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CHAPTER 10

Analysis of Trade Pattern, Market Access
and Trade Potential in Bangladesh

Monzur Hossain and Narayan Chandra Nath

10.1 INTRODUCTION

Bangladesh’s trade performance, after 2000, has been very impressive which
is thought to be the result of trade liberalization and increased trade capacity
of the country. The share of trade in gross domestic product (GDP) has
increased significantly from about 12 percent in 1991 to about 50 percent
in 2015, showing the growing importance of trade in the economy. The
success in stimulating trade in recent years can be described by the fact that
Bangladesh has managed to carve out an export niche in the global division
of labor by exploiting its comparative advantage derived from particular
resources, such as ready-made garments (RMG). The country has been able
to diversify its exports—shifting from agricultural products in the 1970s and
1980s to RMG in the 1990s onward, thanks to preferential market access to
the US and the EU markets. However, exports remain highly concentrated
in garment products for more than a decade, and therefore diversification of
export basket is a concern, particularly from the point of safeguarding the
country’s export from any external shock. Apart from this fact, rapid growth
of apparel export has triggered the growth of accessories and packaging
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industries, most of which benefited from import liberalization policies
(Bakht 2001). Easier access to imported inputs facilitated the growth of
some other industries such as plastic, processed food, footwear, chemicals,
printing, and so on, and the growth of exports of these items is gradually
increasing. Still the share of trade in GDP is far from satistactory compared
to some Southeast Asian countries. The reasons of such retreat could be the
lack of export diversification, market access, lack of trade infrastructure,
anti-export bias, technological innovation and inability of creating produc-
tion networks, nationally and internationally.

On average, during 20062010, exports of goods and services grew by an
annual average rate of 15.1 percent, whereas imports grew by an average of
25 percent. However, during 2010-2015, export growth has slowed down,
mainly due to shrinkage of global demand for apparels emanating from
global economic recession and to some extent, local political uncertainities.
The most spectacular thing is that global financial crisis, in 2007-2008, could
not hurt export performance immediately as was expected, which is thought
to be the result of product specialization (particularly low-end products-
base) and timely taken stimulus measures by the government.

Bangladesh made a successful transformation in trade composition by
shifting its specialization from agricultural product to manufacturing com-
modities over time. Though agricultural trade dominated trade basket in the
1970s and 1980s, the share of agriculture in the overall trade volume started
declining with the emergence of the RMG industry in the early 1980s, par-
ticularly when liberalization process started. The major exporting agricultural
commodity was jute and jute goods, which has lost attractiveness because
of fierce competition from synthetics as well as lack of proper research and
development for jute and jute goods. While agriculture constituted around
21 percent of total trade in the 1980s, the share dropped to 11.1 percent
in 2011. Food grain production, particularly rice production, has increased
threefold since Bangladesh’s independence, mainly due to increased avail-
ability and affordability of agricultural inputs because of import liberalization
policies. This has decreased import dependency on food substantially nowa-
days. The average unweighted nominal protection level in agriculture fell
from more than 76 percent in 1991-1992 to 31 percent in 1999-2000 and
18.5 percent in 2008; on the contrary, the average weighted protection rate
fell from more than 33 percent in 1990-1991 to 12 percent in 1998-1999
and 5.5 percent in 2008 (Ahmed ct al. 2007).

Regional trade integration has come to the forefront in the face of
global financial crisis in 2007-2008. South Asian Free Trade Arrangement
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(SAFTA) has not been proved effective and, therefore, some South Asian
countries have signed bilateral free trade agreements, though Bangladesh
has not signed any bilateral free trade agreements yet. The South Asian
Association for Regional Cooperation (SAARC) countries’ share of trade
in the world is very small and insignificant (around 3.6 percent) compared
to other regions, such as East Asia (around 20 percent) and the EU area
(around 25 percent). Despite being a highly liberalized region, intra-
regional trade in South Asia is also negligible. One of the reasons for this
unsatisfactory situation is that these countries have similar trade structure
and they compete each other in the global market with similar products.
Further, existence of some non-tarift and para-tariff barriers also restrict
the growth of intra-regional trade to some extent. Greater cooperation in
different areas of trade is expected to contribute to greater intra-regional
share of trade among the SAARC countries in the future, which will help
encounter any global economic or financial crisis.

This chapter thus addresses the following pertinent research questions
regarding trade pattern and performance in Bangladesh: How the trade
patterns of Bangladesh, both in terms of composition and volume, have
been changing over time? Are trade patterns including agricultural trade
consistent with trade and exchange rate policies? Is there any change in
spatial pattern of trade over the period? And what is the status of intra-
regional trade? To this end, this chapter examines the trade pattern
including export and import pattern of Bangladesh over time, analyzes
evolving markets and explores the possibilities of trade opportunities for
Bangladesh, discusses various aspects of international trade and food secu-
rity of Bangladesh and provides policy recommendations on trade poli-
cies and pattern. For the analysis, revealed comparative indices (RCIs)
for products as well as geographies and a trade potential index (TPI) for
selected countries have been estimated.

The chapter is organized as follows. After the introduction, Sect. 10.2
discusses the trade pattern and provides an analysis of exports and imports.
Section 10.3 provides an analysis of evolving markets and opportunities for
Bangladeshi exports. It also estimates a trade potential index. Section 10.4
provides conclusions and policy recommendations.

