 0 0 0 0 0 0
EU Vietnam Group 5 1 0 1 1 0 1 0 0
USA Bangladesh Group6 O 0 0 1 0 0 0 0
USA Vietnam Group 6 0 0 0 0 0 0 1 0
EU China Group 7 1 1 1 1 1 1 1 1
EU Hong Kong Group 7 0 0 0 1 0 1 1 0
USA Philippines Group 7 0 0 0 0 0 0 1 0
USA Bangladesh Group8 0 0 1 0 0 1 0 0
USA China Group 8 1 0 0 0 0 0 0 0
USA Indonesia  Group 8 1 0 0 0 0 0 0 0
USA Cambodia Group 8 0 0 0 1 0 0 0 0
USA Pakistan Group 8 0 0 0 0 0 0 0 1
USA Philippines  Group 8 1 0 1 0 0 1 1 0
USA Turkey Group 8 0 0 0 1 0 0 0 0
USA Vietnam Group 8 0 0 0 0 0 0 1 0
EU China Group 9 0 1 1 1 1 0 0 0
EU Hong Kong Group 9 1 1 1 1 1 1 1 1
EU Indonesia  Group 9 1 1 1 1 1 1 1 1
EU India Group 9 1 0 1 1 1 1 1 1
EU South KoreaGroup 9 0 0 1 1 1 1 1 1

0 0 1 0 0 1 1 1

1 0 1 1 0 0 0 1

1 0 1 1 0 0 1 0

1 1 1 0 1 1 1 0

1 1 1 1 1 1 0 1

EU

Pakistan Group 9
Philippines  Group 9
Thailand Group 9
Taiwan Group 9
Vietham Group 9




Table AS6.5continued

Importer| Exporter Group y1997#1998 y1999 y2000 y2001 y2002 y2003 y2004
USA Bangladesh Group10 1 0 0 0 0 0 0 0
USA Indonesia  Group 10 1 0 0 0 1 0 0 0
USA India Group 10 0 0 0 0 1 0 0 0
USA SriLanka  Group 10 0 1 0 0 0 0 0 0
USA Philippines  Group 10 0 0 0 0 0 1 0 0
EU China Group 11 1 1 1 0 0 0 1 1
EU Vietnam Group 11 0 0 0 0 1 0 0 0
EU China Group 12 0 1 0 0 0 0 1 0
EU Hong Kong Group 12 0 0 1 0 0 0 0 0
EU India Group 12 1 1 1 1 1 1 1 1
EU South KoreaGroup 12 0 0 1 0 0 0 0 0
EU Pakistan Group 12 0 0 1 1 0 0 1 1
EU Hong Kong Group 12 1 0 0 0 0 0 0 0
EU Vietnam Group 12 1 1 1 1 1 1 0 0
EU China Group 13 1 0 1 1 0 0 0 0
EU Hong Kong Group 13 0 1 0 0 0 0 0 0
EU Vietnam Group 13 1 1 1 0 0 0 0 0
EU China Group 14 1 1 0 1 0 0 0 0
EU Hong Kong Group 14 0 1 1 0 0 0 0 0
EU Indonesia  Group 14 0 0 1 1 1 1 1 1
EU India Group 14 1 1 1 1 1 1 1 1
EU South KoreaGroup 14 0 0 0 1 0 1 1 0
EU SriLanka  Group 14 0 0 1 1 0 0 0 0
EU Pakistan Group 14 0 0 1 1 1 1 1 1
EU Philippines  Group 14 0 0 0 0 0 1 0 0
EU Thailand Group 14 0 0 1 1 1 1 1 0
EU Taiwan Group 14 0 0 1 0 0 1 0 0
EU Vietnam Group 14 1 1 1 1 1 1 0 1
USA Pakistan Group 15 0 0 0 0 1 0 1 1
USA Indonesia  Group 16 1 0 0 0 0 0 0 0
USA India Group 16 1 0 0 0 0 0 0 0
USA Indonesia  Group 17 1 0 0 0 1 0 0 0
USA Turkey Group 17 1 0 0 1 0 0 0 0
USA Vietnam Group 17 0 0 0 0 0 0 1 0
EU China Group 18 0 1 0 0 0 0 0 0
EU Indonesia  Group 18 1 1 1 1 0 0 0 0
EU India Group 18 1 0 0 0 0 1 1 0
EU Vietnam Group 18 0 1 1 0 1 1 0 0
EU China Group 19 1 1 1 0 1 1 1 0
EU Vietnam Group 19 1 1 1 0 0 1 0 1
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Table AS6.6:Rho by groups

Group Rho Group Rho
Group 1{0.975108 Group 11 0.582009
Group 2(0.569403 Group 12 0.606987
Group 3(0.770658 Group 13 0.782677
Group 4(0.470586 Group 14 0.616188
Group 5(0.485119 Group 15 0.635194
Group 6(0.443203 Group 16 0.463786
Group 7(0.776367 Group 17 0.521986
Group 8(0.421425 Group 18 0.648388
Group 9(0.669496 Group 19 0.614016
Group 100.672759 Quota free0.446514

Table AS6.7:Tariffs reduction

Tariffs reduction by groups, importing country a8diss formula’s coefficients, in
percentage

us EU
Group Swiss Formula 6wiss Formula 18wiss Formula 6wiss Formula 10

Group 1 6.44% 5.26% - -

Group 2 6.44% 5.26% 7.95% 6.50%
Group 3 7.18% 5.94% 7.93% 6.48%
Group 4 7.33% 6.07% 7.92% 6.48%
Group 5 8.13% 6.80% 7.90% 6.46%
Group 6 7.67% 6.39% 7.91% 6.47%
Group 7 9.40% 7.96% 7.86% 6.43%
Group 8 7.52% 6.24% 7.92% 6.47%
Group 9 9.40% 7.96% 7.86% 6.43%
Group 10 7.43% 6.16% - -

Group 11 9.40% 7.96% 7.86% 6.43%
Group 12 9.40% 7.96% 7.86% 6.43%
Group 13 - - 7.95% 6.50%
Group 14 6.44% 5.26% 7.95% 6.50%
Group 15 4.61% 3.61% 7.30% 5.96%
Group 16 7.65% 6.36% 7.91% 6.47%
Group 17 8.66% 7.29% 7.88% 6.45%
Group 18 - - 7.95% 6.50%
Group 19 - - 7.95% 6.50%
Quota free 7.55% 6.27% 7.92% 6.47%
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