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ABSTRACT

T
he ready-made garment (RMG) industry of Bangladesh started in the late

1970s and became a prominent player in the economy within a short

period of time.  The industry has contributed to export earnings, foreign exchange

earnings, employment creation, poverty alleviation and the empowerment of women.

The export-quota system and the availability of cheap labour are the two main reasons

behind the success of the industry.  In the 1980s, the RMG industry of Bangladesh

was concentrated mainly in manufacturing and exporting woven products.  Since the

early 1990s, the knit section of the industry has started to expand.  Shirts, T-shirts,

trousers, sweaters and jackets are the main products manufactured and exported by the

industry.

Bangladesh exports its RMG products mainly to the United States of America

and the European Union.  These two destinations account for more than a 90 per cent

share of the country’s total earnings from garment exports.  The country has achieved

some product diversification in both the United States and the European Union.

Recently, the country has achieved some level of product upgrading in the European

Union, but not to a significant extent in the United States.  Bangladesh is less

competitive compared with China or India in the United States and it is somewhat

competitive in the European Union.

Competitiveness of the Bangladesh
Ready-made Garment Industry in
Major International Markets

Mohammed Ziaul Haider*

* Lecturer (on study leave), Economics Discipline, Social Science School, Khulna University, Khulna,

Bangladesh, PhD candidate, Graduate School of Economics and Management, Tohoku University, Sendai Shi,

Japan; e-mail:  haidermz@yahoo.com or a5ed1024@student.econ.tohoku.ac.jp.  Any errors are the responsibility

of the author; the views expressed are those of the author and do not necessarily reflect those of the United

Nations.

(continued on page 4)
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(continued from page 3)

The phase-out of the export-quota system from the beginning of 2005 has raised

the competitiveness issue of the Bangladesh RMG industry as a top priority topic.

The most important task for the industry is to reduce the lead time of garment

manufacturing.  The improvement of deep-level competitiveness through a reduction

in total “production and distribution” time will improve surface-level competitiveness

by reducing lead time.  Such a strategy is important for long-term stable development

of the industry, but its implementation will take time.  In contrast, the establishment of

a central or common bonded warehouse will improve surface-level competitiveness

by reducing lead time, but deep-level competitiveness will not be improved and

long-term industry development will be delayed.  Therefore, granting permission to

establish in the private sector such warehouses with special incentives, such as the

duty-free import of raw materials usable in the export-oriented garment industry for

reducing the lead time in garment manufacturing, is a critical issue for Bangladesh.

Second, Bangladesh needs to improve the factory working environment and

various social issues related to the RMG industry.  International buyers are very

particular about compliance with codes of conduct.  Third, issues related to product

and market diversification as well as upgrading products need to be addressed with

special care.  Moreover, the Government of Bangladesh needs to strengthen its

support.  The development of the port and other physical infrastructure, the smooth

supply of utilities, a corruption-free business environment and political stability

are some priority concerns for the Government to consider in its efforts to attract

international buyers and investors.

1. INTRODUCTION

The RMG industry of Bangladesh has expanded dramatically over the last three

decades.  Traditionally, the jute industry dominated the industrial sector of the country until

the 1970s.  Since the early 1980s, the RMG industry has emerged as an important player in

the economy of the country and has gradually replaced the jute industry.  The “export-quota

system”1  in trading garment products played a significant role in the success of the

1 Unilateral restriction, short-term arrangement (STA), long-term arrangement (LTA), Multifibre Arrangement

(MFA) and finally the WTO Agreement on Textiles and Clothing (ATC) are the chronological steps through

which the “export-quota system” was administered until it was finally abolished on 31 December 2004,

making worldwide textile and garment trade quota-free.  The system allowed importers to control the import

of textile and garment products by imposing quantitative restrictions on exporting countries.  For details on the

system, see Agency for International Trade Information and Cooperation (1999); Hyvarinen (2000); Smith

(1998); and Thongpakde and Pupphavesa (2000).



Asia-Pacific Trade and Investment Review Vol. 3, No. 1, June 2007

5

industry.  However, that quota system came to an end in 2004.  Therefore, the

competitiveness issue needs to be addressed, with special attention given to the long-term

sustainability of the industry.

The term “competitiveness” itself is a broad concept.  Its meaning, implications,

adaptation and achievement vary from firm to firm, industry to industry, or country to

country.  Michael E. Porter is a pioneer of the “competitiveness theory” (Porter, 1990)

at the national or macro level (Cho and Moon, 2000).  Firm/industry-level (micro level)

competitiveness depends on various parameters.  However, the literature provides no

universal agreement on the definition of competitiveness.  For example, some researchers

consider the labour cost, unit cost, exchange rate, interest rate, prices of material inputs and

other price- or cost-related quantitative factors for measuring the competitiveness of

a manufacturing firm/industry (Edwards and Golub, 2004; Fukunishi, 2004; Cockburn and

others, 1998; and Edwards and Schoer, 2002).  Some other researchers consider product

quality, innovativeness, design, distribution networks, after-sales service, transaction costs,

institutional factors relating to the bureaucracy of export procedures and other non-price

factors for measuring the competitiveness of a manufacturing firm/industry (Abdel-Latif,

1993; Chen and others, 1999; and Sachwald, 1994).  The influences of both price and

non-price factors on the competitiveness of a firm/industry are reflected by market share

and profit (Toming, 2006).  This study attempts to incorporate price, non-price and result

(for example, market share) factors in order to address the international competitiveness of

the Bangladesh RMG industry.

The majority of the competitiveness-related research studies focus on the

“competitive performance” or on the “factors influencing competitive performance”.  The

studies consider product price, market share and other indicators to measure competitive

performance, while considering wages, costs, productivity and other issues as factors

influencing competitive performance.  However, Fujimoto (2001) puts special emphasis on

the “capability”2  factor that influences the competitive performance of a firm.  According to

him, improvement in the “capability” of a firm enhances its “competitive performance”.

This improvement takes time, but it ensures the long-term sustainability of a firm.  In

contrast, improving only “competitive performance” and not “capability” may not be

sufficient to ensure the long-term development of the firm.

This study addresses the competitiveness issue from two broader dimensions:

surface-level and deep-level competitiveness.3  Surface-level competitiveness reflects the

2 “Capability” depends on organizational routine, managerial resources and knowledge held by an economic

agent (Fujimoto, 2001).
3 Three approaches for measuring the competitiveness of a manufacturing firm are proposed by Fujimoto

(2000):  deep-level performance, surface-level performance and profit performance.  This study considers the

same concepts from the industry perspective and incorporates profit performance (measured by operating

profit, return on invested capital, or stock price) into the surface-level performance because of the nature of the

profit performance-related factors concerned.
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“competitive performance” of a firm or industry that is directly observable to consumers.

Deep-level competitiveness reflects the “capability” of a firm or industry that is not directly

observable to consumers.  An improvement in the deep-level performance enhances the

performance at the surface level.  The severe competition under the quota-free trading

environment pressures the RMG industry of Bangladesh to enhance its surface-level

competitiveness at the earliest convenient time.  However, the long-term sustainability of

the industry demands enhancement of deep-level competitiveness.  Therefore, the future

development of the industry will depend on how much importance will be given to which

factors/dimensions, and how the individual firms will respond and how government policies

will influence the industry.  Hence, the discussion of the competitiveness of the Bangladesh

RMG industry requires simultaneous consideration of both the surface and deep

dimensions.  In particular, this study uses (a) export value, product price, market share and

lead time as surface-level indicators, and (b) linkage expansion, factory environment,

product/market composition, and “production and distribution” time as deep-level

indicators for measuring the international competitiveness of the Bangladesh RMG

industry.

The paper is structured as follows.  Section 1 sets the research agenda.  Section 2

provides an overview of the Bangladesh RMG industry.  Section 3 discusses the surface-

level competitiveness of the Bangladesh RMG industry.  Section 4 focuses on the

deep-level competitiveness of the industry.  Section 5 deals with the indirect influences of

governmental policies on the competitiveness of the Bangladesh RMG industry.  Finally,

section 6 concludes the study.

2. AN OVERVIEW OF THE BANGLADESH READY-MADE

GARMENT INDUSTRY

The RMG industry is the only multi-billion-dollar manufacturing and export

industry in Bangladesh.  Whereas the industry contributed only 0.001 per cent to the

country’s total export earnings in 1976, its share increased to about 75 per cent of those

earnings in 2005.  Bangladesh exported garments worth the equivalent of $6.9 billion in

2005, which was about 2.5 per cent of the global total value ($276 billion) of garment

exports.  The country’s RMG industry grew by more than 15 per cent per annum on average

during the last 15 years.  The foreign exchange earnings and employment generation of the

RMG sector have been increasing at double-digit rates from year to year.  Some important

issues related to the RMG industry of Bangladesh are noted in table 1.4

4 This paragraph is based on Quddus and Rashid (2000), Mainuddin (2000) and databases of the Bangladesh

Garment Manufacturers and Exporters Association, the Export Promotion Bureau of Bangladesh and the

World Trade Organization.
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Currently, there are more than 4,000 RMG firms in Bangladesh.  More than 95 per

cent of those firms are locally owned with the exception of a few foreign firms located in

export processing zones (Gonzales, 2002).  The RMG firms are located mainly in three

main cities:  the capital city Dhaka, the port city Chittagong and the industrial city

Narayangonj.  Bangladesh RMG firms vary in size.  Based on Bangladesh Garment

Manufacturers and Exporters Association (BGMEA) data, Mainuddin (2000) found that in

1997 more than 75 per cent of the firms employed a maximum of 400 employees each.

Garment companies in Bangladesh form formal or informal groups.  The grouping helps to

share manufacturing activities, to diversify risks; horizontal as well as vertical coordination

can be easily found in such group activities.

Ready-made garments manufactured in Bangladesh are divided mainly into two

broad categories:  woven and knit products.  Shirts, T-shirts and trousers are the main

woven products and undergarments, socks, stockings, T-shirts, sweaters and other casual

and soft garments are the main knit products.  Woven garment products still dominate the

garment export earnings of the country.  The share of knit garment products has been

increasing since the early 1990s; such products currently account for more than 40 per cent

of the country’s total RMG export earnings (BGMEA website).  Although various types of

garments are manufactured in the country, only a few categories, such as shirts, T-shirts,

trousers, jackets and sweaters, constitute the major production-share (BGMEA website; and

Nath, 2001).  Economies of scale for large-scale production and export-quota holdings in

the corresponding categories are the principal reasons for such a narrow product

concentration.

Table 1.  Important issues related to the Bangladesh ready-made

garment industry

Year(s) Issue

1977-1980 Early period of growth

1982-1985 Boom days

1985 Imposition of quota restrictions

1990s Knitwear sector developed significantly

1993-1995 Child labour issue and its solution

2003 Withdrawal of Canadian quota restriction

2005 Phase-out of export-quota system

Source: Compiled by the author from Quddus and Rashid (2000), Mainuddin

(2000) and databases of the Bangladesh Garment Manufacturers and Exporters

Association, and the Export Promotion Bureau, Bangladesh.
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3. COMPETITIVENESS OF THE BANGLADESH READY-MADE

GARMENT INDUSTRY:  SURFACE LEVEL

The United States was the main export destination for Bangladeshi RMG products

in the early 1990s followed by the European Union, but the European Union has surpassed

the United States over time.  These two destinations generate more than 90 per cent of the

total RMG export earnings of Bangladesh (BGMEA and the Export Promotion Bureau

websites; and Quddus and Rashid, 2000).  The shares of other importers, such as Australia,

Canada, China, Japan and the Russian Federation as well as countries in the Middle East, in

the total RMG export earnings of Bangladesh are minimal.  This section of the paper

focuses on surface-level competitive performance of the Bangladesh RMG industry in the

United States and the European Union markets only.  In addition, the performance of China

and India along with Bangladesh as RMG suppliers to international markets is also

considered for comparative analysis.

(a) Export competitiveness in the United States market5

Bangladesh has experienced some product diversification in its export of garments

to the United States market in recent years compared with the early 1990s.6  However, the

country’s performance in upgrading its products is not significant with regard to the United

States market (Haider, 2006).  The country experienced a sharp increase in the export of

garment products to the United States market in the 1990s, but faced declines in export

earnings from that country in 2002 and 2003, followed by slow increases since 2004.  The

exports of India also increased rapidly in the 1990s, although that country experienced

comparatively slow progress in the last few years.  However, the RMG exports of China to

the United States have increased at a startling rate over the years.  For example, the textile

and garment export earnings of China, India and Bangladesh from the United States

were $3.6 billion, $0.8 billion and $0.4 billion respectively in 1990, and increased to

$22.4 billion, $4.6 billion and $2.5 billion respectively in 2005.  Such rapid expansion in

the exports of China represents a major challenge to other exporters.

Bangladesh exported a total of 99 types of products in the textile and garment

category to the United States in 2005, but most of the category’s contribution was minimal.

For India and China, the number of textile and garment product categories exported in the

same year to the United States was 161 and 167 respectively.  The product diversification

trend of the three countries is illustrated in figures 1 to 3.7

5 The competitive performance analysis of the Bangladesh RMG industry in the United States market is based

on data of the Office of Textiles and Apparel, United States Department of Commerce, if nothing else is

mentioned.
6 The top-five products (coats, knit shirts and blouses, trousers, non-knit shirts and blouses, and undergarments)

accounted for an 80 per cent share of the total garment export earnings of Bangladesh from the United States

in 1990; that share decreased to 58 per cent in 2001 (Haider, 2006).
7 The three-digit numbers indicate different textile and garment categories.  A list of names of corresponding

categories noted in figures 1 to 3 is attached in annex table A1.  The inner circles in the figures indicate more

exports.  The author is indebted to Gary Gereffi who incorporated the idea of designing such round figures for

analysing apparel commodity chains.  For details, see Gereffi (1999).



Asia-Pacific Trade and Investment Review Vol. 3, No. 1, June 2007

9

Category 340 (cotton non-knit shirts, man and boy) was the highest contributor to

the export earnings of Bangladesh from the United States, amounting to $332 million in

2005.  The export earnings of only eight categories8  crossed the $100 million export

benchmark in the same year for the country.  A total of 16 categories of exports crossed the

$50 million benchmark and 31 categories crossed the $10 million export benchmark

(see figure 1).

Man-made fibre 
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347 348
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338

634
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Figure 1.  Textile and garment exports to the United States from Bangladesh

(United States dollars)

Source: Compiled by the author based on data of the Office of Textiles and Apparel, United States

Department of Commerce.

A:  More than $100 million

B:  $50 million to $100 million

C:  $10 million to less than $50 million

D:  Less than $10 million

The 2005 position corresponds to the circle where the

category’s number is located. The 1990 position, if the same

as for 2005, is indicated by an underline; if it is different, it

is indicated by a small circle. The arrows represent the

magnitude and direction of change over time.

8 Categories 338, 340, 341, 347, 348, 352, 647 and 659.  See annex table A1 for the names of these categories.
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For India, the highest contributor was category 369 (miscellaneous cotton

manufactures), accounting for $439 million in export earnings from the United States in

2005.  Also in the same year, a total of 12, 20 and 56 categories crossed the $100 million,

$50 million and $10 million export benchmarks respectively (see figure 2).

Source: Compiled by the author based on data of the Office of Textiles and Apparel, United States

Department of Commerce.

A:  More than $100 million

B:  $50 million to $100 million

C:  $10 million to less than $50 million

D:  Less than $10 million

The 2005 position corresponds to the circle where the

category’s number is located. The 1990 position, if the same

as for 2005, is indicated by an underline; if it is different, it

is indicated by a small circle. The arrows represent the

magnitude and direction of change over time.

Figure 2.  Textile and garment exports to the United States from India

(United States dollars)
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However, the scenario differed significantly for China.  The highest contributor

for China in the United States market was category 670 (man-made fibre flat goods/

handbags/luggage), which amounted to $2,066 million in 2005.  In the same year, 9, 62, 78

and 124 categories crossed the $500 million, $100 million, $50 million and $10 million

export benchmarks respectively (see figure 3).

Source: Compiled by the author based on data of the Office of Textiles and Apparel, United States

Department of Commerce.

A:  More than $500 million

B:  $100 million to $500 million

C:  $50 million to less than $100 million

D:  Less than $50 million

The 2005 position corresponds to the circle where the

category’s number is located. The 1990 position, if the same

as for 2005, is indicated by an underline; if it is different, it

is indicated by a small circle. The arrows represent the

magnitude and direction of change over time.

Figure 3.  Textile and garment exports to the United States from China

(United States dollars)
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The market of India seems to be more diversified compared with that of

Bangladesh, and the market of China is significantly more diversified compared with that of

Bangladesh or India.  Figures 1 to 3 also indicate that the exports of Bangladesh are

concentrated mainly in cotton or man-made fibre-related products.  In contrast, the trade of

China and India is diversified in all the fibre groups.

(b) Export competitiveness in the European Union market9

Bangladesh has experienced both quantitative and qualitative changes in exporting

garment products to the European Union market during the period 1996-2005.  The textile

and garment export earnings of Bangladesh from the European Union increased from

1.2 billion euros in 1996 to 3.7 billion euros in 2005.  For India and China, the

corresponding earnings increased from 3 billion and 5.3 billion euros in 1996 to 5.3 billion

and 21.1 billion euros in 2005 respectively.  Garment products generate the major share of

Bangladesh’s export earnings from the European Union.  However, both textile and garment

products in China and India contribute to the export earnings from the European Union.

For example, garment products on average generated more than a 95 per cent share of the

total textile and garment exports to the European Union from Bangladesh during the period

1996-2005.  The corresponding shares for India and China stand at below 75 per cent and

80-90 per cent respectively.

The top five product groups contributed 76 per cent of the total garment export

earnings of Bangladesh from the European Union in 1996, and that share increased to

82 per cent in 2005.  The corresponding changes for India and China were from shares of

62 per cent and 34 per cent in 1996 to 54 per cent and 45 per cent in 2005 respectively.

This trend demonstrates that product diversification in Bangladesh is lower than that of

India and China in exporting garment products to the European Union market.

Knit garments from Bangladesh have gained remarkable access to the European

Union market during the period 1996-2005 (see table 2).

Duty- and quota-free access of garment products manufactured under “two-stage

local transformation” (yarn to fabrics, and fabrics to garment) have accelerated the exports

of knit garment products from Bangladesh to the European Union.  As the knit textile

subsector is relatively less capital intensive and requires relatively simple technologies, it

managed to undergo rapid expansion, benefiting from the European Union Generalized

System of Preferences.  The woven part of the category has failed to utilize that facility

owing to a lack of sufficient backward linkages.  In contrast to the European Union, both

knit and non-knit products have entered the United States market simultaneously, as no

9 The competitive performance analysis of the Bangladesh RMG industry in the European Union market is

based on the Market Access Database of the Directorate General for External Trade, European Commission, if

nothing else is mentioned.
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special tariff or tax reduction incentive was available there for the import of garment

products from Bangladesh.

The product-mix of garment products exported from Bangladesh to the European

Union has changed significantly during the period 1996-2005.  The share of shirts in total

garment exports from Bangladesh to the European Union has decreased, whereas the shares

for overcoats, jackets, sweaters, suits and some other garment products have increased in

recent years.  These changes demonstrate that Bangladesh is achieving some level of

product diversification in exporting garment products to the European Union.  In addition,

a gender analysis indicates that Bangladesh has achieved some upgrading of its products

recently in terms of exporting garment products to the European Union.  Garments for

females are treated as upgraded products compared with garments for males, since they add

more value on average.  The earnings of Bangladesh from the export of garments for

females to the European Union has increased during the period 1996-2005 (Haider, 2006).

(c) Price competitiveness

China and some other competitors of Bangladesh have implemented sharp

price-cutting policies in exporting garment products over the last few years, but Bangladesh

has failed to respond effectively to such policies.  China was able to drop the export price of

29 garment categories10  by 46 per cent11  on average in the United States within a year,

Table 2.  Exports of knit, non-knit and made-up products to the European Union

(Millions of euros and percentage)

Knit Non-knit Made-up
Total

Year garments garments products

Total % Total % Total % Total %

Bangladesh 1996 506 44 624 54 29 2 1 159 100

2005 2 195 60 1 334 36 132 4 3 661 100

India 1996 510 28 1 012 55 320 17 1 842 100

2005 1 508 38 1 720 44 714 18 3 942 100

China 1996 1 538 34 2 488 56 432 10 4 458 100

2005 6 639 36 10 178 55 1 748 9 18 565 100

Source: Compiled by the author based on the Market Access Database of the Directorate General for

External Trade, European Commission.

Exporter to

the European

Union

10 These 29 garment categories were freed from the quota control system on 1 January 2002.  The names of these

categories are noted in annex table A2.
11 The figures stand at 48 per cent for March 2004 and 53 per cent for June 2004.  For details, see American

Textile Manufacturers Institute (2004a) and (2004b).
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from $6.23 per sq metre in December 2001 to $3.37 per sq metre in December 2002.

However, all other suppliers were able to drop the price by only 2 per cent, from $3.50 per

sq metre to $3.41 per sq metre during the same period.  By the end of 2002, China had

underpriced all other exporters to the United States in 22 out of 29 garment categories and it

had underpriced others in 26 out of 29 categories by March 2003 (American Textile

Manufacturers Institute, 2003).  Moreover, China rapidly managed to be price competitive

in the European Union and other major international markets.  For example, the average

unit export price of garment products integrated in the third stage of the Multifibre

Arrangement phase-out decreased from 11,600 euros per ton in 2001 to 9,500 euros per ton

in 2002 for Bangladesh in the European Union, whereas the corresponding decrease for

China in that market was from 13,500 euros to 8,800 euros per ton (European Commission,

2003).  Bangladesh needs to respond to such price-cutting policies of its rivals in order to

remain competitive in the quota-free global market.

(d) Lead time

Lead time refers to the time required for supplying the ordered garment products

after the export order has been received.  In the 1980s, the usual lead time in the garment

industry was 120-150 days for the main garment supplier countries of the world; it has been

reduced to 30-40 days in the current decade.12  However, in this regard the Bangladesh

RMG industry has improved little; for example, the average lead time is 90-120 days for

woven garment firms and 60-80 days for knit garment firms.  In China, the average

lead time is 40-60 days and 50-60 days for woven and knit products respectively; in India, it

is 50-70 days and 60-70 days for the same products respectively.13

Shortening the lead time is the most urgent priority task for Bangladesh.  The best

way is to develop domestic backward linkages with the aim of reducing “production and

distribution” time.14  Such a strategy would contribute to enhancing the deep-level

performance of the industry and would have a positive impact on surface-level

performance.  An alternative solution would be to establish a central or common bonded

warehouse in the private sector for storing raw materials usable in the export-oriented

garment industry, with special incentives such as duty-free import.  While such a solution is

the fastest way to improve surface-level competitiveness by reducing lead time, it carries

the risk of delaying deep-level competitive performance-enhancing initiatives and the

long-term development of the industry.

12 The Daily Star, daily English-language newspaper of Bangladesh, <www.thedailystar.net/>, accessed during

the period 2003-2007.
13 Gherzi Textile Organization, as noted by the Ministry of Commerce, Cambodia (2004).
14 “Production and distribution” time refers to the total time required for the whole process, starting from textile

production to garment shipment.
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4. COMPETITIVENESS OF THE BANGLADESH READY-MADE

GARMENT INDUSTRY:  DEEP LEVEL

While the export-quota system cushioned the Bangladesh RMG industry enabling

it to remain competitive as a prominent garment supplier in international markets until

2004, the phase-out of this system has posed a big challenge for the industry.  The industry

needs to find proper strategies to remain competitive in international markets.  Linkage

expansion, meeting compliance standards, product/market diversification and upgrades, and

reduction of “production and distribution” time are some important strategies for the

industry to improve deep-level competitiveness.

(a) Linkage expansion

Table 3 indicates that the yarn-manufacturing capacity of Bangladesh doubled in

2003/2004 compared with 1999/2000.

Table 3.  Backward linkage expansion of the Bangladesh RMG industry

          Year
1999/00 2000/01 2001/02 2002/03 2003/04

Unit

Production 145 174 192 275 290

Yarn Consumption 488 495 500 525 532

Gap 343 321 308 250 242

Production 1 160 1 180 1 190 1 230 1 260

Fabric Consumption 3 650 3 675 3 690 3 740 3 800

Gap 2 490 2 495 2 500 2 510 2 540

Source: Global Agriculture Information Network (2004).

Note: The period from August to July of the following year is treated as a market year in this table.

Thousand

tons

Million

metres

The consumption-production gap of yarn decreased over time, although actual

consumption increased every year.  The fabric-manufacturing capacity of the country also

increased over time.  Such a trend indicates that the linkage expansion process of the

Bangladesh RMG industry has already started, while the pace of expansion varies from

stage to stage.  Still, many garment manufacturers in Bangladesh are interested in using

imported raw materials instead of using local raw materials owing to price differences.  The

price of RMG inputs supplied by local sources is relatively high.  According to The New

Nation, Bangladeshi businessmen bought yarn at the equivalent of $2.80 per kg on the local

market, whereas Indian businessmen bought the same quality yarn at $2.10 per kg in June

2004.15  Bangladesh is just a price taker in sourcing RMG inputs from external sources,

15 The New Nation, daily English-language newspaper of Bangladesh, <http://nation.ittefaq.com/>, accessed

during the period 2003-2007.
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whereas competitor countries such as India and China have a certain level of influence on

RMG input pricing, as they themselves are prominent textile suppliers in the world market.

Hence, strengthening the linkage expansion is very important for Bangladesh.  Such an

expansion will contribute to higher value addition in the local economy and facilitate the

easy availability of raw materials.  However, radical or overnight expansion of backward

linkage industries is not possible, because it requires huge investments, modern machinery,

a skilled workforce and experienced management.  Therefore, the most important step that

needs to be taken at this moment is to accelerate the existing pace of expansion.

(b) Compliance issues

In addition to speedy supply, the social dimensions of the RMG industry are

getting more attention from consumers, social workers, welfare organizations and

brandname international buyers.  Currently, many international buyers demand compliance

with their “code of conduct” before placing any garment import order.  Although

Bangladesh was able to solve the problem of child labour very successfully in the

mid-1990s, the country’s performance in improving the factory working environment is not

yet satisfactory.  Informal recruitment, low literacy levels, wage discrimination, irregular

payment and short contracts of service are very common practices in the RMG factories in

Bangladesh.  It is true that the country still enjoys some comparative advantage in

manufacturing garment products based on low labour costs.  The average garment-

manufacturing labour cost of Bangladesh was $0.16 per hour in 1993, while the

corresponding figures for India and China were $0.27 and $0.25 respectively in the same

year (Delahanty, 1999).  The corresponding data for 2002 were $0.39, $0.38 and $0.68 for

Bangladesh, India and China respectively (Jassin-O’Rourke Group, 2002).  However, such

advantages cannot be sustained forever nor can they be expected from a humanitarian

perspective.  Labour organizations, social welfare organizations and humanitarian

organizations are raising their voices against such low wages, which are considered labour

exploitation.  Rented factory premises, narrow staircases, low roofs, closed environments,

absence of lunch rooms, unavailability of clean drinking water and no separate toilets or

common rooms for female workers are other concerns in the garment factories of

Bangladesh (Paul-Majumder, 2001).  Bangladesh RMG firms need to deal with these issues

in order to remain competitive in the global market.

(c) Product and market composition

The product and market composition of garments from Bangladesh requires

special attention to ensure the long-term sustainability of the Bangladesh RMG industry as

a prominent supplier in the global market.  The export-quota system diverted the attention

of some international garment suppliers from quantitative expansion to qualitative

improvement of exportable garment products.  China and other competitor countries took

that opportunity, but Bangladesh failed to do likewise.  The country stands far behind in the
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race to upgrade products compared with its rivals.  Bangladesh is still focused on

manufacturing lower-end products, although recently the country has emerged slowly from

being a lower-end producer towards becoming a middle/high-end producer, from being

a simple male-wear producer to become a producer of fashionable female wear.

Strengthening the process of upgrading products is very important for the Bangladesh RMG

industry if it is to enhance its competitiveness.  As with China and other prominent garment

suppliers, Bangladesh needs to address both the qualitative and quantitative expansion of its

RMG industry simultaneously in order to sustain the business in the long run.  The country

needs to be capable of adjusting its manufacturing capacity to frequent changes in customer

demand.  In addition to upgrading products, the country should try to achieve product and

market diversification in order to diversify risks, gain access to new markets/buyers and

increase export volume.

(d) “Production and distribution” time

A shorter “production and distribution” time improves deep-level competitiveness.

A few alternative hypothetical scenarios for the woven RMG industry of Bangladesh are

illustrated in figure 4.16

Scenario 1 indicates the current situation of Bangladesh.  In this stage, the country

has to depend mostly on foreign sources for inputs such as textiles.  For this very reason,

both the lead time and total “production and distribution” time are longer in this case.

Scenario 2 considers the establishment of common bonded warehouses in Bangladesh,

which will play a significant role in reducing lead time.  Such lead-time-cutting initiatives

will improve surface-level competitiveness, but total “production and distribution” time will

not be shortened; rather it may deteriorate further owing to the additional time required for

storing inputs in local warehouses.  Therefore, common bonded warehouses will not create

any positive impact on deep-level competitive performance.

Scenario 3 is the primary stage of establishing a domestic textile industry, which

will reduce both the lead time and total “production and distribution” time compared with

the present situation (scenario 1).  As a result, both surface and deep-level competitiveness

will be improved.  However, the lead time will remain longer at this stage than that of

scenario 2.  The textile firms will produce textiles only after getting an order from garment

16 The figure assumes the absence of a domestic textile industry and this assumption is true generally for the

Bangladesh woven RMG industry.  It considers “time” as the representative tool for measuring deep and

surface-level competitiveness.  In particular, lead time represents surface-level competitiveness and

“production and distribution” time represents deep-level competitiveness.  Under such assumptions, the figure

illustrates the deep and surface-level competitiveness of the Bangladesh woven RMG industry under different

hypothetical scenarios.  Scenario 1 states the present situation.  Scenario 2 states the immediate response of

the industry to the competitive pressures and corresponding impacts.  The more advanced scenarios state the

long-term responses and the impact concerned.
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firms at this stage.  Scenario 4 is the intermediate stage of domestic textile industry

development.  Local textile firms will be able to bear the risk of producing and storing some

basic textile items to supply the garment firms just after getting the demand order.  Such

capability will reduce the lead time and offset the necessity of common bonded warehouses.

Total “production and distribution” time is longer here as it contains the time required

for both the production and storing of textiles.  Even after that, it will not be worse than

the present situation.  Rather, such improvements will increase the local contribution.

Source: Compiled by the author.

Notes: The horizontal axis indicates time (hypothetical).  For a concrete idea about time, the lead time of

scenario 1 may be considered 90-120 days, which is the lead time of the Bangladesh woven RMG industry

(Ministry of Commerce, Cambodia, 2004).

The vertical axis indicates various scenarios.

The arrows indicate the receiving time for export orders.

Figure 4.  Deep and surface-level competitiveness under different scenarios
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More advanced scenarios resulting from the further development of the domestic textile,

garment and infrastructure sectors will contribute to further improvement of both deep and

surface-level competitiveness of the Bangladesh RMG industry.

5. INDIRECT INFLUENCES ON COMPETITIVENESS

The Government of Bangladesh does not play any direct role in the garment

business.  However, the Government helps the industry indirectly by providing some basic

policy support such as back-to-back letters of credit, the duty drawback scheme, bonded

warehouse facility and cash incentives.17  Some other notable initiatives taken by the

Government are the adoption of conducive investment and industrial policies,

encouragement of foreign direct investment, establishment of export processing zones and

organizing trade fairs inside and outside the country.  Encouraging export-led

industrialization is the main objective behind such government initiatives.  The Government

provides the advantage of duty-free raw material imports usable in the manufacturing of

export products to encourage and accelerate such industrialization.  However, proper

monitoring and careful implementation of this duty-free raw material import strategy is

important to protect the illegal infiltration of imported materials into the domestic market.

Such infiltration reduces tax earnings for the Government and hampers the development of

local backward linkage sections.  These two issues are restraining the Government from

coming to any final decision on allowing the duty-free import of raw materials in huge

quantities and storing them in common bonded warehouses for use by export-oriented

garment factories in order to reduce lead time.  Another concern is the proper and on-time

implementation of policies and strategies.  Rules and regulations that exist only on paper

are meaningless if they are not duly and properly implemented.  Bureaucratic complexities,

corruption, political instability and lack of good governance are some areas which the

Government needs to address in order to ensure the proper implementation of its strategies

and policies.  Infrastructure development is another area where the support of the

Government is undeniable in a developing country such as Bangladesh.

6. CONCLUDING REMARKS

The surface-level competitive performance of the Bangladesh RMG industry is

rather good, as indicated by quantitative expansions of its exports to major international

markets over the time period.  Moreover, the industry has already initiated the process of

17 Such policies provided the opportunity for conducting the garment business in a favourable atmosphere.

Back-to-back letters of credit helped the RMG manufacturers to deal with the problems associated with the

availability of credit; the duty drawback system provided the option of getting back the money paid as import

duty on the importation of raw material; the bonded warehouse facility provided the chance to import raw

materials on free of duty payment; and the cash incentive system enabled the garment manufacturers to get

some financial support.  Garment manufacturers are eligible to enjoy such facilities subject to certain

conditions.  For details, see Quddus and Rashid (2000); Centre for Policy Dialogue (2000); and Quasem

(2002).
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enhancing its deep-level competitive performance.  For example, the Bangladesh RMG

industry has achieved some product diversification in both the United States and the

European Union as a garment supplier.  Recently, the industry has achieved some upgrading

of its products in the European Union, but this has not occurred to a significant extent in the

United States.  Some important areas which require more attention to sustain and enhance

deep-level competitiveness of the industry are reduction in “production and distribution”

time, expansion of linkages, compliance with code of conduct of buyers and changes in

product/market composition.  The Government of Bangladesh should also provide more

active policy support.  Figure 5 illustrates a simple competitiveness enhancement model for

the Bangladesh RMG industry.

The most urgent and important task for the Bangladesh RMG industry is

shortening the lead time; otherwise, international buyers may divert their attention towards

other suppliers for the importation of garment products in the current quota-free business

environment.  The best option for Bangladesh is to improve its deep-level competitiveness

by reducing total “production and distribution” time, which will improve surface-level

competitiveness by reducing lead time.  An important precondition for implementing that

strategy is the existence of a strong domestic textile industry.  Bangladesh faces significant

constraints in this regard and hence it is not possible to establish strong backward linkages

overnight.  Therefore, to retain competitiveness in the global market, Bangladesh has to

think of other alternatives.  The establishment of common bonded warehouses in the private

sector for storing raw materials for use in export-oriented garment factories under some

special incentives, such as duty-free imports, could play a significant role in reducing

lead time.  Such a policy runs the risk of delaying the initiatives that are necessary in order

to strengthen deep-level competitiveness.  However, globalization is putting pressure on the

country to accept that risk.  The establishment of common bonded warehouses and the

expansion of backward linkages are two options for the Bangladesh RMG industry.  While

the establishment of common bonded warehouses will improve only surface-level

competitiveness, the latter will improve both surface and deep-level competitiveness.  A

good balance between these options will sustain and enhance Bangladesh’s position in the

world market, and at the same time upgrade the country’s current status of being only an

assembler so that it could become a full-package supplier of garment products.

Second, Bangladesh needs to concentrate on improving the working environment

in factories and address other social issues related to the garment industry.  The RMG firms

in Bangladesh have been facing immense pressures from international buyers for

compliance with their codes of conduct.  In contrast, the big buyers are interested in

continuing and expanding their business with Bangladesh if shorter lead time and

compliance standards can be met.  Therefore, Bangladesh should address these two issues

very carefully and immediately, which are the least conditions necessary to survive the

competition.
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Figure 5.  Competitiveness enhancement model for the Bangladesh ready-made

garment industry

Source:  Compiled by the author.
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Product upgrading and diversification and market diversification are the next

priority tasks for Bangladesh in order to diversify risks and to increase its market share.

Bangladesh needs to expand its capacity for manufacturing high quality, high-priced

garment products.  Manufacturing simple shirts or T-shirts will not enable the country to

remain internationally competitive in the long run.  Thus, the product diversification and

upgrading processes need to be accelerated.  Bangladesh also needs to diversify its markets

to include Japan, Australia and other important international markets.

Moreover, the Government of Bangladesh needs to strengthen its support for the

development of port and other physical infrastructure, for smooth utility supply, improved

security systems, the attainment of a corruption-free business environment and political

stability.  Such steps will contribute to reducing the lead time while building the confidence

of international buyers.
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Annex

Table A1.  List of categories for figures 1 to 3

Category Item Category Item

218 Fabrics of yarns of different colours

219 Duck fabric

222 Knit fabric

224 Pile/tufted fabric

229 Special purpose fabric

237 Playsuits, sun suits, etc.

239 Baby garments

313 Cotton sheeting fabric

315 Cotton print cloth fabric

317 Cotton twill fabric

331 Cotton gloves and mittens

333 Cotton suit-type coats, MB

334 Cotton other coats, MB

335 Cotton coats, WG

336 Cotton dresses

338 Cotton knit shirts, MB

339 Cotton knit shirts and blouses, WG

340 Cotton non-knit shirts, MB

341 Cotton non-knit shirts and blouses,

WG

342 Cotton skirts

345 Cotton sweaters

347 Cotton trousers/breeches/shorts, MB

348 Cotton trousers/slacks/shorts, WG

349 Cotton brassieres and other body

support garments

350 Cotton dressing gowns, robes, etc.

351 Cotton nightwear and pajamas

352 Cotton undergarments

359 Miscellaneous cotton apparel

360 Cotton pillow cases

361 Cotton sheets

362 Cotton bedspreads and quilt

363 Cotton terry/other pile towels

369 Miscellaneous cotton manufactures

433 Wool suit-type coats, MB

434 Wool other coats, MB

435 Wool coats, WG

438 Wool knit shirts and blouses

443 Wool suits, MB

445 Wool sweaters, MB

446 Wool sweater, WG

447 Wool trousers/breeches/shorts, MB

448 Wool slacks/breeches/shorts, WG

459 Miscellaneous wool apparel

465 Wool floor coverings

620 Other synthetic filament fabric

631 MMF gloves and mittens

632 MMF hosiery

634 MMF other coats, MB

635 MMF coats, WG

636 MMF dresses

638 MMF knit shirts, MB

639 MMF knit shirts and blouses, WG

640 MMF non-knit shirts, MB

641 MMF non-knit shirts and blouses,

WG

642 MMF skirts

644 MMF suits, WG

646 MMF sweaters, WG

647 MMF trousers/breeches/shorts, MB

648 MMF slacks/breeches/shorts, WG

649 MMF brassieres and other body

support garments

650 MMF dressing gowns, robes, etc.

651 MMF nightwear and pajamas

652 MMF undergarments

653 MMF down-filled coats, MB

654 MMF down-filled coats, WG

659 Miscellaneous MMF apparel

665 MMF floor coverings

666 MMF other furnishings

669 Miscellaneous MMF manufactures

670 MMF flat goods/handbags/luggage

735 Silk coats, WG

736 Silk dresses

738 Silk knit shirts, MB

739 Silk knit shirts and blouses, WG

740 Silk non-knit shirts, MB

741 Silk non-knit shirts and blouses, WG
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Table A1.  (continued)

Category Item Category Item

742 Silk skirts

748 Silk trousers/breeches/shorts, WG

758 Silk neckwear

759 Other silk apparel

835 S/V blend coats, WG

836 S/V blend dresses

838 S/V blend knit shirts and blouses

840 S/V blend non-knit shirts and blouses

842 S/V blend skirts

845 Vegetable blend sweaters

847 S/V blend trousers/breeches/shorts,

MB

859 Miscellaneous silk/non-cotton

vegetable apparel

870 S/V blend luggage

899 Miscellaneous S/V blend

manufactures

Source: Office of Textiles and Apparel, United States Department of Commerce.

Abbreviations: MMF: man-made fibre;  S/V: silk and vegetable;  MB: man and boy;  WG: woman and girl.