10.2  TRADE PATTERN IN BANGLADESH

Trade openness (intensities) is the prime indicator of trade pattern and
trade performance of a country reflecting the extent of integration of a
country with the global economy. Trade intensity (trade to GDP ratio) has
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reached about 50 percent of the country’s GDP, and its average figure is
around 44 percent (excluding trade in service) in recent times. It is inter-
esting to note that in the two phases of structural adjustment program and
privatization program under New Industrial Policy of 1982 and 1986,
trade intensity remains stagnated at only 16.7 percent. Gradually, it
increased to 23 percent in 1991-1995 due to substantial liberalization
move. In fact, trade intensity of Bangladesh made a phenomenal growth
in 2006-2010 despite global economic crisis during that period. It is
worth noting that during 1981-2010, export intensity has made a steady
progress, increased from about 4 percent in 1981-85 to about 17 percent
in 2006-10. At the same time, the difference between export and import
intensities had also increased. Widening of the gap between export and
import intensities can be explained by the increase of import dependence
as well as increased global price of imports relative to its exports.

10.2.1  Analysis of Exports

10.2.1.1 Structure and Growth of Exports of Commoditics

In general, consumer goods dominated the export basket overwhelm-
ingly. Consumer goods along with materials for consumer goods consti-
tute about 98.5 percent of exports during 2011-2015. The picture has
not changed since the beginning of the 1980s. In terms of different cate-
gories of exports, such as high-tech products, primary products, interme-
diate products and capital equipment, picture has not changed much over
time indicating a low level of export diversification (Table 10.1). Though
proportion of primary products in the export basket decreased, propor-
tion of intermediate products or capital equipment or high-tech products
did not increase. The share of high-tech products and capital equipment
remained stagnated at less than 1 percent indicating a low level of techno-
logical diffusion of the economy.

Bangladesh demonstrated a tremendous success in knitted and woven
garments export since the 1990s. While in the 1970s, jute and jute goods
constituted about 77 percent, in the period of 2006-2010, and after-
wards, garments constituted about 80 percent of total exports (Fig. 10.1).
From the very insignificant proportion of 7 percent in 1981-1996, gar-
ments and textiles export rose steadily to over 80 percent in recent times.
In knitted garments, it occupies third place in the world, followed by
Hong Kong and China. Though it made a remarkable success in both
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Table 10.1 Structure of exports by types of commodities

Percent shave in exports

Period Percent share Percent share Percent share Percent share
of consumers of material for of capital goods  of materinls for
J00ds in exports  consumer goods in in exports capital goods
(average) exports (average) (average) (average)
1981-1985 68.5 294 1.0 1.1
1986-1990 74.4 234 1.5 0.7
1991-1995 81.2 16.4 1.7 0.6
1996-2000 90.2 8.5 0.7 0.6
2001-2005 89.3 10.0 0.4 0.3
2006-2010 84.3 13.6 0.6 0.5
2011-2015 87.0 11.5 0.8 0.7

Source: Estimated from the data of Bangladesh Economic Review
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Fig. 10.1 Export concentrations. (Source: Bangladesh Bank)

knitted and woven garments, its main categories are not more than five.
In knitted garments, T-shirts and pullovers (80 percent) and, in woven
garments, shirts, jackets and trousers are the major products (86 per-
cent). However, export potentials of RMG have not yet got exhausted,
rather the sector can move forward comfortably with background experi-
ences for a number of years with accumulated skill of about 5000 entre-
preneurs and 4 million garment workers and thousands of accounting
and managerial professionals.

There are many products yet to be developed. Again, in the same cat-
egory of products, it can go for higher quality products. Aggressive mar-
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keting drive with brand name of Bangladeshi companies is a feasible
option. In this context, economic diplomacy and investment for interna-
tional marketing need to be facilitated by the government. One note of
caution is that it is very risky to rely on a single product, for which exports
might become vulnerable in the face of any global market change.

Detailed structure of exporting commodities shows that the share of
traditional exports has fallen, while the share of woven and knitted gar-
ments has substantially increased (Table 10.9 in Appendix). Knitted gar-
ments superseded woven garments in recent years and the share of woven
garments has virtually declined from 50 percent in 1991-1995 to 38
percent in 2006-2010. It is worth noting that RMG has played a crucial
role in uplifting the country’s export earnings in the last two decades
with greater diversification within the sector. However, as Ahmed and
Sattar (2004) argued, existence of anti-export bias in trade policy also
deters the expected export growth of other sectors.

It is interesting to see that the proportion of traditional exports has
been growing rapidly in recent years. For example, jute goods and raw jute
exports grew at the rate of 20.4 percent and 26.5 percent, respectively, in
the period of 2006-2010. Though proportion of non-garments declined
from 62 percentin 1981-1985 to 32 percent in 2006-2010, they depicted
a positive growth of 13.4 percent during the same period. Thus, not only
the performance of garments was noteworthy, performance of other sec-
tors is also appreciable in the face of global economic crisis. Other prod-
ucts except paper board and tea seem to be still prospective despite decline
in their growth of exports (Table 10.9 in Appendix).

10.2.1.2  Structure and Growth of Exports by Market Destinations

Only nine countries constitute about 75 percent share of total exports of
Bangladesh during 1991-2010, which was 38 percent in 1981-1985
(Fig. 10.2). The share of other countries than these nine countries has
declined from 62 percent in 1981-1985 to 25 percent in 2006-2010. In
the period of 1996-2005, the share of other countries was abysmally lower
at 19 percent only. A country like the USA alone accounts for 25 percent
of total exports. Three European countries, the UK, Germany and France
together buy 25 percent of total export products. Thus 50 percent of
exports destined to just four markets show that exports in these four mar-
kets have been increasing over time. Bangladesh’s export is thus concen-
trated not only in a very few commodities but also in a very few markets.
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(Sources: Bangladesh Bank; Export Promotion Bureau)

This calls for diversification of markets too, to avoid instability and vulner-
ability of export earnings.

In order to minimize the risk of export concentration, diversification of
export commodities in the currently accessible developed markets is defi-
nitely a possible option to pursue. For this, the import demand of these
developed countries needs to be studied closely at detailed product cate-
gories in order to get access to these markets. Further, Bangladesh needs
to explore new markets including emerging economies like China, India,
Brazil, Russia and Korea and African countries. As currently exports are
concentrated in only nine markets, there is an immense potential for mar-
ket expansion for Bangladeshi exports (Fig. 10.2).

10.2.2  Analysis of Imports

10.2.2.1 Composition and Growth of Imports by Commodities

and Countries
The composition of imports has changed substantially over time with sig-
nificant shifts from primary goods to consumer goods. The share of con-
sumption goods increased from 31 percent in 1981-1985 to 57 percent
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Table 10.2 Structure of imports by commodity (in percent)

Category (average) 1981-85 1986-90 1991-95 1996-00 2001-05 2006-10 2011-15
Primary goods Import 279 19 12.1 12.3 12.3 13.8 11.5
Rice import 3.1 2.1 2.0 3.0 1.5 1.8 0.7
Wheat import 11.5 9.3 35 25 2.3 29 22
Oil seeds import 0.1 0.6 1.2 1.0 0.6 0.6 0.9
Raw cotton import 9.9 4.5 3.1 2.4 3.0 2.7 2.0
Crude petroleum 3.4 2.6 2.3 3.3 4.9 5.8 5.7
Major intermediate goods ~ 23.3 16.2 16.4 14.5 19.0 219 227
Edible oil 95 5.3 3.1 3.0 3.6 4.3 37
Petroleum products 6.6 47 4.1 4.8 8.5 9.0 8.4
import

Fertilizer import 4.0 1.9 2.5 1.4 1.9 34 32
Clinker import 1.3 2.5 2.6 1.2 14 1.5 1.5
Staple fiber import 0.2 0.2 0.6 0.5 0.5 0.5 1.8
Yarn import 1.4 1.6 3.6 3.6 3.1 3.2 4.1
Capital machinery import ~ 29.6 34.2 29.7 9.3 8.4 6.9 6.6
Other imports 19.0 31.0 42.0 64.0 60.0 57.0 59.2

Source: Bangladesh Economic Review (various issues), Ministry of Finance

in 2006-2010. Next important item of import is intermediate goods con-
stituting about 22 percent in the recent period. Its share was 23.3 percent
in 1981-1985. The share of primary goods has substantially declined from
28 percent in 1981-1985 to 12 percent in 2011-2015. The share of capi-
tal goods in import basket has also substantially declined to about 7 per-
cent in 2011-2015 from 30 percent in 1981-1985 (Tables 10.2 and
10.10). Bangladesh has comparative advantage in exporting non-rice
products and, therefore, the commercialization of non-rice food products
could be an important policy agenda for agricultural diversification and
food security (Dorosh and Shahabuddin 2005).

10.2.3  Composition and Growth of Imports by
Sources of Their Supply

A major portion of imports of Bangladesh comes from only nine countries
(Table 10.3). Two suppliers, India and China, together constitute one-
third of imports of Bangladesh. Though India and China constituted only
6.2 percent in 1986-1990, they have come up strongly to outbid other
suppliers in the subsequent periods, mainly because it is relatively cheaper
to import consumer goods from these markets. The share of imports from
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Table 10.3 Growth of imports (average) by sources of their supply

Country Fiscal year

1986-90 1991-95 1996-00 2001-05 2006-10 2011-15

India 3.0 8.8 13.2 13.9 13.8 18.6
China 32 5.6 7.9 10.4 15.9 17.7
Singapore 6.7 6.1 5.8 8.7 5.9 6.9
Japan 13.3 9.8 7.9 6.2 41 1.7
Hong Kong 3.3 6.9 5.7 4.6 3.6 4.3
Taiwan 0 2.8 4.3 3.6 2.3 42
S. Korea 29 5.8 45 3.8 3.3 3.7
USA 7.2 52 4.1 2.5 2.1 1.7
Malaysia 1.2 1.1 1.8 1.9 35 35
Others 59.1 50.2 448 44 4 375 325
Total 100 100 100 100 100 100

Top nine sources of imports ~ 40.9 49.8 55.2 55.6 62.5 67.5

Source: Estimated from the data of Bangladesh Economic Review, Ministry of Finance

top nine countries has increased from 40.9 percent in 1986-1990 to 67.5
percent in the 2011-2015 period. The share of imports from other coun-
tries compared to these nine countries has sharply declined from 59 per-
cent to 32 percent during the period. A compound annual growth of
imports is also reported in Table 10.8.

While the share of nine countries in import basket has increased, the
growth of imports from other countries has also increased considerably in
the recent period (Table 10.3). Imports from countries like Malaysia,
South Korea and Japan have increased along with predominant supply
from India and China. A high growth of imports can be observed from
India, China and Malaysia. Growth of imports from the USA is also stably
high. Major contribution to import growth of Bangladesh has come from
top nine suppliers (67.5 percent). However, India and China alone
accounted for 37 percent growth of imports.