Table A2.  List of 29 categories integrated on 1 January 2002

Category Item Category Item

239 Baby garments

330 Cotton handkerchiefs

349 Cotton brassieres and other body

support garments

350 Cotton dressing gowns, robes, etc.

431 Wool gloves and mittens

432 Wool hosiery

459 Miscellaneous wool apparel

630 MMF handkerchiefs

631 MMF gloves and mittens

632 MMF hosiery

649 MMF brassieres and other body

support garments

650 MMF robes, dressing gowns, etc.

653 MMF down-filled coats, MB

654 MMF down-filled coats, WG

831 S/V blend gloves

833 S/V blend suit-type coats, MB

834 Miscellaneous S/V blend coats, MB

835 S/V blend coats, WG

836 S/V blend dresses

838 S/V blend knit shirts and blouses

839 S/V blend baby garments

840 S/V blend non-knit shirts and blouses

842 S/V blend skirts

843 S/V blend suits, MB

844 S/V blend suits, WG

847 S/V blend trousers/breeches/shorts,

MB

851 S/V blend nightwear and pajamas

858 S/V blend neckwear

859 Miscellaneous silk/non-cotton

vegetable apparel

Source: Office of Textiles and Apparel, United States Department of Commerce.

Abbreviations: MMF: man-made fibre;  S/V: silk and vegetable;  MB: man and boy;  WG: woman and girl.
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ABSTRACT

T
he post-Multifibre Arrangement (MFA) trade regime in textile and apparel

appears to be emerging in ways which are quite different from what had

been widely anticipated before the termination of the Agreement on Textiles and

Clothing (ATC).  Since the end of ATC, there has been a growing and spreading set of

trade restrictions targeted primarily at China, the largest shipper of textiles and

apparel, through a series of agreements that are termed China containment

agreements.  The evolution of these agreements and their behavioural responses are

discussed before parallels are drawn to the behavioural responses to the older MFA.  It

is argued that the potential exists for these restrictions to prolong and grow as well as

spread to other products through the product-specific safeguards mechanism included

in the accession of China to the WTO accord.

1. INTRODUCTION

For 33 years following the negotiation of a one-year short-term agreement on

cotton textiles by the United States with Japan and four other Asian suppliers, the global

trading system generated a spreading entanglement of trade restrictions on textile and
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apparel exports from developing countries, the main purpose of which was to slow the

adjustments in the labour markets of countries belonging to the Organisation for Economic

Co-operation and Development (OECD) from expanding their imports.  The resulting MFA

of 1974 oversaw export growth rate quotas in OECD markets for an ever-expanding group

of developing country suppliers.  From MFA1 to MFA4, country and product coverage

expanded as did the rules to deal with transshipment and other responses to quotas.  A wider

range of unintended effects of the quota regime emerged, including quota-hopping foreign

investment, the upgrading of quality and the distorting effects of internal quota allocation

schemes within exporting countries, among others.

MFA was finally dismantled at the end of 2004, after a 10-year implementation

period following the ATC, which was concluded as part of the Uruguay round in 1994.

Much speculation had surrounded what its demise might bring, ranging from the extensive

use of anti-dumping duties in developed countries to negotiated market-sharing agreements

for exporters in each key import market, following the precedents set for steel imports in

the 1980s.

Here we argue that the post-MFA regime seems to be emerging in ways which are

quite different from what had been widely anticipated.  While there has been some increase

in the use of anti-dumping measures in the textile and apparel area, a new and unanticipated

twist has been a growing and spreading set of trade restrictions in the area primarily

targeted at China, the largest shipper.  We term these “China containment agreements”; each

has been implemented under the WTO accession agreements of China in 2001.  Under those

agreements China agrees to the use of import measures which constrain import surges until

2013.  For now these involve higher growth-rate quotas than the MFA quotas they replace,

but their product coverage is in some cases more restrictive and the number of countries

using them against China is growing.

After the termination of MFA, exports of clothing initially surged substantially to

European Union market, and especially to those of the United States.  The largest

percentage and absolute surges came from China.  By late summer of 2005, the United

States, in responding to pressures from domestic producers, used the threat of import bans

to force China to accept new growth-rate quotas.  While these were at rates higher than the

MFA quotas and covered fewer products, they were still restrictive and significantly slowed

further trade growth.  Early autumn 2005 saw similar measures agreed between the

European Union and China, and the list has since grown to include other importers such as

Brazil, Canada, Mexico, Peru and Turkey.  The European Union-China arrangement has

become complicated owing to the impounding of Chinese imports that exceed quotas, and

the counting of imports later released from warehouses against quotas for later years.

We argue that already there has seemingly been a behavioural response to these

quota regimes reminiscent of what MFA produced.  The difference is that, instead of
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a world divided by a quota wall between developed and developing countries, the quota

wall now surrounds the largest shipper.  Thus, transshipment is an issue, with the export of

cashmere sweaters for example from China to Romania having increased by over 600 per

cent in a year; such products have been shipped under weakly administered Romanian

quotas for transshipment into the European Union.  Quotas are allocated within China

according to a pricing scheme, and fear of bogus quotas forces Chinese shippers to ship

very quickly.  The quota of China for the European Union in 2006 was nearly fully used by

mid-summer, a situation that seems likely to be repeated in 2007.  Quota-hopping foreign

investment by Chinese enterprises (again) to Romania for effective shipment to the

European Union is also evident.  In short, many of the responses to the forerunner MFA

now present themselves, but in a transformed guise.

The spread of these arrangements is seemingly restricted by the WTO process

itself, but countries undergoing or having completed WTO accession, such as Viet Nam,

which is still subject to restraint, seem likely to follow a similar course if their shipments

grow.

In what follows, we first briefly set out the prior MFA arrangements and their

effects before moving on to detail the evolution of the containment agreements involving

China, as well as the more recent developments involving the United States and the

European Union.  We then document the available evidence with regard to the behavioural

responses generated thus far and then draw parallels to the behavioural responses to the

older MFA.  We conclude with some speculation on where this emerging system is headed;

whether or not it can expand further; whether it can become increasingly restrictive;

whether it can spread to non-clothing product categories; and what might happen after 2012

when accession restraints on China terminate.

2. THE MULTIFIBRE ARRANGEMENT AND ITS BEHAVIOURAL

RESPONSES

The global quota system in textiles and apparel emerged from the short and

long-term arrangements regarding international trade in cotton textiles, initially negotiated

under the auspices of the General Agreement on Tariffs and Trade (GATT) in 1962.  Those

agreements were extended to materials other than cotton in 1974, and became known as the

Multifibre Arrangement.  Under MFA, quota limitations on import growth rates apply by

product and between pairs of importing and exporting countries over a five-year period.  A

sequence of MFA country-to-country negotiations took place under a broad umbrella

framework, and the various MFA agreements followed sequentially as MFA1, MFA2,

MFA3 and MFA4.  The structure of MFA and its predecessors was aimed primarily at

giving developed countries time to adjust to the competition from the imports from

developing countries.  These arrangements protected producers in advanced countries

against competition from producers in developing countries.
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Central to MFA were a series of bilateral agreements between larger developed-

country importers, such as the United States and countries in the European Union, and

developing-country exporters with potentially rapidly growing exports in the sector, such as

Bangladesh, China and India.  Importantly, MFA did not apply to trade among developed

countries.  The number of United States bilateral export restraint agreements grew from

a single agreement with Japan in 1962 to agreements with 30 countries by 1972 and 40 by

1994.  Agreements covered trade in as many as 105 categories of textiles and clothing, with

new categories progressively added to the agreements.

After 30 years, agreement was reached to phase out MFA through ATC, which had

been concluded as part of the Uruguay round negotiations.  ATC ended MFA through

a phase-out plan eliminating quotas.  The timetable for phasing out MFA was in four stages

over 10 years beginning in January 1995; the plan contained two elements calling for:

(a) the integration of products into the global trading system and (b) the progressive raising

of growth rates in quotas.  Many view ATC as operating in the interests of developing

countries, since it is supposed to increase their access to the previously protected markets of

advanced countries.

As ATC designated a phased-in integration of a percentage of all textile and

apparel imports (not of the imports previously restricted by specific MFA quotas),

importing countries such as the United States integrated products that were not restricted in

the first place during the phase.  ATC also allowed developed country producers to use

special safeguard measures, under certain conditions permitting developed countries to

introduce new trade restrictions if they believed liberalized imports posed a significant

threat to their domestic industry.  Within a few months of the ATC being signed, the United

States initiated 24 special safeguard actions against 14 WTO members.  Finally, quota and

quota growth rates against the potentially more rapidly growing exporters were already

close to zero, so that a percentage increase in the growth-rate quota had no effect.  These

and other elements of the phase effectively delayed the termination of MFA until the end of

January 2005.

The MFA quota regime had many unintended and trade-distorting effects.  A

byproduct of MFA was quota-hopping foreign investment.  This phenomenon involves

“moving production away from newly constrained to temporarily unconstrained countries

and inefficiently proliferating clothing industries in more countries than would have been

the case in the absence of the MFA” (Whalley, 2006).  Quota-hopping foreign investment

was heavily directed to export processing zones in many developing countries in South

Asia, Africa and Latin America.  Many East Asian economies heavily invested in textile and

clothing plants in such zones outside of East Asia.  Firms from countries which had

exhausted their quotas, in searching for countries that had not, opted for investments in the

countries which still had quotas in order to benefit from those quotas.  Textile and clothing

firms from China and Taiwan Province of China, Malaysia and other Asian economies with
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exhausted export quantities at home moved to South Asia (Kelegama, 2005), sub-Saharan

Africa (Traub-Merz, 2006) and Latin and Central America in order to capture additional

quota access in the protected markets of the United States and the European Union.  The

precise contribution of Asian companies to the textile and clothing exports of South Asia

and Africa is undocumented, but it is thought to be substantial, though varied.

Diverse internal quota allocation schemes also evolved in exporting developing

countries over the years under MFA.  These schemes included various eligibility criteria

and the categorization of quotas (see Trela and Whalley, 1995).  Each country’s allocated

quotas were divided into categories within the country, such as open and closed, or basic

and residual quotas.  The main categories involved basic or closed quotas.  In most cases,

past export performance was used to determine the recipients of basic or closed quotas;

various criteria were used to distribute open or residual quotas among existing quota

holders and new quota applicants.  Categories of quota and eligibility criteria differed from

country to country, but generated additional distorting effects with countries.

The quota regime promoted the transshipment of clothing in order to either falsely

claim origin from a country with an unused quota or to allow for residual upgrading (adding

buttons to shirts, for example).  Although difficult to document, transshipment from China

to United States markets is claimed to have amounted to imports worth about $2 billion

annually.  Moreover, Chinese textile exports worth $10 billion were found to be not

officially accounted for (Mastel, 2000).  This situation occurred despite the existence of

a series of measures to prevent circumvention, such as frequent factory visits, inspection of

factory and other records, bond requirements for textile and clothing imports, and special

certificates of origin from certain exporting countries that contained information about

production capacity, machinery installed, number of workers employed and production

records.

Another unintended effect of the MFA quota regime was quality upgrading (Goto,

1989).  According to Cline (1987), the real value of imports grew more slowly than the

physical volume prior to MFA, while the real value of imports grew considerably in the

early years of MFA (1972-1977).  Evans and Harrigan (2004), relying on unit prices as

a proxy for quality upgrading, showed that the MFA quotas resulted in quality upgrading.

Extending the study of Evans and Harrigan (2004), Khandelwal (2005), taking into account

both vertical and horizontal product differentiation and using quality estimates, showed that

MFA product quality improved faster in developing countries than in non-bound countries.

Harrigan and Barrows (2006) provided evidence that MFA quotas resulted in quality

upgrading, based on the “exact price index” developed by Feenstra (1994) in order to

overcome some of the shortcomings in using unit values to measure quality change.  They

showed that the prices of United States textile and clothing imports from all exporters fell

significantly in quota-constrained categories following the expiry of ATC.  The prices of

Chinese goods subsequantly fell by 38 per cent; however, the quality of those goods also

declined by 11 per cent.
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The transfer of quota rents to exporting developing countries under MFA has also

been debated.  Many argue that the MFA regime has transferred significant amounts of

quota rents to developing countries.  Most studies assume that quota rent is transferred to

developing countries because the MFA quota is administered by the exporting countries.

Some studies have suggested that large quota rents have been transferred.  Tarr and Morkre

(1984) reported that the rent transferred to Hong Kong, China, as a result of United States

restrictions, amounted to $218.2 million.  Hamilton (1986) estimated the size of transferred

quota rents by the price of auctioned quota rights; the quota rent transfers were found to be

large.  Pelzman (1988) estimated the tariff equivalents of quota rents of textiles and apparel

and found large quota rent transfers from the United States to Hong Kong, China.

However, others have suggested that transferred quota rents are quantitatively small

(Balassa and Michalopoulos, 1985).

3. THE CHINA CONTAINMENT AGREEMENTS AND THEIR

EVOLUTION

(a) The China containment agreements and the accession of China to

WTO

The new restraints on textile and apparel exports against China, which we term the

China containment agreements, stem from the terms of the accession of China to WTO in

2001.  Almost 20 years had elapsed from the date that China was first granted observer

status under GATT; no other country acceding to WTO had been asked to make as many

concessions as China had as the price it had to pay for accession.  China agreed to the tough

accession terms seemingly to get WTO membership as a mechanism for speeding domestic

policy reform, which enabled reformers to cite international agreements as a way of

countering anti-reform domestic political pressures.  Under the terms of that country’s WTO

accession protocol, China had to accept a series of provisions relating to textiles and clothing

(World Trade Organization, 2001).  The following points were included in that regard:

(a) The accession agreement incorporated continuation of the provisions of ATC

signed in 1995, under which the MFA restrictions were to be phased out by 1 January 2005.

The special safeguard mechanism, included in the United States-China agreement on the

accession of China to WTO, is aimed at preventing a surge of imports from China; it was to

remain in effect until 31 December 2008.  In effect, the MFA safeguard restrictions

remained in place against China even though MFA had been abolished;

(b) Product-specific safeguards, which allowed for restrictions to prevent market

disruption caused by any specific products, were to remain in force for 12 years after the

accession of China, i.e., to 2013.  The determination of market disruption and resulting

actions according to this provision is both unilateral and bilateral.  In the case of market

disruption (actual or potential), the WTO member affected can request consultations with
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China to seek a mutually beneficial solution.  If consultations do not lead to an agreement

between China and the WTO member affected within 60 days of receipt of the request, the

WTO member is free to impose unilateral restraints.  The protocol for the accession of

China states the following:

[I]n determining if market disruption exists, the affected WTO Member

shall consider objective factors, including the volume of exports, the

effect of imports on prices for like or directly competitive articles, and

the effect of such imports on the domestic industry producing like or

directly competitive products.

Prior to taking unilateral actions, the WTO member has to provide public notice to

all parties concerned.  A WTO member can apply a measure pursuant to this provision only

for such period of time as may be necessary to prevent or remedy the market disruption.  In

critical circumstances, where delay would cause irreparable damage, the affected WTO

member can take provisional safeguard actions and make a request for consultation with

China;

(c) The accord also allowed importing countries to treat China as a “non-market

economy” in anti-dumping and countervailing cases for 15 years after the accession of

China, a provision going far beyond textiles and apparel, and the source of subsequent

Chinese activity to reverse it.  This provision allows discriminatory treatment in the case of

countries such as China that have a complete or substantially complete government

monopoly over international trade and where all domestic prices are fixed by the State.

Authorities administering anti-dumping legislation and investigations can take advantage of

this provision to reject information provided on costs and prices in China.

Many initial assessments of the accession of China to WTO predicted a win-win

situation for both China and the rest of the world, suggesting that China stood to benefit

greatly from tariff reductions after WTO accession (Zhang, 2000).  It has also been

suggested that China would be able to export textiles and clothing without having to be

concerned about quotas when ATC terminated in 2004 (Zhong and Yang, 2000).  However,

this was not what occurred after accession.

During the past six years, China has been involved in a large number of trade

disputes.  After the accession of China to WTO, a large number of WTO anti-dumping suits

have been filed against China.  In 2002, 540 suits covering 4,000 products involving

33 countries were filed against China.  In 2005, of the 105 new cases, 23 of them involved

China; in 2006, of 87 new suits, 32 were filed against China.  During the period 2005-2006,

anti-dumping cases against China increased by 37.5 per cent compared with the previous

one-year period.1  Products exported from China continued to be the most frequent subject

1 See <www.wto.org/> for further information.
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of new measures.  Yeung and Mok (2004) suggested that the terms of accession to

WTO created a difficult situation for China as it had to cope with tough anti-dumping

measures contemplated or imposed by importers.  These measures are easier to obtain

against a non-market than market economy.

(b) The structure of the China containment agreements

It is in the post-accession period that there has been a spread in new quota

protection against China with regard to textile and clothing exports in contrast to what had

been anticipated prior to the termination of ATC.  This spread is what we term China

containment agreements.  The post-WTO accession situation has evolved, with that

country’s textile and clothing sector still operating in an era somewhat similar to that of the

old MFA era, with a new set of export quota restrictions focused bilaterally on China.

These began with trade surges to both United States and European Union markets following

the termination of MFA at the end of 2004.

The events leading to an initial United States agreement with China on textiles and

apparel, which had been concluded in the autumn of 2005, began unfolding in April 2005.2

In accordance with the terms of the accession of China to WTO, on 4 April 2005, the United

States Committee for the Implementation of Textile Agreements (CITA) initiated safeguard

proceedings on several product categories in order to determine whether imports of apparel

products of Chinese origin were contributing to disruption in the United States market

following several requests by domestic firms.  Requestors asked CITA to limit the import of

12 apparel and textile products from China in accordance with the WTO accession protocol

of China.  Accordingly, CITA determined on 13 May 2005 that the United States market for

cotton knit shirts and blouses, cotton trousers, and cotton and man-made fibre underwear

was being disrupted and that there was a threat of further disruption.  CITA also determined

that imports from China in these categories played a significant role in actual or threatened

market disruption.  There were also other cases pending before CITA at that time.  Before

taking unilateral safeguard actions, CITA requested consultations with China in order to

ease or avoid market disruption in a mutually beneficial manner.

After repeated negotiation through the summer and early autumn, the United

States and China signed the Memorandum of Understanding Concerning Trade in Textile

and Apparel Products on 8 November 2005.  It limited textile and clothing exports from

China to the United States over the three-year period 2006-2008 in accordance with the

WTO accession protocol of China under the continuing special safeguard MFA

arrangements.  The quota allocation and growth rates under the agreement are reported in

table 1.  In 2004, the last year of the MFA/ATC quota regime, exports from China to the

United States were restricted by specific quotas on 82 textile and clothing products.  The

new agreement reimposed quotas on 34 product categories, although some of these

2 See <www.commerce.gov/> for further information.
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Table 1.  Quota limits for the period 2006-2008 under the 2005 United States-China

Bilateral Textile and Apparel Agreement

Preexisting 2004 or New agreed Projected Projected

2004 2005 limits growth growth

Product description Unit Multifibre unilateral 2006 rate for rate for

Arrangement restrictions 2007 2008

quota (%) (%)

Sewing thread/combed cotton yarn Kg 3 374 340 2 417 962 7 529 582 15.0 17

Knit fabric Kg Group limit* 9 664 477 15 966 487 15.0 17

Special purpose fabric Kg Group limit* – 33 162 019 16.0 17

Hosiery, including baby socks – T Dozen pairs Group limit* 42 433 990 64 386 841 14.87 15

Sublimit – hosiery, baby socks – B Dozen pairs Group limit* – 61 146 461 15.0 15

Cotton knit shirts Dozen 2 403 363 7 699 560 20 822 111 12.5 15

MB woven shirts, cotton and MMF Dozen 2 256 733 3 688 543 6 743 644 12.5 15

Sweaters, cotton and MMF Dozen – 965 382 8 179 211 12.5 16

Cotton trousers Dozen 2 374 254 7 104 632 19 666 049 12.5 15

Brassieres Dozen 1 016 010 21 589 056 22 785 906 12.5 15

Underwear Dozen 5 025 473 8 286 796 18 948 937 12.5 15

Swimwear Kg 722 298 – 4 590 626 12.5 16

Towels Number 23 593 436 – 103 316 873 12.5 16

Window blinds/shades Kg 546 069 – 964 014 12.5 17

Wool suits MB Number 132 818 – 1 346 082 12.5 16

Wool trousers MB Dozen 72 717 – 215 004 12.5 16

Polyester filament fabric Sq metre Group limit* – 55 308 506 12.5 16

Other synthetic filament fabric Sq metre Group limit* 36 583 997 80 197 248 12.5 15

Glassfibre fabric Sq metre Group limit* – 32 265 013 15.0 17

Knit shirts MMF Dozen 2 583 505 4 740 638 8 060 063 12.5 15

Trousers MMF Dozen 2 855 238 4 434 463 7 960 355 12.5 15

Trousers, silk, other vegetable fibres Dozen 1 284 980 – 17 647 255 12.5 16

Source: International Textiles and Clothing Bureau, Geneva, <www.itcb.org>.

Note: * These categories were under group limits, each group covering a range of textile and clothing

categories including these.

Abbreviations: T = Textile;  B = Babywear;  MB = man and boy;  MMF = man-made fibres.

categories are only partially covered by restrictions under the new agreement.  Major import

products (shirts, trousers and underwear) are all covered by the new restrictions.  Apart

from the 34 product categories, the United States agreed not to apply any restrictions on

ATC products that had been integrated into the normal GATT rules before the start of the

third stage of integration.  The United States also agreed to exercise restraint in the

application of any further restrictions with respect to all other products.  The new

restrictions on these 34 product categories were set in place for each of the three years,

2006, 2007 and 2008.
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Table 1 indicates the quotas for the relevant products in 2004, the year

immediately preceding the expiry of all quotas under ATC, and in 2006, and the projected

growth rates for 2007 and 2008.  The growth rates under the new agreement for 2007 and

2008 are much higher than under MFA.  The rates of growth in the quotas of China under

ATC for the respective products ranged from a low of 0.26 per cent to the maximum of

3.86 per cent, which would govern quota limits in 2007 and 2008 through agreed growth

rates.  The agreed limits on quotas under the United States-China agreement for 2006 were

sharply quantitatively lower than the restrictions imposed unilaterally by the United States

during the period 2004-2005 in some cases, and sharply higher in others.  A major

reallocation of quotas by product category was thus achieved through negotiation.

The European Union-China situation differed from that involving the United

States.  China and the European Union initially signed a bilateral agreement on 10 June

2005, providing for the imposition of the new restrictions only up to the end of 2007, with

the European Union agreeing to exercise restraint in applying any restrictions in 2008.  Data

on imports in the post-ATC period showed a spurt in shipments of textile and clothing

products from China to both the European Union and the United States.  The European

Union-China agreement provides for the reimposition of quotas for the three-year period

2005-2007 on 10 product categories.  It also agreed to a similar restraint on putting any

further product categories under quota limits.

A large inventory build-up occurred after the European Union-China agreement

was signed on 10 June 2005.  The quotas imposed under the agreement led to the

impounding of garments worth $52 million, and a trading loss of $200 million for European

importers and distributors.3  During the ensuing period, the European Association of

Fashions Retailers appealed for an immediate solution.  It was predicted that the large

inventory accumulation in European customs warehouses would trigger a “serious

shortage” of merchandise during the peak Christmas season in 2005 if the European Union

and China did not sign a new agreement.

As a result, the European Union and China signed a new deal on 5 September

2005 permitting the release of nearly 80 million pieces of imported Chinese clothing that

had been impounded at European Union borders, thus ending an episode dubbed by the

media an “bra-wars”.  The agreement, approved by the States members of the European

Union on 7 September 2005, increased the quantity of Chinese textile exports allowed into

the European Union in 2005 and amended the terms of the 10 June 2005 agreement that

limited 10 types of Chinese textile exports to the European Union to annual increases of no

more than 8 to 12.5 per cent over the ensuing three years.  The impounded clothes, most of

them ordered before the import restrictions were imposed, were held in European Union

ports after the quotas agreed in June were filled.  Under the new agreement, the import

3 See <www.emergingtextiles.com/> for further information.
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quotas for 2005 were increased to allow the release of the blocked merchandise.  However,

China agreed to let half of this increase be counted against the import quotas for 2006,

while the European Union agreed to allow the rest to be imported over and above the

previously agreed quantities.  This was to trigger further problems in 2006 and emerging

problems in 2007.

Shipments from China to the European Union surged in 2005, with European

Union quota fill rates in most categories reaching 90 per cent within the first nine months of

2006 (see table 3).  Licences were also used rapidly by China in the first two months of

2007.  This phenomenon of quota-rushing reflects both reduced 2006 quotas and the fear

that either a new restriction might be applied or that bogus quotas claimed by other shippers

would increase the risk of quantitative limits being exceeded.  In 2006, the quotas of China

for exports to the United States were exhausted, while the United States-China quota

fill rates began to grow in the first two months of 2007.  In the first two months of 2007,

fill rates were higher for the United States quota compared with the same period in 2006

(see table 3).

The European Union and the United States textile agreements with China set the

precedent for a range of other countries importing textiles and apparel either to introduce or

contemplate trade restrictions against China on apparel imports in accordance with the

Table 2.  The European Union-China agreement:  quota and exports,

as of 15 February 2007

Quotas Quotas Quotas used Filled by

Product description Unit
(1 January- (1 January- (1 January- 15 February

31 December 31 December 15 February 2007

2006) 2007)  2007) (%)

Cotton fabrics Kg 61 948 000 69 692 000 2 993 223 4.24

T-shirts Piece 540 204 000 594 000 000 35 928 277 6.03

Children’s sublimit Piece 45 017 000 49 518 000 3 060 822 6.17

Pullovers Piece 189 719 000 220 000 000 13 399 923 6.09

Men’s trousers Piece 338 923 000 383 000 000 32 726 040 8.42

Blouses Piece 80 493 000 88 543 000 9 028 010 9.94

Bed linen Kg 15 795 000 17 770 000 916 761 4.95

Dresses Piece 27 001 000 29 701 000 4 318 290 14.52

Brassieres Piece 219 882 000 248 000 000 19 598 439 7.83

Table and kitchen linen Kg 12 349 000 13 892 000 386 786 2.60

Flax or ramie yarn Kg 4 740 000 5 214 000 333 890 6.24

Source: China Bast and Leaf Fibers Textile Association, Zhejiang, China, <www.chinalinen.cn/e_article_

1167.html>.
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Table 3.  The European Union-China and the United States-China

quota fill rates in 2006 and 2007

(Volume in kg and pieces)

European Union

31 Dec

31 Dec 31 Dec 15 Jan 15 Jan 15 Jan 15 Jan

2006

2006 fill 2006 2007 2007 2007 2007

Description Unit
rate quota cleared licensed fill rate quota

in the use in in the in in the use in

European China European China European China

Union (%) Union Union (%)

Cotton fabrics Kg 44 620 723 72.03 83.32 3 013 2 123 608 0.00 3.05

Knit shirts/T-shirts Pieces 374 237 206 69.28 84.80 867 726 28 747 900 0.15 4.84

Sublimit children Pieces 34 441 650 76.51 89.98 62 673 3 081 350 0.13 6.22

Pullovers Pieces 176 840 597 93.21 92.12 785 411 10 741 868 0.36 4.89

Trousers Pieces 285 057 623 84.00 97.18 702 092 23 904 234 0.18 6.24

WG shirts Pieces 72 157 202 89.64 98.17 313 077 6 491 111 0.35 7.33

Bed linen Kg 10 879 439 68.88 81.96 82 779 8 073 0.47 0.05

WG dresses Pieces 23 679 846 87.70 97.92 156 188 3 281 212 0.53 11.05

Brassieres Pieces 183 564 430 83.48 93.92 1 621 369 16 569 159 0.65 6.67

Woven table linen Kg 6 170 382 49.97 63.25 13 168 288 572 0.09 2.08

Flax yarn Kg 4 400 583 92.84 98.15 0 309 826 0.00 5.94

United States

15 Mar 2006 15 Feb 2007 15 Mar 2007

Unit quota fill rate quota fill rate quota fill rate

(%) (%) (%)

Cotton yarn Kg 1.79 0.74 1.84

Knit fabrics Kg 6.29 2.40 8.26

Special purpose fabrics Kg 2.41 0.91 2.22

Socks Dozen pairs 13.91 3.89 10.23

Cotton knit shirts Dozen 4.56 9.90 19.18

MB woven shirts Dozen 7.86 4.17 9.81

Cotton trousers Dozen 7.21 13.07 24.33

Brassieres Dozen 4.90 4.39 10.96

Underwear Dozen 4.73 4.33 11.38

Swimwear Kg 9.48 8.13 17.92

Cotton terry towels Number 7.05 4.60 12.33

Wool suits Number 4.90 2.55 9.81

Wool trousers Dozen 4.99 4.75 10.90

Polyfilament fabrics Sq metre 0.90 1.17 2.84

Other synthetic filament fabrics Sq metre 1.43 0.69 1.68

Glass-fibre fabrics Sq metre 1.98 0.64 2.90

Man-made fibre knit shirts Dozen 5.50 6.26 11.97

Sweaters Dozen 1.13 1.93 3.02

Man-made fibre  trousers Dozen 9.01 6.14 13.18

Other man-made fibre furnishing Kg 1.67 0.00 6.37

Silk and vegetable trousers Dozen 9.06 4.43 9.90

Source: <www.emergingtextiles.com>.

Abbreviations:  WG = woman and girl;  MB = man and boy.
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Table 4.  Emerging textile and clothing trade restrictions

against China, 2005-2007

Country/area
Date agreement

Main features
signed

United States 9 November 2005 Quota imposed on 34 product categories for three years,

effective from 2005 to 2008.

European Union 5 June 2005 Quota imposed on 10 product categories, effective until

2008.

10 September 2005 The agreement of June 2005 was amended to include

more product categories and to alter quota growth rates.

South Africa 19 June 2006 Agree to limit Chinese export of 31 product categories

until 2008.

Brazil 9 February 2006 Quota and tariff restrictions on 8 categories of products

covering 70 customs items, effective until 2008.

Turkey – After Turkey threatened to impose sanctions on the

imports of apparel from China, China announced on

12 December 2006 that it was imposing voluntary export

tariffs on 6 product categories covering 148 customs

items.

Canada – In February 2007, the Parliament of Canada debated

a motion that would have required the Government to

limit the growth of textile and apparel imports from

China to 7.5 per cent or less.

Mexico – Textiles and apparel from Mexico suffered in developed

country markets due to the export of similar products

from China.  As a result, Mexico considered imposing

sanctions; negotiations are currently under way.

Peru – Peru imposed restrictions on Chinese textile and apparel

imports, and negotiations are ongoing.

WTO accession protocol of China, which resulted in more agreements.  Such arrangements

have varied case by case (see table 4).  Negotiated agreements were concluded with South

Africa in June 2006 and Brazil in February 2006.  Turkey has threatened unilateral action

and China has unilaterally announced voluntary restraints.  In Canada, Mexico and Peru,

trade measures are being debated and in Mexico and Peru negotiations are under way.  Just

as the Multifibre Arrangement spread through quota-hopping investment, the containment

of Chinese exports now is spreading to ever more countries.

(c) Restraints on other countries

Viet Nam is an interesting case, where emerging restraints seem less severe than

those against China.  Viet Nam has become a competitor with China since 2004, especially
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in the categories of man-made fibres.  The accession of Viet Nam to WTO on 11 January

2007 has also resulted in increased competition with China, since developed countries

agreed to eliminate textile and apparel quotas from Vietnamese exports upon the country’s

accession to WTO.  Prior to its accession, there was much speculation that the WTO

accession agreement of Viet Nam would also include the same safeguard provisions that the

WTO accession accord of China included, and some civil society organizations such as

Oxfam raised objections to such provisions.4  The WTO accession accord of Viet Nam does

not include the same special provisions included in the WTO accession agreement of China

despite the heavy pressure applied by domestic industry groups in the United States;

however, it does contain some trade-restricting elements.  The accession protocol considers

Viet Nam as a non-market economy for 12 years after accession with regard to

anti-dumping and countervailing cases.  A special safeguard provision is included in the

bilateral agreements of the WTO accession of Viet Nam.  The United States-Viet Nam

agreement on the WTO accession of Viet Nam provides that, if the United States receives

information indicating that a prohibited subsidy still exists in the textile and apparel sector,

it will request consultations with Viet Nam.  If there is no resolution of the issue during

a 60-day consultation period, a third party arbitrator, acting under article 25 of the WTO

Dispute Settlement Understanding,5  will be charged with determining, within 120 days,

whether the measure is a prohibited subsidy.  If the arbitrator makes an affirmative

determination or fails to decide within 120 days, the United States will be entitled to

immediately reimpose all 25 quotas that were removed upon accession, irrespective of the

value or product of the violation, and they will remain in effect until Viet Nam comes into

compliance.  Those quotas, set at the agreed 2006 levels, with no increase to account for

expanded trade since then, could remain in force for up to one year or until Viet Nam

eliminates all prohibited subsidies on its textile and apparel exports.  This provision

effectively allows the United States to prolong quota restrictions beyond 12 months if

Viet Nam fails to eliminate prohibited subsidies on textiles and apparel upon accession or

within the 12-month period after accession.  Surges in United States apparel imports from

Viet Nam since 2003 (see figure 1) could well result in United States industry groups

seeking import restrictions against Viet Nam.

The accession negotiations of the Russian Federation have been influenced by

demands from industry groups, but in this case outside of textiles and apparel.  Nearly

15 years have elapsed since the Russian Federation formally applied for accession to GATT.

However, the Russian Federation is still in the process of negotiating bilateral agreements

with WTO members for accession.  Some United States import-sensitive industries, such as

steel, are fearful of facing increased competition after the WTO accession of the Russian

Federation.  These industries have been pressing for the inclusion of a special safeguard

provision to prevent or remedy market disruption caused by imports from the Russian

4 See <www.oxfam.org.uk/> for further information.
5 See <www.wto.org/> for further information.
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Federation as part of the terms and conditions for the accession of the Russian Federation

(Cooper, 2006).  European Union industry groups have also raised similar demands.

Whether the WTO accession agreement of the Russian Federation will include special

safeguard provisions remains to be seen.

The United States has been delaying implementing duty-free access to least

developed countries as agreed in a WTO declaration in Hong Kong, China, in 2005.  Under

this declaration, the United States, including other developed countries, is committed to

provide duty-free access to least developed countries, thus removing all duties on 97 per

cent of products from least developed countries.  However, United States industry groups

have been putting mounting pressure on the United States Government not to apply this

provision to key apparel importers.  In March 2007, they requested that Bangladesh and

Cambodia be excluded from the benefits of duty-free access given to least developed

countries (National Council of Textile Organizations, 2007).  These are two of the emerging

large textile and apparel shippers.  The United States National Council of Textile

Organizations (NCTO) asked that textile and apparel products be eliminated from the

product list for duty-free access.  Of the 10,000 tariff lines in the United States, about

300 tariff lines could be excluded from duty-free access under this request.  NCTO

requested that most textile and apparel imports be eliminated from the duty-free list based

on this provision.

Figure 1.  Surge in United States apparel imports from Viet Nam, 1997-2006

Source:  <www.emergingtextiles.com>.
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4. IMPACTS OF THE CHINA CONTAINMENT AGREEMENTS

The impacts of the China containment agreements parallel those of MFA, which

preceded such agreements.  The very large volume and share surges of exports into United

States and European Union markets which occurred in 2005 have been much reduced in

percentage terms in 2006 (see tables 5 and 6, and figure 2).  However, despite this slowing,

in volume terms United States apparel imports still doubled in 2006 compared with 2005,

despite the restraints imposed by quotas that in large part were due to surges in products not

covered by the agreement.  Data show that there was a large and sudden increase in imports

from China to the United States in 2005 in the immediate post-ATC period; thereafter,

growth slowed.  Shipments in restricted categories were lower, while they were still surging

in unrestricted categories of products.6  In index terms (2004 = 100), imports increased to

198 in 2005 and to 219 in 2006, reflecting a relatively small increase in 2006 compared

with 2005.  In value terms, the same index increased to 170 in 2005 and to 207 in 2006,

a 22 per cent increase in United States apparel imports from China.

Figure 2.  Surge in United States apparel imports from China

Source: <www.emergingtextiles.com>.

United States apparel imports overall rose only slightly in 2006 compared with

2005 (see table 5).  Imports increased by only 2.41 per cent in 2006 in volume terms

compared with 10.21 per cent in 2005.  China accounted for about 11.7 per cent of growth

in United States markets between 2004 and 2006, while shipments from the rest of the

world fell.  Africa experienced a double-digit decline in apparel exports to the United States

in volume terms.  Other Asian countries, such as Bangladesh, Cambodia, Indonesia,

Pakistan, the Philippines and Viet Nam, all enjoyed double-digit growth; however, exports

6 For comprehensive data, see <www.emergingtextiles.com>.
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to the United States from India grew by only 6.34 per cent in that period.  Central American

countries recorded a significant decline in apparel exports to the United States in 2006.

In restricted categories, the share of China in United States markets remained at

25 per cent in value terms and 28 per cent in volume terms in 2006, but shares in

unrestricted categories of products rose from 26 per cent in 2005 to 46 per cent in 2006,

reflecting substantial growth.  As table 6 shows, import volumes in several key restricted

categories of products showed negative growth in 2006, while unrestricted categories

showed substantial positive growth.

European Union apparel imports rose in 2006 even though shipments from China

slowed (see table 7).7  In the knitted clothing categories, European Union imports from

China declined by 2 per cent in 2006 compared with a record increase by 53.76 per cent in

2005.  In the woven clothing categories, European Union imports from China rose only by

Table 5.  United States apparel imports in the period 2005-2006, volume (sq metres)

change and volume share

2005 volume 2006 volume 2004 volume 2005 volume 2006 volume

Shipper change change share share share

(%) (%) (%) (%) (%)

World 10.32 2.41 100.00 100.00 100.00

China 97.93 10.58 14.90 26.73 28.86

Mexico -10.17 -13.29 9.50 7.74 6.55

Bangladesh 19.59 16.19 4.72 5.11 5.80

Honduras 4.03 -8.88 6.01 5.66 5.04

Indonesia 17.07 23.04 3.53 3.74 4.49

Viet Nam 3.13 18.22 3.89 3.64 4.20

Cambodia 11.87 18.69 3.18 3.23 3.74

India 29.68 6.34 3.05 3.59 3.73

El Salvador 1.57 -16.66 4.27 3.93 3.20

Pakistan 11.28 16.42 2.60 2.63 2.98

Philippines 1.00 13.55 2.57 2.36 2.61

Dominican Republic -6.04 -18.39 3.82 3.25 2.59

Thailand 0.69 5.54 2.67 2.44 2.51

Hong Kong, China -19.27 -12.27 3.70 2.71 2.32

Sri Lanka 9.32 -0.71 2.08 2.06 2.00

Guatemala -6.58 -8.91 2.50 2.12 1.89

Source: <www.emergingtextiles.com>.