10.3  EvoLvING MARKETS AND OPPORTUNITIES:
AN ANALYSIS

This section analyzes evolving markets and opportunities for Bangladesh
through estimating different sets of standard indices, like revealed com-
parative advantage (RCA), geographic RCA and TPI. The findings based
on these indices will help identify potential products and markets.
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10.3.1  Indicator of Revealed Comparative Advantage
and Specialization Pattern

The RCA index reflects a country’s comparative advantage or disadvan-
tage in terms of different products and regions. The RCA indices are
popularly used in the trade literature for evaluating the trade perfor-
mance and specialization of a country. A quantitative comparison can be
made between different products of a country and the rest of the world.
A change in the indicator of comparative advantage may reflect both a
shift in specialization and a variation in trade performance. Therefore, in
the context of highly concentrated export basket and escalating trade
deficits, Bangladesh needs to invest along the lines of its dynamic com-
parative advantage to expand and diversify exports.

The modified Balassa revealed comparative advantage (BRCA) index
and standardized revealed comparative advantage have been estimated as
analytical tools to uncover changes in comparative advantage patterns over
time and of the products. We further estimated trade specialization index
to see whether the products are specialized in the lines of their compara-
tive advantage. The analysis uses time series data of a wider range of com-
modity groups and market destinations to make a dynamic assessment of
comparative advantage of Bangladesh in the global market.

BRCA can be expressed as:

BRCA, — bX,/bX,
wX, [ wX,
where 0X; = Bangladesh’s export of product 7z, X = total export of
Bangladesh, wX;=world export of product 7and wXr=world total exports.
Using the RCA, a symmetric RCA, namely the symmetric Balassa index
(SBI) can be estimated as follows:

SBI=(BRCA-1)/(BRCA+1).

A country would be considered to have a comparative advantage or
disadvantage in products depending on whether the ratio of BRCA is
greater or less than 1. It ranges from 1 to infinity when it enjoys compara-
tive advantage, but zero to one when it has comparative disadvantage for
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the products. To address asymmetric values of the index, symmetric RCA
indexes for different products are calculated. The SBI ranges from —1 to
1. The estimated index and changes in pattern of index are shown in
Table 10.11.

The estimated RCA and SBI indexes show that Bangladesh has been
enjoying high RCA in knitted garments, woven garments, jute and jute
goods, other textile articles, frozen fish, leather, footwear and headgear and
parts (Table 10.4). Our estimates show that about one-fourth (24.7 per-
cent) of 1571 products at four-digit level enjoy comparative advantage in
the world market as their average RCA is around 20 and average symmetric
RCA is around 0.90. Trade specialization index of these products is on aver-
age around 0.75 (Table 10.5). But these product categories reflect are sub-
ject to high concentration in terms of products (88 percent share for three
products) and market destination (55 percent for three markets). The analy-
sis indicates that attention needs to be given not only on RCA of products
for specialization, but also on diversification of export items and market
destinations. This is important for ensuring sustainability of export earnings
on a long-term basis.

During the same period, traditional export commodities including tea
and leather lost their previous comparative advantage. The sectors which
came into dynamism were footwear, ceramic products, household articles
including tableware and kitchenware, light engineering, pharmaceuticals,
bicycle, tent, home textiles, and vegetables.

Table 10.4 Pattern of changes of revealed comparative advantage of 98 products
at 2-digit level during 2005-2009

Type of changes in comparative advantage No of products Percent
Stably high and increased 5 5.10
Advantage lowered 4 4.08
Shift from disadvantage to advantage 3 3.06
Disadvantage reduced 7 7.14
Shift from advantage to disadvantage 8 8.16
Increased disadvantage 24 24.49
Shift from advantage to disadvantage 47 47.96
Total 98 100.00

Source: Authors’ calculation

Note: Though the data are somewhat outdated, the situation has not changed much over time as dis-
cussed in previous sections. Data are taken from United Nations Conference on Trade and Development
(UNCTAD)



278 M. HOSSAIN AND N. C. NATH

eep Au—vmuuﬁ.—ou ZDV aseqele(J sONIsNelg Spel], [EUONBUIIIUT SUONEN PalIu WOIJ paje[nd[er) "uone[nd[ed SIony 292I1n0g

88 96 170 1000 1401 S¥°0 L ¥S'0—  0€0 SIMO [eRYRIY
6% 06 19°0 S0°0 6944 040 1T ST0— 090 12402 100[j 19130 pue sadre)
0s 66 88°0 Tro  Fre'oc S¥°0 L €7°0—  0%0 "doad pooy pue ysy ‘Jedly
69 65 ¥T0 Tro - 8s1'0t 171 61 €r'0—  0¥0 SpOOS 1otea |
9L 12 0€°0— 600 £8L°ST LT 0c 8T°0— 040 QUL I[3f “UDAOM-UON
89 89 98°0— €T0  THLSE 8%'C 6€ (4 NV (] spnpoid dnselq
LE <6 95°0— 170 €STio¢ S6°0 ST w0— 010 S[eannaseuLIeyJ
0¢ S6 €0°0— Se'0  6LSFE 't 91 10— 080 s1onpoud srwera)
syonpoad fenuazog
SS 98 SL°0 00'S6  86S°L6T9T  0L¥C 88¢ 160 ¥ ot nv
¥ 86 00T 00 Ltit (440 S 000 00T sferoIeW SUney
18 00T YL0- Se'0  8L£°6S €ro 4 S0°0 (U AZIII
Joar
124 86 690 6T0  8ET6F (440 S S0°0 01T parmidgnueil pue 035eqo],
1s S8 L0 €€ 6FF9TT 0%l (44 €€°0 00°C Teamy00g
6% 16 960 18T  L99°T8¥ 98'C St £9°0 0r's ystd
19 76 120 860  LSFLIT 171 61 Lo 019 AoyIedT
6% 16 £8°0 0TCT  L0L°L8€ S6°0 ST 860 0G°€ll SOLIqE} PUE SI9QY A[qLITA
€8 00T 960 850  00T'86 ¥9°0 01 L8°0 0S'%I syred pue reaSpeoy
1% 1s 660 €0y S9T'889 e 6% S8°0 0T'ct SIPRIE O[IX01 PO
¥9 L9 10T LELE  FETISE9Q 9TL 148t ¥6'0 00°0€ SIUDWTES JTUY-UON
a4 69 €0l Sy 9LEFSLL 67’9 (43¢ S6°0 00'9¢ SIUDWLIES PININ]
Spayavm xapur $sn spanposd
Jo 0w wongwaguasnos  worwziuaads  juior fo  puvsnogs 10101 spanposd vou Wvruvapy
JUIIN0D)  JINPOLT apua] quasa ]  wispiodxy  quasad  fooN  sngammls YO 2a170.40q103 Gurdave s1anposg