7 For comprehensive data, see <www.emergingtextiles.com/>.



Asia-Pacific Trade and Investment Review Vol. 3, No. 1, June 2007

46

Table 6.  United States apparel imports from China, volume (units) and

value (United States dollars) change, 2005-2006

Category
2005 volume 2006 volume 2005 value 2006 value

change (%) change (%) change (%) change (%)

Aggregates

Apparel 97.93 10.58 67.61 22.29

Cotton 129.91 17.02 117.93 30.84

Wool 301.27 23.40 232.82 22.18

MMF 127.91 8.78 69.31 21.76

Cotton

Other coats MB 535.53 77.88 233.52 77.36

Coats WG 1 554.40 22.21 564.43 13.05

Knit shirts MB 470.55 -15.84 113.57 63.84

Knit shirts WG 792.29 17.16 276.85 85.17

Non-knit shirts MB 254.86 -13.47 131.63 11.99

Non-knit shirts WG 458.22 72.07 242.12 71.24

Skirts 1 450.43 60.19 537.23 62.31

Sweaters 1 456.42 3.99 589.01 23.43

Trousers MB 607.69 -22.41 247.15 6.00

Trousers WG 843.56 0.86 323.30 25.84

Bras and other body 31.03 -18.06 19.35 -2.28

   support garments

Dressing gowns 11.84 5.48 12.54 11.95

Cotton nightwear 815.25 26.53 412.52 22.67

Cotton underwear 383.44 -27.49 84.99 -9.84

Other cotton apparel 35.38 14.00 20.35 17.84

Wool

Suits MB 957.76 -18.02 909.06 -4.50

Man-made fibres

Hosiery -1.41 -31.06 -11.42 -8.57

Coats WG 690.72 3.05 210.28 12.17

Dresses 228.85 93.76 43.73 45.97

Knit shirts MB 312.81 -12.43 116.18 18.94

Knit shirts WG 201.74 52.00 78.46 71.31

Non-knit shirts MB 83.84 -44.22 33.36 -32.41

Non-knit blouses WG 263.84 54.23 150.23 45.67

Suits MB 441.47 42.31 319.23 41.43

Suits WG 95.95 28.80 57.35 23.26

Trousers MB 168.53 -24.59 51.04 13.85

Trousers WG 159.56 4.00 43.10 34.53

Bras and other body 13.95 -6.93 15.02 37.28

   support garments

Dressing gowns 19.97 45.87 25.24 53.41

Nightwear 307.58 56.00 146.05 40.59

Underwear 170.05 -21.71 39.13 -9.40

Source: <www.emergingtextiles.com>.

Abbreviations:   MMF = man-made fibres;  MB = man and boy;  WG = woman and girl.
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4.69 per cent in 2006 compared with an increase in 2005 of 39.32 per cent.  European

Union imports from Bangladesh in volume terms rose by 16.64 per cent in knitted clothing

and by 23.66 per cent in woven clothing in 2006.  European Union imports from Viet Nam

also rose by 193 per cent in the knitted clothing category and by 116 per cent in the woven

clothing category in 2006.  Other Asian countries such as Cambodia, India, Indonesia,

Pakistan and Sri Lanka also gained considerably in 2006.  These increases show that some

other Asian countries have benefited from the quota restrictions placed on China.

The import surges from China in the first half of 2006 showed that the restrictions

imposed by the September 2005 agreement were largely ineffective in safeguarding against

market disruptions caused by Chinese exports.  Hence, the European Union Commission

accepted requests from domestic producers for reopening an investigation in order to lift

anti-dumping restrictions in December 2006.  Further renegotiation of the September 2005

agreement has been felt largely in the European Union.

Although exports from China rose during the immediate post-ATC period, they

declined after the new restraints were imposed.  Exports from China suffered in United

States and European Union markets in 2006 owing to trade restrictions.  However, there has

Table 7.  European Union apparel imports in the period 2005-2006,

volume (kg) change and volume share

Knitted clothing Woven clothing

Shipper

2005 2006 2004 2005 2006 2005 2006 2004 2005 2006

volume volume volume volume volume volume volume volume volume volume

change change share share share change change  share share share

(%) (%) (%) (%) (%) (%) (%) (%) (%) (%)

China 53.76 -2.00 24.46 33.99 29.92 39.32 4.69 36.03 46.13 45.30

Bangladesh 7.29 16.64 15.57 15.10 15.82 -13.03 23.66 9.29 7.43 8.63

Indonesia -8.82 23.24 3.00 2.47 2.74 -8.26 17.41 2.22 1.87 2.06

Viet Nam 16.21 193.57 1.12 1.17 3.10 12.55 116.06 1.77 1.84 3.72

Cambodia -7.79 23.48 1.56 1.30 1.44 -10.56 -8.37 0.56 0.46 0.39

India 17.53 4.50 6.01 6.39 5.99 22.04 9.99 3.70 4.15 4.20

El Salvador 39.12 794.17 0.02 0.03 0.21 – – – – –

Pakistan -17.77 23.89 3.19 2.37 2.64 -0.48 7.74 3.14 2.88 2.91

Philippines -40.43 20.10 0.88 0.47 0.51 -38.71 20.17 0.49 0.28 0.31

Thailand -8.52 -3.81 2.18 – – -12.82 -5.02 1.04 0.84 0.74

Hong Kong, 0.15 47.32 2.72 2.46 3.26 -27.52 39.39 3.90 2.60 3.40

   China

Sri Lanka -12.02 14.68 1.76 1.40 1.44 -12.80 13.23 1.45 1.16 1.23

Source: <www.emergingtextiles.com>.
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been an export surge from other Asian countries to United States and European Union

markets, in all probability a result of the China containment agreements.

A notable issue with these arrangements, as with MFA, has been transshipment of

textile and apparel products to the United States and the European Union despite the United

States-China and the European Union-China agreements, which include provisions to

prevent circumvention by transshipment, falsification of documents and other means.

Many different schemes appear to be used to evade duties or quotas for textiles exported to

the United States and the European Union.  These include forging country-of-origin

documents, using false documents or labels and providing incorrect descriptions of

merchandise.

Some United States producers have suggested that Chinese manufacturers illegally

transship textile and apparel products, especially through Indonesia and African countries

covered by the African Growth and Opportunity Act (AGOA).8  Apparel shipped through

Indonesia to the United States receives no preferential tariff treatment, but goods shipped

through qualifying African countries can use AGOA to get preferential tariff treatment in

the United States.  The United States Customs and Border Protection claims that some

Chinese companies are engaged in illegal transshipment of textile and apparel products to

the United States (Jones, 2006).  That agency stated that, over a four-month period ending

in June 2006, it had seized “misdescribed” textile products worth more than $10 million.

This may be only a small percentage of the actual illegal transshipments.  The Indonesian

Government delivered a formal complaint to the Government of China on the issue of illegal

transshipment.  The United States and the Philippines, meanwhile, signed an agreement to

prevent illegal transshipment and to help safeguard and promote legitimate apparel trade

between the two countries.  It is also believed that Chinese apparel products reach the

United States through Viet Nam; Thailand; Hong Kong, China; and Macao, China.  The

United States has contemplated investigations into these cases.  There has been a growing

fear since mid-2006 in China of possible investigations conducted by United States

Customs in Thailand and Viet Nam of the illegal transshipment of textiles and apparel.9

The use of third economies, such as Bulgaria; Romania; Thailand; Hong Kong,

China; Macao, China; and Indonesia, to ship Chinese textile and apparel products to the

European Union has also been an issue.  For its apparel exports to the European Union,

Hong Kong, China, adopted modified control arrangements on 15 March 2006 to prevent

illegal transshipment.10  Exports from China to Bulgaria and Romania increased

substantially in 2006, as a means for re-exporting products from those countries to the

European Union after quotas were reimposed.  Textile and clothing exports to Romania

surged 648 per cent, with the clothing exports increasing by more than 10 times.  Romania

8 See <www.bilaterals.org/> and <www.emergingtextiles.com/> for further informaiton.
9 See <www.emergingtextiles.com/> for further information.
10 See <http://english.people.com.cn/200601/07/eng20060107_233527.html> for further information.
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became the fourth largest market for China.  Shipments to Bulgaria were up 836 per cent

and clothing exports also climbed by 10 times.  However, following their entry into the

European Union in January 2007, Bulgaria and Romania have become part of the European

Union structure of quotas on imports from China.11

Another impact of the China containment agreements has been the emergence of

quota-hopping overseas investment by Chinese companies.  It has been reported that some

manufacturers have started overseas investments in order to address the new quota

regime.12  Ningbo Shen Zhou Group, a large apparel manufacturer in China, planned to

invest about $33.8 million in Cambodia in 2006 in order to build plants that would

manufacture 230,000 pieces of garments per day.  Some producers have chosen South-East

Asian (Indonesia, Malaysia) or African (Nigeria) destinations for investment.  There have

also been reports that the Government of China had offered assistance for domestic firms to

set up textile and apparel plants overseas.  Addressing the third Global Textile Economic

Forum in Beijing in March 2006, the Minister of Commerce of China announced that the

Government would offer assistance to domestic firms that wanted to establish textile and

apparel cooperation zones in developing countries.13  This obviously was a move by the

Government of China to enhance quota-hopping overseas investment by Chinese textile and

apparel companies.

Another result of the China containment agreements has been the emergence of

a quota market in China with quota prices.  According to the quota allocation scheme of

China, 70 per cent of the quotas are allocated among existing companies according to past

export performance, with the remaining 30 per cent allocated through a competitive bidding

process.14  There was intense bidding for quotas in 2005 and 2006.  It was reported that

more than 28,000 companies were qualified to bid for United States quotas, while more

than 21,000 were qualified to bid for European Union quotas at the end of 2005 for 2006

quotas.15  Under MFA, most country quotas were allocated administratively rather than by

auctions and markets.  The European Union-China and the United States-China quota prices

are reported in table 8.  The European Union-China quota prices in some categories of

products have been stable, while they oscillate in others.  The price of the women’s and

girls’ shirt and dress quotas in the United States increased in 2007 compared with the same

period in 2006.  Most other categories, such as knit shirts/T-shirts, pullovers, trousers and

brassieres, saw declines in quota prices in early 2007 compared with the same period in

2006.  The United States-China quota prices also showed a similar pattern.  Prices in most

categories were substantially higher in 2006 compared with those reported in the early

2007.  This situation shows that, although immediately after the introduction of quotas in

11 See <www.emergingtextiles.com/> for further information.
12 See <www.danmex.org/> for further information.
13 See <www.china.org.cn/english/2006/Mar/163661.htm> for further information.
14 See <www.china.org.cn/english/2005/Dec/151120.htm> for further information.
15 See <http://english.people.com.cn/200512/07/eng20051207_226253.html> for further information.
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Table 8.  European Union-China and the United States-China

quota prices, 2006-2007

European Union-China quota prices

(United States dollars per unit)

Description Unit
31 January 28 February 31 January 28 February

2006 2006 2007 2007

Cotton fabrics Kg n/a n/a 0.3 0.3

Knit shirts/T-shirts Dozen 4.0 4.0 1.1 1.1

Sublimit children n/a n/a n/a n/a n/a

Pullovers Dozen 15.3 13.8 8.0 7.0

Trousers Dozen 9.5 9.3 3.6 3.9

WG shirts Dozen 6.0 5.5 6.8 6.5

Bed linen Kg 2.2 2.4 0.6 0.6

WG dresses Dozen 12.8 12.5 15.0 24.0

Brassieres Dozen 5.5 5.3 1.6 1.6

Woven table linen Kg 2.0 2.2 0.6 0.5

Flax yarn Kg n/a n/a 1.5 1.5

United States-China quota prices

(United States dollars per unit)

Description Unit
15 March 15 February 15 March

2006 2007 2007

Cotton yarn Kg n/a n/a n/a

Knit fabrics Kg n/a 0.5 0.5

Special purpose fabrics Kg 0.75 0.6 0.2

Socks Dozen pairs 1.3 0.8 0.7

Cotton knit shirts Dozen 9.0 8.2 8.0

MB woven shirts Dozen 10.8 4.5 4.2

Cotton trousers Dozen 15.0 12.0 17.5

Brassieres Dozen 4.0 1.5 1.0

Underwear Dozen 4.0 1.5 1.3

Swimwear Kg 5.5 4.5 5.0

Cotton terry towels Number 3.5 1.0 1.0

Wool suits Number n/a n/a n/a

Wool trousers Dozen n/a n/a n/a

Polyfilament fabrics Sq metre n/a n/a n/a

Other synthetic fabric Sq metre n/a n/a n/a

Glass-fibre fabric Sq metre n/a n/a n/a

Man-made fabric knit shirts Dozen 11.0 6.0 6.8

Sweaters Dozen 11.0 3.5 2.7

Man-made fabric trousers Dozen 14.0 7.0 2.5

Other man-made fabric furnishing Kg 3.5 1.6 1.6

Silk and vegetable trousers Dozen 5.3 1.7 1.7

Source: <www.emergingtextiles.com>.

Abbreviations:  WG = woman and girl;  MB = man and boy.
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the European Union and the United States, quota prices increased; however, they declined

in the ensuing months.

The China containment agreements structure has thus shown many of the

evolutionary features of MFA.  Progressive expansion of country coverage has generated

unintended effects such as transshipment, quota-hopping foreign investment and quota

rushes.  It remains to be seen whether that structure is only a short-term arrangement that

will have the effect of slowing Chinese trade surges for a couple of years following MFA

removal, or whether the system will develop further based perhaps on the product-specific

safeguard mechanism that had been contained in MFA and extended for China to 2013.

5. WHERE IS THE SYSTEM OF RESTRAINTS HEADED? AND

CONCLUDING REMARKS

The agreements referred to as China containment agreements typically will

terminate in 2008.  The European Union agreement continues only until the end of 2007.

At first sight, therefore, these agreements would seemingly be short-term arrangements,

which have followed the rapid immediate surges in the exports of apparel from China to

United States and European Union markets and blunted the speed of those surges.  One

scenario, therefore, is that in 2008 the restraints will simply disappear and the remaining

surges from China will occur which are needed to complete adjustments for free trade.

Under such adjustments, the exports of China will recapture the import share lost to

unconstrained shippers since the introduction of the adjustments in 2005, as well as increase

their share directly in United States and European Union markets by displacing (possibly

sharply) domestic production.  Under this view, these agreements can perhaps be interpreted

as a symbolic political concession to protectionist interests in OECD, which has shown only

market-driven adjustments for a couple of years.

On further reflection, however, other scenarios arise.  One is the use of product-

specific safeguards, which under the accession terms are allowed until 2013 against China

and on products not limited to textiles and apparel.  Thus far these have not been relied

upon.  The text of the accession terms of China gives little indication that there could be

restraints on the use of the safeguards in this way.  It would then be the threat of their use by

key importers from China that would force negotiation of new quota and quota growth

arrangements.

If such a scenario comes to pass, then the prospects for more of the same in terms

of the growth in arrangements and their unintended effects would seem likely.  More

importing countries would likely be added to the list of countries seeking such agreements,

with more transshipment, quota-hopping investment and quota-rushes occurring than is

currently the case.
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Another scenario involves sharply elevated use of anti-dumping petitions in key

importing markets, as had occurred over the years in product areas such as steel.  These

could be coordinated by industry groups in importing countries so that the volume of

imports could cause major problems for administrative tribunals, and the offer of

withdrawal of petitions could be used as negotiating leverage for a new restraint regime.  In

the past, some have gone so far as to suggest that such a mechanism could be a vehicle for

a set of market-sharing arrangements under which the share of China in key import markets

would be restrained.  Once again this would generate incentives for transshipment and

quota-hopping foreign investment.

A further scenario is that exports from even lower-wage producers than China

currently may surge in the next few years and take sufficient share away from China, with

the result that pressures to restrain Chinese export growth would be substantially muted.

The key candidates for such surges are from Cambodia and Viet Nam, and possibly

Bangladesh.  For now, Cambodian apparel exports are growing very rapidly, although from

an initially low base.  With regard to exports from Bangladesh, only certain products

(woolen sweaters) have surged.

Ultimately, these China containment agreements are at their most basic level only

adjustment-slowing mechanisms, as MFA had been.  The difference in the China

containment agreements is that they are country-specific and they slowly pent up

adjustments that have built up over a period of nearly 40 years.  Because an initial surge

between the end of 2004 and the introduction of the mechanisms in mid/late 2005 released

some of the pent up pressures, the prospects are improved for further adjustments to the

reduced.  Also, a portion of the pent up adjustment pressures that originally led to the

creation of MFA has been released by the removal of restraints on exporting countries other

than China.  Thus, whether the China containment agreements are merely a stepping stone

towards a transmuted version of “more of the same”, or a politically convenient “fig leaf”

for a move to freer global trade will remain “the issue” until 2008 and beyond.
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ABSTRACT

M
ore and more developing countries are investing larger amounts of

capital in other developing countries, and developing countries in Asia

are one of the most important sources of South-South foreign direct investment (FDI).

Reflecting the trend of intraregional South-South investment, most developing

countries’ investment is going to other developing countries in Asia.  The expansion

of South-South investment promises greater resources and opportunities for least

developed countries, a more efficient allocation of capital by investors familiar with

developing-country conditions, and an easier transmission of technology and

know-how to the host developing countries, in addition to the general benefits of FDI.

Globalization is the main driver for such FDI flows, as transnational

corporations (TNCs) are responding to the opportunities and challenges of

international competition and expanded markets.  Governments are also responding.

Several countries in the Asia-Pacific region have developed policies for promoting

outward FDI together with the policies attracting inward FDI.  Moreover, a growing

number of international investment agreements are being concluded between

developing economies, while developing Asia already has the largest share of double

taxation treaties between developing countries.

South-South Investment in South,
East and South-East Asia

Sung-Ah Lee*
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In the light of these recent developments, it is crucial for developing countries

to analyse the trends and characteristics of South-South investment and determine

how they can maximize the benefits.  This paper provides an overview of current

trends in South-South FDI flows, as well as current policies and strategies related to

inward and outward FDI, including the role and effects of investment promotion

agencies.  The paper also provides an overview of the impacts of FDI in developing

countries and explores whether different impacts can be expected with the growth of

South-South investment.  Based on the findings, the paper presents some policy

implications for countries wishing to better leverage FDI for sustainable development,

and suggests a possible role of TNCs in this process.  Since most South-South FDI is

intraregional, the paper also looks into the contribution that regional cooperation

could make to realize the benefits of FDI.

This paper is focused on South, East and South-East Asia, which share

a number of commonalities.  The Pacific and West Asia have very different

conditions, which warrant a separate approach and analysis.

1. OVERVIEW AND TRENDS OF FOREIGN DIRECT INVESTMENT

FLOWS IN SOUTH, EAST AND SOUTH-EAST ASIA

(a) Inflows and outflows of foreign direct investment in the region

Global flows of FDI, including those to developing countries, have grown

considerably in the past two decades.  In 2005, Asia and Oceania accounted for almost

60 per cent of FDI inflows into developing countries; of this, 83 per cent went to South,

East and South-East Asia (figure 1).  The rapid economic growth of South, East and

South-East Asia has been the main contributor to the increase in FDI inflows.

At the subregional level, East Asia remained the most significant subregion for

inward FDI (figure 2); China accounted for 61 per cent of these flows.  In South Asia, India

and Pakistan accounted for 90 per cent of the inward FDI into the subregion (India 67 per

cent, Pakistan 23 per cent), while in South-East Asia, Singapore accounted for 54 per cent

of the inflows.  By country, China is the largest recipient of FDI inflows in the three

subregions, followed by Hong Kong, China; Singapore; and the Republic of Korea.

The number of countries receiving FDI inflows has grown during the past two

decades.  In 1970, there were 21 FDI recipients in Asia and Oceania, whereas, in 2005, the

number had more than doubled to 48 countries (figure 3).  In 1975, 12 countries in South,
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Figure 1.  Foreign direct investment inflows by host region

(Millions of United States dollars)

Figure 2.  Percentage of foreign direct investment inflows in 2005 in South, East and

South-East Asia

Source: United Nations Conference on Trade and Development, World Investment Report 2006:  FDI

from Developing and Transition Economies:  Implications for Development (United Nations publication, Sales

No. E.06.II.D.11) statistical annex.

Note: Japan is not included in South, East or South-East Asia.

Source: United Nations Conference on Trade and Development, World Investment Report 2006:  FDI

from Developing and Transition Economies:  Implications for Development (United Nations publication, Sales

No. E.06.II.D.11) statistical annex.

Note: Japan is not included in East Asia.
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East and South-East Asia, including China, were not receiving any FDI inflows (or there

were no data available), whereas, in 2005, all countries in these subregions were FDI

recipients from at least one country.

An examination of sectoral data reveals that the primary, manufacturing and

services sectors all received higher FDI flows in 2005.  In particular, inflows to the services
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sector, such as finance, telecommunications and real estate, increased significantly.  This

was driven partly by large deals in financial services and telecommunications in China

following liberalizing reforms.  Foreign banks and financial institutions invested about

$12 billion in China’s banking industry in 2005, compared with $3 billion in 2004.  Also,

the services sector remains the main target of cross-border mergers and acquisitions

(M&As) in developing Asia.

In South-East Asia, on average, 30 per cent of FDI inflows went to the

manufacturing sector between 1999 and 2003 (table 1).  The electronics sector was one of

the most important industries.  The services sector, including financial services and trade/

commerce, also accounted for a large share of FDI into South-East Asia, reflecting the same

trend in the whole region.  The large share of FDI inflows into the financial services sector

is, to a great extent, the result of the liberalization of the sector following the Asian

financial crisis.  As a consequence, multinational banks increased their ownership of bank

assets.

A 2003 survey of top management from some of the world’s largest TNCs reveals

that services such as information technology support functions, back office, research and

development, call centres, treasury operations and distribution and logistics will

increasingly be moved to developing countries (A.T. Kearney, 2003).

Figure 3.  Number of host countries of inward foreign direct investment in

Asia and Oceania

Source: United Nations Conference on Trade and Development, World Investment Report 2006:  FDI

from Developing and Transition Economies:  Implications for Development (United Nations publication, Sales

No. E.06.II.D.11) statistical annex.
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(b) Outbound foreign direct investment from developing countries

This region is growing not only as a recipient of inward FDI but also as a source of

outward FDI.  The available data suggest that FDI from developing economies has grown

rapidly over the last decade and will continue to grow despite a decrease in 2000-2003.

FDI from developing economies accounted for about 16 per cent of the world outward

FDI in 2005, of which about 71 per cent came from Asia and Oceania.  South, East and

South-East Asia accounted for about 81 per cent of the outflows from Asia and Oceania

(figure 4).  By country, Hong Kong, China, accounted for 48 per cent of the total outflow

from South, East and South-East Asia, followed by China (17 per cent), Taiwan Province of

China (9 per cent), Singapore (8 per cent), the Republic of Korea (6 per cent), Indonesia

(5 per cent) and Malaysia (4 per cent).

The number of home countries for outward FDI has also increased (figure 5).

However, FDI from developing economies is relatively concentrated as the top five

countries accounted for 66 per cent, and the top 10 countries for 83 per cent of the total

outward FDI stock from these economies in 2005.  Among the top 10 countries, six

originate from South, East and South-East Asia (Hong Kong, China; Singapore; Taiwan

Province of China; China; Malaysia; and the Republic of Korea).

Japan has not been included in the above analysis which focuses on the developing

regions of Asia.  When Japan is included as a part of South, East and South-East Asia,

Japanese outward FDI in 2005 accounted for 70 per cent of all outward FDI from South,

East and South-East Asia, of which many countries in the region were recipients.

Table 1.  Share of foreign direct investment inflows into ASEAN countries

by economic sector, 1999-2003

(Per cent)

Economic sector 1999 2000 2001 2002 2003 1999-2003

Agriculture, fishery and -0.1 0.6 0.0 3.6 0.9 0.8

  forestry

Mining and quarrying 7.7 5.0 10.9 13.1 21.1 10.9

Manufacturing 24.1 33.4 33.8 40.3 23.9 30.1

Construction -0.3 -0.7 7.8 -6.8 0.6 0.5

Trade/commerce 15.9 8.6 7.1 17.6 11.6 12.0

Financial services 24.0 27.8 -43.1 49.6 27.9 16.3

Real estate 2.3 3.0 7.0 2.4 3.6 3.6

Services 7.8 6.0 1.7 10.8 -1.4 4.9

Others (not classified) 18.6 16.3 74.7 -30.7 11.8 20.9

Total 100.0 100.0 100.0 100.0 100.0 100.0

Source: Association of Southeast Asian Nations (ASEAN) Secretariat, ASEAN foreign direct investment

database, 2004.
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Figure 4.  Foreign direct investment outflows by home region

(Millions of United States dollars)

Source: United Nations Conference on Trade and Development, World Investment Report 2006:  FDI

from Developing and Transition Economies:  Implications for Development (United Nations publication, Sales

No. E.06.II.D.11) statistical annex.

Figure 5.  Number of foreign direct investment home countries in

Asia and Oceania, 1970-2005

Source: United Nations Conference on Trade and Development, World Investment Report 2006:  FDI

from Developing and Transition Economies:  Implications for Development (United Nations publication, Sales

No.  E.06.II.D.11) statistical annex.
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(c) Intraregional flows of foreign direct investment

The lack of data on the origin and destination of FDI in some of the home and the

host countries in the region makes it a bit difficult to capture the precise picture of

intraregional FDI flows.  However, using the existing data, United Nations Conference on

Trade and Development (UNCTAD) estimates suggest that intraregional FDI accounted for

almost half of the total flows to Asia in 2002-2004.  These flows have grown over the years,

encouraged by regional and subregional integration efforts, the expansion of production

networks and the relocation of production to lower cost areas within the region.

Figure 6.  Foreign direct investment outflows by home region and Japan

(Millions of United States dollars)

Source: United Nations Conference on Trade and Development, World Investment Report 2006:  FDI from

Developing and Transition Economies:  Implications for Development (United Nations publication, Sales

No. E.06.II.D.11) statistical annex.
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Intraregional flows were particularly significant between and within East Asia and

South-East Asia.  The largest intraregional flows were within East Asia, originating largely

from Hong Kong, China; Taiwan Province of China; and the Republic of Korea, and

targeting China.  There were also significant flows from Hong Kong, China, to Singapore

and Malaysia, and from Taiwan Province of China and the Republic of Korea to the

Philippines and Viet Nam.  (UNCTAD, 2005b)

Since 1979, when it launched economic reforms and allowed foreign capital

participation in its economy, China has become the second largest FDI recipient in the

world after the United States of America, and the largest host country among developing

nations.  Intraregional FDI inflows are significant in China, with inflows from Hong Kong,

China; the Republic of Korea; Japan; Taiwan Province of China; and Singapore accounting

for almost 60 per cent of all inflows into China in 2005 (figure 7).  However, it is important
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Figure 7.  Top 10 sources of China’s inward foreign direct investment in 2005

(Per cent)

Source:  Ministry of Commerce of China, Invest in China website, investment statistics, <www.fdi.gov.cn/

pub/FDI_EN/Statistics/default.htm>.

to keep in mind that some of the inflows from Hong Kong, China, are the results of

round-tripping.  Chinese firms try to benefit from the special treatment given to foreign

investors by sending funds to Hong Kong, China, and then back into China (UNCTAD,

2006c).  These round-tripped FDI inflows account for 25 per cent (UNCTAD, 2003) to

about 50 per cent (Xiao, 2004) of total FDI flows into China.

As mentioned above, Japan is a large source of FDI in the region, particularly in

China and in Association of Southeast Asian Nations (ASEAN) countries.  As shown in

figure 8, FDI to Asia decreased steeply during and immediately following the Asian

financial crisis from 1997 to 1999, during which time flows to North America and

particularly Europe increased.  Since 2000, however, FDI intraregional outflows have

begun to increase again.  In 2005, North America was the largest recipient of Japanese FDI,

although Asia was not far behind.

In ASEAN countries, intra-ASEAN investment accounted for one fifth of total

FDI stock in this subregion, with most of the outward FDI stock accounted for by

Singapore (63 per cent), followed by Malaysia (16 per cent), Indonesia (13 per cent)

and Thailand (5 per cent) (figure 9).  The biggest recipient of intra-ASEAN FDI was

Malaysia (26 per cent), followed by Singapore (24 per cent), Thailand (20 per cent),

Viet Nam (10 per cent) and Indonesia (6 per cent).  Intra-ASEAN FDI flows decreased

dramatically during 1998-2000 as a result of the Asian financial crisis, but has since

increased modestly (figure 10).
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Figure 8.  Japan’s outward foreign direct investment by region

(Balance of payments basis, net and flow)

(Millions of United States dollars)

Source: Japan External Trade Organization, Japanese trade and investment statistics:  Japan’s outward and

inward foreign direct investment, <www.jetro.go.jp/en/stats/statistics/>.
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Figure 9.  Intra-ASEAN foreign direct investment stocks

by country, 1995-2004

(Millions of United States dollars)

Source: ASEAN Secretariat, ASEAN foreign direct investment database, 2004.
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(d) Foreign direct investment trends in least developed countries in the

region

FDI inflows into the group of 50 least developed countries has increased rapidly

during the last 10 years, rising to $11 billion in 2003.  Among those 50 countries,

15 countries are from Asia and Oceania, 9 of which are from South, East and South-East

Asia.  Most of the increased flows into least developed countries in the past decade have

been in Africa, while growth has been rather slow in Asia (figure 11).

Figure 10.  Intra-ASEAN foreign direct investment flows, 1995-2004

(Millions of United States dollars)

Source: ASEAN Secretariat, ASEAN foreign direct investment database, 2004.
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Figure 11.  Foreign direct investment inflows in least developed countries

by region, 1985-2005

(Millions of United States dollars)

Source: United Nations Conference on Trade and Development, World Investment Report 2006:

FDI from Developing and Transition Economies:  Implications for Development (United Nations publication,

Sales No. E.06.II.D.11) statistical annex.
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While FDI may be relatively small in many least developed countries, it may have

a higher share of gross domestic product (GDP) and gross fixed capital formation than more

developed countries.  According to the Inward FDI Performance Index of UNCTAD, which

calculates the ratio of a country’s share in global FDI inflows to its share in global GDP,

countries such as Angola (18), Congo (17), Ethiopia (39), Sudan (16), Tanzania (44),

Tajikistan (29) and Zambia (46) rank higher than China (55).  Also, the share of FDI

inflows as a percentage of gross fixed capital formation in 2005 was about 20 per cent in

Africa as a whole, whereas it was only around 8 per cent in developed countries as a whole

in the same period (UNCTAD, 2006c).

In Africa, all except the three oil-producing countries (Angola, Equatorial Guinea

and Sudan) received less than $1 billion in 2004; 21 economies received less than

$100 million.  A similar situation exists in Asia and Oceania, where 12 of the 15 least

developed countries received no more than $100 million in 2004.  In African least

developed countries, the bulk of FDI was natural resource-related.  In the case of Asian

least developed countries, which have fewer natural resources than African least developed

countries, cross-border M&As took place in a more diversified group of industries,

including services such as electricity and telecommunications in Bangladesh and Lao

People’s Democratic Republic.

A large share of FDI to least developed countries comes from developed countries,

in particular France, the United Kingdom of Great Britain and Northern Ireland and the

United States.  However, during the past decade, developing countries became important

sources of FDI for least developed countries.  According to data from UNCTAD on

greenfield projects in least developed countries reported during 2002-2004, 40 per cent

came from developing countries, including China, India, Malaysia and South Africa.

In the case of Asian least developed countries, developing countries as a group

were a larger source of FDI than developed countries in 2001 (figure 12).  It is also

significant that most of the FDI coming from developing countries originated from South,

East and South-East Asia, which shows a strong trend of intraregional investment.  For

example, India is the largest investor in Nepal.  In Myanmar, the largest investor is

Singapore, followed by the United Kingdom and Thailand.  In Cambodia, the largest

investors are Malaysia, Singapore and Taiwan Province of China, while in Lao People’s

Democratic Republic, the largest investors are Thailand, the Republic of Korea and

Malaysia.
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2. THE IMPACTS OF FOREIGN DIRECT INVESTMENT

(a) Foreign direct investment, positive and negative effects in general on

developing countries

The growth of investment promotion and international investment agreements, as

highlighted in the previous section, reflects the positive perception held by policymakers

towards FDI.  In particular, FDI is often associated with higher economic growth and

development, technology and knowledge spillovers, increased domestic investment,

competitive business environments, and increased exports, employment and foreign

exchange.  Nevertheless, a number of countries, including least developed countries,

harbour a strong suspicion of antipathy towards foreign involvement in their economies.

(i) Foreign direct investment and economic growth

Studies that have found a positive relationship between growth and FDI inflows

have qualified the relationship on certain host country characteristics.  Borensztein and

others (1998) found that FDI contributed to growth only when there was a sufficient level

of absorptive capacity in the host economy, while Balasubramanyam and others (1996)

associated FDI with growth only in export-promoting countries.  Alfaro and others (2004)

Figure 12.  Foreign direct investment inward stocks in the host country

by source region, 2001

(Millions of United States dollars)

Source: United Nations Conference on Trade and Development, FDI in Least Developed Countries at

a Glance:  2005/2006 (New York and Geneva, 2006).

Note: The data are collected from investment promotion agencies in each country and are on approval

basis.
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found that FDI benefited when host countries had sufficiently developed financial markets.

Zhang (2001) found a positive effect of FDI on growth in Indonesia and Singapore, while

economic growth may have led to increased FDI in Malaysia and Thailand.

It may be concluded that there is a positive link between FDI and economic

growth, provided that the host country meets certain characteristics, such as a good enabling

environment, stability and skills.

(ii) Foreign direct investment and technology and knowledge spillovers

A recognized advantage of FDI is that the technology and managerial skills

foreign investors bring can add value and induce local firms to become more efficient and

increase human capital formation.  However, it is important to target firms that will play

a positive role.

In a review of the experiences of five Asian countries (China, India, the Republic

of Korea, Thailand and Viet Nam), the Asian Development Bank (ADB) (2004) concluded

that spillovers had been positive generally and for specific industries.  The ADB cautioned,

however, that there were “questions about the (a) magnitude of the impacts, (b) speed of

technology transfer, and (c) government development of an enabling policy framework.” In

general, there is strong evidence to suggest that countries benefiting from these spillovers

are those whose domestic firms had reached a level of capacity high enough to bridge the

technology gap and absorb the know-how.  For LDCs in Asia, the above evidence suggests

that the impact of the spillovers would be minimal unless absorptive capacity were

improved.

(iii) Foreign direct investment and domestic investment

FDI may help to raise domestic investment.  Bosworth and Collins (1999), in an

examination of 58 developing countries, found each United States dollar invested by a TNC

was associated with one extra United States dollar of domestic investment.  Agosin and

Mayer (2000) noted that there might be differences by region because FDI had “crowded

in” domestic investment in Asia, while “crowding out” (the displacement or pre-emption of

domestic investors) investment in Latin America.1  Within Asia, they found FDI had

“crowded in” domestic investment in the Republic of Korea, Pakistan and Thailand.

Neutral effects were found in China, Indonesia, Malaysia, the Philippines and Sri Lanka.

Braunstein and Epstein (1999), however, found that FDI had “crowded out” domestic

investment in China as a result of intensive competition for FDI among the regions in

China.

1 When FDI discourages entry and stimulates exit of domestic investment and entrepreneurship, that is “crowd

out” effect.  The opposite (to encourage and stimulate domestic investment) is “crowd in” effect of FDI.
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(iv) Foreign direct investment and competitive business environments

Spillovers and domestic investment are closely related to competition.  To the

extent that foreign firms induce local firms to become more productive, FDI contributes to

a more competitive business environment.  However, foreign firms, with superior

technology and know-how, may also drive local firms out of business or into less profitable

sectors.  An ADB (2004) review of the impacts of FDI on competition, concentration and

profitability found mixed evidence, both in Asia and in general.

(v) Foreign direct investment and exports and foreign exchange

The extent to which FDI promotes exports depends on the motive for FDI.  If

TNCs undertook investment in developing countries to take advantage of local markets,

then FDI may not contribute to exports.  On the other hand, if FDI took advantage of a host

country’s comparative advantage (efficiency-seeking), it would lead to increased exports.

Asia has established export processing zones (EPZs) or special economic zones, which are,

in general, geographic zones within a host country in which enterprises enjoy preferable

economic incentives or privileges.  The most common incentives in these zones are reduced

bureaucracy, enhanced infrastructure and lower tax rates.

In developing Asia, efficiency-seeking FDI has led to the growth of exports, as

manifested in the development of regional production networks in the automobile and

electronics industries.  In such networks, certain value-chain activities are undertaken in

different countries, and the resulting products are then exported for another stage of

processing elsewhere.  For example, Toyota Motor Corporation has affiliates throughout

Asia with a subregional headquarters in Singapore.  Thailand’s TNC-dominated automobile

industry and Malaysia’s TNC-dominated electronics industry consequently saw significant

increases in exports, reflecting the role of FDI in boosting exports in these countries.

In addition to exporting, foreign firms may help induce local firms to export.

Local firms can expand exports by benefiting from the infrastructure, telecommunications,

financial services and other improvements secured by foreign investors.

Foreign investment can generate foreign exchange if it is export-oriented.  Many

countries require foreign investors to generate the foreign exchange they require for

imports.  In some cases, FDI (especially in natural resources) may contribute to an

appreciation of the exchange rate, which could dampen export competitiveness.

(vi) Foreign direct investment and employment

FDI has commonly been regarded as an important source of job creation in

developing countries.  Many developing countries, particularly in Asia, where the bulk of

investment has gone to the labour-intensive manufacturing sector, have seen a significant
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percentage of their labour force employed directly in TNCs, or indirectly in the firms and

industries that supply TNCs.  In China, TNCs employed an estimated 23.5 million people in

2003, or 10 per cent of the workforce (UNCTAD, 2006c).  The indirect jobs created by

TNCs often far exceed those created directly.  To illustrate, Coca-Cola and its bottlers are

estimated to directly employ around 14,000 persons in China, while creating 350,000 jobs

in the supply chain and 50,000 jobs in the distribution network (Taube and Ogutcu, 2002).

In particular, FDI has contributed to enhancing employment opportunities for

women.  Women make up the vast majority of workers in EPZs, although their share

declines as manufacturing moves to higher value added products.  Women accounted for

over 80 per cent of employment in EPZs in Indonesia, Malaysia and Sri Lanka in the

mid-1990s.

(vii)  Non-economic impacts of foreign direct investment

Beyond purely economic benefits and costs, environmental and social benefits and

costs (OECD, 2002a) exist.  Foreign investors may either promote socially responsible

practices (for example, efficient environmental practices and better labour practices) or take

advantage of weaker environmental or labour regulations.  However, it should be noted that,

in many developing countries, foreign investors from developed countries are required to

meet higher environmental and labour standards than local companies.

(viii)   Implications

In summary, countries that have created a good enabling environment for both

domestic and foreign investment, including skills, infrastructure, sound competition

policies, and adequate environmental, labour and social standards, are the ones that have

benefited from FDI.

(b) Characteristics of South-South foreign direct investment:  different

impacts on the region

To the extent that FDI represents a capital inflow, there is no difference between

the impact of FDI from developed countries and that from developing countries.

Nonetheless, notable differences in the behaviour of TNCs from different countries can lead

to a different impact on the host countries.

Southern TNCs may utilize processes and develop products and services that are

more suitable to host developing country characteristics.  Southern firms are less likely to

use capital- and technology-intensive investments than their northern counterparts, and, to

the extent that they use more labour-intensive processes, are likely to have a greater impact

on increasing employment in the host country.  Furthermore, to the extent that southern
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TNCs utilize less developed technologies, developing countries face a narrower

technological gap to bridge, which would allow them to be better placed to absorb any

technology or knowledge spillovers.  As a result of their less capital-intensive processes,

southern TNCs may provide host developing countries with products and services that are

more in line with the needs of consumers in developing countries.  India’s Tata Group,

which has assembly operations in Bangladesh, Malaysia and South Africa, produces

automobiles that are simpler but cost significantly less than those of their northern

competitors (World Bank, 2006).  China’s Haier, a consumer electronics company, has

manufacturing facilities in many developing countries, including Indonesia, the Islamic

Republic of Iran, Malaysia and the Philippines, which produce products tailored for

domestic country needs and priced to meet the average consumer level (UNCTAD, 2006c).

While there are potential benefits, there may also be increased negative

impacts associated with South-South investment.  In particular, a significant proportion of

South-South investment is in the extractive sector, which, with the exception of employing

a small number of persons, has had few linkages with the host economy as the extracted

goods are mostly exported directly abroad.  Firms from China and India are commonly

cited to be most involved in the investment in the extractive industries as they seek to

secure raw materials to sustain economic growth.  Although much of the investment from

these countries has gone to countries in Africa and Latin America rich in natural resources,

an important proportion remains in the region, in particular in Central Asia, Mongolia and

Myanmar.