600¢ (s39npoig T£ST Jo 1n0) s110dxd
1ysope[Suey 10j SONEI UONENUDUOD pue ‘Xopul uonezienads spen (yOy) 28eaueape saneredwod pafeasny g1 AqEL



10 ANALYSIS OF TRADE PATTERN, MARKET ACCESS AND TRADE POTENTIAL... 279

The challenges for Bangladesh are to increase price and non-price com-
petitiveness and find new potential industries and markets for promoting
exports of the country in the face of global competition. Since compara-
tive advantage is a major determinant of trade expansion, the country’s
trade policy should be consistent with the dynamics of comparative advan-
tage. As the analysis of aggregate trade data cannot uncover exactly which
products are resembling better competitiveness, a TPI has thus been esti-
mated in the next section to identify trade potentials of the locally pro-
duced commodities.

10.3.1.1 Geggraphic RCA or Specialization Index

Geographic specialization index (GSI) is estimated to identify the RCA in
a particular market and geographic specialization. The most commonly
used index for this is Balassa geographic specialization index, which is
expressed as follows:

where wXw = export of the world, wXa = export of the world to the mar-
ket “a’; £Xa = Bangladesh export to market ‘a’ and 6Xw = Bangladesh
export to the world.

A country is said to have specialized with comparative advantage in the
exports in region ‘a’, if GB is greater than 1. A symmetric Balassa (SGB)
index is estimated as:

GB-1
GB+1

SGB =

The estimated symmetric Balassa geographic specialization index for
Bangladesh reveals that Bangladesh has comparative advantage in export
to the North America and the Western Europe (Table 10.6). The stan-
dardized trade specialization index (STSI) has been estimated for both the
commodity and the geographic specialization of a country (Table 10.5).
Bangladesh had comparative advantage in 19 percent of products at two-
digit level and 10 percent at four- and six-digit levels in 1998, which
increased in 2009 indicating that some products having disadvantages in
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Table 10.6 Geographic revealed comparative advantage of Bangladesh’s exports,
1988-2009

Geographical aven Balassa RCA Symmetric Balassa index

1988 1993 1998 2009 1988 1993 1998 2009

North America 1.620 1.900 1.770 2.300 0.230  0.310 0.270  0.390
Western Europe 0.710 0.990 1.090 2.400 -0.170 -0.001 0.046 0.410
Other industrialized 0.790 0.400 0.380 0.400 —-0.110 -0.420 -0.440 -0.420
countries

Africa 1.870 0.570 0.192 0.320 0.300 -0.270 -0.670 -0.510
Developing Asia 1.090 0.540 0.430 0.650 0.050 -0.290 -0.400 -0.210
Other developing 0.120 0.080 0.810 0.135 -0.770 -0.850 —0.850 -0.070
America

Source: Authors’ calculation

1998 transformed into advantageous position in 2009. As far as geograph-
ical trade specialization is concerned, Bangladesh has been geographically
specialized in two regions: the EU and North America, especially the US.
They are the two most specialized regions for Bangladesh’s international
trade reflecting the RMG export destinations (Table 10.6).

Bangladesh does not enjoy geographic comparative advantage in Asian
countries except Thailand; however, it enjoys slight geographical advan-
tage with Vietnam, Laos and Cambodia among other South Asian coun-
tries. The gravity of Bangladesh’s disadvantage with the Philippines and
the Middle East is small but high for Asian giants like Japan, China, India
and Korea Republic. This raises question regarding effectiveness of export
promotion efforts in these countries.

10.3.2  Trade Potential Index

As was discussed in the previous section, the analysis of comparative advan-
tage cannot fully uncover the potentiality of products or markets.
Therefore, it is necessary to analyze trade potentials in a different setup.
There are different approaches to estimate trade potential for a country.
For example, gravity analysis is used to assess trade potential at aggregate
level, whereas TPI helps calculate potential at disaggregated product level.
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TPI is a scoring system which allows the analysis to focus on trade poten-
tial while taking cognizance of import demand, import trends, growth
rates and unit values rather than focusing solely on trade potential values
(Rensburg and Letswalo, 2010). Following the methodology used by
Rensburg and Letswalo (2010), we have estimated TPI for Bangladesh.
However, we have modified the criteria of calculating “indicative trade
potential” for our estimation. First, we assign a score of either 1 or 0
according to the trade indicators contained in the database. This score is,
then, summed up to obtain a total score. A score of 0 would indicate the
least trade potential, while a score of 5 would indicate the greatest trade
potential (see Box 10.1).

Box 10.1 Calculation of the Trade Potential Index

e Import growth: If imports by Bangladesh to any of the selected
country happened in 2015, a score of 1 is allocated. The absence
of import is allocated a score of 0. The existence of any trade rela-
tionship (import or export) is considered a significant factor in
furthering trade.

e Export growth: A positive growth rate in the value of exports
over a five-year period will be awarded a score of 1, while no or
negative growth will be awarded a score of 0.

e Growth in export demand: A positive growth of exports to the
rest of the world measured over a five-year period will be allocated
1. No growth or negative growth rates are awarded a score of 0.

¢ Growth in import demand: A positive growth of imports from
the rest of the world measured over a five-year period will be allo-
cated 1. No growth or negative growth rates are given a score of 0.

e Indicative trade potential: A rule of thumb is set for this pur-
pose: if the country’s total import on that particular product line
is 10 times higher than Bangladesh’s export of that product to
that specific country, a score of 1 is allocated. Trade potential with
a lower value or with no or negative trade potential values are
allocated a score of 0.

Source: Rensburg and Letswalo (2010).
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The methods of calculating TPI is discussed in Box 10.1. For the
purpose of calculating TPI for Bangladesh, first we have selected some
countries based on top 30 export destinations of Bangladesh (at 2-digit
HS level) for the period 2002-2007'. We have then selected the coun-
tries for which Bangladesh’s export growth has registered a growth of
more than 50 percent. We have ended up of a country group of 12
through this process (Table 10.7). Then, finally, we have calculated TPI
with these countries at HS-6-digit level using the UN Comtrade data-
base through World Integrated Trade Solution (WITS). However, due
to lack of sufficient information, TPI for Indonesia could not be
calculated.

The summary of the estimated TPI for Bangladesh has been reported
in Table 10.7. Highly potential commodities include garments and its

Table 10.7 Trade potential index for Bangladesh (number of items at 6 digit HS
level)

SL no. Country name TPI score Share of' 5 in
total (percent)

5 4 3 2 1 Total items

1 Australia 151 34 4 189 79.89
2 Austria 46 42 3 91 50.55
3 Canada 43 71 107 62 16 299 14.38
4 China 101 197 72 11 381 26.51
5 Denmark 63 50 23 6 1 143 44.06
6 Germany 177 151 74 16 3 421 42.04
7 India 221 130 79 15 2 447 49 .44
8 Italy 187 109 44 14 2 356 52.53
9 Mexico 34 37 30 7 108 31.48
10 Pakistan 35 69 24 16 5 149 23.49
11 Spain 117 72 28 5 3 225 52.00
12 Turkey 57 51 18 2 128 44.53

Source: Authors’ estimation based on 2007 data

Note: The TPT is measured against a potential score of 5. A score of 0 would represent the lowest end of
the scale and the least trade potential whilst a score of 5 would indicate the greatest trade potential

!'Since our objective here is to introduce a method in order to identify trade potential of a
country, the method can be replicated to recent data. As Bangladesh’s export basket has not
changed that much since 2007, the results are assumed to be valid till now.
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accessories, plastic, light engineering, pharmaceuticals, chemicals, table-
ware /kitchenware, frozen food, and so on.? Therefore, to harness the
potentiality of these products, it is important to improve domestic pro-
duction capacity, liberalized environment, international production net-
work and efficient incentive structure.

Table 10.7 also reveals that a large number of products have immense
potential for trade in a number of countries. In terms of number of items
with very high trade potential, India ranks in the first place; countries like
Italy, Germany, Australia, Spain and China are also very potential market
for a number of products. Among these countries, Australia can be consid-
ered as the most potential market for Bangladesh as 80 percent of 189
items exported in the year 2007 have very high potential for Australia. The
other promising markets where Bangladeshi exporters can explore are
Austria, India and Turkey. However, the underlying condition is that
despite potentials, Bangladeshi products must maintain importing coun-
tries quality standards, sanitary and phytosanitary restrictions in order to
get access to these potential markets.

To summarize, the estimated RCA and SBI indexes show that
Bangladesh has been enjoying high RCA in knitted garments, woven gar-
ments, jute and jute goods, other textile articles, frozen fish, leather, foot-
wear, headgear and parts. But these product categories are facing high
concentration in terms of not only of products (88 percent share for three
products) but also of market destinations (55 percent for three markets).
Therefore, more attention requires not only on RCA of products for spe-
cialization, but also on diversification of export items and market destina-
tions. This is important for ensuring sustainability of export earnings on
a sustainable basis.

On the other hand, TPI indicates that for Bangladesh a large number
of products have vast potential for trade in a number of countries like
India, Italy, Germany, Australia, Spain and China. However, to get access
to these promising markets, a high quality of these potential products
needs to be maintained in line with sanitary and phytosanitary restrictions
in these countries. A review of tariff and para-tariff structures of these
countries is also important to achieve competitiveness.