Although the “enclave” nature of FDI in natural resources applies to firms from

both developed and developing countries, northern TNCs are more likely to be involved in

initiatives that fall under corporate social responsibility (CSR), particularly in relation to

environmental preservation.  It is also noteworthy that the largest share of South-South FDI

has gone to industries that face higher levels of regulation, for example infrastructure and

telecommunications (World Bank, 2006).  Again, northern TNCs are more likely than their

southern counterparts to be involved in initiatives to improve the transparency of their

operations in developing countries, leaving a smaller scope for corruption.

Nonetheless, in addition to the extractive industries, an important proportion of

South-South investment within the Asian region has gone to research and development,

which has a higher likelihood of fostering linkages with the domestic economy.  Battat and

Aykut (2005) noted that China and India have been among the largest recipients of this type

of investment from developing countries, including Malaysia, the Republic of Korea and

Thailand.

(c) Regional cooperation to promote foreign direct investment

The growth of the perceived benefits of FDI has been one of the drivers of

increased regional cooperation to promote FDI.  However, the effects of the regional
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cooperation and economic integration, which are mostly in the form of trade and investment

liberalization, are complex to analyse because of the complementary and substitute nature

of FDI and trade.  Furthermore, the effects may vary depending on the motives and the

industry of FDI and also on each country’s condition and situation.

In theory, regional integration is expected to stimulate FDI as it enables firms to

access an expanded market size and economies of scale.  It is widely known that such

economic integration encourages inflows of FDI from outside those areas.  These FDI

inflows are also expected to rise with regional integration as it makes it easier for TNCs to

develop their production units in different countries across the region as they seek the most

effective locations for each level of production.  The fact that FDI is no longer confined to

being between countries but increasingly between regions also makes the regional approach

more attractive.  Another observation is that reducing trade and investment barriers through

regional integration will contribute to faster economic growth and the competitiveness of

local industry in the region, thus making the region more attractive for FDI.  However,

while economic integration would lead to greater levels of total FDI coming into the region,

this does not imply that all countries in the region would receive higher FDI.  Instead, there

is a risk of a greater concentration of FDI in countries with the best advantages in location

and other conditions for FDI (Korea Institute for International Economic Policy, 2004).

The effects of regional integration on intraregional FDI are more ambiguous.  FDI

undertaken as a result of trade barriers may decrease as trade liberalization can make

exporting a more economical means of serving the regional market.  In this context, the

crucial issue is whether trade and FDI are substitutes or complements.  This relationship can

vary by many factors, including industry, and empirical studies have found different results

in different regions.  For example, Bhalla and Bhalla (1997) noted that both intraregional

trade and intraregional FDI within the European Union had expanded more rapidly and

significantly than in any other regional economic bloc, whereas the North American Free

Trade Agreement had experienced a somewhat contrary result.  Intraregional FDI may

increase in the case of a firm looking into regional production system as it makes it easier

for the firm to develop their production units in the most effective locations across the

region, the same reason with the increase of interregional FDI.  However, in the case of the

subregions in Asia, such as ASEAN and the South Asian Association for Regional

Cooperation (SAARC), a lesser impact may be experienced as only a few companies from

these subregions are capable of vertically segmenting production units across the region.

These examples show that the impact of economic integration on intraregional FDI flows

may vary from case to case, and caution is needed when generalizing the impact from

a single regional integration experience.

However, the available evidence suggests that, over the long run, both extra- and

intraregional FDI is expected to increase if regional integration leads to efficiency gains in

the form of reduced transaction costs, a more predictable investment climate, faster growth



Asia-Pacific Trade and Investment Review Vol. 3, No. 1, June 2007

72

in market size and a greater level of competition that contributes to the economic growth of

member countries (Blomström and Kokko, 1997).  It is also noted that these economic

integration efforts and agreements indirectly increase both extra- and intraregional

investment by enhancing the confidence of investors in the commitment of Governments to

maintain open policies within the region.

One should keep in mind that regional cooperation on investment among

developing countries is one dimension of a broader regional cooperation aimed at achieving

development goals.  It is therefore important to always balance and harmonize investment

cooperation policies with economic, social, environmental and other cooperation policies in

pursuit of sustainable development.

In the case of South, East and South-East Asia, one noticeable aspect is that there

are many frameworks, groups and institutional efforts aimed at economic cooperation.

Such efforts include the programmes of ASEAN; SAARC; the Greater Mekong Subregion

Economic Cooperation; the South Asia Subregional Economic Cooperation; the Bay of

Bengal Initiative for Multi-Sectoral Technical and Economic Cooperation; the Brunei

Darussalam-Indonesia-Malaysia-Philippines East ASEAN Growth Area; the Kunming

Economic Cooperation Initiative among Bangladesh, China, India and Myanmar; the

Asia-Pacific Economic Cooperation; and many more.  There is a need to streamline such

frameworks and harmonize the policies and activities in the region to enhance the efficiency

of regional and subregional cooperation.

Having coordinated and common policies on FDI may give the region higher

collective bargaining power, as experienced by the European Union, in international

markets.  Yet this is not an easy task since countries should identify and agree on common

objectives.  Regionally coordinated policies can also avoid “bidding wars” in FDI

incentives in the region, which will be discussed more in section 3.  Sharing experiences

between negotiators and policymakers in regard to formulating and implementing

international investment agreements within and outside the region could identify best

practices and lessons learned.

Other forms of regional cooperation to directly or indirectly promote FDI could

include cooperating on infrastructure development at the regional level, conducting joint

investment promotion events, cooperating on developing cross border industrial clusters,

conducting research and studies related to FDI, and training at the regional level.
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3. POLICY DEVELOPMENTS

(a) Foreign direct investment and development dimensions

Many countries in the region have liberalized their FDI regimes and developed

specific policies to attract FDI.  Countries are now addressing the issue of not only

attracting FDI but also maximizing the benefits of FDI, as well as how to link the foreign

presence with the sustainable growth and development of the country.

One thing that countries should keep in mind is that FDI cannot be the main source

for stimulating economic growth and solving poor countries’ development problems.  On

average, inward FDI stocks account for about 15 per cent of gross domestic capital

formation in developing countries.  FDI could, therefore, be a valuable supplement to local

efforts and domestic investment rather than a primary source for stimulating economic

growth.  For that reason, it is important to focus on developing policies that would improve

the overall investment and business climate, which would benefit any kind of investment,

rather than focusing on developing policies only to attract FDI.  However, in practice, these

two actions are not alternatives.  What is good for domestic investment, in terms of

investment climate, is also good for FDI.

The enabling environment for any kind of investment is generally identical to best

practices for creating a dynamic and competitive domestic business environment.  The

principles of transparency and non-discrimination could be one of the most important

elements of such an environment.  Countries should strengthen their effort to fight

corruption, enhance regulatory frameworks, such as financial reporting, and promote fair

competition to foster an enabling business climate.

Strengthening open policies towards foreign trade and eliminating global and

regional trade barriers would also contribute to greater domestic and foreign investment,

although, as discussed in section 2, the short-term impacts can vary from case to case.

Developing and streamlining efficient administrative procedures and reducing red tape for

investment; consistent economic polices that allow long-term business planning; an

appropriate legal system; the availability of a well-developed infrastructure in terms of

transportation, telecommunication and financial services; and the availability of skilled and

educated labour are some of the necessary conditions for fostering an enabling business

environment.  There are also other measures and policies that aim at attracting FDI.  This

will be discussed more specifically in the next section.

While the economic benefits of FDI are real, they are not automatically absorbed

by the host country.  To maximize the benefits of FDI, host countries must undertake the

basic effort to develop appropriate policies on top of creating the healthy enabling

environment.



Asia-Pacific Trade and Investment Review Vol. 3, No. 1, June 2007

74

To capture the maximum benefits of a foreign enterprise presence in the national

economy, the availability of local human capital is crucial.  Therefore, a priority task for

Governments would be the improvement of the education system, the development and

strengthening of local training institutions and the creation of incentives that would keep the

already qualified local individuals from leaving the country.

It is important also to keep in mind the crowding out effect of FDI.  This may

occur from an uneven playing field, policies discriminating against local enterprises and the

low development stage of the local industry.  However, FDI may also cause a crowding in

effect, inducing local investment and strengthening the local enterprise sector, and policies

should be focused on strengthening such effects.

The crowding in effect is the main channel of employment creation by FDI.  To

maximize the benefits from crowding in, the capacity-building of local enterprises is

crucial.  Local enterprises, including small and medium-sized enterprises, should be ready

to catch such opportunities and absorb the new technology and knowledge as well as make

full use of the international market information available from the TNCs.  Governments can

support local enterprises by promoting business linkages between local enterprises and

TNCs in the country.

Many developing countries have been developing policies that promote export-

oriented investment while protecting the local economy from imports and market-seeking

investment.  These policies include having a sector-specific negative list, setting equity

limits, having restrictions on land ownership and on hiring foreign staff, including

a requirement that directors or higher-level positions be filled locally, and offering

incentives for export-oriented investment by excluding it from such restrictions and

providing fiscal incentives.  As a result of the Agreement on Trade-Related Investment

Measures and the recent liberalization policies, the restrictions and requirements have been

loosened; however, the basic regulatory structure for market-seeking FDI nonetheless

remains.

These dualistic policies promoting export-oriented investment and restricting

domestic-oriented investment overlook the very benefits of FDI in development, which

are, as mentioned above, technology and knowledge transfer and employment creation.

Export-oriented investors often have to purchase inputs from abroad or from another

foreign company in the country to meet international standards and compete in the world

market.  In the ASEAN-4 (Indonesia, Malaysia, the Philippines and Thailand), many of the

successful export sectors are highly import driven.  In some sectors, imports represent

80-90 per cent of the value of exports (OECD, 1999a).  However, depending on the industry

sector, this could be changed over time from importing to sourcing locally.  On the other

hand, foreign investors oriented towards the domestic market frequently have closer links

with local enterprises largely because they have to adapt their products to the specific
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demands and tastes of the local consumers.  Since these foreign firms usually produce for

the domestic market goods and services that meet international standards, they can also

indirectly help the local firms improve their standards and become more competitive in the

world market.

To facilitate the technology and knowledge transfer to the local economy, many

developing countries’ policies concern joint venture requirements.  However, studies from

the past have discovered that such requirements do not achieve their objective of enhancing

technology and knowledge transfer.  The Foreign Investment Advisory Service (FIAS)

(FIAS, 1997) noted that “limits on foreign investor ownership have also had the perverse

effect of reducing the investor’s incentive to make a success of the project” and Moran

(1998) concluded that “direct evidence is not promising on the use of joint ventures to try to

enhance technology transfer, penetrate international markets, or even expand and strengthen

backward linkage to the domestic economy”.  In addition, Smarzynska (1999) found

a negative correlation between a firm’s research and development spending and the form of

a joint venture but a positive correlation with a greenfield entry.

The points presented above suggest that it is better to improve the overall business

and investment climate, with consistent and transparent rules and policies for all types of

investment, rather than to develop discriminatory incentives and policies focused only on

attracting certain FDI.  In addition, improving the education and health systems in the

country and developing the capacity of local enterprises and industry will contribute to

maximizing the benefits of FDI and to creating a positive link between FDI and

development.

(b) National policies for inward and outward foreign direct investment

focusing on South-South investment

Liberalizing a country’s restrictions on FDI is no longer enough to attract and

optimize the benefits of FDI.  To benefit from FDI, it is important that the host country

makes a constant effort to develop appropriate and effective government policies and to

implement them in a timely manner.

The case of Indonesia gives us an example of how inefficient policies might affect

FDI despite other factors.  Indonesia became an early recipient of FDI due to its large

market size and natural resources.  However, inflows decreased rapidly in recent years until

2005.  According to surveys of investors, foreign firms may have left Indonesia or

diminished their presence there partly because of the political instability, corruption and the

uncertain application of legislation (Thomsen, 2004).

Countries have been developing various policies and tools to attract FDI, and

incentives, such as tax reductions, financial inducements and regulatory derogations, are
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one of the most common and widely used measures.  Countries in South, East and

South-East Asia, in particular, are considering these incentives in response to greater FDI

inflows to China.  However, as seen in section 1, more than half of the inward FDI in China

comes from Hong Kong, China; and Taiwan Province of China, whereas most of the inward

FDI to South-East Asian countries comes from the countries of the Organisation for

Economic Co-operation and Development (OECD).  Given that many foreign investors in

China are medium-sized enterprises from nearby countries, and since many of these

investors undertake FDI in China due to geographical proximity and cultural affinity, this

investment might not have taken place in other countries regardless of whether it was

undertaken in China.  A number of studies also suggest that increasing FDI in China can

stimulate greater FDI throughout the region in the long term, as Singapore has done within

South-East Asia.

Keeping in mind that most investment decisions are made considering the market

size, infrastructure, economic stability and overall investment and business environment,

fiscal incentive programmes are unlikely to be effective unless all these conditions are even

between two locations.  Incentives may be effective in specific sectors for the short term

(for example, many developing countries are giving incentives to the labour-intensive

manufacturing sector to create employment, and countries such as the Republic of Korea

have incentive strategies for the high-tech industry), and they might also work in relocating

the investment within the country.  However, the cost-effectiveness of such incentives

should be carefully assessed.  Incentives entail a cost that could be used in other activities,

such as improving the education system or developing efficient infrastructure.

Furthermore, incentives could have a negative effect over the long term when they are

promoted in a sector in which the host country has no comparative advantage.

A number of surveys and empirical studies have found that fiscal incentives have

a small or even insignificant effect on investment (Chia and Whalley, 1995).  There are also

different cases.  For example, in 1986, Singapore began to offer incentives to companies

interested in building a regional headquarters, and it was successful in attracting many

TNCs to Singapore.  However, the same strategy was immediately followed by Malaysia,

the Philippines and Thailand, which did not see the same effects.

Incentives are often compared with those in neighbouring countries, and growing

FDI competition can lead to “bidding wars”, which are already taking place in the region.

Countries are keeping or even increasing incentives to keep up with other neighbouring

countries’ incentives.  This could eventually result in a lose-lose game.  Regional

cooperation and coordinated regional policy could be a way to put an end to the competitive

game of fiscal incentives.

Policies attracting FDI from developing countries are not much different from

policies attracting FDI from developed countries.  This situation goes together with the
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underlying principle of FDI policies that investors should be treated the same, whether from

developed or developing countries.  However, keeping in mind that developing countries

are more likely to invest in other developing countries, developing countries can use this

likelihood as an opportunity.  They could focus more of their activities on attracting

investors from the South and especially from the same region, where there is more potential

for the activities to lead to an actual investment.  Countries can focus on improving the

specific investment climate that would increase the attractiveness of the country to other

developing countries’ investors.  Countries can also focus more of their marketing activities

on neighbouring developing countries and lower the minimum investment required in order

to attract investors from the developing countries with fewer resources compared with

investors from developed countries.

With the potential for further growth in South-South investment, investment

promotion agencies (IPAs) can be instrumental in encouraging investment from nearby

developing countries and increase their activities in those countries.

Wells and Wint (2001) group the main functions of an IPA into four categories,

namely, image building, investment generation, investor services and policy advocacy.

� Image building:  nation branding and promotion by advertising in general

media, participating in investment exhibitions, and conducting investment

missions and information seminars in investment opportunities.

� Investment generation:  identifying and targeting specific sectors and

companies for specific projects.

� Investor services:  a range of services to assist investors in analysing

investment decisions, establishing a business and conducting ongoing

operations.

� Policy advocacy:  the initiatives to improve the investment climate, such as

participating in policy task forces, drafting recommendations for policy

decisions, conducting surveys of the private sector.

A FIAS survey revealed that, on average, the largest amount of IPA financial

outlays go to investment generation (33 per cent), followed by investor services (32 per

cent), image building (27 per cent) and policy advocacy (7 per cent).  However, a study

undertaken by FIAS (Morisset and Andrews-Johnson, 2004) also revealed that policy

advocacy appears to be the most effective function since it directly and indirectly

contributes to improving the investment climate, and a good enabling environment is a key

success factor in IPA activities.  Considering such findings, the “traditional” allocation

should be reviewed.
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As policy advocacy appears to have the strongest association with FDI inflows,

a practical implication for developing countries would be to focus on improving the

investment climate using IPAs as one of the tools among others rather than spending

resources on expensive promotions.  The improvement of the investment climate would not

only attract greater FDI inflows but also enhance the effectiveness of other IPA activities,

including promotions.  Moreover, improvements in the investment climate have

far-reaching consequences as they encourage both domestic and foreign investment.

One function of IPAs, which has increased recently and is not covered in the four

categories mentioned above, involves facilitating and promoting outward FDI.  Most IPAs

that have this function have a separate department or overseas country offices for this

function.

In general, countries should reach a certain level of development and

entrepreneurial capacity before undertaking outward FDI promotion.  According to the

World Investment Report 2006, published by UNCTAD, the IPAs of several developing

countries, mostly in Asia, are actively undertaking such activities since more countries are

now viewing outward FDI as a vehicle to enhance the competitiveness of their firms and

industries.  However, premature market entries can result in costly failures, both financially

and psychologically.

As firms in developing countries might be more interested and comfortable in

investing in other developing countries in the same region, IPAs can focus and target

developing countries in the same region for outward FDI promotion to enhance the

effectiveness of their activities.

Regional cooperation could play an important role in this context.  Two activities

taking place at the same time, namely, activities to attract South-South investment and

activities to promote outward FDI to developing countries, have been observed.  Therefore,

it would be helpful to share information and exchange experiences on both types of

activities in order to shape and tailor activities of IPAs in the region to meet the needs of the

other side and to enhance their effectiveness.  Furthermore, IPAs from different countries

can together develop activities, such as study tours, matchmaking events and workshops in

the region.  However, the earlier finding on the effectiveness of the functions of IPAs should

be kept in mind, and the activities should be prioritized.  Most IPAs are in a strategic

position to carry out policy advocacy because of their interface between the public and

private sectors in the country.  In this regard, IPAs can share information related to investors

in their country and cooperate on identifying the real and most important problems that

foreign investors face in each country.

There is no doubt that, for both inward and outward FDI, ensuring a better

environment for business and improving the competitiveness of local enterprises would

increase the country’s ability to host FDI and promote outward FDI.  This is the general
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level of policy direction that may suit all countries.  However, since there is a long list of

requirements to fulfil in order to create an enabling business climate, and since each country

is in a different situation and has different expectations from FDI, countries should

continuously conduct their own research and studies to precisely analyse their situation and

select priority areas to maximize the benefit of the foreign presence in their country.

(c) The role of transnational corporations

The previous sections examined government investment policies and how to

maximize the benefits of FDI through the appropriate policies and an enabling environment.

Although these policies are very important, they are not usually precise and practical

enough to cover every detail of the business and investment situation that can have an

impact in the host country.  Only the companies, the actual foreign investors, are in

a position to know what the laws, regulations and policies mean for their daily operation

and to implement them into their management practice.  Therefore, the companies’ actions

and management strategy are an important complement to the governments’ roles to

optimize the benefits of FDI.

Experience shows that responsible corporate behaviour can play a positive role in

linking FDI to sustainable development.  TNCs can often act as role models for good

governance, particularly in areas related to environmental protection, health and safety,

labour, and employee benefits, and such a role becomes more important if the host country

lacks a civil society that can freely voice its opinions or has weak legal and administrative

systems.  International standards and guidelines for responsible corporate citizenship also

become more useful in providing a framework for corporate responsibilities in countries

where the political and legal frameworks do not provide reliable guidance for companies.

In addition, with globalization and the emergence of the global value chains, TNCs are now

expected to adhere to international standards and codes of conduct that might be higher than

those of the host country.

There are many reasons besides ethical ones for TNCs to implement CSR into

their business strategies.  Ensuring CSR in their business operations reduces operational and

legal risks; expands access to funding, reputation and brand image; and enhances

productivity and quality, all of which contribute to increasing the competitiveness of the

firm in a sustainable way to compete in the global market.  Recent studies have found that

CSR had become a global phenomenon and that there was little difference between

developing country TNCs and developed country TNCs in the interest in CSR in general.

In the United Nations Global Compact, 45 per cent of business participants are from

developing countries.  In fact, some of the leading companies in the field of CSR are from

developing countries.  However, a study done by OECD (2005a) reveals significant

interregional and intraregional variations in practice.
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Among Asian countries, India and Malaysia appear to be the most active players in

promoting and implementing CSR.  However, according to the same study, companies in

Asia are behind in implementing various corporate policies and management systems

related to CSR, such as anti-corruption management systems, published codes on fighting

corruption and promoting business integrity, policies and management systems regarding

non-discrimination, and reporting systems on health and safety, among others.

As the increasing South-South investment is mostly intraregional, the behaviour of

Asian firms could be one of the vital factors in maximizing the benefits of FDI in the

region, and actions not respecting responsible corporate behaviour might lead to a negative

effect on FDI.  For example, as observed earlier, developing country TNCs tend to worry

less about political stability and transparency.  This can provide developing countries with

greater opportunities to attract such FDI; although, over the long term, it may have

a negative effect if no efforts are made to improve the situation and may even restrict the

growth of local enterprises and industry by creating an unfair playing field.

There are a number of guidelines introducing the broadly accepted CSR principles

that companies can use to structure their own CSR policy.  The United Nations Global

Compact promotes 10 basic principles related to human rights, labour standards,

environmental protection and anti-corruption.  The OECD Guidelines for Multinational

Enterprises provide recommendations aimed at ensuring that the operations of enterprises

are in harmony with government policies so as to strengthen the basis of mutual confidence

between enterprises and the societies in which they operate, to help improve the foreign

investment climate and to enhance the contribution to sustainable development made by

multinational enterprises.  The International Labour Organization’s Tripartite Declaration of

Principles Concerning Multinational Enterprises and Social Policy is based on universal

principles contained in international labour standards and provides a framework for

multinational enterprises, domestic businesses, Governments, and employers’ and workers’

organizations to set common expectations, maintain dialogue and sustain the partnerships

necessary to maximize the potential of FDI to create decent work.  The Principles for

Responsible Investment, launched by the Secretary-General of the United Nations, provide

a framework for investors to integrate environmental, social and governance issues into

investment decision-making.

It is important that both the home and the host countries promote the adoption of

such international principles and best practices to capture the full benefits of FDI.

Governments, civil society, consumer organizations, trade unions and the private sector can

all play an important role in promoting and increasing the awareness of CSR in the region.

ESCAP, as a regional commission, can also play a vital role in sharing best practices,

distributing tools and guidelines, promoting public-private dialogue, and facilitating

regional cooperation in promoting the benefits of CSR.
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4. CONCLUSIONS

The rise of South-South FDI, particularly among the countries of South, East and

South-East Asia, is providing opportunities in terms of increased and diversified capital and

know-how flows that may well be more suitable for the host developing country in many

ways.

As indicated in this paper, FDI can contribute substantially to economic growth

and development if the host country is in a position to absorb the potential benefits of FDI.

To this end, countries should concentrate on improving the overall investment climate,

focusing on local capacity, rather than diverting resources to FDI attraction.  Developing

countries may obtain minimal benefits or even suffer negative effects if incentives incur

heavy expenditures or opportunity costs while failing to foster an enabling business

environment.

As most developing countries face a wide range of issues in creating an enabling

business environment in different economic and social contexts, they should continuously

undertake research and studies to identify their main problems and prioritize the areas on

which to focus.  Once the country develops appropriate policies to improve the business

climate, it is very important to implement them in a timely manner.  The improvement

should always be considered an ongoing process to cope with the dynamic and

fast-changing world.

Regional cooperation can assist and reinforce the efforts of countries to realize the

benefits of FDI.  This is all the more important as competition for FDI has increased,

opening up the possibility of “bidding wars” for investment, as well as a “race-to-the-

bottom” scenario, whereby countries compete in lowering environmental, social and labour

standards to attract investment.  Various regional cooperation initiatives are already under

way, but their scope and level of commitment appear to be insufficient.  In particular, there

is a need to review the investment agreements signed by developing countries in the region

and to identify room for improvements.  It would also be important to streamline the

existing frameworks and arrangements related to investment to harmonize the policies and

activities in the region in order to enhance the efficiency of regional and subregional

cooperation.  It is crucial to create a system in developing countries, especially in least

developed countries of the region, to collect reliable and comprehensive data on FDI for the

initiatives and agreements.

Policies attracting FDI from developing countries are not much different from

policies attracting FDI from developed countries.  However, keeping in mind the rising

opportunity of South-South investment, developing countries can focus more of their

activities on attracting investors, especially those that are from the same region, where there

is more potential for the activities to lead to an actual investment.  Cooperation among IPAs
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in the region can play an important role in this regard.  By sharing information related to

investors in their country and information on their inward and outward FDI promotion

activities, IPAs can tailor their strategies and activities to better meet the needs of their

target investors from nearby developing countries.  However, keeping in mind that policy

advocacy seems to be the most effective function of IPAs, developing countries should

focus on improving the investment climate, using IPAs as one of the tools rather than

spending resources on expensive promotions.  The improvement of the investment climate

would not only attract greater FDI inflows but also enhance the effectiveness of other IPA

activities.

As the actual behaviour of TNCs can have a positive or negative impact on

development, it is important to engage the private sector, both domestic and foreign, in

dialogue on development and investment issues.  Public-private partnerships for

development based on dialogue can be an important means of ensuring that countries

maximize the benefits of FDI.  In this connection, ESCAP, as a regional commission, can

play a critical role in hosting and fostering such public-private partnerships and dialogue, in

promoting regional cooperation and in sharing good practices arising from the region.
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ABSTRACT

T
he Asia-Pacific Trade Agreement is a preferential trading arrangement that

was earlier known as the Bangkok Agreement, which had been initiated

under the auspices of ESCAP in July 1975.  The Agreement has taken far too long to

arrive at the current level of trade liberalization in the region.  However, the enhanced

opportunities the Agreement offered for deeper trade liberalization among the member

countries is visible following the accession of China in 2001, the revitalization of the

arrangement in 2005 to reflect recent global changes and the accelerated exchange of

concessions concluded in the Third Round of negotiations in 2006.

The present study has clearly revealed that considerable opportunities exist for

new countries to accede to the Agreement.  The prospective member countries of the

region would find that the large and growing markets of China, India and the Republic

of Korea offer attractive opportunities to expand their share in the vast regional

market.
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The study reveals that a large number of products offered concessions under the

Third Round are being imported in significant amounts from the concession-offering

countries even in the absence of actual implementation of the preferences.  The high

preferential margins being offered by China and the Republic of Korea would allow

both existing as well as the prospective member States (should they choose to accede

to the Agreement) to improve further their market penetration.

The study further highlights the favourable export-import complementarities

that exist with respect to products/sectors between some of the prospective member

States of ESCAP (particularly Indonesia, the Philippines, Thailand and Viet Nam)

with the APTA contracting States.

Perhaps the most important potential of APTA lies in the very broad region-

wide framework of ESCAP, which has 53 members and 9 associate members.  In the

context of Asian regionalism, it therefore constitutes a building block for region-wide

integration.

While APTA has to some extent been revitalized in the context of global

changes, its scope and objectives continue to be defined by traditional approaches to

regional integration.  It is time for the Participating States to move speedily to a free

trade agreement with the scope of cooperation expanded to include services,

investments and a variety of trade facilitation measures.  A summary of measures

implemented under regional integration arrangements globally and with particular

reference to ASEAN has been brought out in this regard.

1. BACKGROUND

The First Agreement on Trade Negotiations among Developing Member Countries

of the Economic and Social Commission for Asia and the Pacific, known as the Bangkok

Agreement, was signed in July 1975 under the auspices of ESCAP.  The original signatories

to the Agreement were Bangladesh, India, the Lao People’s Democratic Republic, the

Republic of Korea and Sri Lanka.  The Lao People’s Democratic Republic has not issued

customs notification on the tariff concessions granted, and hence to this extent is not an

effective participating member.  However, some other members have extended their

concessions to include that country.

China became a member of the Bangkok Agreement formally in 2001.  Its

accession has major implications for the Bangkok Agreement and for trade in the Asian and
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Pacific region.1  All developing member countries of ESCAP are eligible to accede to the

Agreement.

The objective of the Bangkok Agreement,2  as stipulated in article 2, “is to promote

economic development through a continuous process of trade expansion among the

developing member countries of ESCAP and to further international economic cooperation

through the adoption of mutually beneficial trade liberalization measures consistent with

their respective present and future development and trade needs, and taking into account the

trading interest of third countries, particularly those of other developing counties”.

The Bangkok Agreement is essentially a preferential trading arrangement designed

to liberalize and expand trade progressively in the ESCAP region through such measures as

the relaxation of tariff and non-tariff barriers and trade-related economic cooperation.

The General Agreement on Tariffs and Trade (GATT) Council approved the

Bangkok Agreement in March 1978.

The Participating States of the Bangkok Agreement, recognizing that the

international trading system has evolved substantially since the Agreement came into force

in the mid-1970s, have recently launched a process of revitalization within the Agreement,

requesting ESCAP, its secretariat to oversee the process.

The revitalization process consists of a number of measures, including the

following:

� Amended text of the Agreement.  The text of the Bangkok Agreement has been

amended to reflect changes that have taken place in the international trading

system since the original text entered into force.  The revised text has

a preamble, 8 chapters consisting of 40 Articles and 2 annexes.  Annex I

refers to the National Lists of Concessions, and annex II provides the

common Roles of Origin.

� Ministerial Council.  Member countries have recently established the

Ministerial Council under the Bangkok Agreement to provide overall policy

direction for the further negotiating agenda of the Agreement.  The existing

Standing Committee, consisting of representatives of the countries

participating in the Agreement, will continue to perform its existing functions

of reviewing and implementing the Agreement.

1 Papua New Guinea acceded to the Agreement in December 1993, though the Agreement has yet to be ratified

by the Government.  Pakistan notified its intention to accede to the Agreement in February 1998, and is in the

process of accession.
2 The present name of the Bangkok Agreement is the Asia-Pacific Trade Agreement, as noted later in this

section.
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� Engagement of the business sector.  The Agreement is seeking modalities for

government-private sector dialogue to promote greater awareness of the

benefits of trade liberalization.

� Expansion of membership.  The member States are seeking to promote the

accession of new members so that the full potential of the Agreement on

a broader regional basis can be attained.  So far, three rounds of negotiations

have been completed under the Agreement.  The First Round was concluded

in 1975, leading to the signing of the Agreement by the Participating States.

The first session of the Ministerial Council was held on 2 November 2005 and at

that time the name of the Bangkok Agreement was changed to the Asia-Pacific Trade

Agreement (APTA).  The Ministerial Declaration announced the change in the text of the

Agreement to take into account the global developments that had taken place in recent

years.  It mentioned the conclusion of Third Round concessions, which would be put in

place with effect from 1 July 2006, upon completion of the internal procedures of all

Participating States.  The Declaration directed the Committee to make suitable

recommendations, including the timing for the launching of the Fourth Round of

negotiations for tariff liberalization, and suggest measures of cooperation for further

enhancing the trade and investment flows consistent with the objective of deepening and

widening the scope of the Agreement.  The Declaration also expressed the hope of

exploring the possibilities of APTA evolving into a common framework mechanism for all

regional trade arrangements in the region.

The total number of products for which tariff preferences were extended after

renegotiations was 93 items, of which the ad valorem duties of 80 products were reduced by

an average of 23 per cent and the tariff of 9 products were bound.  In the case of the

4 remaining products, specific duties were reduced, ranging from 10 to 67 per cent.  In

addition, special concessions were granted to the two least developed countries, for

Bangladesh on 3 product items, and for the Lao People’s Democratic Republic on 16 items.

The results of the number of products offered tariff concessions by the

Participating States under the Second and Third Rounds of APTA with margin of preference

is given in table 1.  It will be observed that at the end of the Third Round, Participating

States had exchanged concessions on a consolidated basis on 4,270 products (apart from

587 that were offered exclusively to least developed countries).  The concessions offered for

all countries nearly trebled, from 1,721 products in the Second Round to 3,596 in the Third,

while those offered to least developed countries increased five times from 112 to 519,

respectively.  The average margin of preference in the Third Round was 30.2 per cent, while

this was doubled (62 per cent) as special concessions to least developed countries.  In the

Third Round, the Republic of Korea offered concessions on the largest number of products,

followed by China, but on a consolidated basis China offered concessions on the largest

number of products, followed by the Republic of Korea.  The margin of preference offered
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by China is the highest, followed by the Republic of Korea, for both general and special

products.

2. SCOPE AND METHOD OF STUDY

After introducing the main landmarks in the evolution of APTA, the paper

examines the implications of the offer of concessions under the Second and Third Rounds

and also at the end of the Third Round (that is, the combined Second and Third Rounds) by

five Participating States, Bangladesh, China, India, the Republic of Korea and Sri Lanka, on

intra-APTA trade as well as its implications for 10 prospective ESCAP member countries of

APTA, Bhutan, Cambodia, Indonesia, Mongolia, Myanmar, Nepal, Pakistan, the

Philippines, Thailand and Viet Nam.  With respect to intra-APTA trade, it is relevant to

assess the impact of the Second Round, if any, since the products offered concessions under

the Second Round have been liberalized for quite some time.  An increasing share of

imports in relation to world imports of negotiated products would indicate a positive impact

of the trade preferences offered by the concession-offering country.  With respect to

products offered concessions under the Third Round, no impact assessment is possible since

the concessions were only implemented as of September 2006.  However, when viewed

Table 1.  Number of products offered tariff concession by Participating States under

the Second and Third Rounds of the Bangkok Agreement

with margin of preference

 Second Round Third Round
After Third Round

(consolidation)

No. of MOP No. of MOP No. of MOP

products (%) products (%)  productsa (%)

Bangladesh 129 13.96 86 13.5 210 14.1

Chinab 902 (18) 15.4 (55.1) 769 (138) 40.0 (80.9) 1 697 (161) 26.7 (77.9)

India 188 (33) 52.6 32.2) 396 (24) 10.0 (50.0) 570 (48) 23.9 (39.7)

Republic of 214 (29) 30.3 (38.2) 1 204 (291) 36.4 (66.3) 1 367 (306) 35.4 (64.6)

   Korea

Sri Lanka 288 (32) 17.8 (14.0) 239 (48) 9.2 (10.7) 427 (72) 14.0 (12.0)

Total 1 721 (112) 21.6 (32.2) 3 596 (519) 30.2 (62.0) 4 270 (587) 26.8 (58.8)

Source: ESCAP secretariat.

Notes: The figures in parentheses relate to special concessions to least developed countries. China has

already incorporated the Second Round concessions.

MOP: Margin of preference estimated as a simple average of all items.

a In accordance with the consolidated concession lists which are part and parcel of the official

revised text of the Agreement signed and ratified by the Participating States.

b The number for China is the result of a consolidation of its accession schedules and Third

Round concessions.

Concession

offering

states
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from the point of view of their value and share in world imports, their existing import

coverage reflects their potential impact to some extent.

With respect to prospective member countries (PMCs), first the aggregate imports

of the Participating States from PMCs, and their share in world imports, are examined for

the period 1990-2003 to assess the overall potential exports of the PMCs to the APTA

Participating States.  Next, the imports of products offered concessions by the APTA

Participating States under the Second and Third Rounds, and at the end of the Third Round,

from PMCs, compared with imports of the same products from the world for the period

1999-2003, are identified using the Personal Computer Trade Analysis System (PC-TAS)

CD-ROM of the International Trade Centre UNCTAD/WTO, based on the 6-digit

harmonized system (HS) Rev. 1 (1986) Comtrade data.  Since the concessions offered by

Bangladesh, India and Sri Lanka are also based on that HS classification, the two data sets

are, by and large, comparable.  However, the concessions offered by China and the

Republic of Korea are more disaggregated at 8- and 10-digit HS levels of classification.

The advantage of Comtrade data is that they are comparable by country and generally

available over five years.  However, data for Bangladesh and Pakistan are available only for

2003 and for Sri Lanka only for 1999, 2001 and 2002.  The main limitation of these data is

that those products having a traded value below $50,000 are excluded in the event that the

benchmark level remains below this cut-off level in all the recorded years.3  Further, the

data overstate trade flows, particularly for imports from the Republic of Korea and China,

owing to a higher level of aggregation, but also understate to the extent that they exclude

products below the cut-off value.

After identifying the possibilities of trade (exports) for PMCs in all traded

products, the study estimates cosine measures of export-import complementarities between

prospective members as exporters and the APTA Participating States as importers in all

products at the 6-digit HS level of classification4  using the United Nations Comtrade data.

The value of this measure has been estimated not only for all globally traded products

(exports of prospective members against imports of Agreement countries, respectively), but

also for all products included under different 2-digit HS level of classification chapters, in

both cases at the 6-digit HS level of classification.5

Further, by matching each country’s global exports of products at the 6-digit HS

level with each partner (prospective partner) country’s global imports at the same level of

aggregation, the set of products having potential for trade between the identified partner

countries has been established.  The objective of this exercise is to assess the trade

complementarity that exists between the APTA Participating States with PMCs beyond

3 This implies that products of any value are reported in case the cut-off value of the product is >$50,000 in any

one of the reporting years.
4 See the technical appendix for an estimation of this measure.
5 This has been done to identify products with trade potential in sectors with high export-import

complementarity which could be quite compatible with overall low complementarity for all products.
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those that are identified under the different rounds of negotiations, so that new products can

be considered for inclusion in a proposed subsequent Fourth Round of negotiations.6

The study subsequently makes some comments on the modalities for expanding

and broadening the scope of the Agreement so as to align it with the global trends.  A

summary of the study and the final conclusions drawn appear at the end of the study.

3. PREFERENTIAL TRADE OF INTRA-APTA MEMBER

COUNTRIES

(a) Bangladesh

Table 2 shows that the most important markets for products exported under the

Second Round, in order of importance, were China, India and the Republic of Korea.  The

share of Bangladesh in the world imports of those countries showed an increase in the

case of China and the Republic of Korea, but a declining share in the case of India and

Sri Lanka.

Table 2.  Imports of APTA member countries from Bangladesh and the world: products

under National and Special Lists of Concessions – Second Round (1999-2003)

(Thousands of United States dollars)

APTA members Imports from 1999 2000 2001 2002 2003

China Bangladesh 2 122 642 1 558 11 295 8 066

(14) World 3 152 983 4 351 827 4 301 524 5 086 012 8 401 213

Share (%) 0.07 0.01 0.04 0.22 0.10

India Bangladesh 7 437 5 757 4 316 4 181 5 477

 (9) World 91 094 55 599 80 575 81 201 104 869

Share (%) 8.16 10.35 5.36 5.15 5.22

Republic of Korea Bangladesh 968 774 877 1 061 1 291

(5) World 94 426 102 951 50 623 42 980 34 758

Share (%) 1.03 0.75 1.73 2.47 3.71

Lao People’s Bangladesh n.a. n.a. n.a. n.a. n.a.

   Democratic Republic

Sri Lanka Bangladesh 2 458 n.a. 47 108 n.a.

 (1) World 2 553 n.a. 100 301 n.a.

Share (%) 96.28 n.a. 47.00 35.88 n.a.

Source: Estimated from the PC-TAS database, 2005.

Note: Figures in parentheses indicate the number of products imported in 2003.

6 This paper has been adapted for publication in the Asia-Pacific Trade and Investment Review and does not

include the comprehensive annex tables, which are too large to be included in the text of this paper but were

attached at the end of the original paper; they contained hyperlinks from which the details of identified

products could be examined (only through the electronic version of the paper).
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Table 3 shows that China, the Republic of Korea and India were the most

important markets for Bangladesh for products under the Third Round.  The share of

Bangladesh in the world trade of member countries is quite marginal and shows a mildly

declining trend.

Table 3.  Imports of APTA member countries from Bangladesh and the world: products

under National and Special Lists of Concessions – Third Round (1999-2003)

(Thousands of United States dollars)

APTA members Imports from 1999 2000 2001 2002 2003

China Bangladesh 3 658 7 629 1 508 1 246 4 480

(12) World 717 773 1 126 061 1 193 831 1 295 655 1 897 681

Share (%) 0.51 0.68 0.13 0.10 0.24

India Bangladesh 290 224 42 129 489

(5) World 93 977 115 877 124 141 176 169 164 154

Share (%) 0.31 0.19 0.03 0.07 0.30

Republic of Korea Bangladesh 1 909 1 124 2 242 1 485 2 422

(18) World 731 420 954 315 1 182 140 1 535 710 1 716 593

Share (%) 0.26 0.12 0.19 0.10 0.14

Lao People’s Bangladesh n.a. n.a. n.a. n.a. n.a.

  Democratic Republic

Sri Lanka Bangladesh 83 n.a. – – n.a.

(1) World 15 422 n.a. 11 755 11 878 n.a.

Share (%) 0.54 --- 0.00 0.00 ---

Source: Estimated from the PC-TAS database, 2005.

Note: Figures in parentheses indicate the number of products imported in 2003.

When products under both rounds are combined, China, India and the Republic of

Korea remain the most important markets for Bangladesh in order of importance, as can be

seen in table 4.

(b) China

The Republic of Korea was the largest market of China for products under the

Second Round, followed by India, Sri Lanka and Bangladesh, as can be seen in table 5.

The share of China in all member country world imports shows a rising trend.

For products offered concessions under the Third Round, the Republic of Korea

was the largest market of China, followed by India, Sri Lanka and Bangladesh, as can be

seen in table 6.  The share of China in the world exports of all these countries shows a rising

trend.



Asia-Pacific Trade and Investment Review Vol. 3, No. 1, June 2007

95

Table 4.  Imports of APTA member countries from Bangladesh and the world:  products

under National and Special Lists of Concessions – end of the Third Round (1999-2003)

(Thousands of United States dollars)

APTA members Imports from 1999 2000 2001 2002 2003

China Bangladesh  5 780  8 271  3 066  12 541  12 546

 (26) World  3 870 756  5 477 888  5 495 355  6 381 667  10 298 894

Share (%)  0.15  0.15  0.06  0.20  0.12

India Bangladesh  7 727  5 981  4 358  4 310  5 966

(14) World  185 071  171 476  204 716  257 370  269 023

Share (%)  4.18  3.49  2.13  1.67  2.22

Republic of Korea Bangladesh  2 877  1 898  3 119  2 546  3 713

(23) World  825 846  1 057 266  1 232 763  1 578 690  1 751 351

Share (%)  0.35  0.18  0.25  0.16  0.21

Lao People’s Bangladesh  n.a.  n.a.  n.a.  n.a.  n.a.

  Democratic Republic

Sri Lanka Bangladesh  2 541  n.a.  –  108  n.a.

 (2) World  17 975  n.a.  11 855  12 179  n.a.

Share (%)  14.14  ---  0.00 0.00  ---

Source: Estimated from the PC-TAS database, 2005.

Note: Figures in parentheses indicate the number of products imported in 2003.

Table 5.  Imports of APTA member countries from China and the world:  products

under National Lists of Concessions – Second Round (1999-2003)

(Thousands of United States dollars)

APTA members Imports from 1999 2000 2001 2002 2003

Bangladesh China  n.a.  n.a.  n.a.  n.a.  2 091

(14) World  n.a.  n.a.  n.a.  n.a.  12 491

Share (%) ---  --- --- ---  16.74

India China  22 734  19 739  21 558  23 962  45 329

(34) World  211 547  157 985  144 826  174 478  260 229

Share (%)  10.75  12.49  14.89  13.73  17.42

Republic of Korea China  128 607  170 287  189 401  298 037  379 535

(92) World  1 288 909  1 439 936  1 236 853  1 461 357  1 542 841

Share (%)  9.98  11.83  15.31  20.39  24.60

Lao People’s China  n.a.  n.a.  n.a.  n.a.  n.a.

  Democratic Republic

Sri Lanka China  2 057  n.a.  2 363  3 289  n.a.

(23) World  37 369  n.a.  37 675  38 094  n.a.

Share (%)  5.50 ---  6.27  8.63  ---

Source: Estimated from the PC-TAS database, 2005.

Note: Figures in parentheses indicate the number of products imported in 2003.
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Table 6.  Imports of APTA member countries from China and the world:  products

under National Lists of Concessions – Third Round (1999-2003)

(Thousands of United States dollars)

APTA members Imports from 1999 2000 2001 2002 2003

Bangladesh China n.a. n.a. n.a. n.a. 11 164

(25) World n.a. n.a. n.a. n.a. 109 443

Share (%) --- --- --- --- 10.20

India China 148 322 208 037 308 814 367 261 401 244

(288) World 7 591 412 7 122 308 6 935 846 8 912 906 10 739 138

Share (%) 1.95 2.92 4.45 4.12 3.74

Republic of Korea China 2 997 909 4 164 297 4 587 921 5 519 656 6 866 877

(388) World 34 284 851 51 401 691 44 209 617 44 123 732 51 836 500

Share (%) 8.74 8.10 10.38 12.51 13.25

Lao People’s China n.a. n.a. n.a. n.a. n.a.

  Democratic Republic

Sri Lanka China 14 653 n.a. 20 332 29 408 n.a.

(79) World 279 506 n.a. 279 434 256 565 n.a.

Share (%) 5.24 --- 7.28 11.46 ---

Source: Estimated from the PC-TAS database, 2005.

Note: Figures in parentheses indicate the number of products imported in 2003.

At the end of the Third Round, the Republic of Korea remained the largest market

of China, followed by India, Sri Lanka and Bangladesh, as can be seen in table 7.

(c) India

China was the largest market of India for products offered concessions under the

Second Round, as can be seen in table 8.  If the year 2001 is excluded (when the world

imports of China of such products marked an unusual decline), the share of India in the

world imports of China shows a slightly increasing trend.  The share of India in the world

imports of Sri Lanka has also been increasing.

For products offered concessions under the Third Round, China was the largest

market of India, followed by the Republic of Korea and Sri Lanka, as can be seen in table 9.

The shares of China and Sri Lanka show a rising trend.

At the end of the Third Round, China and the Republic of Korea remained the

largest markets for products offered concessions, as can be seen in table 10.  Further, the

share of India in the imports of China and Sri Lanka shows an increasing trend.
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Table 7.  Imports of APTA member countries from China and the world:  products

under National Lists of Concessions – end of the Third Round (1999-2003)

(Thousands of United States dollars)

APTA members Imports from 1999 2000 2001 2002 2003

Bangladesh China n.a. n.a. n.a. n.a. 13 255

(n.a.) World n.a. n.a. n.a. n.a. 121 934

Share (%) --- --- --- --- 10.87

India China 171 056 227 776 330 372 391 223 446 573

(322) World 7 802 959 7 280 293 7 080 672 9 087 384 10 999 367

Share (%) 2.19 3.13 4.67 4.31 4.06

Republic of Korea China 3 126 516 4 334 584 4 777 322 5 817 693 7 246 412

(480) World 35 573 760 52 841 627 45 446 470 45 585 089 53 379 341

Share (%) 8.79 8.20 10.51 12.76 13.58

Lao People’s China n.a. n.a. n.a. n.a. n.a.

  Democratic Republic

Sri Lanka China 16 710 n.a. 22 695 32 697 n.a.

(527) World 316 875 n.a. 317 109 294 659 n.a.

Share (%) 5.27 --- 7.16 11.10 ---

Source: Estimated from the PC-TAS database, 2005.

Note: Figures in parentheses indicate the number of products imported in 2003.

Table 8.  Imports of APTA member countries from India and the world:  products

under National Lists of Concessions – Second Round (1999-2003)

(Thousands of United States dollars)

APTA members Imports from 1999 2000 2001 2002 2003

Bangladesh India n.a. n.a. n.a. n.a. 6 850

(12) World n.a. n.a. n.a. n.a. 19 126

Share (%) --- --- --- --- 35.82

China India 41 609 92 906 194 170 300 060 393 221

(101) World 14 114 477 17 660 865 1 826 853 20 561 324 26 707 330

Share (%) 0.29 0.53 10.63 1.46 1.47

Republic of Korea India 21 820 21 088 16 161 16 773 18 182

(43) World 697 793 746 144 710 371 825 138 885 025

Share (%) 3.13 2.83 2.28 2.03 2.05

Lao People’s India n.a. n.a. n.a. n.a. n.a.

  Democratic Republic

Sri Lanka India 10 168 n.a. 9 136 16 872 n.a.

(33) World 80 714 n.a. 91 078 86 690 n.a.

Share (%) 12.60 --- 10.03 19.46 ---

Source: Estimated from the PC-TAS database, 2005.

Note: Figures in parentheses indicate the number of products imported in 2003.
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Table 9.  Imports of APTA member countries from India and the world:  products

under National Lists of Concessions – Third Round (1999-2003)

(Thousands of United States dollars)

APTA members Imports from 1999 2000 2001 2002 2003

Bangladesh India n.a. n.a. n.a. n.a. 14 199

(23) World n.a. n.a. n.a. n.a. 118 174

Share (%) --- --- --- --- 12.02

China India 275 092 449 127 461 554 550 850 769 281

(226) World 33 880 492 43 229 825 49 166 248 58 678 230 74 898 839

Share (%) 0.81 1.04 0.94 0.94 1.03

Republic of Korea India 122 238 158 096 115 692 141 581 176 672

(130) World 28 410 558 43 105 077 36 861 950 35 627 007 41 525 636

Share (%) 0.43 0.37 0.31 0.40 0.43

Lao People’s India n.a. n.a. n.a. n.a. n.a.

  Democratic Republic

Sri Lanka India 45 796 n.a. 40 762 59 232 n.a.

(112) World 362 030 n.a. 364 995 350 565 n.a.

Share (%) 12.65 --- 11.17 16.90 ---

Source: Estimated from the PC-TAS database, 2005.

Note: Figures in parentheses indicate the number of products imported in 2003.

Table 10.  Imports of APTA member countries from India and the world:  products

under National Lists of Concessions – end of the Third Round (1999-2003)

(Thousands of United States dollars)

APTA members Imports from 1999 2000 2001 2002 2003

Bangladesh India n.a. n.a. n.a. n.a. 21 049

(35) World n.a. n.a. n.a. n.a. 137 300

Share (%) --- --- --- --- 15.33

China India 316 701 542 033 655 724 850 910 1 162 502

(327) World 47 994 969 60 890 690 50 993 101 79 239 554 101 606 169

Share (%) 0.66 0.89 1.29 1.07 1.14

Republic of Korea India 144 058 179 184 131 853 158 354 194 854

(173) World 29 108 351 43 851 221 37 572 321 36 452 145 42 410 661

Share (%) 0.49 0.41 0.35 0.43 0.46

Lao People’s India n.a. n.a. n.a. n.a. n.a.

  Democratic Republic

Sri Lanka India 55 964 n.a. 49 898 76 104 n.a.

(145) World 442 744 n.a. 456 073 437 255 n.a.

Share (%) 12.64 --- 10.94 17.40 ---

Source: Estimated from the PC-TAS database, 2005.

Note: Figures in parentheses indicate the number of products imported in 2003.
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(d) Republic of Korea

Table 11 reveals that China was by far the largest market for the export of the

Republic of Korea of products offered concessions under the Second Round, followed by

India and Sri Lanka.  While the share of the Republic of Korea in the world imports of

China remained stable at a little over 16 per cent, this share shows an increase in relation to

those of India.

Table 11.  Imports of APTA member countries from the Republic of Korea and the

world:  products under National Lists of Concessions – Second Round (1999-2003)

(Thousands of United States dollars)

APTA members Imports from 1999 2000 2001 2002 2003

Bangladesh Republic of Korea n.a. n.a. n.a. n.a. 148

(2) World n.a. n.a. n.a. n.a. 350

Share (%) --- --- --- --- 42.29

China Republic of Korea 2 992 386 3 973 951 4 106 719 4 565 721 6 363 817

(298) World 18 376 056 23 469 905 24 934 647 28 966 867 37 616 338

Share (%) 16.28 16.93 16.47 15.76 16.92

India Republic of Korea 6 790 4 994 7 504 4 570 14 370

(16) World 155 609 111 020 104 628 123 780 183 160

Share (%) 4.36 4.50 7.17 3.69 7.85

Lao People’s Republic of Korea n.a. n.a. n.a. n.a. n.a.

  Democratic

  Republic

Sri Lanka Republic of Korea 2 891 n.a. 2 831 2 243 n.a.

(15) World 24 345 n.a. 24 938 25 233 n.a.

Share (%) 11.88 --- 11.35 8.89 ---

Source: Estimated from the PC-TAS database, 2005.

Note: Figures in parentheses indicate the number of products imported in 2003.

With regard to products offered concessions under the Third Round, China

remained the most important market for the Republic of Korea, followed by India, as can be

seen in table 12.  The shares of the Republic of Korea and India in the world imports of

China also show an increase.  At the end of the Third Round, China remained the most

important market for the Republic of Korea, followed by India, as can be seen in table 13.

(e) Lao People’s Democratic Republic

China was the only country importing one product offered concessions in the

Second Round from the Lao People’s Democratic Republic as can be seen in table 14.  Its

share in the world exports of China increased significantly, from a negligible value in 2000

to 5.07 per cent in 2003.



Asia-Pacific Trade and Investment Review Vol. 3, No. 1, June 2007

100

Table 12.  Imports of APTA member countries from the Republic of Korea and the world:

products under National Lists of Concessions – Third Round (1999-2003)

(Thousands of United States dollars)

APTA members Imports from 1999 2000 2001 2002 2003

Bangladesh Republic of Korea n.a. n.a. n.a. n.a. 18 637

(18) World n.a. n.a. n.a. n.a. 112 152

Share (%) --- --- --- --- 16.62

China Republic of Korea 4 183 635 5 658 146 6 221 862 10 702 131 16 612 740

(474) World 46 081 190 57 261 545 64 074 399 83 784 852 116 096 893

Share (%) 9.08 9.88 9.71 12.77 14.31

India Republic of Korea 95 981 79 842 83 901 137 639 733 323

(174) World 6 891 820 6 408 543 6 246 016 7 968 899 9 214 571

Share (%) 1.39 1.25 1.34 1.73 7.96

Lao People’s Republic of Korea n.a. n.a. n.a. n.a. n.a.

  Democratic

  Republic

Sri Lanka Republic of Korea 61 611 n.a. 56 862 40 286 n.a.

(89) World 349 885 n.a. 358 467 331 300 n.a.

Share (%) 17.60 --- 15.86 12.16 ---

Source: Estimated from the PC-TAS database, 2005.

Note: Figures in parentheses indicate the number of products imported in 2003.

Table 13.  Imports of APTA member countries from the Republic of Korea

and the world:  products under National and Special Lists of

Concessions – end of the Third Round (1999-2003)

(Thousands of United States dollars)

APTA members Imports from 1999 2000 2001 2002 2003

Bangladesh Republic of Korea n.a. n.a. n.a. n.a. 18 785

(20) World n.a. n.a. n.a. n.a. 112 502

Share (%) --- --- --- --- 16.70

China Republic of Korea 7 176 021 9 632 097 10 328 581 15 267 852 22 976 557

(772) World 64 457 246 80 731 450 89 009 046 112 751 719 153 713 231

Share (%) 11.13 11.93 11.60 13.54 14.95

India Republic of Korea 102 771 84 836 91 405 142 209 747 693

(190) World 7 047 429 6 519 563 6 350 644 8 092 679 9 397 731

Share (%) 1.46 1.30 1.44 1.76 7.96

Lao People’s Republic of Korea n.a. n.a. n.a. n.a. n.a.

  Democratic

  Republic

Sri Lanka Republic of Korea 64 502 n.a. 59 693 42 529 n.a.

(104) World 374 230 n.a. 383 405 356 533 n.a.

Share (%) 17.24 --- 15.57 11.93 ---

Source: Estimated from the PC-TAS database, 2005.

Note: Figures in parentheses indicate the number of products imported in 2003.
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In table 15, its can be seen that again China was the only importer of one product

offered concessions in the Third Round.  Its share in the world imports declined during the

reference period.

Table 14.  Imports of APTA member countries from the Lao People’s Democratic

Republic and the world:  products under National and Special Lists of

Concessions – Second Round (1999-2003)

(Thousands of United States dollars)

APTA members Imports from 1999 2000 2001 2002 2003

China Lao People’s  –  68  224  1 428  2 205

(1)   Democratic Republic

World  85 529  265 610  224 721  285 871  43 526

Share (%) 0 0.03 0.10 0.50 5.07

Source: Estimated from the PC-TAS database, 2005.

Note: Figures in parentheses indicate the number of products imported in 2003.

Table 15.  Imports of APTA member countries from the Lao People’s Democratic

Republic and the world:  products under National and Special Lists

of Concessions – Third Round (1999-2003)

(Thousands of United States dollars)

APTA members Imports from 1999 2000 2001 2002 2003

China Lao People’s 632 586 584 360 534

(1)   Democratic Republic

World 8 541 8 210 9 565 17 101 17 648

Share (%) 7.40 7.14 6.11 2.11 3.03

Source: Estimated from the PC-TAS database, 2005.

Note: Figures in parentheses indicate the number of products imported in 2003.

At the end of the Third Round, there was an increase in the share of the imports of

China in the case of products offered concessions under the Second and Third Rounds, as

can be seen in table 16.

(f) Sri Lanka

For products offered concessions under the Second Round, India was the most

important market for Sri Lanka, followed by China and the Republic of Korea, as can be

seen in table 17.  The share of Sri Lanka in the world imports of other member countries

shows a decline.
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Table 16.  Imports of APTA member countries from the Lao People’s Democratic

Republic and the world:  products under National and Special Lists

of Concessions – end of the Third Round (1999-2003)

(Thousands of United States dollars)

APTA members Imports from 1999 2000 2001 2002 2003

China Lao People’s 632 654 808 1 788 2 739

(2)   Democratic Republic

World 94 070 273 820 234 286 302 972 61 174

Share (%) 0.67 0.24 0.34 0.59 4.48

Source: Estimated from the PC-TAS database, 2005.

Note: Figures in parentheses indicate the number of products imported in 2003.

Table 17.  Imports of APTA member countries from Sri Lanka and the world:  products

under National Lists of Concessions – Second Round (1999-2003)

(Thousands of United States dollars)

APTA members Imports from 1999 2000 2001 2002 2003

Bangladesh Sri Lanka n.a. n.a. n.a. n.a. 1 381

(3) World n.a. n.a. n.a. n.a. 8 666

Share (%) --- --- --- --- 15.94

China Sri Lanka 910 1 846 2 583 4 099 4 555

(12) World 113 045 1 536 643 1 517 773 1 758 429 2 240 797

Share (%) 0.80 0.12 0.17 0.23 0.20

India Sri Lanka 4 874 4 278 23 010 17 473 11 142

(12) World 29 928 24 594 76 615 61 832 100 013

Share (%) 16.29 17.39 30.03 28.26 11.13

Republic of Korea Sri Lanka 1 313 1 041 1 337 1 863 1 914

(111) World 93 051 106 903 110 594 144 591 171 261

Share (%) 1.41 0.97 1.21 1.29 1.12

Lao People’s Sri Lanka n.a. n.a. n.a. n.a. n.a.

  Democratic Republic

Source: Estimated from the PC-TAS database, 2005.

Note: Figures in parentheses indicate the number of products imported in 2003.

With regard to products offered concessions under the Third Round, China was the

largest market for Sri Lanka in 2003, followed by the Republic of Korea and India, as can

be seen in table 18.

At the end of the Third Round, China became the largest market of Sri Lanka in

2003, followed by India and the Republic of Korea, as can be seen in table 19.
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Table 18.  Imports of APTA member countries from Sri Lanka and the world:  products

under National Lists of Concessions – Third Round (1999-2003)

(Thousands of United States dollars)

APTA members Imports from 1999 2000 2001 2002 2003

Bangladesh Sri Lanka n.a. n.a. n.a. n.a. 1 023

(1) World n.a. n.a. n.a. n.a. 2 023

Share (%) 50.57

China Sri Lanka 4 414 5 885 2 099 5 774 9 456

(23) World 2 706 285 3 637 623 3 631 525 4 501 055 520 142

Share (%) 0.16 0.16 0.06 0.13 1.82

India Sri Lanka 794 879 3 552 3 732 1 244

(33) World 615 645 636 817 587 855 946 165 1 888 535

Share (%) 0.13 0.14 0.60 0.39 0.07

Republic of Korea Sri Lanka 6 109 6 497 4 405 3 852 2 951

(32) World 1 665 112 2 085 172 1 796 988 1 963 701 2 132 187

Share (%) 0.37 0.31 0.25 0.20 0.14

Lao People’s Sri Lanka n.a. n.a. n.a. n.a. n.a.

  Democratic Republic

Source: Estimated from the PC-TAS database, 2005.

Note: Figures in parentheses indicate the number of products imported in 2003.

Table 19.  Imports of APTA member countries from Sri Lanka and the world:  products

under National Lists of Concessions – end of the Third Round (1999-2003)

(Thousands of United States dollars)

APTA members Imports from 1999 2000 2001 2002 2003

Bangladesh Sri Lanka n.a. n.a. n.a. n.a. 2 404

(4) World n.a. n.a. n.a. n.a. 10 689

Share (%) --- --- --- --- 22.49

China Sri Lanka 5 324 7 731 4 682 9 873 14 011

(35) World 2 819 330 5 174 266 5 149 298 6 259 484 2 760 939

Share (%) 0.19 0.15 0.09 0.16 0.51

India Sri Lanka 5 668 5 157 26 562 21 205 12 386

(45) World 645 573 661 411 664 470 1 007 997 1 898 548

Share (%) 0.88 0.78 4.00 2.10 0.65

Republic of Korea Sri Lanka 7 422 7 538 5 742 5 715 4 865

(143) World 1 758 163 2 192 075 1 907 582 2 108 292 2 303 448

Share (%) 0.42 0.34 0.30 0.27 0.21

Lao People’s Sri Lanka n.a. n.a. n.a. n.a. n.a.

  Democratic Republic

Source: Estimated from the PC-TAS database, 2005.

Note: Figures in parentheses indicate the number of products imported in 2003.
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(g) Regional analysis

Table 20 presents the regional and world imports of APTA Participating States

during the Second Round.  Except for Bangladesh (for which time series data are not

available), it is of interest to note that the import shares of all the APTA Participating States

showed an increasing trend between 1999 and 2003.  The share of APTA-6 member

countries increased from 8.43 to 9.27 per cent over that period.

Table 20.  Regional and world imports of APTA member countries:

Second Round concessions (1999-2003)

(Thousands of United States dollars)

Second Round No. of products 1999 2000 2001 2002 2003

Bangladesh 31 0 0 0 0 10 470

  World 0 0 0 0 40 633

  Share (%) 0.00 0.00 0.00 0.00 25.77

China 425 3 037 027 4 069 345 4 305 030 4 881 175 6 769 659

  World 35 756 561 47 019 240 32 580 797 56 372 632 74 965 678

  Share (%) 8.49 8.65 13.21 8.66 9.03

India 71 41 835 34 768 56 388 50 186 76 318

  World 488 178 349 198 406 644 441 291 648 271

  Share (%) 8.57 9.96 13.87 11.37 11.77

Republic of Korea 251 152 708 193 190 207 776 317 734 400 922

  World 2 174 179 2 395 934 2 108 441 2 474 066 2 633 885

  Share (%) 7.02 8.06 9.85 12.84 15.22

Sri Lanka 72 17 574 0 14 377 22 512 0

  World 144 981 0 153 791 150 318 0

  Share (%) 12.12 0.00 9.35 14.98 0.00

Total APTA-6 850 3 249 144 4 297 303 4 583 571 5 271 607 7 257 369

World 38 563 899 49 764 372 35 249 673 59 438 307 78 288 467

Share (%) 8.43 8.64 13.00 8.87 9.27

Source: Estimated from the PC-TAS database, 2005.

Table 21 presents the import value coverage of products offered concessions in the

Third Round.  Again it is seen that there is an increase in the share of imports for products

conceded concessions in this Round in relation to world imports of conceded products.

This indicates that the nature of the products offered concessions was buoyant in terms of

exports to concession-offering countries (since the liberalization of these products is

pending as customs notifications have yet to be issued).
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When the products offered concessions under the Second and Third Rounds are

combined, the trends in import shares show an increasing share, as expected, this can be

seen in table 22.

Table 23 shows the distribution by section of the value of products conceded

concessions at the end of the Third Round that were imported by APTA as a whole from

each APTA Participating State, as a percentage of total imports from the world in the

conceded products.  This will give an idea of the relative importance of the products

exported by the Participating States to the APTA region.  It will be observed that, except for

Bangladesh, the shares for all the sections combined (I-XXI) increased for all Participating

States.  APTA imports from China show that the import shares relative to the world imports

of similar products improved for most of the sections, with the exception of animal and

animal products.  APTA imports from India showed increasing shares for vegetable

products, footwear, pearls and base metals, but declining shares for most of the other

sections.  APTA imports from the Republic of Korea showed increasing shares for wood

pulp products, machinery and mechanical appliances, and instruments.  APTA imports from

Sri Lanka showed increasing shares for animal or vegetable fats, wood pulp products and

articles of stone, plaster, cement and asbestos.

Table 21.  Regional and world imports of APTA member countries:

Third Round concessions (1999-2003)

(Thousands of United States dollars)

Third Round No. of products 1999 2000 2001 2002 2003

Bangladesh 67 0 0 0 0 45 023

  World 0 0 0 0 341 792

  Share (%) 0.00 0.00 0.00 0.00 13.17

China 735 4 466 799 6 120 787 6 687 023 11 260 001 17 395 957

  World 83 385 740 105 255 054 118 066 003 148 259 792 193 413 555

  Share (%) 5.36 5.82 5.66 7.59 8.99

India 500 245 387 288 982 396 309 508 761 1 136 300

  World 15 192 854 14 283 545 13 893 858 18 004 139 22 006 398

  Share (%) 1.62 2.02 2.85 2.83 5.16

Republic of Korea 568 3 128 165 4 330 014 4 710 260 5 666 574 7 048 922

  World 65 091 941 97 546 255 84 050 695 83 250 150 97 210 916

  Share (%) 4.81 4.44 5.60 6.81 7.25

Sri Lanka 281 122 143 0 117 956 128 926 0

  World 1 006 843 0 1 014 651 950 308 0

  Share (%) 12.13 0.00 11.63 13.57 0.00

Total APTA-6 2 151 7 962 494 10 739 783 11 911 548 17 564 262 25 626 202

World 164 677 378 217 084 854 217 025 207 250 464 389 312 972 661

Share (%) 4.84 4.95 5.49 7.01 8.19

Source: Estimated from the PC-TAS database, 2005.



Asia-Pacific Trade and Investment Review Vol. 3, No. 1, June 2007

106

Table 22.  Regional and world imports of APTA member countries:

end of Third Round concessions (1999-2003)

(Thousands of United States dollars)

End of No. of
1999 2000 2001 2002 2003

Third Round products

Bangladesh 59 0 0 0 0 55 493

  World 0 0 0 0 382 425

  Share (%) 0.00 0.00 0.00 0.00 14.51

China 1 160 7 503 826 10 190 132 10 992 053 16 141 176 24 165 616

  World 119 142 301 152 274 294 150 646 800 204 632 424 268 379 233

  Share (%) 6.30 6.69 7.30 7.89 9.00

India 571 287 222 323 750 452 697 558 947 1 212 618

  World 15 681 032 14 632 743 14 300 502 18 445 430 22 654 669

  Share (%) 1.83 2.21 3.17 3.03 5.35

Republic of Korea 819 3 280 873 4 523 204 4 918 036 5 984 308 7 449 844

  World 67 266 120 99 942 189 86 159 136 85 724 216 99 844 801

  Share (%) 4.88 4.53 5.71 6.98 7.46

Sri Lanka 251 139 717 0 132 286 151 330 0

  World 1 151 824 0 1 168 442 1 100 626 0

  Share (%) 12.13 0.00 11.32 13.75 0.00

Total APTA-6 2 860 11 211 638 15 037 086 16 495 072 22 835 761 32 883 571

World 203 241 277 266 849 226 252 274 880 309 902 696 391 261 128

Share (%) 5.52 5.64 6.54 7.37 8.40

Source: Estimated from the PC-TAS database, 2005.
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Table 23.  Distribution by section of products conceded concessions at the end of

the Third Round for the region and the world:  1999 and 2003

(Percentage of world imports)

Sections Product description Chapter
Bangladesh China India Republic of Korea Sri Lanka

1999 2003 1999 2003 1999 2003 1999 2003 1999 2003

I Animal and animal products 01-05 1.54 0.70 53.63 46.80 0.81 1.83 2.80 2.33 0.00 0.00

II Vegetable products 06-14 0.00 0.60 2.39 6.45 5.31 17.68 5.43 3.04 46.50 25.52

III Animal or vegetable fats 15 -- -- -- -- 0.00 2.72 -- -- 0.00 12.38

IV Prepared foodstuffs 16-24 4.53 2.59 -- -- 9.87 0.82 2.56 1.43 0.16 0.03

V Mineral products 25-27 -- -- 0.99 1.45 0.33 0.52 17.98 23.77 -- 9.23

VI Chemical products 28-38 0.49 0.08 14.63 17.11 1.48 2.30 17.39 17.46 0.64 1.27

VII Plastic and rubber 39-40 0.01 0.00 5.04 11.58 0.13 1.33 18.12 15.94 0.23 0.41

VIII Hides and skins 41-43 0.17 0.36 32.99 47.43 0.38 0.82 2.62 2.60 0.55 0.17

IX Wood and wood products 44-46 96.28 35.88 29.25 32.14 0.70 0.78 0.43 0.00 0.00 0.57

X Wood pulp products 47-49 -- -- 1.33 2.23 26.15 7.14 10.99 28.52 1.25 4.51

XI Textiles and textile articles 50-63 0.95 0.66 30.85 51.42 2.62 2.06 20.27 15.44 0.42 0.25

XII Footwear, headgear 64-67 0.23 0.76 69.40 71.40 5.12 11.42 31.48 31.90 15.51 0.00

XIII Article of stone, plaster, cement, 68-70 -- -- 8.39 19.91 0.88 0.45 18.65 15.28 1.47 32.84

asbestos

XIV Pearls, precious or semi-precious 71 -- -- 0.58 0.94 23.39 29.78 0.47 0.43 0.36 0.17

stones, metal

XV Base metals and articles thereof 72-83 0.00 0.00 12.03 18.78 0.85 2.35 15.07 14.59 0.14 0.11

XVI Machinery and mechanical appliances 84-85 0.00 0.00 10.26 20.08 0.09 0.17 5.43 11.55 0.10 0.11

XVII Transportation equipment 86-89 -- -- 0.30 0.64 4.11 0.43 3.70 6.67 0.00 0.01

XVIII Instruments-measuring, musical 90-92 0.28 0.42 18.21 20.43 0.11 0.28 3.79 26.25 0.00 0.06

XIX Arms and ammunition 93 -- -- -- -- -- -- -- -- -- --

XX Miscellaneous 94-96 -- -- 18.14 31.83 0.88 0.55 19.87 15.90 0.63 2.23

XXI Works of art 97-99 -- -- -- -- -- -- -- -- -- --

 All commodities 01-99 0.39 0.18 7.58 11.94 0.67 1.00 10.30 14.29 0.30 0.38

Source: Estimated from the PC-TAS database, 2005.

Note: --  indicates data not available.
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4. PROSPECTIVE MEMBER COUNTRIES OF APTA

(a) Country report:  Bhutan

(i) APTA as market

Since the 1990s, the imports of Bangladesh from Bhutan have varied between

$3 million and $8 million as can be seen in table 24.  India provides the largest market for

Bhutanese goods.  The imports of India from Bhutan increased from $1 million in 1991 to

$47 million in 2003.

Table 24.  Imports of APTA member countries from Bhutan

(Value in millions of United States dollars and percentage share of world imports)

 APTA
1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

members

Value in millions of United States dollars

Bangladesh 7 4 4 3 8 4 5 4 5 4 5 5 3 4

China 0 0 0 0 0 0 0 0 0 0 0 0 0 0

India 0 1 1 3 3 16 17 19 8 15 20 22 24 47

Republic of 0 0 1 6 1 0 0 0 0 0 0 0 0 0

  Korea

Sri Lanka 0 0 0 0 0 0 0 0 0 0 0 0 0 0

Percentage share

Bangladesh 0.20 0.11 0.11 0.06 0.18 0.06 0.07 0.06 0.07 0.05 0.05 0.06 0.04 0.04

China 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

India 0.00 0.00 0.01 0.01 0.01 0.05 0.05 0.05 0.02 0.03 0.04 0.04 0.04 0.07

Republic of 0.00 0.00 0.00 0.01 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

  Korea

Sri Lanka 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

Source: International Monetary Fund, Direction of Trade Statistics CD-ROM, April 2005.

(ii) Exports of products offered concessions

For products offered concessions at the end of the Third Round, Bhutan would

benefit mainly from the imports from India, as can be seen in table 25.  However, since

Bhutan already has duty-free entry to the Indian market under a bilateral agreement, these

benefits are believed to be limited.



Asia-Pacific Trade and Investment Review Vol. 3, No. 1, June 2007

109

(iii) Trade complementarities between the exports of Bhutan and APTA imports

Table 26 presents the trade complementarity of Bhutan7  as a supplier to APTA

member countries.  It will be seen that it has good export-import complementarity only with

Sri Lanka.  However, for selected 2-digit HS classification products, Bhutan has high

complementarity with APTA members in the products listed below.  The figures in

parentheses show the measure of complementarity.

Table 25.  Imports of APTA member countries from Bhutan:  products under National

and Special Lists of Concessions – end of the Third Round (1999-2003)

(Thousands of United States dollars)

APTA   Imports No. of
1999 2000 2001 2002 2003

members from products

India Bhutan 7 7 238 7 747 9 260 11 627 11 293

World 50 094 48 590 46 566 62 070 80 004

Share (%) 14.45 15.94 19.89 18.73 14.12

Source: Calculated from the PC-TAS database, 2005.

Note: No match between the exports of Bhutan and the imports of Bangladesh, China, the Republic of

Korea and Sri Lanka.

7 Henceforth, “trade complementarity” refers to the index of cosine measure.  For the concept and definition,

see the technical appendix.

Table 26.  Trade complementarities between the exports of

Bhutan and APTA imports, 1999

APTA members Cosine index value

Bangladesh n.a.

China 0.035

India 0.016

Republic of Korea 0.096

Sri Lanka (2002) 0.650

Source: Estimated from the PC-TAS database, 2005.

China:  Furniture, bedding, cushions, lamps and lighting fit (0.998); coffee, tea,

mate and spices (0.964); preparations of vegetables, fruits, nuts etc. (0.878); edible fruits

and nuts, peel of citrus/melons (0.850); and plastics and articles thereof (0.771).

India:  Preparations of vegetables, fruits, nuts etc. (0.999); coffee, tea, mate and

spices (0.832); plastics and articles thereof (0.639); beverages, spirits and vinegar (0.265);

and edible vegetables (0.146).
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Republic of Korea:  Preparations of vegetables, fruits, nuts etc. (0.995); milling

industry products (0.991); iron and steel (0.985); furniture, bedding, cushions, lamps and

lighting fit (0.960); and edible vegetables (0.906).

Sri Lanka:  Salt, sulphur, earth and stone, lime and cement (0.996); made-up

textile articles not elsewhere specified, needlecraft sets (0.815); edible fruits and nuts, peel

of citrus/melons (0.740); plastics and articles thereof (0.613); and furniture, bedding,

cushions, lamps and lighting fit (0.526).

(iv) Market by product for Bhutan in APTA

Table 27 shows the total value of matched products at the 6-digit HS classification

level with Bhutan as supplier and APTA members as market.

Table 27.  Bhutan as supplier and APTA as market, 1999

No. of matched
Bhutan as supplier APTA members as market

Markets
products

(thousands of (thousands of

United States dollars) United States dollars)

Bangladesh n.a. n.a. n.a.

China 55 114 896 2 001 750

India 36 37 642 1 207 007

Republic of Korea 58 67 977 3 607 350

Sri Lanka 41 51 268 118 962

Source: Calculated from the PC-TAS database, 2005.

(b) Country report:  Cambodia

(i) APTA as market

It can be observed in table 28 that China was the largest destination of Cambodia

for the exports of all APTA member countries.  The imports of China from Cambodia

increased from a negligible value in 1990 to $26 million in 2003.  The Republic of Korea

was the second largest destination of Cambodia of all APTA members, with total imports

amounting to $4.2 million in 2003.

(ii) Exports of products offered concessions

For products offered concessions in both rounds, China would remain by far the

largest market, as illustrated in table 29.  However, the import value of China has been

declining.  Imports to the Republic of Korea were modest for the period 1999-2001.
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Table 28.  Imports of APTA member countries from Cambodia

(Value in millions of United States dollars and percentage share of world imports)

 APTA
1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

members

Value in millions of United States dollars

Bangladesh 0 0 0 0 0 0 0 0 0 1 1 0 0 0

China 0 0 0 1 1 6 7 45 48 56 52 35 25 26

India 0 0 3 2 0 29 0 1 2 1 1 0 0 0

Republic of 0 0 0 0 0 0 0 1 1 5 2 7 3 4

  Korea

Sri Lanka 0 0 0 0 0 0 0 0 0 0 0 0 0 0

Percentage share

Bangladesh 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.01 0.01 0.00 0.00 0.00

China 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.03 0.03 0.03 0.02 0.01 0.01 0.01

India 0.00 0.00 0.01 0.01 0.00 0.08 0.00 0.00 0.01 0.00 0.00 0.00 0.00 0.00

Republic of 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.01 0.00 0.00

  Korea

Sri Lanka 0.02 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

Source: IMF, Direction of Trade Statistics CD-ROM, April 2005.

Table 29.  Imports of APTA member countries from Cambodia:  products under

National and Special Lists of Concessions – end of the Third Round (1999-2003)

(Thousands of United States dollars)

APTA   Imports No. of
1999 2000 2001 2002 2003

members from products

China Cambodia 9 51 505 42 284 47 198 2 630 3 214

World 647 918 439 221 929 784 1 095 752 1 312 309

Share (%) 7.95 9.63 5.08 0.24 0.24

Republic of Cambodia 10 823 795 645 --- ---

  Korea World 2 030 221 3 933 100 2 668 136 2 319 478 2 391 848

Share (%) 0.04 0.02 0.02 --- ---

Source: Calculated from the PC-TAS database, 2005.

(iii) Trade complementarities between the exports of Cambodia and APTA imports

Table 30 reveals that Cambodia has good trade complementarity with Sri Lanka

and Bangladesh and moderately good complementarity with India and the Republic of

Korea.  Some of the products in which Cambodia has good export-import complementarity

are shown at the 2-digit HS code level below.
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Bangladesh:  Silk, including yarns and woven fabrics thereof (0.998); ships, boats

and floating structures (0.998); made-up textile articles not elsewhere specified, needlecraft

sets, (0.988); zinc and articles thereof (0.987); and sugars and sugar confectionery (0.986).

China:  Residues from food industries, animal feed (0.999); headgear and other

articles (0.999); manufacture of straw, esparto, or other plaiting material (0.998); pearls,

stones, precious metals, imitation jewelry (0.997); and mineral fuels, oils, waxes and

bituminous substances (0.996).

India:  Mineral fuels, oils, waxes and bituminous substances (9.998); residues

from food industries, animal feed (9.987); clocks and watches and parts thereof (0.977);

albuminoidal substances, starches, glues, enzymes (0.975); and made-up textile articles not

elsewhere specified, needlecraft sets, (0.966).

Republic of Korea:  Mineral fuels, oils, waxes and bituminous substances (0.999)

milling industry products (0.999); live animals (0.989); miscellaneous edible preparations

(0.977); and animal or vegetable fats, oils and waxes (0.959).

Sri Lanka:  Pearls, stones, precious metals, imitation jewelry (0.999); zinc and

articles thereof (0.999); pharmaceutical products (0.983); animal or vegetable fats, oils and

waxes (0.969); and cereals (0.969).

(iv) Market for Cambodia in APTA, by product

Table 31 reveals that a large number of products of export interest to Cambodia

match the import needs of APTA member countries.  The trade potential in value terms is

presented in the table.