2The list of potential items is not given in this paper, but can be provided upon request.
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10.4  CoNcLUSIONS AND PoLicY RECOMMENDATIONS

Bangladesh has made a good progress in gaining share of trade in GDP in
recent years, but her share in global and regional trade is still insignificant.
Her exports are less diversified concentrating to mainly ready-made gar-
ments, thereby exposed to external shocks. To enhance Bangladesh’s share
in global trade, more integration with sub-regional economies, diversifica-
tion of exports, trade liberalization and greater market access would be the
right policy options. Other than the RMG products, agro-processed food,
pharmaceuticals, leather and footwear, plastic, ceramics, light engineering,
electrical and electronics, and so on need proper attention and policy sup-
port in order to diversify exports of Bangladesh.

The estimated revealed comparative advantage (RCA) indices indicate
that attention needs to be paid not only on RCA of products for special-
ization, but also on diversification of export items and market destina-
tions. For diversification of export basket, the government has been
providing cash incentives to exporters of certain traditional and non-tradi-
tional products since 1996. Both volume and value of exports of subsi-
dized products (those enjoy cash incentives) have been on a rising trend
over the period of time, albeit marginally. It is, thus, necessary to analyze
the incentive and support structures in order to achieve maximum benefits
out of it. Thus, streamlining of cash incentives is required both in terms of
its amount and operational modalities.

Despite having potentials of many Bangladeshi products in various
markets, they could not enter due to poor quality standard or poor insti-
tutional quality of the country. Therefore, for greater market access, the
underlying condition is that Bangladeshi products have to maintain
importing countries’ quality standards by reviewing their sanitary and
phytosanitary measures in detail. In this regard, development and capacity
strengthening of relevant institutions, such as Bangladesh Standard and
Testing Institution (BSTI) is in the center point of discussion.

The effective rate of protection suggests that though rice is strongly
import substitutable, it is not strongly exportable. Among the non-rice
crops, pulses, potato and vegetables are strongly exportable as well as highly
import substitutable. Thus commercialization of non-rice food products
may be an important policy issue in agricultural diversification and food
security. There are two important factors determining the future prospects
of such exports: one relates to the tariff barriers in the importing countries,
and the other relates to sanitary and phytosanitary restrictions. Sanitary and
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phytosanitary measures seem to be more important for Bangladeshi export-
ers of these products. It is important to ensure that Bangladesh undertakes
necessary measures to meet sanitary and technical standards of the import-
ing countries. Appropriate institutions and technical expertise need to be
built up for ensuring the safety and quality of exports. Further study may
be undertaken to examine what efforts have been made so far in Bangladesh
to meet such requirements in the importing countries.

The challenges for Bangladesh are to increase price and non-price com-
petitiveness and find new potential industries and markets for vitalizing
the exports of the country in the face of acute global competition. Drawing
conclusions based on only analyzing comparative advantage index or trade
potential index may be misleading if they are not matched with the
country’s overall trade policy and productive capacity. The trade policy of
Bangladesh has long been criticized for various reasons, such as the lack of
time-bound initiatives, unpredictable tariff structure, market distortionary
policies and existence of anti-export bias. Therefore, a robust and well-
analyzed trade policy needs to be devised to bring dynamism in the trade
structure of a middle-income country context.

Increasing productive capacities, establishing production networks and
linkages could be important policy stimuli for enhancing export diversifi-
cation. In order to increase productive capacity, the following measures
can be undertaken:

(i) Strengthening national capacity to undertake analysis of competi-

tive potential at the product and subsector level

(ii) Establishing the quality and conformity assessment infrastructure
required to increase exports

(iii) Providing special attention to productive sectors with high export
potential to upgrade product and production quality and comply with
standards and regulations

(iv) Allocating sufficient fund for research and development (R&D) of
agro-processed products

(v) Developing troubleshooting mechanism in cases where export
products encounter technical barriers and advising on technical
solutions to problems

(vi) Building capacities of existing research institutions, such as
Bangladesh Agriculture Research Institute (BARI), BSTI,
Bangladesh Council for Scientific and Industrial Research
(BCSIR), and so on.
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APPENDIX

Table 10.8 Compound growth of imports by sources of supply (in percent)

Country Fiscal year

1986-1990  1991-1995 19962000 2001-2005 20062010

India 24.7 39.7 -6.7 14 .4 19.4
China 15.6 33.3 -5.3 23.4 229
Singapore 11.5 -4.7 19.6 1.9 8.3
Japan 16.8 15 -0.4 -9.8 12.4
Hong Kong 359 21.3 3.9 4.3 6.4
Taiwan 15.6 1.6 34
S. Korea 18.5 19.8 -34 0.9 14.9
USA 6.1 10.9 -0.4 7.3 10.2
Malaysia 11 6.4 11.9 16.9 35.2
Others 10.1 8.2 10.1 10.1 12.7
Total 12.3 13.5 4.8 8.9 16.4
Top nine sources 15.6 11.1 7.6 8.3 8.3

Source: Estimated from data of BBS
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Table 10.9 Average percentage share of individual export items