Table 30.  Trade complementarities between the exports of

Cambodia and APTA imports, 2003

APTA members Cosine index value

Bangladesh 0.548

China 0.176

India 0.393

Republic of Korea 0.257

Sri Lanka (2002) 0.655

Source: Estimated from the PC-TAS database, 2005.
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(c) Country report:  Indonesia

(i) APTA as market

In 2003, China and the Republic of Korea provided the largest market for

Indonesian exports to APTA member countries, as can be seen in table 32.  India provided

the third largest market.  It can also be seen that imports of Indonesian products to most

APTA countries have increased rapidly since the 1990s.

Table 31.  Cambodia as supplier and APTA as market, 2003

No. of matched
Cambodia as supplier APTA members as market

Markets
products

(thousands of (thousands of

United States dollars) United States dollars)

Bangladesh 1 160 1 646 971 4 488 736

China 1 560 2 010 346 241 008 622

India 1 965 1 996 034 21 327 407

Republic of Korea 1 540 1 967 748 82 728 924

Sri Lanka (2002) 1 160 1 234 142 4 105 939

Source: Calculated from the PC-TAS database, 2005.

Table 32.  Imports of APTA member countries from Indonesia

(Value in millions of United States dollars and percentage share of world imports)

 APTA
1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

members

Value in millions of United States dollars

Bangladesh 54 25 53 58 58 71 84 154 185 159 193 180 172 209

China 849 1 403 1 554 1 446 1 589 2 053 2 289 2 674 2 462 3 051 4 125 3 888 4 501 5 748

India 173 67 73 88 283 384 578 698 805 926 922 1 159 1 432 1 917

Republic of 1 601 2 052 2 292 2 588 2 843 3 325 4 013 4 099 3 070 3 986 5 287 4 474 4 723 5 212

  Korea

Sri Lanka 39 41 66 86 85 97 109 133 182 172 172 143 147 163

Percentage share

Bangladesh 1.48 0.74 1.43 1.45 1.27 1.09 1.21 2.24 2.51 1.90 2.15 1.99 2.19 2.16

China 1.58 2.20 1.90 1.40 1.37 1.55 1.65 1.88 1.75 1.84 1.83 1.60 1.52 1.39

India 0.72 0.34 0.32 0.41 1.11 1.11 1.60 1.71 1.91 1.93 1.83 1.95 2.13 2.75

Republic of 2.15 2.51 2.76 2.99 2.78 2.46 2.67 2.83 3.29 3.33 3.29 3.17 3.11 2.91

  Korea

Sri Lanka 1.49 1.34 1.91 2.15 2.01 2.16 2.30 2.52 2.91 2.75 2.57 2.49 2.45 2.45

Source: IMF, Direction of Trade Statistics CD-ROM, April 2005.
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(ii) Exports of products offered concessions

At the end of the Third Round, the Republic of Korea was the largest market for

Indonesian exports, followed by China and India, as can be seen in table 33.

Table 33.  Imports of APTA member countries from Indonesia:  products under

National and Special Lists of Concessions – end of the Third Round (1999-2003)

(Thousands of United States dollars)

APTA   Imports   No. of
1999 2000 2001 2002 2003

members from  products

Bangladesh Indonesia 3 --- --- --- --- 3 839

World --- --- --- --- 53 782

Share (%) --- --- --- --- 7.14

China Indonesia 290 449 109 674 624 735 081 862 805 954 888

World 46 450 143 59 510 079 64 841 541 78 591 195 105 824 547

Share (%) 0.97 1.13 1.13 1.10 0.90

India Indonesia 120 60 092 44 828 56 794 277 953 104 696

World 6 680 104 6 081 637 6 044 826 7 774 525 9 203 713

Share (%) 0.90 0.74 0.94 3.58 1.14

Republic of Indonesia 198 948 469 1 347 365 1 386 399 1 379 007 1 372 768

  Korea World 30 538 908 46 345 602 39 654 362 38 932 199 45 596 122

Share (%) 3.11 2.91 3.50 3.54 3.01

Sri Lanka Indonesia 41 10 468 --- 14 208 12 390 ---

World 267 262 --- 292 706 257 030 ---

Share (%) 3.92 --- 4.85 4.82 ---

Source: Calculated from the PC-TAS database, 2005.

(iii) Trade complementarities between the exports of Indonesia and APTA imports

The export-import complementarity of Indonesia with Sri Lanka, the Republic of

Korea and India is good, and moderately good with China, as can be seen in table 34.

The 2-digit HS level classification of products includes the exports of Indonesia at

the 6-digit HS level that relate well with imports from APTA members.  The 2-digit HS

level-aggregated products that have good complementarity with APTA members are listed

below.

Bangladesh:  Railway or tramway locomotives, rolling stock (0.997); products of

animal origin (0.951); copper and articles thereof (0.941); preparations of vegetables, fruits,

nuts etc. (0.927); and aircraft, spacecraft, and parts thereof (0.920).
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China:  Meat and edible meat offal (0.995); vegetable plaiting materials (0.957);

aircraft, spacecraft, and parts thereof (0.951); explosives, matches, pyrotechnic products

(0.948); and coffee, tea, mate and spices (0.880).

India:  Ores slag and ash (0.996); tin and articles thereof (0.993); tobacco and

manufacture of tobacco substitutes (0.990); inorganic chemicals, organic/inorganic

compounds of precious metals (0.981); and cereals (0.958).

Republic of Korea:  Tin and articles thereof (0.999); fertilizers (0.997); 

manufactures of straw, esparto, or other plaiting material (0.993); pearls, stones, precious

metals, imitation jewelry (0.989); and ores slag and ash (0.988).

(iv) Market for Indonesia in APTA, by product

The number of matched products, and their value, are presented in table 35, which

also shows the enormous trade potential of Indonesian exports to APTA markets.

Table 34.  Trade complementarities between the exports of

Indonesia and APTA imports, 2003

APTA members Cosine index value

Bangladesh 0.088

China 0.364

India 0.610

Republic of Korea 0.638

Sri Lanka (2002) 0.665

Source: Estimated from the PC-TAS database, 2005.

Table 35.  Indonesia as supplier and APTA as market, 2003

No. of matched
Indonesia as supplier APTA members as market

Market
products

(thousands of (thousands of

United States dollars) United States dollars)

Bangladesh 2 102 42 277 346 5 926 593

China 3 714 58 018 682 371 608  858

India 3 394 54 699 769 62 268 992

Republic of Korea 3 725 57 039 069 158 023 866

Sri Lanka (2002) 41 51 268 118 962

Source: Calculated from the PC-TAS database, 2005.
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(d) Country report:  Mongolia

(i) APTA as market

It may be observed in table 36 that China is the largest market for Mongolia of

all APTA member countries.  The imports of China increased from $11 million in 1990 to

$285 million in 2003.  The next important market is the Republic of Korea, whose imports

increased from a negligible value in 1990 to $4 million in 2003.

Table 36. Imports of APTA member countries from Mongolia

(Value in millions of United States dollars and percentage share of world imports)

APTA
1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

members

Value in millions of United States dollars

Bangladesh 0 0 0 0 0 0 0 0 0 0 0 0 0 0

China 11 20 48 69 76 101 126 188 181 194 229 240 223 285

India 2 0 0 0 0 0 0 0 0 0 0 0 0 1

Republic of 0 0 2 4 5 10 2 2 5 5 2 2 6 4

  Korea

Sri Lanka 0 0 0 0 0 0 0 0 0 0 0 0 0 0

Percentage share

Bangladesh 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.01 0.00 0.00

China 0.02 0.03 0.06 0.07 0.07 0.08 0.09 0.13 0.13 0.12 0.10 0.10 0.08 0.07

India 0.01 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

Republic of 0.00 0.00 0.00 0.00 0.00 0.01 0.00 0.00 0.01 0.00 0.00 0.00 0.00 0.00

  Korea

Sri Lanka 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

Source: IMF, Direction of Trade Statistics CD-ROM, April 2005.

(ii) Exports of products offered concessions

At the end of the Third Round, both China and the Republic of Korea could

provide a market for the conceded products.  However, the import values are quite modest,

as can be seen in table 37.

(iii) Trade complementarities between the exports of Mongolia and APTA imports

Mongolia has good export-import complementarity with China and the Republic

of Korea, as can be seen in table 38.  The products that have good complementarity are

presented below.
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Bangladesh:  Beverages, spirits and vinegar (0.976); raw hides and skins and

leather (0.860); salt, sulphur, earth and stone, lime and cement (0.824); vehicles other than

railway or tramway rolling (0.724); and mineral fuels, oils, waxes and bituminous

substances (0.554).

China:  Beverages, spirits and vinegar (0.999); furniture, bedding, cushions, lamps

and lighting fit (0.999); ores slag and ash (0.998); aluminum and articles thereof (0.981);

and products of animal origin (0.955).

India:  Ores slag and ash (0.997); aluminum and articles thereof (0.996); fur skins

and artificial fur, manufactures (0.950); fish and crustaceans (0.927); and beverages, spirits

and vinegar (0.920).

Republic of Korea:  Aluminum and articles thereof (0.999); plastics and articles

thereof (0.997); furniture, bedding, cushions, lamps and lighting fit (0.994); fur skins and

artificial fur, manufactures (0.991); and copper and articles thereof (0.951).

Table 37.  Imports of APTA member countries from Mongolia:  products under

National and Special Lists of Concessions – end of the Third Round (1999-2003)

(Thousands of United States dollars)

APTA   Imports  No. of
1999 2000 2001 2002 2003

members from products

China Mongolia 32 2 963 5 479 9 641 10 184 9 727

World 1 264 355 2 005 646 1 969 953 2 033 934 2 048 317

Share (%) 0.23 0.27 0.49 0.50 0.47

Republic of Mongolia 4 22 148 10 33 1 478

  Korea World 242 924 259 997 253 163 321 144 354 856

Share (%) 0.01 0.06 0.00 0.01 0.42

Source: Calculated from the PC-TAS database, 2005.

Table 38. Trade complementarities between the exports of

Mongolia and APTA imports, 2003

APTA members Cosine index value

Bangladesh 0.184

China 0.863

India 0.111

Republic of Korea 0.689

Sri Lanka (2002) 0.029

Source: Estimated from the PC-TAS database, 2005.
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Sri Lanka:  Wool and fine or coarse animal hair, including yarns and wool (0.992);

iron and steel (0.977); meat and edible meat offal (0.852); wood and articles of wood, wood

charcoal (0.818); and fish and crustaceans (0.725).

(iv) Market for Mongolia in APTA, by product

It will be observed that quite a number of the products exported by Mongolia are

being imported by APTA member countries, as can be seen in table 39.  The trade potential

appears to be appreciable.

Table 39.  Mongolia as supplier and APTA as market, 2003

No. of matched
Mongolia as supplier APTA members as market

Market
products

(thousands of (thousands of

United States dollars) United States dollars)

Bangladesh 97 94 133 770 394

China 215 461 751 55 450 583

India 170 568 926 30 805 775

Republic of Korea 215 594 270 43 567 635

Sri Lanka (2001) 123 115 309 807 914

Source: Calculated from the PC-TAS database, 2005.

(e) Country report:  Myanmar

(i) APTA as market

India offers the largest market to Myanmar of all APTA member countries, as may

be seen in table 40.  Its imports increased from $90 million in 1990 to $391 million in 2003.

China offers the next largest market for Myanmar.  Chinese imports from Myanmar

increased from $95 million in 1990 to $169 million in 2003.  During the same period,

imports of Bangladesh increased from a negligible value to $33 million while imports to the

Republic of Korea increased from $4 million to $29 million.  Imports from Sri Lanka

amounted to only $2 million in 2003.

(ii) Exports of products offered concessions

At the end of the Third Round, China, the Republic of Korea and India remained

the main markets for products offered concessions, as can be seen in table 41.
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Table 40.  Imports of APTA member countries from Myanmar

(Value in millions of United States dollars and percentage share of world imports)

APTA
1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

members

Value in millions of United States dollars

Bangladesh 0 0 1 7 8 5 4 3 12 14 22 20 24 33

China 95 106 131 165 143 150 137 73 62 101 123 134 137 170

India 90 51 104 117 120 160 148 212 186 172 179 197 214 391

Republic of 4 5 6 14 11 13 18 17 13 16 23 51 56 29

  Korea

Sri Lanka 6 0 3 7 1 1 12 6 1 1 1 1 1 2

Percentage share

Bangladesh 0.01 0.00 0.02 0.16 0.16 0.07 0.05 0.04 0.17 0.16 0.24 0.22 0.30 0.34

China 0.18 0.17 0.16 0.16 0.12 0.11 0.10 0.05 0.04 0.06 0.05 0.06 0.05 0.04

India 0.38 0.26 0.45 0.55 0.47 0.47 0.41 0.52 0.44 0.36 0.36 0.33 0.32 0.56

Republic of 0.00 0.01 0.01 0.02 0.01 0.01 0.01 0.01 0.01 0.01 0.01 0.04 0.04 0.02

  Korea

Sri Lanka 0.24 0.00 0.09 0.17 0.02 0.02 0.25 0.11 0.02 0.01 0.02 0.02 0.02 0.03

Source: IMF, Direction of Trade Statistics CD-ROM, April 2005.

Table 41.  Imports of APTA member countries from Myanmar:  products under

National and Special Lists of Concessions – end of the Third Round (1999-2003)

(Thousands of United States dollars)

APTA   Imports  No. of
1999 2000 2001 2002 2003

members from products

China Myanmar 36 22 456 26 695 22 411 10 235 21 953

World 2 188 576 3 900 068 3 865 253 4 751 373 5 657 019

Share (%) 1.03 0.68 0.58 0.22 0.39

India Myanmar 19 2 170 2 050 1 847 1 210 1 871

World 153 197 106 036 431 410 129 907 203 589

Share (%) 1.42 1.93 0.43 0.93 0.92

Republic of Myanmar 21 3 903 4 142 32 621 30 684 2 641

  Korea World 15 877 075 26 529 712 22 710 427 20 880 484 25 248 589

Share (%) 0.02 0.02 0.14 0.15 0.01

Source: Calculated from the PC-TAS database, 2005.
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(iii) Trade complementarities between the exports of Myanmar and APTA imports

Myanmar has good export-import complementarity with China and the Republic

of Korea, as can be seen in table 42.  The products having high complementarity are listed

below.

Table 42.  Trade complementarities between the exports of

Myanmar and APTA imports, 2003

APTA members Cosine index value

Bangladesh 0.526

China 0.202

India 0.499

Republic of Korea 0.264

Sri Lanka (2002) 0.814

Source: Estimated from the PC-TAS database, 2005.

Bangladesh:  Beverages, spirits and vinegar (0.976); raw hides and skins and

leather (0.860); salt, sulphur, earth and stone, lime and cement (0.824); vehicles other than

railway or tramway rolling stock (0.724); and mineral fuels, oils, waxes and bituminous

substances (0.554).

China:  Beverages, spirits and vinegar (0.999), furniture, bedding, cushions, lamps

and lighting fit (0.999); ores slag and ash (0.998); aluminum and articles thereof (0.981);

and products of animal origin (0.955).

India:  Ores slag and ash (0.997); aluminum and articles thereof (0.996); fur skins

and artificial fur, manufactures (0.950); fish and crustaceans (0.927); and beverages, spirits

and vinegar (0.920).

Republic of Korea:  Aluminum and articles thereof (0.999); plastics and articles

thereof (0.997); furniture, bedding, cushions, lamps and lighting fit (0.994); fur skins and

artificial fur, manufactures (0.991); and copper and articles thereof (0.951).

Sri Lanka:  Wool and fine or coarse animal hair, including yarns and wool (0.992);

iron and steel (0.977); meat and edible meat offal (0.852); wood and articles of wood, wood

charcoal (0.818); and fish and crustaceans (0.725).

(iv) Market for Myanmar in APTA, by product

The total number of the export products of Myanmar that match the import needs

of APTA members, and the trade value underlying this, are presented in table 43.
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(f) Country report:  Nepal

(i) APTA as market

India provides the largest market for Nepalese products of all APTA member

countries, as can be seen in table 44.  It will be seen that the imports of India rose from

$15 million in 1990 to $274 million in 2003.  The next important market is offered by

China, whose imports amounted to $5 million in 2003.  During this period, the imports of

Bangladesh also increased, from $2 million to $5 million.  Imports into the Republic of

Korea from Nepal amounted to only $1 million in 2003.

Table 43.  Myanmar as supplier and APTA as market, 2003

No. of matched
Myanmar as supplier APTA members as market

Markets
products

(thousands of (thousands of

United States dollars) United States dollars)

Bangladesh 1 565 2 235 512 5 467 057

China 2 212 2 678 044 284 778 469

India 2 133 2 592 452 31 005 583

Republic of Korea 2 201 2 651 498 111 460 699

Sri Lanka (2002) 1 811 1 981 431 5 012 624

Source: Calculated from the PC-TAS database, 2005.

Table 44.  Imports of APTA member countries from Nepal

(Value in millions of United States dollars and percentage share of world imports)

 APTA
1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

members

Value in millions of United States dollars

Bangladesh 2 0 0 0 1 4 6 11 14 9 4 4 5 5

China 5 1 1 2 2 0 3 10 5 8 7 5 5 5

India 15 19 23 19 14 27 49 87 132 178 238 262 285 274

Republic of 1 1 1 1 0 0 1 0 0 0 4 1 1 1

  Korea

Sri Lanka 0 0 24 0 1 1 0 5 1 0 0 0 0 0

Percentage share

Bangladesh 0.04 0.00 0.01 0.01 0.01 0.06 0.09 0.16 0.19 0.11 0.04 0.05 0.07 0.05

China 0.01 0.00 0.00 0.00 0.00 0.00 0.00 0.01 0.00 0.01 0.00 0.00 0.00 0.00

India 0.06 0.10 0.10 0.09 0.05 0.08 0.14 0.21 0.31 0.37 0.47 0.44 0.42 0.39

Republic of 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

  Korea

Sri Lanka 0.00 0.00 0.68 0.00 0.02 0.02 0.00 0.09 0.02 0.00 0.00 0.00 0.00 0.00

Source: IMF, Direction of Trade Statistics CD-ROM, April 2005.
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(ii) Exports of products offered concessions

At the end of the Third Round, India remained the main market for products

offered concessions under both rounds, as can be seen in table 45.  Nepal needs to negotiate

new product concessions from APTA members to ensure its meaningful participation in the

Agreement.

Table 45.  Imports of APTA member countries from Nepal:  products under National

and Special Lists of Concessions – end of the Third Round (1999-2003)

(Thousands of United States dollars)

APTA   Imports  No. of
1999 2000 2001 2002 2003

members from products

China Nepal 9 657 800 8 531 168 297

World 1 484 181 1 824 564 2 010 328 2 356 145 2 491 267

Share (%) 0.04 0.04 0.42 0.01 0.01

India Nepal 30 38 592 49 195 47 148 35 745 15 351

World 190 823 185 269 209 959 218 070 277 741

Share (%) 20.22 26.55 22.46 16.39 5.53

Republic of Nepal 1 --- --- --- --- ---

  Korea World --- --- --- --- ---

Share (%) --- --- --- --- ---

Source: Calculated from the PC-TAS database, 2005.

(iii) Trade complementarities between the exports of Nepal and APTA imports

Table 46 reveals that Nepal has good export-import complementarity with both

China and India.  The specific products in which Nepal has high trade complementarity are

listed below.

Table 46.  Trade complementarities between the exports of

Nepal and APTA imports, 2003

APTA members Cosine index value

Bangladesh n.a.

China 0.576

India 0.694

Republic of Korea 0.064

Sri Lanka (2002) 0.059

Source: Estimated from the PC-TAS database, 2005.
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China:  Photographic or cinematographic goods (0.999); miscellaneous chemical

products (0.997); pharmaceutical products (0.996); dairy, eggs, honey, and edible products

(0.993); and wood and articles of wood, wood charcoal (0.940).

India:  Miscellaneous chemical products (0.999); pharmaceutical products (0.961);

headgear and other parts (0.952); wood and articles of wood, wood charcoal (0.952); and

oils and resinoids, perfumery, cosmetic or toilet products (0.950).

Republic of Korea:  Miscellaneous chemical products (0.998); soaps, waxes,

scouring products, candles, modelling (0.970); photographic or cinematographic goods

(0.960); dairy, eggs, honey, and edible products (0.957); and wood and articles of wood,

wood charcoal (0.931).

Sri Lanka:  Articles of leather, saddlery and harness, travel goods (0.999); cereals

(0.998); animal or vegetable fats, oils and waxes (0.995); articles of iron or steel (0.991);

and miscellaneous chemical products (0.991).

(iv) Market for Nepal in APTA, by product

Table 47 shows the number of export products that match APTA member’s

imports.  Nepal needs to negotiate trade exchanges in products other than those with India.

Table 47.  Nepal as supplier and APTA as market, 2000

No. of matched
Nepal as supplier APTA members as market

Market
products

(thousands of (thousands of

United States dollars) United States dollars)

Bangladesh n.a. n.a. n.a.

China 183 536 583 4 579 565

India 149 511 132 60 598

Republic of Korea 192 547 328 2 853 978

Sri Lanka (2000) 211 476 164 564 437

Source: Calculated from the PC-TAS database, 2005.

(g) Country report:  Pakistan

(i) APTA as market

The imports of China from Pakistan increased from $85 million in 1990 to

$575 million in 2003.  The next important market for Pakistan is the Republic of Korea,

whose imports increased from $172 million in 1990 to $231 million in 2003.  The imports
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of India from Pakistan have fluctuated, they were valued at $54 million in 2003.  In that

year, Bangladesh and Sri Lanka imported $95 and $71 million respectively from Pakistan.

China is the largest market of all APTA members for products from Pakistan, as can be seen

in table 48.

Table 48.  Imports of APTA member countries from Pakistan

(Value in millions of United States dollars and percentage share of world imports)

APTA
1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

members

Value in millions of United States dollars

Bangladesh 70 57 88 90 110 138 90 69 73 85 93 86 60 95

China 85 89 92 96 162 223 342 379 390 390 456 582 557 575

India 45 58 146 47 47 37 39 42 172 105 65 73 54 54

Republic of 172 292 210 179 239 280 283 222 150 211 263 320 267 231

  Korea

Sri Lanka 51 74 67 55 61 52 69 38 91 95 72 74 66 71

Percentage share

Bangladesh 1.92 1.68 2.36 2.25 2.40 2.12 1.30 1.00 1.00 1.02 1.04 0.95 0.76 0.99

China 0.16 0.14 0.11 0.09 0.14 0.17 0.25 0.27 0.28 0.24 0.20 0.24 0.19 0.14

India 0.19 0.30 0.63 0.22 0.19 0.11 0.11 0.10 0.41 0.22 0.13 0.12 0.08 0.08

Republic of 0.23 0.36 0.25 0.21 0.23 0.21 0.19 0.15 0.16 0.18 0.16 0.23 0.18 0.13

  Korea

Sri Lanka 1.93 2.41 1.93 1.38 1.44 1.16 1.46 0.72 1.45 1.51 1.08 1.29 1.09 1.06

Source: IMF, Direction of Trade Statistics CD-ROM, April 2005.

(ii) Exports of products offered concessions

If Pakistan were to join APTA, its main market for products offered concessions

under the two rounds would be China, followed by the Republic of Korea and Bangladesh,

as can be seen in table 49.

(iii) Trade complementarities between the exports of Pakistan and APTA imports

Table 50 indicates that Pakistan has poor export-import complementarity with all

APTA member countries except Bangladesh, with which it has moderate complementarity.

However, those products in which it has high complementarity with APTA members are

presented below.

Bangladesh:  Cereals (0.999); animal or vegetable fats, oils and waxes (0.999); lac,

gums, resins etc. (0.995); mineral fuels, oils, waxes and bituminous substances (0.991); and

glass and glassware (0.964).



Asia-Pacific Trade and Investment Review Vol. 3, No. 1, June 2007

125

China:  Ores slag and ash (0.999); musical instruments, parts and accessories

(0.999); products of animal origin (0.990); organic chemicals (0.985); and tobacco and

manufacture of tobacco substitutes (0.958).

India:  Musical instruments, parts and accessories (0.995); pharmaceutical

products (0.958); live trees and other plants (0.951); lac, gums, resins etc. (0.943); and

impregnated, coated, covered, or laminated textile (0.941).

Table 49.  Imports of APTA member countries from Pakistan:  products under

National Lists of Concessions – end of the Third Round (1999-2003)

(Thousands of United States dollars)

APTA   Imports  No. of
1999 2000 2001 2002 2003

members from products

Bangladesh Pakistan 32 --- --- --- --- 49 961

World --- --- --- --- 5 865 096

Share (%) --- --- --- --- 0.85

China Pakistan 53 271 541 366 452 431 324 408 277 401 081

World 5 617 280 6 781 162 6 662 629 9 866 496 10 422 350

Share (%) 4.83 5.40 6.47 4.14 3.85

India Pakistan 5 --- --- --- --- ---

World --- --- --- --- ---

Share (%) --- --- --- --- ---

Republic of Pakistan 33 28 133 --- 30 878 28 097 ---

  Korea World 139 694 --- 1 277 071 1 536 882 ---

Share (%) 20.14 --- 2.42 1.83 ---

Sri Lanka Pakistan 9 --- --- --- --- ---

World --- --- --- --- ---

Share (%) --- --- --- --- ---

Source: Calculated from the PC-TAS database, 2005.

Table 50.  Trade complementarities between the exports of

Pakistan and APTA imports, 2003

APTA members Cosine index value

Bangladesh 0.309

China 0.060

India 0.030

Republic of Korea 0.055

Sri Lanka (2002) n.a.

Source: Estimated from the PC-TAS database, 2005.
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Republic of Korea:  Musical instruments, parts and accessories (0.999); arms and

ammunition, parts and accessories (0.991); manufacture of straw, esparto, or other plaiting

materials (0.983); animal or vegetable fats, oils and waxes (0.981); and pharmaceutical

products (0.978).

Sri Lanka:  Musical instruments, parts and accessories (0.999); arms and

ammunition, parts and accessories (0.991); manufacture of straw, esparto, or other plaiting

materials (0.983); animal or vegetable fats, oils and waxes (0.981); and pharmaceutical

products (0.978).

(iv) Market for Pakistan in APTA, by product

The number of export products that match the imports of APTA members is

presented in table 51 below.  The underlying global trade is also indicated.

Table 51.  Pakistan as supplier and APTA as market, 2003

No. of matched
Pakistan as supplier APTA members as market

Market
products

(thousands of (thousands of

United States dollars) United States dollars)

Bangladesh 778 7 148 550 3 816 884

China 1 265 12 076 310 133 749 436

India 1 267 12 074 041 71 574 783

Republic of Korea 1 117 11 345 726 34 866 738

Sri Lanka (2002) n.a. n.a. n.a.

Source: Calculated from the PC-TAS database, 2005.

(h) Country report:  the Philippines

(i) APTA as market

It will be observed in table 52 that in recent years China has become the largest

market for exports from the Philippines, followed by the Republic of Korea and India.  The

import shares of China and the Republic of Korea have also risen.

(ii) Exports of products offered concessions

Table 53 shows that at the end of the Third Round, China, the Republic of Korea

and India were the main markets for the Philippines, in descending order of importance.
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Table 52.  Imports of APTA member countries from the Philippines

(Value in millions of United States dollars and percentage share of world imports)

APTA
1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

members

Value in millions of United States dollars

Bangladesh 1 5 5 1 5 5 0 7 4 6 15 8 6 10

China 62 128 114 167 164 209 328 244 344 575 663 793 1 356 2 145

India 2 17 9 226 13 20 179 34 38 42 64 71 89 102

Republic of 230 228 176 220 291 442 371 436 509 1 032 1 173 1 044 1 339 1 314

  Korea

Sri Lanka 3 3 2 4 7 9 0 9 12 12 8 7 8 9

Percentage share

Bangladesh 0.01 0.05 0.05 0.01 0.04 0.03 0.00 0.03 0.01 0.02 0.04 0.02 0.02 0.03

China 0.75 1.45 1.16 1.48 1.22 1.20 1.60 0.97 1.17 1.62 1.74 2.47 3.85 5.92

India 0.03 0.19 0.09 2.00 0.10 0.12 0.87 0.13 0.13 0.12 0.17 0.22 0.25 0.28

Republic of 2.80 2.58 1.79 1.96 2.17 2.55 1.81 1.73 1.72 2.91 3.07 3.25 3.80 3.63

  Korea

Sri Lanka 0.04 0.03 0.02 0.03 0.05 0.05 0.00 0.04 0.04 0.03 0.02 0.02 0.02 0.02

Source: IMF, Direction of Trade Statistics CD-ROM, April 2005.

Table 53.  Imports of APTA member countries from the Philippines:  products under

National List of Concessions – end of the Third Round (1999-2003)

(Thousands of United States dollars)

APTA   Imports  No. of
1999 2000 2001 2002 2003

members from products

Bangladesh Philippines 147 -- -- -- 959

World -- -- -- -- 7 827

Share (%) -- -- -- -- --

China Philippines 154 175 786 324 184 360 709 405 566 626 670

World -- 42 407 853 54 253 998 59 358 512 73 450 096 102 771 513

Share (%) 0.41 0.60 0.61 0.55 0.61

India Philippines 47 3 330 4 441 5 119 4 965 6 373

World -- 937 704 924 714 787 460 979 859 994 263

Share (%) -- 0.36 0.48 0.65 0.51 0.64

Republic of Philippines 101 280 594 382 479 178 562 194 957 108 384

  Korea World -- 26 983 638 42 357 842 36 019 098 34 647 046 40 784 965

Share (%) -- 1.04 0.90 0.50 0.56 0.27

Sri Lanka Philippines 1 n.a. -- -- 52 n.a.

World -- 1 417 -- 1 294 1 945 n.a.

Share (%) -- 0 -- 0 2.67 n.a.

Source: Calculated from the PC-TAS database, 2005.
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(iii) Trade complementarities between the exports of the Philippines and APTA

imports

The export-import complementarity of the Philippines with APTA member

countries is shown in table 54.  Even though the overall index of the complementarity does

not appear to be very favourable, some products under the 2-digit HS code level show good

complementarity.  The list of such products is given below.

Table 54.  Trade complementarities between the exports of

the Philippines and APTA imports, 2003

APTA members Cosine index value

Bangladesh 0.156

China 0.146

India 0.026

Republic of Korea 0.044

Sri Lanka (2002) 0.083

Source: Estimated from the PC-TAS database, 2005.

Bangladesh:  Silk, including yarns and woven fabrics thereof (0.999); ships, boats,

and floating structures (0.999); lac, gums, resins etc. (0.999); mineral fuels, oils, waxes and

bituminous substances (0.997); and wool and fine or coarse animal hair, including yarns and

woven fabrics thereof (0.997).

China:  Ships, boats, and floating structures (0.999); miscellaneous edible

preparations (0.983) sugars and sugar confectionery (0.970); pharmaceutical products

(0.954); and animal or vegetable fats, oils and waxes (0.953).

India:  Tobacco and manufacture of tobacco substitutes (0.989); paper and

paperboard, articles of paper pulp (0.980); sugars and sugar confectionery (0.961); cereals

(0.939); and headgear and other parts (0.9386).

Republic of Korea:  Ships, boats, and floating structures (0.999); miscellaneous

edible preparations (0.989); headgear and other parts (0.981); copper and articles thereof

(0.972); and sugars and sugar confectionery (0.970).

Sri Lanka:  Fur skins and artificial fur, manufactures (0.994); vegetable textile

fibres not elsewhere specified, yarns and woven fabrics thereof (0.991); residues from food

industries, animal feed (0.984); products of animal origin (0.980); and milling industry

products (0.958).
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(iv) Market for the Philippines in APTA, by product

The Philippines has a large number of exportable products that match the imports

of APTA countries.  The trade values are quite high, as can be seen in table 55.

Table 55.  Philippines as supplier and APTA as market, 2003

No. of matched
Philippines as supplier APTA members as market

Market
products

 (thousands of (thousands of

United States dollars) United States dollars)

Bangladesh 1 162 14 566 260 1 837 889

China 1 949 32 857 112 296 907 674

India 1 777 31 853 466 47 276 141

Republic of Korea 1 977 32 594 192 126 652 694

Sri Lanka (2002) 1 552 1 979 991 3 589 515

Source: Calculated from the PC-TAS database, 2005.

(i) Country report:  Thailand

(i) APTA as market

It can be observed from table 56 that China is by far the largest market of all

APTA member countries for Thailand.

Table 56.  Imports of APTA member countries from Thailand

(Value in millions of United States dollars and percentage share of world imports)

 APTA
1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

members

Value in millions of United States dollars

Bangladesh 36 19 32 43 59 76 67 86 124 141 188 180 163 177

China 386 422 424 601 864 1 611 1 890 2 005 2 423 2 780 4 019 4 713 5 599 8 827

India 62 49 67 54 146 146 176 224 263 314 335 530 454 552

Republic of 464 562 638 539 620 936 1 219 1 280 809 1 068 1 631 1 589 1 703 1 898

  Korea

Sri Lanka 85 99 98 109 123 114 129 153 146 136 169 147 146 146

Percentage share

Bangladesh 0.98 0.56 0.85 1.07 1.29 1.17 0.96 1.25 1.69 1.69 2.09 1.99 2.08 1.83

China 0.72 0.66 0.52 0.58 0.75 1.22 1.36 1.41 1.73 1.68 1.79 1.93 1.89 2.14

India 0.26 0.25 0.29 0.25 0.57 0.42 0.49 0.55 0.62 0.66 0.67 0.89 0.68 0.79

Republic of 0.62 0.69 0.77 0.62 0.61 0.69 0.81 0.89 0.87 0.89 1.02 1.13 1.12 1.06

  Korea

Sri Lanka 3.23 3.24 2.83 2.73 2.91 2.54 2.72 2.90 2.33 2.18 2.52 2.57 2.42 2.19

Source: IMF, Direction of Trade Statistics CD-ROM, April 2005.
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The imports of China from Thailand increased from $386 million in 1990 to

$8,827 million in 2003, as can be seen in table 56.  The next important market for Thailand

is the Republic of Korea, whose imports from Thailand increased from $464 million in

1990 to $1,898 million in 2003.  The imports of India also increased, from $62 million in

1990 to $552 million in 2003.  During the same period, the imports of Bangladesh from

Thailand increased from $36 million to $177 million, while those of Sri Lanka from

Thailand rose from $85 million to $146 million.

(ii) Exports of products offered concessions

At the end of the Third Round, China, the Republic of Korea, India and Sri Lanka

remained the most important markets for Thailand, as can be seen in table 57.

Table 57.  Imports of APTA member countries from Thailand:  products under

National Lists of Concessions – end of the Third Round (1999-2003)

(Thousands of United States dollars)

APTA   Imports  No. of
1999 2000 2001 2002 2003

members from products

Bangladesh Thailand 5 --- --- --- --- 2 666

World --- --- --- --- 48 337

Share (%) --- --- --- --- 5.52

China Thailand 479 1 042 259 1 693 975 1 659 304 2 032 139 2 649 947

World 55 840 246 24 570 414 76 041 344 94 252 872 97 832 987

Share (%) 1.87 6.89 2.18 2.16 2.06

India Thailand 135 19 420 21 609 33 747 34 713 47 270

World 7 074 527 6 429 887 6 237 985 7 947 126 9 313 891

Share (%) 0.27 0.34 0.54 0.44 0.51

Republic of Thailand 212 191 123 350 257 333 218 381 851 366 810

  Korea World 29 371 189 45 022 197 38 423 939 37 798 924 44 244 103

Share (%) 0.65 0.78 0.87 1.01 0.83

Sri Lanka Thailand 60 21 546 --- --- 28 128 ---

World 292 811 --- --- 299 122 ---

Share (%) 7.36 --- --- 9.40 ---

Source: Calculated from the PC-TAS database, 2005.

(iii) Trade complementarities between the exports of Thailand and APTA imports

Table 58 reveals that Thailand has good export-import complementarity with

China and moderate trade complementarity with the Republic of Korea.  A list of the

products in which Thailand has good trade complementarity with APTA members is given

below.
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Bangladesh:  Tobacco and manufacture of tobacco substitutes (0.997); railway or

tramway locomotives, rolling stock (0.996); products of animal origin (0.995); headgear

and other parts (0.987); and cereals (0.986).

China:  Tobacco and manufacture of tobacco substitutes (0.994); cereals (0.991);

miscellaneous edible preparations (0.985); meat and edible meat offal (0.985); and live

animals (0.980).

India:  Arms and ammunition, parts and accessories (0.997); tin and articles

thereof (0.994); impregnated, coated, covered, or laminated textile (0.969); headgear and

other parts (0.945); and lead and articles thereof (0.926).

Republic of Korea:  Tin and articles thereof (0.993); miscellaneous edible

preparations (0.988); pulp of wood, waste and scrap of paper (0.981); headgear and other

parts (0.975); and vegetable plaiting materials (0.943).

Sri Lanka:  Ores slag and ash (0.996); live animals (0.994); vegetable plaiting

materials (0.967); salt, sulphur, earth and stone, lime and cement (0.949); and

pharmaceutical products (0.945).

(iv) Market for Thailand in APTA, by product

Table 59 reveals that Thailand has quite a number of export products that match

the imports of APTA members.  The trade values are also significant.

Table 58.  Trade complementarities between the exports of

Thailand and APTA imports, 2003

APTA members Cosine index value

Bangladesh 0.221

China 0.558

India 0.157

Republic of Korea 0.325

Sri Lanka (2002) 0.182

Source: Estimated from the PC-TAS database, 2005.



Asia-Pacific Trade and Investment Review Vol. 3, No. 1, June 2007

132

(j) Country report:  Viet Nam

(i) APTA as market

China is the largest market among APTA member countries for Vietnamese

exports, as can be seen in table 60.  The imports of China from Viet Nam increased from

$1 million in 1990 to $1,456 million in 2003.  Imports into the Republic of Korea also

increased from a negligible value in 1990 to $511 million in 2003.  The imports of India

were valued at $36 million in 2003.

Table 59.  Thailand as supplier and APTA as market, 2003

No. of matched
Thailand as supplier APTA members as market

Markets
products

(thousands of (thousands of

United States dollars) United States dollars)

Bangladesh 2 063 55 610 692 6 083 887

China 3 561 77 634 989 379 044 582

India 3 281 72 734 042 68 611 940

Republic of Korea 3 585 77 999 869 153 831 690

Sri Lanka (2001) 2 715 53 846 883 4 989 824

Source: Calculated from the PC-TAS database, 2005.

Table 60.  Imports of APTA member countries from Viet Nam

(Value in millions of United States dollars and percentage share of world imports)

APTA
1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

members

Value in millions of United States dollars

Bangladesh 0 0 1 1 5 1 1 6 2 7 11 3 3 2

China 1 11 73 123 191 332 308 357 217 354 929 1 010 1 115 1 456

India 59 38 59 44 50 15 1 7 9 11 12 50 57 36

Republic of 0 41 58 91 114 193 232 226 184 264 322 386 470 511

  Korea

Sri Lanka 12 0 36 0 3 0 19 3 7 7 9 8 5 8

Percentage share

Bangladesh 0.00 0.00 0.02 0.02 0.10 0.02 0.01 0.09 0.02 0.08 0.12 0.03 0.04 0.03

China 0.00 0.02 0.09 0.12 0.17 0.25 0.22 0.25 0.15 0.21 0.41 0.41 0.38 0.35

India 0.25 0.20 0.25 0.21 0.20 0.04 0.00 0.02 0.02 0.02 0.02 0.08 0.09 0.05

Republic of 0.00 0.05 0.07 0.11 0.11 0.14 0.15 0.16 0.20 0.22 0.20 0.27 0.31 0.29

  Korea

Sri Lanka 0.45 0.00 1.02 0.00 0.07 0.00 0.40 0.06 0.12 0.10 0.14 0.14 0.09 0.12

Source: IMF, Direction of Trade Statistics CD-ROM, April 2005.
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(ii) Market for Viet Nam in APTA, by product

At the end of the Third Round, the most important markets for Viet Nam remained

China, the Republic of Korea and India, as can be seen in table 61.

Table 61.  Imports of APTA member countries from Viet Nam:  products under

National and Special Lists of Concessions – end of the Third Round (1999-2003)

(Thousands of United States dollars)

APTA   Imports  No. of
1999 2000 2001 2002 2003

members from products

China Viet Nam 182 42 670 70 116 90 110 141 734 211 089

World 16 852 835 30 605 699 31 326 598 36 554 227 46 148 896

Share (%) 0.25 0.23 0.29 0.39 0.46

India Viet Nam 14 2 184 1 348 1 227 2 050 2 288

World 164 931 168 497 230 863 254 486 362 188

Share (%) 1.32 0.80 0.53 0.81 0.63

Republic of Viet Nam 144 82 713 92 394 101 747 111 805 135 629

  Korea World 23 276 507 37 378 240 31 450 610 29 922 092 34 936 148

Share (%) 0.36 0.25 0.32 0.37 0.39

Sri Lanka Viet Nam 6 1 078 --- --- --- ---

World 56 872 --- 52 614 57 190 ---

Share (%) 1.90 --- --- --- ---

Source: Calculated from the PC-TAS database, 2005.

(iii) Trade complementarities between the exports of Viet Nam and APTA imports

Table 62 shows that Viet Nam has good export-import complementarity with

Bangladesh and Sri Lanka.  The products in question are listed below.

Table 62.  Trade complementarities between the exports of

Viet Nam and APTA imports, 2003

APTA members Cosine index value

Bangladesh 0.568

China 0.267

India 0.105

Republic of Korea 0.225

Sri Lanka (2002) 0.642

Source: Estimated from the PC-TAS database, 2005.
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Bangladesh:  Zinc and articles thereof (0.995); salt, sulphur, earth and stone, lime

and cement (0.994); mineral fuels, oils, waxes and bituminous substances (0.987); lead and

articles thereof (0.980); and nickel and articles thereof (0.979).

China:  Umbrellas, sun umbrellas, walking-sticks, whips (0.994); nickel and

articles thereof (0.993); preparations of cereals, flour, starch or milk (0.986); silk, including

yarns and woven fabrics thereof (0.985); and knitted or crocheted fabrics (0.982).

India:  Tin and articles thereof (0.990); nickel and articles thereof (0.988); fur

skins and artificial fur, manufactures (0.975); miscellaneous edible preparations (0.942);

arms and ammunition, parts and accessories (0.934); and explosives, matches, pyrotechnic

products (0.917).

Republic of Korea:  Live trees and other plants (0.994); nickel and articles thereof

(0.993); tin and articles thereof (0.993); miscellaneous edible preparations (0.976); and pulp

of wood, waste and scrap of paper (0.972).

Sri Lanka:  Explosives, matches, pyrotechnic products (0.987); oils and resinoids,

perfumery, cosmetic or toilet (0.978); pharmaceutical products (0.976); residues from food

industries, animal feed (0.935); and lead and articles thereof (0.932).

(iv) Market for Viet Nam in APTA, by product

It can be observed in table 63 that quite a number of exports of Viet Nam match

with the imported products of APTA members.  The value of trade in these products is also

considerable.

Table 63.  Viet Nam as supplier and APTA as market, 2003

No. of matched
Viet Nam as supplier APTA members as market

Markets
products

(thousands of (thousands of

United States dollars) United States dollars)

Bangladesh 2 224 17 876 084 6 564 348

China 3 707 20 677 348 399 368 625

India 3 505 20 560 983 73 457 112

Republic of Korea 3 683 20 680 382 163 343 006

Sri Lanka (2002) 2 797 14 802 429 5 831 265

Source: Calculated from the PC-TAS database, 2005.
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5. DEEPENING AND BROADENING THE SCOPE

As noted earlier, APTA has recently been subject to several revitalization measures

under which major institutional changes have been made to provide it with greater

legitimacy and relevance.

As a preferential trading arrangement based on a product-by-product positive list8

approach, APTA reflects the mildest form of regional integration.  This is an anomalous

situation at a time when most regional trading arrangements the world over are moving to

free trade agreements or areas on the basis of a negative list approach and even higher

forms of regional integration.  Further, considerable multilateral trade liberalization is in

process within the context of the Doha Development Agenda under the World Trade

Organization (WTO).  This is definitely going to erode preferential margins (at present quite

slim under APTA) in all regional trading arrangements.  Thus, to be relevant, APTA must

transform itself into a free trade area within a relatively shorter transition period than is the

case of other competing regional arrangements.

It must be noted that the benefit to prospective member countries from accession

would be only incidental to the concessions exchanged among present APTA members

based on their request and offer lists.  PMCs need to do a similar exercise targeting their

own export capabilities.  This study provides an illustrative list of such products in which

their export capabilities could be matched with the import needs of APTA members; thus

would become relevant if a Fourth Round of negotiations was undertaken.

It must be recognized further that most APTA members as well as PMCs have

competing, multiple membership in other regional and bilateral trading arrangements,

possibly offering them more favourable market access than APTA.9  Thus, unless the

Agreement is able to offer better opportunities in terms of market access, interest in it may

be limited.

Article 6 of the Agreement refers to the obligation of Participating States to make

information on non-tariff measures existing on conceded products available to one another

on a transparent basis.  In practice, however, the National List of Concessions only

8 Under a positive list approach, negotiations take place on a product-by-product basis, whereas under the

negative list approach all products are liberalized with exceptions.
9 To illustrate, India, Bangladesh, Sri Lanka and Pakistan are members of the South Asian Free Trade Area

(SAFTA) while the former three countries are also members of the Bay of Bengal Initiative for Multi-sectoral

Technical and Economic Cooperation (BIMSTEC).  Further, India has bilateral free trade agreements with

Bhutan, Nepal and Sri Lanka in South Asia and with ASEAN, Thailand and Singapore in South-East Asia.

Similarly, China has FTAs with ASEAN, and is negotiating one with India.  The Republic of Korea has

bilateral agreements with Japan; Hong Kong, China; and Chile.  Pakistan is a member of the Economic

Cooperation Organization and has a bilateral free trade agreement with Sri Lanka.  Among PMCs, Bhutan is

a member of BIMSTEC, while the Philippines has a bilateral free trade agreement with Japan and Thailand

with Australia, to name only a few.
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mentions the tariff measures, while no mention is made of the non-tariff measures existing

on such products.  This is a serious limitation of the negotiations and unless tariff measures

are considered in tandem with non-tariff ones, the real magnitude of removal of trade

restrictions remains ambiguous.

Further, in keeping with the current trends in all regional trading arrangements,

APTA must quickly transcend its limited scope and engage in new areas such as investment

and services and related facilitation measures.

Table 64 presents a comparative synoptic picture of different types of agreements

on services, investment and intellectual property under various regional trading

arrangements.  Most North-South agreements, notably the bilateral FTAs of the United

States of America and the European Union, have been important drivers.  Most regional

trading arrangements provide national as well as most-favoured-nation treatment (including

fair and equitable treatment) to agreements on services and investment.10  Furthermore, in

the case of most South-South agreements, a requirement of establishment to provide

services, a positive list approach to pre-establishment limitation for services and investment

and WTO compatible performance requirements have been included.  However, most of

these arrangements do not incorporate provisions concerning the trade-related aspects of

intellectual property rights (TRIPS).  Given the diverse nature of the membership of

ESCAP, consisting of least developed countries, developing and developed countries, the

common features of South-South agreements would be more appropriate than those

contained in North-South or North-North agreements.

In the context of widening the scope of APTA, particular reference could be made

to the ASEAN model.  Under the ASEAN Framework Agreement on Services, one of its

objectives is to liberalize trade in services by expanding the depth and scope of

liberalization beyond those undertaken by Member States under the General Agreement on

Trade in Services (GATS) with the aim of realizing an FTA in services (article Ic).  Under

the Agreement, two or more Member States may proceed first if other Member States are

not yet ready to implement these arrangements (article II.1).  It adopts a positive list

approach by providing for negotiations on measures affecting trade in specific service

sectors (article IV.1).  The Agreement provides for mutual recognition of “the education or

experience obtained, requirements met, or licences or certifications granted in another

Member State, for the purpose of licensing or certification of service suppliers.  Such

recognition may be based upon an agreement or arrangement with the Member State

concerned or may be accorded autonomously” (article V.1).11

10 The exceptions to national and most-favoured-nation treatment in the case of services are European Union

(EU)-South Africa, Southern African Development Community (SADC) and Japan-Singapore.  In the case of

investment agreements, the exceptions are EU-South Africa, EU-Mexico, the Caribbean Community and

Common Market (CARICOM) and SADC.
11 For details, see the ASEAN Framework Agreement on Services, in <www.aseansec.org/6628.htm>.
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Table 64.  Services, investment and intellectual property rights in regional trading arrangements

Services Investment

National Rule of Pre- Right to Ratchet National Ownership Pre- Ban on Inter-State

and MFN/ origin establishment provide mechanisme treatment/ limitation establishment performance dispute

treatment (non- and services MF post limitationf requirement settlement

Agreements market restrictive) b limitation without establishment

accessa market establishmentd

access

exceptions

1 2 3 4 5 6 7 8 9 10 11

United States (US):

US-Jordan Yes Yes Negative List No No Yes Negative List Negative List TRIMS+ Yes Yesh

US-Chile Yes Yes Negative List Yes Yes Yes Negative List Negative List TRIMS+ Yes TRIPS+

US-Singapore Yes Yes Negative List Yes Yes Yes Negative List Negative List TRIMS+ Yes TRIPS+

US-Australia Yes Yes Negative List Yes Yes Yes Negative List Negative List TRIMS+ Yes TRIPS+

US-CAFTA Yes Yes Negative List Yes Yes Yes Negative List Negative List TRIMS+ Yes TRIPS+

US-Morocco Yes Yes Negative List Yes Yes Yes Negative List Negative List TRIMS+ Yes TRIPS+

NAFTA Yes Yes Negative List Yes Yes Yes Negative List Negative List TRIMS+ Yes TRIPS+

EU:

EU-South Africa No No No No No No No No No Non Yesi

EU-Mexico Yes Yes Standstillc No No No No No No Non Yesi

EU-Chile Yes Yes Positive List No No Yes No Positive List No Non Yesi

South-South

MERCOSUR Yes Yes Positive List No No Yes No Negative List TRIMS+ Yes Noj

Andean No Yes Positive List No No -- No Positive List TRIMS+ No Nok

  Community

CARICOM Not specified Yes Negative List No No No Yes Positive List No Yes No

ASEAN Yes Yes Positive List No No Yes Yes Positive List No No Nol

SADC No No -- -- -- No No None No No TRIPS

COMESA Yes No Positive List -- -- No No Positive List No No Nom

Intellectual

property
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Table 64.  (continued)

Services Investment

National Rule of Pre- Right to Ratchet National Ownership Pre- Ban on Inter-State

and MFN/ origin establishment provide mechanisme treatment/ limitation establishment performance dispute

treatment (non- and services MF post limitationf requirement settlement

Agreements market restrictive) b limitation without establishment

accessa market establishmentd

access

exceptions

1 2 3 4 5 6 7 8 9 10 11

Others:

 Japan-Singapore No Yes Positive List No No -- -- -- -- Yes Yes

 Canada-Chile Yes Yes Negative List Yes Yes -- -- -- -- Yes --

 Chile-Mexico Yes Yes Negative List Yes Yes -- -- -- -- No --

Source: World Bank, Global Economic Prospects (Washingtion, D.C., 2005), table 5.1, p. 99 and pp. 121-123.

Notes:

Intellectual

property

a Includes fair and equitable treatment.

b Denial benefits only to juridical person that do not conduct “substantial business”

in one of the member countries.

c Provides for future negotiation of commitments similar to GATS.

d Right of non-establishment, that is, no establishment required to supply a service.

e Autonomous liberalization is automatically incorporated into the agreement.

f Limits on equity shareholdings for companies in sectors other than those excluded

from pre-establishment limitations.

g The Common Market of Eastern and Southern Africa (COMESA) does grant fair

and equitable treatment to members, but not to non-members.

h The intellectual property provisions are considered TRIPS Plus. However, the

chapter coverage is less specific and comprehensive than other subsequent United States

free trade agreements.

i Requires only adherence to international conventions.

j The South American Common Market (MERCOSUR) agreement does not include

intellectual property, but provides for inter-parliamentary committees to begin work on

harmonization of intellectual property laws.

k The Andean Community regulates all patents.

l ASEAN has a framework agreement.

m Act 128(e) calls for the adoption of new patent laws.

n EU bilateral investment treaties provide for investor-State dispute resolution.

CAFTA = Central Americans Free Trade Agreement.

CARICOM = Caribbean Community and Common Market.

SADC = Southern African Development Community.
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The ASEAN Member States signed an Agreement for the Promotion and

Protection of Investments in 1987.  This Agreement provides for fair and equitable

treatment and treatment no less favourable than that granted to investors of the most

favoured nation.  It permits two or more Contracting Parties to negotiate to accord national

treatment within the framework of the Agreement (article IV).  The Agreement provides

that investments of nationals or companies of any Contracting Party shall not be subject to

expropriation, nationalization or any other measure equivalent thereto, except for public use

or public purpose in a non-discriminatory manner and upon payment of adequate

compensation (article VI).  It provides for the repatriation of the capital, net profits,

dividends, royalties, ...  accruing from any investments of the nationals or companies of the

other Contracting Parties (article VII).12

6. SUMMARY AND CONCLUDING OBSERVATIONS

On the whole, intra-APTA trade in products offered preferential concessions under

the Second Round appears to have been buoyant for most of the Participating States during

the reference period of the present study.  In the case of Bangladesh, both value and value

shares from other APTA members have been showing an upward trend, except with

Sri Lanka.  The imports of China, in terms of both value and value shares have also been

showing an upward trend.  The same can be said of the imports of India from other APTA

member countries (except Bangladesh).  The import value and value share of the Republic

of Korea with India has also risen and remains stable with China.  From the limited data,

however, it is difficult to ascertain positively whether the improved buoyancy in trade has

been due to tariff preferences offered under APTA or those offered under other regional

trading arrangements, or again due to other unspecified general factors related to improving

trade complementarities.

For Bangladesh, the most important markets for products under the Second Round

were those of China, India and the Republic of Korea, while under the Third Round, China,

the Republic of Korea and India were its most important markets.  For China, the most

important markets were the Republic of Korea, India and Sri Lanka for products under both

the Second and Third Rounds.  For India, the most important markets for conceded products

under the two rounds were China, the Republic of Korea and Sri Lanka.  For the Republic

of Korea, the most important markets under both the Second and Third Rounds were China,

India and Sri Lanka.  For Sri Lanka, the most important markets for products under both the

Second and Third Rounds were India, China and the Republic of Korea.

Countries matching good export-import complementarities include Bhutan with

Sri Lanka; Cambodia with Bangladesh and Sri Lanka; Indonesia with all APTA members,

12 For details, see Agreement among the Governments of Brunei Darussalam, the Republic of Indonesia,

Malaysia, the Republic of the Philippines, the Republic of Singapore, and the Kingdom of Thailand for the

Promotion and Protection of Investments in <www.aseansec.org/6464.htm>.
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except China; Mongolia with China and the Republic of Korea; Thailand with China; and

Viet Nam with China and the Republic of Korea.  Countries having moderate export-import

complementarities include Pakistan with Bangladesh; Thailand with the Republic of Korea;

and Viet Nam with China and the Republic of Korea.

Bhutan has good export-import complementarity with Sri Lanka; Cambodia with

Bangladesh and Sri Lanka; Indonesia with all APTA member countries, except China;

Mongolia with China and the Republic of Korea; Thailand with China; and Viet Nam with

China and the Republic of Korea.  Pakistan has moderate export-import complementarity

with Bangladesh; Thailand with the Republic of Korea; and Viet Nam with China and the

Republic of Korea.

Even for countries with overall low export-import complementarity, there are

groups of products contained under each chapter that have good complementarity.

Thailand and Indonesia have the largest number of export products matching

world import products of APTA member countries, followed by Cambodia, the Philippines

and Pakistan.  Bhutan and Nepal have a smaller number of matched products.  Generally,

the largest number of matched products is with China, followed by the Republic of Korea

and India.  The largest markets for these matched products are also generally in these three

countries.

The countries most likely to benefit from accession to APTA are those which meet

the following conditions:

(a) The existing market in APTA countries is good and growing;

(b) There are good market opportunities for products offered concessions under

the Second and Third Rounds;

(c) The existing share of prospective member countires in the total and

preferential imports of APTA members is low;

(d) Export-import complementarity and trade potential are favourable;

(e) The depth of preferential margins is high and not neutralized by non-tariff

barriers.

Taking note of the above considerations, the most favourable conditions for PMCs,

in order of importance, may be classified as below

� Most favourable:  Thailand, Indonesia, the Philippines and Viet Nam

� Moderately favourable:  Pakistan, Myanmar and Mongolia

� Least favourable:  Cambodia, Bhutan and Nepal
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The study points out that even in the PMCs for which conditions are less

favourable, particular sectors of high export-import complementarity with APTA members

can be identified.

APTA has taken far too long to arrive at the present level of liberalization.

However, with its revitalization and the accession of China to the Agreement, there are

enhanced opportunities for deeper trade liberalization.  The study has clearly revealed that

considerable opportunities exist for new countries to accede to the Agreement.  The PMCs

of the Agreement may find that the large markets of China, the Republic of Korea and India

offer opportunities to expand their regional market.  The product-by-product analysis of

products offered concessions under the Third Round of the Agreement shows that nearly all

PMCs stand to gain substantially from accession to the Agreement.  It has been observed

that a large number of products offered concessions under the Third Round are being

imported in large values to the concession-offering countries, even without the actual

implementation of the preferences.  The high preferential margins being offered by China

and the Republic of Korea would allow these countries to increase their market shares in

APTA member countries even further.  At a later stage, ESCAP, being a wide regional

grouping, could act as a bridge between other regional groupings such as ASEAN, the Bay

of Bengal Initiative for Multi-sectoral Technical and Economic Cooperation (BIMSTEC)

and the South Asian Association for Regional Coooperations (SARRC).  The study further

demonstrates the favourable export-import complementarities that exist in the PMCs which

are also ESCAP member States in identified products with markets in APTA member

countries.  Their accession to APTA would enable them to target their export opportunities

in a more focused manner to the markets of the original Participating States.

While APTA has to some extent been revitalized in the context of global changes,

which is reflected in its amended Agreement, its scope and objectives continue to be

defined by traditional approaches to regional integration that emphasize primarily the

lowering of customs tariffs.  Even this limited area has not been adequately addressed by

not factoring in the incidence of non-tariff barriers, and the very slow and protracted nature

of negotiations based on the positive list approach.  It is time for the member States to move

speedily to an FTA instead of moving to yet another round of negotiations under a positive

list approach.  While doing so, APTA needs to widen its scope and objectives along the

lines of South-South regional trading arrangements.  This study emphasizes the relevance of

the ASEAN experience in this regard.

Perhaps the most important potential of APTA lies in the very broad region-wide

framework of ESCAP, which consists of 53 members and 9 associate members.  In the

context of Asian regionalism it could therefore constitute a building block for region-wide

integration.
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The present study has been limited to countries that have shown interest in joining

the Agreement and whose benefits, should they join the Agreement, would be incidental and

not directed.  It is recommended that a similar study be undertaken analysing the potential

benefits for all members of ESCAP from potential APTA member countries, in particular

those countries which are currently engaged in various other existing regional trade

arrangements.  A database highlighting best practices could also be set up to facilitate such

analysis and to achieve truly region-wide trade integration.
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TECHNICAL APPENDIX

Cosine measure of complementarity

The degree of complementarity and competitiveness in the production and trade

structure of member countries of a regional group has been discussed widely in the

literature on international trade, particularly in the context of the formation of the customs

union.  It is generally believed that a customs union creates a more beneficial impact among

complementary economies than competitive ones.  This hypothesis is based on the

assumption that the complementary economies have a different production structure while

the competitive economies have a similar production structure.

One measure or index designed to estimate complementarity of trade between

pairs of countries is known as the “Cosine measure” of trade complementarity developed

by Linnemann.13  The index is estimated on the basis of the cosine of the angle between

the vector of exports of one country with the imports of another country or vice versa in

an n-dimensional commodity space.  In other words, it gives an idea of the extent to which

the export structure of one country matches the import structure of another, and vice versa.

The formula of the index is as follows:

Export-Import Similarity (EIS):
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 = exports of ith country in commodity class k to the world and M
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 =

imports of j th country in commodity class k from the world.

The value of the measure lies between 0 and 1.  In the absence of any

complementarity and in the presence of perfect complementarity, the measure takes the

extreme value of zero and one.  The movement from 0 to 1 is an indication of the increasing

trade complementarity between the two countries.  The cosine measure could also be

considered as an indicator of the extent of competitiveness between the two countries.  A

lower value of the cosine measure would indicate that the two countries have potential

competitiveness rather than potential complementarity.

13 H. Linnemann, An Econometric Study of International Trade Flows (Amsterdam, North Holland Publishing),

1996.
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Generally, for the purpose of classification, the following may be considered:

(a) Low Potential (LP) as under the range of more than 0.001 but less than 0.250;

(b) Moderate Potential (MP) as under the range of more than 0.250 but less than

0.550;

(c) High Potential (HP) as under the range between 0.550 and 1.000.
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ABSTRACT

T
he growth in monetary reserves over the last decade, in particular since

2002, has prompted calls from many commentators to revisit the

possibilities of using such reserves for financing development.  It is paradoxical that

some economies maintain a huge pool of reserves while they are actively liberalizing

their trade regime in order to attract more foreign direct investment (FDI).  A

consequence, at least in the view of some commentators, is that the Asian economies

might be foregoing opportunities to use their reserve surpluses for financing their own

development, a purpose for which there is usually insufficient accumulation of

domestic capital.1  This is especially so since FDI inflows into many of the economies

in the Asian and Pacific region contribute only marginally to narrowing the gap

between the resource requirements and the resources available for development.

Several factors, although not too convincing to some, may explain the

apparently contradictory approach adopted by these economies.  The Asian financial

crisis of 1997 and the resulting erosion of the credit worthiness of the economies

adversely affected by the crisis, the boom in export-led growth and the scholarly

Foreign Reserves:  Potential Source of
Financing for Development (Lessons in
Good Practices from Selected Countries)

Gehendra Purush Dhakal*

* Former staff member of the Investment and Enterprise Development Section, Trade and Investment Division,

ESCAP, e-mail:  gehendra@gmail.com.  Any errors are the responsibility of the author; the views expressed

are those of the author and do not necessarily reflect those of the United Nations.
1 There may be an option to borrow externally, but for economies which run current account surpluses, the use

of reserves can reduce their debt burden.
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thoughts that predict that financial liberalization induces financial crises are factors

which have prompted many countries to hold a reserve pool large enough to address

such issues.  However, economic principles point to analogous negative

consequences, such as opportunity cost and the possibility of generating revenue by

better managing the accumulated reserves drawing from the lessons provided by the

good practices of selected countries.

 The need of the hour is for constructive engagement between relevant

Governments, international organizations and other stakeholders in identifying the

determinants of the size and structure of “development-friendly” foreign reserves,

the “optimality” of foreign reserve policies but not in the context of a “one size fits

all” policy, the exploration of alternative approaches to the management of reserve

portfolios, and exploration of the possibility of creating collateral credit facilities in

the region.

1. INTRODUCTION

Together with the international community, the Asian economies are all committed

to achieving the Millennium Declaration Goals.  No doubt additional investment in support

of economic growth for this purpose is still very much needed despite the relatively good

economic performance in recent years of most economies in the region, including the

low-income economies (International Monetary Fund (IMF), 2006).  If those economies are

to keep growing in order to achieve the Millennium Declaration Goals, the key issue is the

need to intensify their efforts to secure finance for development.  Continuous investment is

a sine qua non for these economies to stay on track in their efforts to achieve their

Millennium Declaration Goals commitments.

The inflow of foreign direct investment into the region is on the rise; however,

many economies are less successful in attracting enough FDI to fulfil their developmental

needs.  While several potential investment sources have been explored, foreign reserves

seem to have attracted a lot of attention in recent times.2  Whether or not and how the

foreign reserves can be used to fill the resource gap still remains a subject of much debate.

The irony of the situation is that many of the economies that require substantial resources

2 IMF defines official reserves as “external assets that are readily available to and controlled by monetary

authorities for direct financing of payments imbalances, for indirectly regulating the magnitudes of such

imbalances through intervention in exchange markets to affect the currency exchange rate, and/or for other

purposes”.  Total reserves comprise gold, foreign currency assets, reserve positions in the IMF and special

drawing rights.
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are the ones with high levels of foreign reserves.  A logical question then is:  “Why look for

outside resources when so much is already available within?” For greater clarity, it is

important to examine why the reserves have increased so rapidly and to such high levels,

and seek ways to make their management more productive so that financing for

development will be more widely available.

The paper first highlights the need to look for an alternative or a supplement to

FDI.  The factors inducing the surge in foreign reserves in selected countries are discussed

next, while stressing the inconsistencies in the ability of those countries to attract FDI.  The

paper then presents some good practices in reserve management that might provide insights

for generating additional investment.  Some conclusions and recommendations are drawn in

order to identify avenues through which the foreign reserves could contribute to providing

additional resources for development financing.

2. FACTORS DRIVING RESERVE ACCUMULATION

Table 1 shows that many emerging economies in Asia have enjoyed a huge surge

in their foreign reserves since 2002.3  The penchant for the continued accumulation of vast

foreign reserves could be attributed to several factors.

3 Foreign reserves have traditionally served transactional purposes, primarily (a) to ensure the financing of

imports over a certain period, (b) to service foreign debt repayment (e.g., short-term foreign debt), (c) to

ensure a sustained flow of short-term capital and (d) to stabilize the monetary and exchange rate policies of the

economy.

Table 1.  Total foreign reserves in selected economies, 2000-2005

(Billions of United States dollars)

Country/area 2000 2001 2002 2003 2004 2005

Hong Kong, China 108 111 112 118 124 124

India 40 48 71 102 131 136

Indonesia 30 28 32 36 36 35

Japan 356 396 462 664 835 835

Malaysia 29 31 34 45 67 71

China 169 218 295 412 616 826

Republic of Korea 97 104 122 156 200 211

Russian Federation 28 38 48 77 125 182

Singapore 80 75 82 96 112 116

Thailand 33 33 39 41 50 52

Source: IMF, International Financial Statistics, August 2006.
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First, the financial crisis of 1997 and the ensuing volatility it spawned had

significant negative impacts on many of the emerging economies in the region.  One

example was the rapid depletion of the-then existing reserves deployed to bail out troubled

companies and to stabilize the monetary regimes in the economies affected.  Then there was

the erosion (real or perceived) of the credit worthiness of those economies in the

international financial markets.  These comprised the major barriers to the mobilization of

financial resources from international financial markets, and signalled the need for

a reliable safety net that could be tapped for such occurrences in the future.

Second, rapid economic development, particularly increases in exports, has

contributed significantly to the accumulation of reserves.  In this respect, the accumulation

of reserves can be seen as one of the by-products of export-led economic growth.  Third,

many economies in the region are holding a lower proportion of special drawing rights and

have a reduced level of such reserves in terms of their position with IMF.  Further, the

amount of their gold holdings has remained fairly constant, which suggests that their

foreign currency assets represent a major portion of their foreign reserves, denominated

mainly in United States dollars.

Fourth, the traditional objectives of maintaining reserves also need to be

considered.  The dynamic operating environment in the Asian and Pacific region possesses

inherent risks that necessitates an intricate balancing act in order to ensure the adequacy of

the reserves for meeting development objectives.  A slight change in the intervening

variables has the potential for amplifying any negative impact; thus, prudence dictates the

accumulation of more reserves rather that less.

Finally, many think that financial liberalization would facilitate market

liberalization, which could expedite the trade integration process, and in turn inject

short-term capital into the economy.  However, the literature suggests that financial reforms

tend to induce a financial crisis that may create a liquidity squeeze, rendering developing

economies vulnerable to external shocks (Aizenman, 2003).  The implications may be far

reaching for the developing economies in the region if they lack adequate buffer reserves to

cushion themselves.

All of the above are compelling reasons for maintaining high reserve levels to

ensure a strong “safety net” that adequately satisfies the traditional objectives.  Currently,

this obviously is achieved by maintaining high levels of foreign currency assets.

Notwithstanding this stance, many feel that, from a purely economic point of view, the

reserves are at excessively high levels.  According to some commentators, the associated

inefficiencies outweigh the benefits, especially in the way that these foreign reserves are

managed.  For example, many countries have invested in low-yielding government bonds,

particularly United States government treasury bills.  Rather than investing in low-yielding

instruments, the argument goes on to suggest that a portion of the reserves be used to
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narrow the resource gap in the different economies.  Further, borrowing offshore at high

interest rates while investing a country’s existing assets in instruments producing low

returns runs counter to sound basic economic principles.

In addition, the recent reduction in the value of the United States dollar against

several major currencies in the region has had a major impact on the value of the

predominantly dollar-denominated foreign currency assets of some economies in the

region.4  The impact could be even more pronounced considering the amount of reserves

involved.  Also, due consideration is also required with regard to opportunity costs.

The argument persists against having the reserves flow from the Asian and Pacific

region to developed countries, especially the United States.  Such money returns to the

region in the form of loans at higher interest rates when compared with the interest earned

from the investments in government bonds.  Some commentators advocate the circulation

of the reserves within the region in order to circumvent the “apparent” inefficiencies of the

existing practices.  Such an approach could facilitate the generation of additional revenue

for meeting the region’s resource requirements.

3. POSSIBLE MODALITIES FOR MANAGING RESERVES

Among the modalities suggested for these purposes is the development of a bond

market in the region.  A properly functioning bond market could be the destination for

investment as well as the source of finance for development, thereby facilitating the

circulation of the reserves within the region.  Efforts have been made to develop a bond

market, for example the Asian Bond Market Initiative.  However, this initiative has not

taken off as planned for various reasons.  For example, the disparity in the levels of

financial market development across the economies of the region, in terms of both hardware

and software, is a major impediment to its success.  The absence of accredited credit-rating

agencies in the region adds to the complexity involved in issuing good quality bonds

attractive to regional markets.

Currently, the existing market consists of investment instruments at the opposite

end of the spectrum.  In other words, there are either government bonds, generally

characterized as low-risk instruments, and there are stocks, which represent very risky

investment instruments.  In view of the heightened sensitivity of the economies to external

shocks, the only real choice would be investing in government bonds that provide relatively

higher protection against risk.  To alleviate this narrow option, intermediate investment

instruments between government bonds and stocks need to be developed.

4 Depreciation of United States dollar could amplify the negative impact because any sharp fluctuations in net

private portfolio flows and other net private capital flows into the region may increase the vulnerability of

some Asian economies (United Nations, 2006, pp. 7-9).
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Another pragmatic approach to reserve management would be to identify ways to

diversify foreign currency asset compositions and reduce the denomination of any particular

currency in the foreign currency asset mix.  This would provide an automatic check and

balance method that would counter negative impacts from a depreciation in the value of

a particular currency by appreciation in the value of another, such as was the case recently

with the United States dollar and the euro.  Although this approach may not provide much

return, the value of the total reserve could be maintained.

4. GOOD PRACTICES FROM SELECTED COUNTRIES

Existing practices within and outside the region provide enormous opportunities to

learn what can be achieved through the prudent management of reserves.  For example,

25 years ago, Singapore instituted the Government Investment Corporation (GIC), which

invests a portion of the country’s reserves in diverse instruments, such as corporate

sovereign bonds, equities, real estate holdings and private equity holdings in different parts

of the world (Shameen and Moon, 2005).  Based on the risk-return framework of GIC, the

investments may be made in concentrated or diversified portfolios.  International fund

managers are given the responsibility of managing State-owned assets, which account for

20 per cent of the corporation’s foreign reserves.  The aim is for the managers to work

towards obtaining sustainable returns for the long term.  The investment areas include real

estate office blocks, malls and hotels in North America, Europe and North Asia, as well as

local firms that have a promising future.  This approach is reflected in the objective of GIC

which states “that its long-term orientation means that our investment decisions will be

driven by the search for value, not market fads; that we aim for sustained good investment

performance rather than bursts of short-term gains; that every staff we recruit is valued as

an investment; and that we work to build long-term relationships with valued business

partners” (GIC, 2001).  The reason that GIC was formed was to ensure that the country’s

large reserve accumulation would be managed in such a way that long-term returns would

be produced thus avoiding the practice of investing in low-yielding instruments.

An example from another region is the Kuwait Investment Authority (KIA).

Created 50 years ago, KIA is also focused primarily on long-term returns on the reserve

investments of Kuwait (KIA, 2006).  Probably to limit reliance on oil, KIA is exploring

ways to ensure long-term and sustainable returns from its monetary reserves.  To

accomplish this task, KIA has developed its own risk-return model, recruited skilled human

resources and closely scrutinized its investments to ensure that its objectives are fulfilled.

The portfolio includes investments in development projects in third world countries that are

being implemented in collaboration with the World Bank and the United Nations, as well as

other promising investments, as identified by Arab, Asian, North American, local and direct

investment divisions (KIA, 2006).
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The Republic of Korea is considering the active management of its assets and has

mandated the Korean Investment Corporation (KIC), to invest $20 billion overseas and

$100 billion locally by 2012.  KIC also intends to hire external fund managers to facilitate

the process in order to strengthen the country’s financial sector (Shameen and Moon, 2005).

Similarly, Malaysia is contemplating the formation of an investment body that would help

in the management of State-owned assets.

The State Administration of Foreign Exchange (SAFE), an agency of the People’s

Bank of China, is the reserves management body of China.  The approach of SAFE has

been a cautious one, having as its objectives the maintenance of liquidity and security

while ensuring profitability.  Currently, the focus is on investments in treasury bills and

mortgage-backed securities.  However, the recent depreciation of the United States dollar

against the yuan and the country’s investments in low-yielding instruments has signalled the

need for changes in the way the huge reserves of China are managed.  There have been calls

for the reserves to be managed aggressively and efficiently so that the aggregate rate of

return on the reserves of China will be increased.  This is a critical issue because some

believe that 70-75 per cent of the country’s foreign reserves are dollar denominated.

To address this challenge, the Government of China has started to look into new

strategies for reserve management, including diversifying reserve investments and

diversifying reserve currencies.  While SAFE remains the country’s main reserve

management entity, an investment body will be formed specifically for identifying and

assessing investment opportunities both at home and abroad.

In line with traditional objectives and those for safety, liquidity and profitability,

India is focusing on its capacity to meet its debt obligations, as indicated by the following

statement from the Reserve Bank of India:  “…usable foreign exchange reserves should

exceed scheduled amortization of foreign currency debt (assuming no rollovers) during the

following year”.  In determining an appropriate reserve management approach, the example

of India suggests that, along with trade-based indicators, due consideration also needs to be

given to money-based and debt-based indicators, particularly the size, composition and risk

profiles of different types of capital flows and the potential external shocks to which the

economy may be exposed (Reserve Bank of India, 2006).

Some economies have already taken steps to change the management of their

reserves.  In-depth studies may be required to ascertain whether these steps were taken out

of compulsion or in recognition of the possible negative consequences of large reserves.

What is clear is that there are signals that some economies in the region are contemplating

alternatives to investing in low-yielding government bonds.
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5. CONCLUSION AND RECOMMENDATIONS

The above-mentioned economies are accumulating huge amounts of foreign

reserves.  Furthermore, the amounts of reserves more than satisfy the traditional objectives

of maintaining the reserves, that is, (a) to ensure that a country has the ability to finance

imports for a fixed period (traditionally 3-4 months of the value of current imports, or

20 per cent of GDP), (b) to service foreign debt repayment (e.g., short-term foreign debt),

(c) to ensure a sustained flow of short-term capital and (d) to stabilize the monetary and

exchange rates of the economy.

However, current market dynamics probably demand consideration of broader

objectives for maintaining the reserves to include the size, composition and risk profiles of

the different types of capital flows and the potential external shocks and vulnerabilities to

which the economy may be exposed.  Furthermore, subsequent to the 1997 financial crisis,

the level of reserves increasingly fulfills the criteria for assessing creditworthiness.  Taking

these developments into account, the adequacy of reserves may have to be revisited in order

to reflect the evolving dynamics of the trade and financial regimes in the region.

The economies of the region have developed and adopted strategies to manage

their foreign reserves.  Depending on their economy-specific objectives and the most

pertinent risk categories, those reserves are invested, with appropriate risk/return

assessments having been made, based on the results of simulated extreme case scenarios.

Some economies are contemplating diversifying their dollar-dominated reserves with a mix

of highly rated quick-liquidity currencies to ward off the adverse effects of currency

fluctuations that might lower the total value of their reserves.  Others have formed

investment bodies which have the responsibility for managing a portion of their reserves, at

times with the help of international fund managers; they have been known to invest in

a variety of instruments, such as corporate sovereign bonds, equities, private equity

holdings, as well as in office blocks, malls and hotels in various countries around the world.

All such steps are being taken in an effort to generate much needed investment resources in

the region.

It may be timely and worthwhile to start a discussion on ways to standardize the

formation and operationalization of asset investment bodies.  This could facilitate the

establishment of a regional asset management body should the demand arise as a result of

the growing interdependence of the economies in the region.  Such a body could pay

particular attention to the investment needs and supply limits of the region, including those

for infrastructural development.

It is recommended that a series of studies and consultations be carried out among

the economies in the region and the relevant international organizations in order to identify

and explore the various ways for maintaining equilibrium in resource availability and
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requirements, including maintaining a closer balance between the reserve levels, liquidity

needs, the requirements for a security net and the risks and returns on investments in

resources for development financing.

In particular, engagement in research and analysis, combined with the holding of

a series of expert group meetings, is recommended in order to accomplish the following:

(a) Examine the possibilities for identifying more “development-friendly”

determinants of the size and structure of foreign reserves;

(b) Assess the “optimality” of the foreign reserve policies in economies of the

region, not in the context of “one size fits all” but as a tailored-made approach in order to

suit the diverse needs of different economies;

(c) Support the exploration of alternative approaches to the management of

reserves portfolios;

(d) Explore the possibility of creating collateral credit facilities in the region.

International organizations, such as IMF, World Bank, Asian Development Bank,

Bank for International Settlements and ESCAP, could focus their efforts on how best to

assist their respective member countries in trying to determine reserve levels that would be

sufficient to provide a cushion against financial shocks and avoid problems associated with

large accumulations of reserves.

The vast differences in the economies of the region, politically, geographically,

economically and financially, dictate that a more tailored approach be sought to identifying

appropriate solutions.  Thus, it is necessary to identify a particular economy’s needs.

International organizations could collaborate in customizing their technical assistance and

training programmes in order to ensure that the resources are used in an optimum manner

and to avoid duplication in the assistance provided.  Policy prescriptions would also be

more streamlined.

Whether to address this problem at the global, regional or national levels needs to

be examined further, taking into account the rapidly evolving trade regime.  For example,

the inconclusive Doha negotiations have witnessed an increase in the number of free trade

agreements between various economies.  The increasing number of South-South

investments is another case in point.  For an organization such as ESCAP, examining

a regional approach to reserve management may be one area on which it can focus its

activities in close consultation with other development partners.
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M
any developed and some developing countries have been offering special

preferential market access schemes to least developed countries.

However, although these schemes have lowered tariff barriers for most of the agricultural

products exported by least developed countries, non-tariff barriers remain a major constraint

to the exports of least developed countries.  For example, it has been calculated that

Bangladesh and Cambodia, even though they have duty-free access to the European Union

market, faced non-tariff barriers equivalent to an average tariff of 5.65 per cent and 7.66 per

cent, respectively, in 2001 (Brenton, 2003).