1981 1991 | 1996— [ 2001— | 2006— | Observation
Export items 85 1986-90[ 1995 | 00 05 10
Raw jute 1591 |97 3.6 193 [1.09 |127 Substantial decline
Tea 6.72 3.34 1.66 073 025 [0.07 Substantial decline
Frozen food 8.67 12.33 777 | 644 |503 |348 Stable and prospective
Agriproduct 1.03 1.68 051 054 |051 [097 Slight increase
Other primary Slight decrease
commodities 1.1 0.8 069 035 029 [058
Total primary goods 3343 | 27.84 1423 [ 10 7.16 | 6.38 Substantial decline
Jute goods 46.09 | 27.98 1294 [ 629 [3.67 |282 Substantial decline
Total jute and jute goods | 62 37.68 1654 | 822 |476 |4.08 Substantial decline
Leather 8.91 11.87 675 |4.02 |313 | 175 Substantial decline
Leather goods 0 0 049 |067 |0 0 Prospective
Footwear 0 0 041 059 [029 [0.58 Increased and prospective
Nathalie and furnace oil 4.69 1.36 0.97 1.66 7.16 6.38 Increased
Woven garments 3.9 34.26 5041 |[53.14 [ 4842 |37.6 Substantial increase
Knitwear 0 0.19 8.78 | 18.49 |26.72 | 39.16 | Substantial increase
Total garments 3.9 34.46 59.2 | 71.62 | 75.13 | 76.76 | Substantial increase
Chemical products 1.06 2.11 222 |186 |16 1.35 Stable
Fertilizer 091 1.79 7.4 161 |0 0 Declined
Pharma 0.02 0.01 0.07 |01 005 [0 Stably low
Paper prod 1.02 0.78 0.14 0 0 0 Decline
Handicraft 0.36 0.34 029 [0.14 [0.08 |0.04 Stably low
Engineering products 0.29 0.46 0.4 0.27 0.36 1.52 Slight increase
Specific textiles 0.07 0.14 1.14 0.96 0 0 Stably low
Other mfg. 0.1 0.21 1.15 3.43 8 7.09 Increased
Total mfg exports 66.57 79.75 85.77 | 90 92.83 | 925 Substantial increase
Total exports 100 107.59 100 100 100 100
Total export exec 96.1 73.13 40.8 28.38 | 24.87 | 23.24 | Substantial decline
garments
Total manufactured 62.67 45.29 26.57 18.38 | 17.7 16.87 Substantial decline
exports except garments

Source: Calculated from the data of Export Promotion Bureau (EPB)
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Table 10.11 Pattern of changes in revealed comparative advantage of major
items of 98 product categories of exports of Bangladesh

Commodities industry 2005 2006 2007 2008 2009 Pattern
(Bangladesh) RCA RCA RCA RCA RCA ofchange
00 All industries
62 Articles of apparel, 27.2 28.1 29.8 40 36 Stable; high
accessories, not knit or crochet
61 Articles of apparel, 30.9 30 29.1 32 30.1 Stable; high
accessories, knit or crochet
03 Fish, crustaceans, mollusks, 8.1 15 11 13.8  12.2 Increased
aquatic invertebrates nes
53 Vegetable textile fibers nes, 115 9 121 7.7 5.1 DPositive though
paper yarn, woven fabric declined
63 Other made textile articles, 9.6 108 10.6 1295 114 Increased
sets, worn clothing and so on substantially
41 Raw hides and skins (other 9.8 98 96 84 2 Declined
than furskins) and leather though positive
87 Vehicles other than railway, 0.1 88 45 21 6.1  Shift to high
tramway advantage
31 Fertilizers 44 1.5 0.1 0.1 0.1  Shift to
disadvantage
64 Footwear, gaiters and the 1.6 0.1 1.8 18.3 14.5 Increased
like, parts substantially
58 Special woven or tufted 6.6 8 01 1.2 0.1  Shift to
fabric, lace, tapestry and so on disadvantage
07 Edible vegetables and 2.2 0.1 0.1 05 1.1 Lowered
certain roots and tubers advantage
65 Headgear and parts thereof  16.5 13.3 75 0 1.1 Lowered
advantage
52 Cotton 1.3 26 2 0.1 0  Shiftto
disadvantage
27 Mineral fuels, oils, 0 0 0.1 0.1 0.1 Reduced
distillation products and so on disadvantage
56 Wadding, felt, nonwovens, 4.2 34 128 1.1 0.1 Shift to
yarns, twine, cordage and so on disadvantage
39 Plastics and articles thereof 0.2 0.9 02 0 0.8 Reduced
disadvantage
28 Inorganic chemicals, 0.9 1.2 1.3 0.1 0 Disadvantage
precious metal compound, increased
isotopes
72 Iron and steel 0.2 0.1 14 0 0.2 Stable;
disadvantage

(continued)
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Table 10.11 (continued)

Commodities industry 2005 2006 2007 2008 2009 Pattern
(Bangladesh) RCA RCA RCA RCA RCA ofchange
84 Boilers, machinery 0 0.6 0.1 0.9 0 Stable;
disadvantage
08 Edible fruit, nuts, peel of 0.9 0.1 3 0.7 0.4 Disadvantage
citrus fruit, melons increased
55 Manmade staple fibers 1.3 26 28 06 0.4  Shift to
disadvantage
69 Ceramic products 1.1 0.2 05 0.2 0.2 Shift to
disadvantage
06 Live trees, plants, bulbs, 2.2 0.9 14 0 0.4 Shift to
roots, cut flowers and so on disadvantage
24 Tobacco and manufactured 1.1 0.1 0.1 0.1 0.1  Shift to
tobacco substitutes disadvantage

09 Coftee, tea, mate and spices 1.4 0 0.3 0.4 0.3 Shift to
disadvantage

90 Optical, photo, technical, 0.1 0.1 1 0.2 0.7 Reduced

medical and so on apparatus disadvantage

49 Printed books, newspapers, 0.6 0.8 0.1 05 0.2 Disadvantage

pictures and so on increased

30 Pharmaceutical products 0.1 0.5 09 0.6 0 Disadvantage
increased

Source: Authors’ calculation. Adapted from the data of UNCTAD of 2005-09
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