The present policy brief is based primarily on the author’s work which documents

the various types of non-tariff barriers faced by agricultural exports from two least

developed countries (Bangladesh and Cambodia) to the markets of three developed

economies (European Union, United States and Japan) and two developing countries (India

and Thailand) (Deb, 2006).  The policy brief draws out the implications of the findings for

domestic policy purposes and the WTO negotiation strategy to be pursued by least

developed countries in general, and Bangladesh and Cambodia in particular.

An introduction to non-tariff barriers

Non-tariff barriers or measures generally refer to any measures other than tariffs

which restrict or distort trade.  While various classifications of non-tariff barriers exist

(see UNCTAD, 1994), trade policy researchers often describe non-tariff barriers under five

major categories:  (a) quantitative restrictions and similar specific limitations, (b) customs
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procedures and administrative practices, (c) non-tariff charges and related policies affecting

imports, (d) government participation in trade, restrictive practices and more general

policies and (e) technical barriers to trade (see box 1, for details).

There is no unique or first best method to quantify appropriately the size and

impact of non-tariff barriers (see details in Deb, 2006).  A review of the existing literature

on non-tariff barriers revealed that over a dozen methods and approaches have been used

for studying such barriers, each having its own strengths and weaknesses.  However,

estimating the impact of non-tariff barriers remains a major challenge for trade analysts.

Box 1.  Major categories of non-tariff barriers

(a) Quantitative restrictions

and similar specific

limitations

Quantitative restrictions are implemented through various

actions, such as import quotas, export quotas, licensing

requirements for imports  and exports, voluntary export

restraints, prohibitions, foreign exchange allocation restrictions,

surrender requirements, import monitoring, temporary bans

aimed at balancing trade, discriminatory bilateral agreements,

counter trade, domestic content and mixing requirements,

mandatory certification and allocation processes for

quantitative restrictions.

Several customs procedures and administrative practices, such

as customs surcharges, decreed customs valuation minimum

import prices, customs classification procedures, customs

clearance procedures, minimum customs value, excise and

special customs formalities, such as stamping, often create

barriers to trade.

Imports may also be affected by various policies and non-tariff

charges, such as special sales taxes, variable levies, border tax

adjustment, value added tax, anti-dumping and countervailing

measures, cash margin requirements and rules of origin.

Governments often provide subsidies and other aids, participate

in State trading and designate goods subject to specialized

management by line ministries. In addition, they formulate

State procurement policies, tax exemptions for critical imports,

and single or limited number of channels for imports of food and

agricultural products. All of these can act as non-tariff barriers.

On various grounds, Governments often set standards: for

example health and sanitary regulations and quality standards,

safety and industrial standards and regulations, packaging and

labelling regulations, advertising and media regulations. These

technical requirements can also act as non-tariff barriers to

trade.

(b) Customs procedures and

administrative practices

(c) Non-tariff charges and

related policies affecting

imports

(e) Government participation

in trade, restrictive

practices and more

general policies

(e) Technical barriers to trade
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Non-tariff barriers imposed on exports from

Bangladesh and Cambodia

Various types of non-tariff barriers and product-specific non-tariff barriers are used

by the European Union, United States, Japan, Thailand and India.  All five economies use

tariff quotas to limit the import of agricultural products.  Licensing is required for the

import of several agricultural commodities in the European Union, United States and

Thailand.

The European Union imposes import quotas, provides domestic support for fish

products and imposes the requirement for obtaining licences for the import of vegetables

and rice, and provides export subsidies for tobacco-related products, wheat, rice and

vegetables.  Owing to the European Union’s “Everything But Arms” scheme, exports from

Bangladesh and Cambodia do not face import quotas, but fish and tobacco-related products

(major export items) are affected by the requirement to obtain import licences and by

subsidies.

Major non-tariff barriers on agricultural products in the United States are import

licences, import quotas and export subsidies.  The United States imposes the requirement of

obtaining licences to import fish, tobacco and vegetables, and imposes quotas on the import

of sugar and tobacco, while providing subsidies for the export of vegetables, rice, maize and

wheat.

Non-tariff barriers in Japan are tariff quotas, State trading and State procurement

involving mainly tobacco, raw sugar and cereal products.  The major non-tariff barriers in

Thailand are related to import licences, technical measures and quantity control.  The major

barriers imposed by India are import monitoring, import quotas, government procurement

and State trading.  India monitors the import of rice, maize, tea and vegetables, while it

procures wheat and rice, and it imposes a quota on the import of maize.

Incidence of non-tariff measures

The UNCTAD Trade Analysis and Information System (TRAINS) reports the

incidence of non-tariff measures at the product level (at the 6-digit classification in the

harmonized system) and covers “core” or relatively restrictive non-tariff measures.  Core

non-tariff measures include three major categories:  (a) quantity control measures,

excluding tariff quotas and enterprise-specific restrictions; (b) finance measures, excluding

regulations concerning terms of payment and transfer delays; and (c) price control measures

(Bora and others, 2002).

An analysis of the incidence of product-specific non-tariff measures revealed that

most of the major agricultural export items from Bangladesh and Cambodia face non-tariff
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measures in all five of the previously mentioned economies.  The coverage of non-tariff

measures is generally higher for agricultural products than the average coverage applicable

for primary products and for all products (Bora and others, 2002).  Among the countries

studied, non-tariff measure coverage for agricultural products is highest in India, followed

by Japan, Thailand and the United States.

Bacchetta and Bora (2001) reported the frequency of non-tariff measures faced by

least developed countries for their agricultural exports (table 1).  Three important messages

evident from the table are:  (a) the frequency of non-tariff measures is generally higher for

agricultural products than for manufactures, and minerals and fuels; (b) in the case of

agricultural products, developed countries and Quad economies (Canada, European Union,

Japan and the United States) have a higher frequency of non-tariff barriers than other

countries; (c) developed countries and Quad economies have a higher level of frequency of

non-tariff measures for agricultural commodities from least developed countries such as

Bangladesh and Cambodia, where they have an export interest in products such as

crustaceans (live), and other fish, than in agricultural products for which they cannot

compete (coffee and substitutes with coffee, oilseeds).

Table 1.  Frequency of non-tariff measures faced by least developed countries on

exports of agricultural commodities

Developed South Middle Latin Europe East Asia Sub- Quad

countries Asia East America and and the Saharan economies

Description and and the Central Pacific Africa

North  Caribbean Asia

Africa

Agricultural and 48.24 14.87 57.69 34.24 32.93 24.42 18.58 41.98

  fshery products

Crustaceans (live) 58.64 8.33 75.00 30.98 43.56 22.22 20.00 50.00

Other fish 64.49 14.07 75.16 30.96 43.85 22.87 20.28 55.43

Edible fruit and nuts 53.95 19.21 54.61 37.09 32.36 24.21 28.20 54.67

Coffee and substitutes 32.26 17.86 44.64 28.10 20.36 26.19 18.18 21.43

  with coffee

Oilseeds and miscellaneous 53.93 14.20 68.55 40.75 38.49 28.71 25.12 37.41

  grain, seeds and fruits

Other agricultural and 43.50 11.11 52.08 35.28 28.59 32.87 17.80 27.50

  fishery products

Minerals and fuels 6.72 3.29 5.73 6.64 6.72 4.52 0.16 6.53

Manufactures 10.67 7.20 10.96 11.68 7.15 5.57 1.74 16.78

Source: Marc Bacchetta and Bijit Bora, Post-Uruguay Round Market Access Barriers for Industrial

Products, UNCTAD Policy Issues in International Trade and Commodities, Study Series No.12, 2001. (United

Nations publication, Sales No. E.01.II.D.23).



Asia-Pacific Trade and Investment Review Vol. 3, No. 1, June 2007

161

Bhattacharya and Mukhopadhaya (2002) described non-tariff measures faced by

Bangladesh on its exports.  In 1998, Bangladesh exported products worth $2.3 billion to the

European Union, $1.93 billion to the United States and $0.08 billion to Japan (table 2).  The

percentages of the exports facing non-tariff measures compared with total exports to the

European Union, United States and Japan were 91 per cent, 94 per cent and 68 per cent

respectively.  The percentage shares of exports facing multiple non-tariff measures in the

European Union, United States and Japan were 93 per cent, 91 per cent and 63 per cent

respectively.  Non-traditional non-tariff measures, such as sanitary and phytosanitary

measures (SPS), technical barriers to trade (TBT) and related measures, were the most

prevalent measures, accounting for about 95 per cent of the total in the European Union,

96 per cent in the United States and 64 per cent in Japan.

Table 2.  Non-tariff measures faced by Bangladesh on its exports, 1998

Indicators
European United

Japan
Union  States

Total exports (in billions of United States dollars) 2.30 2.10 0.10

Exports subject to non-tariff measures 2.06 1.93 0.08

  (in billions of United States dollars)

Exports facing non-tariff measures in total exports (percentage) 91.01 93.86 68.41

Exports subject to a single non-tariff measure 0.14 0.18 0.03

  (in billions of United States dollars)

Exports subject to multiple non-tariff measures 1.92 1.76 0.05

  (in billions of United States dollars)

Percentage share of exports facing a single non-tariff measure 6.60 9.10 36.60

Percentage share of exports facing multiple non-tariff measures 93.40 90.90 63.40

Distribution of non-tariff measures  faced by Bangladesh

Incidence of non-tariff measures

Tariff quota 13

Anti-dumping measures 10 10

Sanitary and phytosanitary measures, technical barriers to trade 176 265 25

  and related measures

Percentage share

Tariff quota 33.30

Anti-dumping measures 5.40 3.60 2.60

Sanitary and phytosanitary measures, technical barriers to trade 94.60 96.40 64.10

  and related measures

Source: Calculations made by B. Bhattacharya and Somasri Mukhopadhaya, Non-tariff Measures on South

Asia’s Exports: An Assessment (Delhi, SAARC Business Information Network, 2002), tables A6 to A10; based on

the UNCTAD TRAINS database.
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Rules of origin as a barrier to trade

Rules of origin can also act as non-tariff barriers.  Brenton (2003) pointed out that

both Bangladesh and Cambodia have high relevance for the “Everything But Arms” scheme

(i.e., exports from those countries that are eligible for preferences comprise more than

30 per cent of their total exports to the European Union) and a high utilization of

preferences (i.e., more than 30 per cent of exports are eligible for preferences).  The actual

utilization of preferences in 2001 was 36 per cent for Cambodia and 50 per cent for

Bangladesh and about 50 per cent for all African, Caribbean and Pacific least developed

countries not members of the Lomé Convention.  The value of implied transfer that may

have entered duty-free (i.e., the value of exports which requested duty-free access

multiplied by the most-favoured-nation tariff) in 2001 was €1.9 billion for Bangladesh and

€2.3 million for Cambodia.  The study added that if the “Everything But Arms” scheme

had delivered duty-free access to all of the exports recorded as having come from

Bangladesh and Cambodia, then there would have been a transfer of an additional

€1.93 billion to Bangladesh and €3.7 million to Cambodia.  For Bangladesh, the scheme

led to a transfer (or a margin of preference) equivalent to 5.65 per cent.  However, the lack

of full utilization of the available preferences means that Bangladesh faced trade-weighted

average tariffs paid by many non-preferential exporters to the European Union! Cambodia

faced relatively higher average tariffs (7.66 per cent) when exporting to the European

Union, after taking into account the fact that only a proportion of its exports could have

entered the European Union duty free.

Brenton and Manchin (2003) argued that the prime suspects behind the lack of

utilization of European Union trade preferences are the rules of origin, in terms of (a) the

nature of the rules defining specific processing requirements, with the constraints that this

entails for international sourcing from the lowest-cost locations and (b) the costs of

providing the necessary documentation to prove conformity with the rules.

Impact of non-tariff barriers on exports from

Bangladesh and Cambodia

SPS measures represent the most crucial non-tariff barrier to agricultural exports

from Bangladesh, Cambodia and other least developed countries.  Bhattacharya and

Mukhopadhaya (2002) reported that almost all exports from Bangladesh to the European

Union market are subject to SPS and TBT measures.  In analysing UNCTAD TRAINS data,

they noted that out of 275 incidents of non-tariff measures faced by Bangladesh in the

European Union in 1998, about 96.3 per cent were because of SPS and TBT measures.

Ferrer (2006) observed that exporters to the European Union are experiencing a steady rise

in protectionism, as a result of SPS regulations set beyond genuine and scientifically

based safety needs.  He added that, owing to the tightening of standards, the number of

rejections of imported goods to the European Union has increased from 230 cases in 1998
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to 1,520 cases in 2003; the rejections were concentrated especially in fish and crustaceans,

meat, fruits and vegetables.

Non-compliance with the SPS requirements can have devastating effects on the

exporting country.  Bangladesh has already suffered the impact of an SPS-related trade ban

in 1997 when the European Union banned the import of shrimp, as the SPS requirements

were not correctly fulfilled.  The ban remained effective for the five months between

August and December 1997.  Cato and Santos (2000) conducted an in-depth study of the

adverse impact of the ban and estimated that the cost of the European Union ban to

Bangladesh was about $65.1 million.  Some factories did succeed in diverting a large part

of their intended shipments to the United States and Japan and thereby were able to cut their

losses.  In spite of such efforts, however, the estimated net loss was equivalent to about

$14.7 million.  These evidently were short-term losses; the medium to long-term losses

stemming from loss of the sector’s momentum, the market diversion and the erosion in the

prices offered to exporters were much higher.  The Government of Bangladesh and the

shrimp-processing entrepreneurs made substantial investments to ensure compliance with

the Hazard Analysis and Critical Control Points (HACCP) system.  The total cost of

upgrading the facilities and equipment and training the staff and workers for achieving

acceptable standards was about $18 million and the annual cost of maintaining the HACCP

approach to food safety was estimated as $2.4 million (Cato and Santos, 2000).

Khatun (2006) recently reviewed the impact that the SPS measures and the trade

ban had on the level of poverty and on the livelihood of shrimp farmers, transporters,

processing factories and their male and female workers.  The study found that, even though

the shrimp industry at an aggregate level was able to recover, many farmers did not.

Transporters were asked to use plastic containers to prevent possible fungus infection from

bamboo containers.  After the transporters invested their capital to buy new containers,

however, they were asked to use plastic barrels as the new containers were found to be

unsafe.  These frequent changes in sanitary requirements put a heavy financial burden on

the smaller transporters.  Even though the Government of Bangladesh provided support

to processing farms to become HACCP compliant, in the form of interest-free loans

recovered from export earnings, 78 of them did not survive the transition, and many jobs

and employment opportunities were lost.  This was particularly true in rural areas, since

shrimp-processing shifted from the rural depots to the urban factories.

Implications for policy and WTO negotiation strategy

Least developed countries, particularly Bangladesh and Cambodia, need to

intervene at the domestic policy level and engage more proactively in the WTO

negotiations.
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Implications for domestic policy

At the domestic level, both Bangladesh and Cambodia need to pursue broad-based

diversification of agricultural production and export strategy, strengthen their capacity for

the issuance of the required certificates and monitoring compliance level with the rules of

origin, design cost-effective SPS-compliant certification systems and develop better

infrastructure facilities.  The public sector must provide market information to

agroproducers and processors on a regular basis.  Awareness-building about opportunities

and compliance requirements among the producers, processors and exporters would be

helpful if it is accompanied by a complementary effort to achieve market diversification.

Implications for WTO negotiation strategy

At the WTO level, least developed countries, particularly Bangladesh and

Cambodia, have to engage more proactively at the ongoing negotiations on agriculture for

safeguarding their interests.  They have to materialize the decisions as contained in the

Ministerial Declaration adopted at the Sixth Ministerial Conference of the World Trade

Organization in Hong Kong, China, on 18 December 2005 (WTO, 2005).  The WTO

members agreed then that developed-country members shall, and developing-country

members declaring themselves in a position to do so should:  (a) provide duty-free and

quota-free market access on a lasting basis for all products originating from all least

developed countries by 2008 or no later than the start of the implementation period in

a manner that ensured stability, security and predictability; (b) members facing difficulties

at that time in providing market access as set out above shall provide duty-free and

quota-free market access for at least 97 per cent of the products originating from least

developed countries, defined at the tariff-line level, by 2008 or no later than the start of the

implementation period.  They also agreed to ensure that preferential rules of origin

applicable to imports from least developed countries are transparent and simple, and

contribute to facilitating market access.

Since the export of agroproducts from least developed countries are often

constrained by various non-tariff barriers and stringent standards imposed on SPS grounds,

least developed countries must demand WTO compliance and transparent criteria for

non-tariff measures.  They should also demand that standards in no way shall be set beyond

the required scientific limit.  In addition, least developed countries may also ask for an

exemption from all trade remedy measures for agricultural products exported by least

developed countries.

Under the Aid-for-Trade package, least developed countries may also negotiate for

the allocation of funds for technical assistance for the improvement of their facilities and

their capacity for compliance with certification system and related requirements.



Asia-Pacific Trade and Investment Review Vol. 3, No. 1, June 2007

165

REFERENCES

Bacchetta, Marc and Bijit Bora (2001).  Post-Uruguay Round Market Access Barriers for

Industrial Products, UNCTAD Policy Issues in International Trade and Commodities,

Study Series No. 12 (United Nations publication, Sales No. E.01.II.D.23).

Bhattacharya, B. and Somasri Mukhopadhaya (2002).  Non-tariff Measures on South Asia’s

Exports: An Assessment (Delhi, SAARC Business Information Network).

Bora, B., A. Kuwahara and S. Laird (2002).  Quantification of Non-tariff Measures, Policy

Issues in International Trade and Commodities, Study Series No. 18, UNCTAD/

ITCD/TAB/19 (United Nations publication, Sales No. E.02.II.D.8).

Brenton, Paul (2003).  Integrating the Least Developed Countries into the World Trading

System: The Current Impact of EU Preferences under Everything but Arms, Policy

Research Working Paper Series 3018 (Washington, D.C., World Bank).

Brenton, Paul and Miriam Manchin (2003).  “Making EU trade agreements work: the role

of rules of origin”, The World Economy, vol. 26, No. 5, pp. 755-769, May.

Cato, James C. and Carlos A. Lima dos Santos (2000).  “Costs to upgrade the Bangladesh

frozen shrimp processing sector to adequate technical and sanitary standards and to

maintain a HACCP program”, in Laurian Unnevehr, ed., The Economics of HACCP:

New Studies of Costs and Benefits (St. Paul, M.N., Eagan Press), pp. 385-402.

Deb, Uttam Kumar (2006).  Rules of Origin and Non-tariff Barriers in Agricultural Trade:

Perspectives from Bangladesh and Cambodia, ARTNeT Working Paper Series,

No. 12, April.

Ferrer, Jorge N. (2006).  Increasing the Market Access for Agricultural Products from

Bangladesh to the EU, Occasional Paper No. 58 (Dhaka, Centre for Policy

Dialogue).

Khatun, Fahmida (2006).  Fish Trade Liberalisation in Bangladesh: Implications of SPS

Measures and Eco-labelling for the Export-oriented Shrimp Sector, CPD Occasional

Paper Series, Paper 57 (Dhaka, Centre for Policy Dialogue).

UNCTAD (1994).  Directory of Import Regimes, Part I Monitoring Import Regimes,

UNCTAD/DMS/2(Part 1)/Rev. 1 (United Nations publication, Sales No. E.94.II.D.6).

World Trade Organization (2005).  Ministerial Declaration Adopted on 18 December 2005

at the WTO Sixth Ministerial Conference held in Hong Kong, China [WT/MIN(05)/

DEC of 22 December 2005 (05-6248)].



This page intentionally left blank 



Asia-Pacific Trade and Investment Review Vol. 3, No. 1, June 2007

167

T
he objective of this policy brief is to highlight that innovation and trade

competitiveness will flourish only if the policies on trade, investment,

competition and intellectual property rights are implemented and enforced in a cohesive

fashion.  It sets out a number of things that Governments, business and international

organizations can do to encourage innovation and competitiveness.

The secret to success in this increasingly competitive world is to make the most of

one’s comparative advantages (location, resources, etc.) by maximizing competitiveness in

terms of productivity, costs, quality, flexibility, responsiveness to clients and markets, and

innovation.

This means outpacing competitors, mastering constantly-shifting demand and

supply trends and satisfying ever-more demanding customers:  in short, staying ahead of the

pack in an increasingly fast-moving world.

In the Asian and Pacific region, competitiveness is determined largely by two

factors:  (a) the ability of companies to develop and deliver new products, services and

applications and (b) the ability of Governments to encourage and foster their efforts.

Overcoming obstacles to innovation

For innovation to thrive, a number of obstacles must be overcome.  The main

impediments are due to inadequate policy frameworks:

� Policies and practices that hinder the development, transfer and use of

technology

� Policies that hinder good practices

Trade Competitiveness, Innovation
and Intellectual Property

Andrea Spear*

* Regional Adviser, Trade and Investment Division, ESCAP.
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� The lack of policies and practices to encourage and facilitate innovation and

the transfer of technology.

Given the strong policy connection, Governments can play a much stronger role

in fostering innovation.  While they cannot force companies to create new products and

know-how, or to transfer technology, Governments can put in place the right conditions to

encourage and facilitate such activities (box 1).

Box 1.  How can Governments facilitate innovation?

� Develop strong and effective intellectual property and competition regimes and enforce

them.

� Champion innovation and quality:  political commitment is crucial.

� Listen to business.

� Align education and training to meet the needs of the twenty-first century.

� Facilitate the imports and immigration necessary to foster innovation.

� Help companies meet technical requirements by facilitating their access to international

standards, quality control, testing facilities and conformity assessment services.

� Target the right foreign direct investment to realize the transfer of technology and skills.

� Above all, provide the domestic enabling environment that will allow enterprises to

flourish, including a good education system, reliable infrastructure, rule of law, fair

competition, liberal trade regime, healthy financial system, and proactive support for

research and development activities.

What are the right conditions?

The domestic investment climate largely determines the extent of innovation and

the transfer of technology.  Policies and practices conducive to both local and foreign

investment and business development in general are a necessary condition for accessing and

applying technology.

Political commitment is a precondition.  All too often, this vital factor is missing,

due in part to ineffective business advocacy and in part to an underestimation of the

importance of innovation to economic development.



Asia-Pacific Trade and Investment Review Vol. 3, No. 1, June 2007

169

Intellectual property rights protection

The protection of intellectual property rights is an indispensable element of

innovation policy.  Most countries address intellectual property issues by assuming rights

and responsibilities under multilateral agreements, (such as the trade-related aspects of

intellectual property rights (TRIPS) and international conventions.  Most countries have

policies to protect copyright, patents and trademarks, and many are developing policies to

protect genetic resources, geographical indications, traditional knowledge etc.  However,

these policies will achieve their objectives only if they are implemented and enforced.

At the WIPO/ESCAP Colloquium on Intellectual Property which was held in

Bangkok in November 2006,1  a clear message emerged:  companies from developing

countries are demanding more effective protection of their intellectual property rights.

Case studies2  documented how many promising ventures created by very bright

young people had been rendered unviable because their inventions were stolen, copied and

widely disseminated almost immediately by pirates.  If countries are to offer their young

people any future at all, Governments need to take urgent steps to ensure that they can

maximize their creativity, their brainpower and their skills at home, instead of seeing those

people go to countries that offer better protection and support.

It is not just a matter of signing the relevant conventions and treaties.  It is much

more a matter of building awareness, changing the fallacious attitude that it is all right to

copy, and implementing and enforcing the right policies.

This means visibly policing and penalizing those who undermine national

development by stealing the fruit of people’s imagination and hard work.  Governments,

business and international organizations are grappling with these issues, trying to find the

most effective solutions.  At the WIPO/ESCAP colloquium, Mr. Vichai Ariyanuntaka,

Research Justice of the Thai Supreme Court,3  described the legal and practical difficulties

and suggested that the enforcement of intellectual property rights “by civil proceedings may

be a good … alternative to criminal proceedings”.

In addition to encouraging brain drain by not enforcing the protection of

intellectual property rights, Governments can cut themselves off from trade, investment and

the transfer of new technology.  Countries are conscious of the impact of being listed on the

United States Special 301 Watch List.

1 WIPO/ESCAP Colloquium on Intellectual Property, 6-8 November 2006, Bangkok.
2 Case studies presented by Mr. Tarun Sawney, Director, Anti-Piracy-Asia, Business Software Alliance, at the

Colloquium.
3 Formerly Deputy Chief-Judge of Thailand’s Central Intellectual Property and International Trade Court and

Chief Judge of the Central Labour Court.  Speaking in Session 9 of the Colloquium on Enforcement of

intellectual property rights and its importance for creators, trade and industry.
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The bottom line is that the protection of intellectual property rights is a vital

element in facilitating domestic innovation and the transfer of technology, but alone it is not

enough.  It must be accompanied by business- and investment-conducive policies and

practices, including a liberal trade regime, fair trade rules, education, infrastructure, rule of

law and proactive support to businesses.  Also, business must stand up for its rights and

interests (see box 2).  In many cases, countries with poor intellectual property enforcement

records tend to lack strong, well-organized business advocacy groups.

Box 2.  How can business facilitate innovation?

B2G

� Advocate business interests in a strong and targeted fashion.

� Offer constructive solutions.

� Build awareness of the importance of innovation and quality.

B2B

� Mainstream the understanding that intellectual property is real property, with real rights.

� Reward innovation and creative thinking.

� Increase its capacity to absorb knowledge and technology.

� Use public domain patents.

� Work with counterparts across the region.

Competition policy

Competition stimulates innovation, quality improvements and brand development

and encourages businesses to become competitive – or else!

Competition policy and intellectual property policy go hand in hand in

contributing to competitiveness, innovation, and product and market development.  One

without the other can lead to unfair practices.  Applied effectively and fairly, competition

policy and intellectual property policy together provide a powerful incentive for investment

in innovation and development, and underpin the emergence of a sustainable export

industry.

This is an area where the Asian and Pacific region faces considerable challenges.
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Trade and investment policy

Trade and investment policy goes hand in hand with intellectual property and

competition policy in encouraging entrepreneurship and innovation.  While Governments in

the Asian and Pacific region are signing more and more “free trade” and “investment

promotion and protection” agreements, these have not (yet) produced the optimum

conditions for trade and investment development, or for sustainable innovation.  Some of

the challenges common to many countries in the region include the following:

� Facilitating imports related to technology transfer and development.  Many

countries charge high tariffs on computers and other information technology

imports, and on machinery and equipment that would enhance research and

development, productivity and competitiveness.  Similarly, many countries

have policies that hinder the recruitment of skilled people overseas

(exacerbating, for example, shortages of skilled information technology

technicians, which impedes the roll-out of technology).

� Promoting innovation and quality in product and service development.  This

starts with the education and training system:  instilling discipline, nurturing

creativity and encouraging pride in a job well done.  Beyond that, policies

and practices in Government should encourage and reward innovation by

fostering access to technology, finance and people with the necessary skills,

etc.  Whole systems and mentalities have to change.  Ministries of industry,

trade, information, communications and technology, labour, education and

foreign affairs have to work together to promote innovation proactively.

Also, enterprises must do their part by offering Governments constructive

solutions and by rewarding employees for creativity and productivity.

Successful models exist that can be tailored to different countries’

circumstances.  This is an area where international/regional organizations can

play a useful role.

� Developing strategic partnerships.  Most “home-grown” innovation results

from domestic investment, often in direct or indirect partnership with foreign

investors.  International companies, including from developing countries, are

the main instigators of new product development and they are increasingly

globalising their research and development networks along with their

value/supply chains.  Governments must study this phenomenon carefully

and build it into their trade and investment policies and strategies.

Strategically tapping into or providing support for such networks can open up

valuable opportunities for development.  One way is to target foreign direct

investment that will bring into a developing country the knowledge,

know-how and skills needed to achieve national development objectives.

This requires systematic analysis of exactly what one wants to achieve, and of
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the potential partners overseas.  Take traditional medicine, for example:  the

world’s major pharmaceutical companies have a growing interest in

traditional knowledge related to plants and herbs.  Governments could build

up domestic capacity in this area by encouraging research and development

partnerships.  However, they would need to have a strong intellectual

property regime, both to protect themselves and to encourage new product

development.

� Building awareness of open-source technology and public domain patents.

Governments and business associations can assist innovation by increasing

the awareness of these valuable inputs and products, and by helping small and

medium-sized enterprises to put them to good use.

� Meeting customers’ requirements.  Many potential niche exporters are not

getting their new products to markets because of a lack of easy access to

quality assurance, standards information and testing facilities.  One way that

Governments can support innovation is to adopt, as far as practical,

internationally harmonized technical regulations and standards, and to help

exporters to meet customers’ quality requirements through technical support

and information services (e.g., access to quality assurance tools, quality

control techniques and conformity assessment facilities).

Help business to get on with doing business

Finally and perhaps most importantly, Governments’ key role and responsibility

are in providing the domestic enabling environment – including research and development

support – that will allow enterprises to flourish.

Most Governments know what is required and often have the necessary policies on

paper.  The big challenge is to implement and enforce those policies and good practices.

Again, this is easier said than done.  While many reasons are documented, such as inertia,

inadequate management skills/systems and lack of political will, all too often

implementation does not proceed because officials simply do not know where to start or

how to proceed.

The implementation of policies supporting intellectual property rights,

competition, trade and investment is a top priority.  All parties – Government, business and

international organizations – should focus more sharply on this.  Every good policy and

practice that is implemented will enhance innovation and trade competitiveness, and

contribute to sustainable development.
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Box 3.  How can international organizations facilitate innovation?

� Provide targeted assistance (World Intellectual Property Organization, World Trade

Organization, Eurasian Economic Community, International Organization for

Standardization, etc.)

� Address cross-border supply constraints (technical barriers to trade, intellectual property,

terms of trade, etc.)

� Address absorptive capacity.

� Facilitate:

– Cooperation among authorities

– Harmonization of legal frameworks, regulatory regimes and standards

– Peer reviews of the effectiveness of intellectual property and competition regimes

– Networks, business-matching, knowledge-sharing

– Access to public domain patents.

Focus on implementation!
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A
key challenge facing some economies in the Greater Mekong Subregion

  (GMS)  , middle-income countries such as Thailand, as well as lagging

economies such as the Lao People’s Democratic Republic and Cambodia, is how to link

domestic enterprises more effectively to international product markets in order to achieve

sustainable growth and development.  This is a particularly daunting challenge for small

and medium-sized enterprises (SMEs) that face significant constraints on their ability to

compete effectively in regional and global markets.

Regional cooperation in GMS is intended to support the development of the

participating countries, including strengthening their capability to access and compete in

global markets.2  Cooperation in core areas such as transport and trade facilitation provides

important enabling conditions for linking the GMS countries more effectively to the

international economy.  However, such initiatives while necessary are not sufficient for

significantly expanding and diversifying the access of GMS enterprises, particularly SMEs,

to international product markets.  To an important extent, firm-level linkages and

performance are also conditioned by the competitive structure of global industries and

associated points of entry for GMS enterprises.  For example, for SMEs to expand the

export of fresh fruit and vegetables from GMS to a key market such as Western Europe

depends not only on loosening physical and non-physical barriers to trade within and from

GMS.  It also depends on the capabilities of GMS enterprises to become and remain

competitive suppliers to global retailers such as the Carrefour Group and Tesco PLC that

increasingly control access to international markets within the framework of global value

chains (GVCs) and related international production networks (IPNs).

Linking Greater Mekong Subregion
Enterprises to International Markets:
the Role of Global Value Chains,
International Production Networks
and Enterprise Clusters

1 The GMS economies comprise Cambodia, the Lao People’s Democratic Republic, Myanmar, Thailand,

Viet Nam and Yunnan Province of China.
2 Formal cooperation among the GMS economies has been ongoing since the early 1990s, with some notable

achievements in both “hardware” (e.g., transport infrastructure) and “software” (e.g., trade facilitation).  The

best known example of such cooperation is the Asian Development Bank – facilitated GMS Programme that

had its beginnings in the bilateral Thai-Lao Investment Forum held in Bangkok in 1991; then, with the Bank’s

support, it evolved into a subregional economic cooperation programme in 1992, including all six GMS

economies.

1
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Recent experience from a wide range of countries and industries indicates that

SMEs can participate effectively in international production and access global markets.

However, integration into the global economy increasingly means participation in GVCs by

linking local producers to IPNs.  This poses important new challenges for enterprises which

must meet a wide range of increasingly stringent global standards with respect to quality,

price, timely delivery and flexibility.  The growing importance of GVCs and the associated

production networks in the international economy also require a rethinking of the role of

GMS Governments in supporting the competitive performance of domestic firms.

The emergence of GVCs also provides new opportunities for regional cooperation.

Focusing GMS cooperation on particular industry value chains can build on traditional core

areas of GMS cooperation, such as transport and trade facilitation.  It can also strengthen

the competitive performance of domestic firms and provide a pragmatic framework for

public-private partnership in economic development.

The study explores the implications of the emergence of GVCs and associated

production networks for SMEs in the Greater Mekong Subregion.  Section II of the study

discusses GVCs and IPNs, including what they are, why they are playing an increasingly

important role in the global economy, and their key characteristics.  Selected GVCs of

particular relevance to SMEs in GMS, as well as to regional cooperation, are presented in

section III of the study.  Given the challenges to SMEs of participating in such chains and

networks, section IV of the study discusses the ways in which the capabilities of SMEs may

be enhanced, including through business development services and by cooperation through

enterprise “clusters”.  Section V of the study presents recommendations for cooperation in

GMS to strengthen the capacity of SMEs to participate in global value chains and networks.

The conclusion, section VI, highlights some of the key issues and their implications for

development and cooperation.

The study, entitled Linking Greater Mekong Subregion Enterprises to

International Markets:  The Role of Global Value Chains, International Production

Networks and Enterprise Clusters, has been published as No. 59 in the Studies in Trade and

Investment series (ST/ESCAP/2439).  It is available at:

<www.unescap.org/tid/publication/indpub2439.asp>.
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GUIDELINES FOR AUTHORS

Articles should present issues and findings in an analytical but yet non-technical

manner.  The Review emphasizes policy relevance and operational aspects of trade and

investment, rather than theoretical and methodological issues.

Articles submitted to the journal should be original contributions and not be under

consideration by any other publication.  Articles will be subject to refereeing; efforts will be

made to send the reviewers’ comments to authors within four weeks of an article’s

submission.

Articles should be submitted in English.  Each article should be between 4,000 and

7,000 words in length and should be accompanied by an executive summary of 400 to

450 words.  Articles are expected to be clear, concise and easy to follow.  The use of

headings and subheadings is encouraged to provide structure to the paper.

Manuscripts must be typed double-spaced according to the following format:

1. The first page should contain the title of the article, author’s name and

affiliation, complete mailing and e-mail addresses, and a suggested header

(abbreviated form of the title).  The author’s name or affiliation should not

appear in subsequent pages.

2. The second page should contain an executive summary of 400-450 words,

and a list of key words.

3. References, tables and figures should be placed on separate pages at the end

of the manuscript and should be properly numbered.  There should be an

indication in the text where the author would prefer to have each table and

figure inserted.

4. Figures should be provided in camera-ready format.

5. References in the text should follow the last name of the author-date format

(e.g., Johnson, 2004).  References in the reference list at the end of the article

should be typed according to the following formats:

Anderson, K. and R. Garnaut (1987).  Australian Protectionism: Extent,

Causes and Effects (Sydney, Australia, Allen and Unwin).

Loungani, P. (2001).  “How beneficial is foreign direct investment for

developing countries?”, Finance and Development, vol. 38, No. 2, pp. 1-21.

Balwin, R.E. (1971).  “Determinants of the commodity structure of U.S.

trade”, The American Economic Review, vol. 61, pp. 126-146.
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Lall, Sanjaya (1997).  Attracting Foreign Investment: New Trends, Sources

and Policies, Economic Paper No. 31 (Commonwealth Secretariat).

Bosworth, B.P. and S.M. Collins (1999).  “Capital flows to developing

economies: implications for saving and investment”, Brookings Papers on

Economic Activity, Spring.

Krugman, P. (2002).  “Fire-Sale FDI”, Massachusetts Institute of Technology,

<http://web.mitedu/krugman/www/firesale.htm>, 5 September.

6. References in footnotes should follow the author-date format (e.g., Johnson,

2004), with full references included in the reference list at the end of

the paper as in point 5 above.  The reference list should be entitled

“REFERENCES”.

Electronic submissions are preferred and should be sent as an e-mail attachment in

MS Word format to: itid.unescap@un.org.  Alternatively, articles may be sent by post, in

duplicate, together with a soft copy [diskette or CD] to:

Managing Editor

Asia-Pacific Trade and Investment Review

Trade and Investment Division

ESCAP

United Nations Building

Rajadamnern Nok Avenue

Bangkok 10200

Thailand
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READERSHIP SURVEY

Asia-Pacific Trade and Investment Review

Vol. 3, No. 1, June 2007

The Trade and Investment Division of UNESCAP is undertaking an evaluation of the

above publication with a view to improving its quality and usefulness.  We would appreciate

it if you could complete this questionnaire and return it to us, at the address printed below.

QUESTIONNAIRE

Rating for quality and usefulness
Excellent Very good Good Poor

(please circle)

1. How useful is this publication for your work?

� Provision of information 4 3 2 1

� Clarification of issues 4 3 2 1

� Findings 4 3 2 1

� Policy suggestions 4 3 2 1

� Overall usefulness 4 3 2 1

2. Please indicate your assessment of the quality of this publication with respect to:

� Presentation/format 4 3 2 1

� Readability 4 3 2 1

� Coverage of subject matter 4 3 2 1

� Timeliness 4 3 2 1

� Overall quality 4 3 2 1

3. Suggestions for improvement of the publication:

...................................................................................................................................................

...................................................................................................................................................

...................................................................................................................................................

...................................................................................................................................................

4. Your background information, please:

Name: .......................................................................................................................................

Title/position: ...........................................................................................................................

Institution: ................................................................................................................................

Office address: ..........................................................................................................................

Tel: .................................................................... Fax: ............................................................

E-mail: ......................................................................................................................................
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Please return this questionnaire to:

Chief Editor

Asia-Pacific Trade and Investment Review

Trade and Investment Division

ESCAP

United Nations Building

Rajadamnern Nok Avenue

Bangkok 10200

THAILAND

Fax: (662) 288-1026, 288-1027

Thank you for your cooperation.
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United Nations

E S C A P

ASIA-PACIFIC TRADE AND INVESTMENT REVIEW

Call for Papers

The Asia-Pacific Trade and Investment Review, a refereed journal published by

the United Nations Economic and Social Commission for Asia and the Pacific

since 2005, is seeking submissions for its 2008 issue, vol. 4.

Articles should have clear trade and investment policy relevance and should be

pertinent to the Asian and Pacific region (including Central Asia).  The submission of

articles on national best practices with the potential for replication in other countries,

or articles presenting regional comparative analyses and their implications are

particularly welcome.

We are looking for articles featuring new, innovative or insightful information with

clear trade and investment policy relevance.  Areas of interest include:

For details, please visit:

<www.unescap.org/tid/aptir.asp>

� Trade and/or investment facilitation and

promotion

� Doha Development Agenda:  post-Cancun

issues

� Regional vs. multilateral trade agreements

� Best practices on building supply-side

capacity for trade

� Trade and ICT, including e-trade and

e-commerce issues and best practices

� Regional mechanisms for financing trade

and investment

� Trade and the Millennium Development

Goals

� Social and environmental aspects of trade

and investment

� Small and medium-sized enterprise develop-

ment and participation in international trade

� Export competitiveness

Articles submitted to the Review should be original contributions and should not be

under consideration by any other publication.  Articles will be subject to refereeing;

efforts will be made to send the reviewers’ comments to authors within four weeks of

an article’s submission.  Articles should be submitted in English.  Each article should

be between 4,000 and 7,000 words in length and accompanied by an executive

summary of 400 to 450 words.

Electronic submissions are preferred and should be sent as an e-mail attachment in

MS Word format to:  itid.unescap@un.org.  Alternatively, articles can be sent by post,

in duplicate, together with a soft copy in a diskette to the Managing Editor, Asia-

Pacific Trade and Investment Review, Trade and Investment Division, ESCAP, United

Nations Building, Rajadamnern Nok Avenue, Bangkok 10200, Thailand.


