EMERGING CONCERNS IN BANGLADESH’S EXPORT SECTOR: 

A WAKE UP CALL
- by Mustafizur Rahman

The Context

The recent melancholy performance experienced by Bangladesh’s export sector is now reaching a point where it can no longer be ignored as a development of ephemeral consequence. And it is perhaps also not illogical to hypothesise that the consistent and continuing departure from the trend line suffered by the sector during the past few months, is not something which will be subsequently corrected with the passage of time, and on its own. Evidently, the emerging problems confronting the sector are more deep rooted than would appear on the surface. Thus, it is not surprising that the setback being endured by the export sector is transmitting ominous signals throughout the economy, and has been a cause for serious concern to all the stakeholders in Bangladesh.

Throughout the 1990s, Bangladesh’s export sector has been able to post robust growth rates, registering a real growth of more than 10% per annum, double the rate of growth of real GDP over the matched period. To be sure, in recent years, Bangladesh’s macroeconomic performance has hinged, to a considerable extent, on the performance of domestic export oriented activities, in terms of investment, employment, financial sector performance and the reserves situation. There was a sense of achievement, not entirely unjustified in merit, in the claim that Bangladesh was in the process of graduating from a predominantly aid-dependent economy into a trading economy. 

Notwithstanding the above, the recent depressed performance of the export sector, however shocking, is not entirely unexpected though. With the increase in the degree of openness of the economy came increased vulnerability to the impact of the fluctuating fortunes of the global economy. In recent years, the export sector’s continuing success was being put under litmus test in the face of the emerging challenges and growing risks originating from an increasingly competitive global trading regime. A confluence of factors was undermining Bangladesh’s demonstrated strength in the global markets, and undercutting her capacity to fully exploit her potentials - narrow and shallow export base and lack of diversification, relatively weak domestic link of the country’s premier export earner, the RMG sector, and inability of the RMG sector to reduce the lead time in the absence of adequate backward and forward linkages, weak institutions and infrastructure that raised the cost of doing business for entrepreneurs, entry of newly emerging competitors in Bangladesh’s traditional markets, erosion of preferential margins in the face of declining tariff barriers, and global initiatives which provided preferential market access to many of Bangladesh’s competitors. In fine, the sector’s inherent weaknesses lay in the formidable supply side constraints which weakened Bangladesh’s capacity to translate comparative advantage into competitive advantage, and the growing market access problems that undermined the ability to translate competitive advantage into revealed competitive advantage in the global market place. 

It is well recognised and appreciated that Bangladesh’s private sector has played a defining role in making the export success story happen, and successive governments have also put in place many supportive policies, institutions and incentives to stimulate and promote the sector. However, as recent experience would bear out, evidently much more needs to be done, and that too on an urgent basis if the Bangladesh’s export sector is to recover the lost ground. If the past is any clue, there is no reason why Bangladesh should not succeed in this endeavour. 

Thus, as we enter into the second half of November 2001, Bangladesh’s export sector stands hesitantly poised. The spectre of a prolonged decline looms large in the horizon, with potentially damaging consequences for the rest of the economy. And, at the same time, there is also a strong faith in the inherent strengths of a sector that has given so much to the country and over such a prolonged period of time: in 1990, Bangladesh’s export was about the same as the aid she received; in 2001 her exports are more than four times the aid she had utilised. Taking into cognisance both the abovementioned perspectives on the future of the export sector, it is of critical importance that we strive to identify the causes of the recent slump, and put our collective effort in designing adequate strategies to address the emerging problems which are presently faced by the sector. Bangladesh’s policy makers will need to get on with this task with due urgency and a proactive mindset. 

The Emerging Trends in the Export Sector

Recent Performance 

In order to identify the causes of the deceleration in export earnings it is important to know when the declining trend first set in motion. The slump in export earnings started to attract serious attention specially in view of the negative growth rate posted during the first quarter: (July-September, 2001) of fiscal year 2002 (FY2002). The slowdown in exports did indeed come as a shock to many. This owed, in large measure, to the fact that the setback came in the wake of the robust 12.4% growth rate registered by the export sector in FY2001 (July’00-June’01). As a matter of fact, export earnings increased from $5748.1 million in FY2000 to $6467.8 million in FY2001: exports of woven-RMG has gone up by 9.1% and knit-RMG by 17.8%; earnings from export of frozen food went up by 6.1% whilst leather sector registered an impressive growth of 29.8%.

However, a close scrutiny of the export sector dynamics during FY2001 reveals that the early signs of a slump is indeed discernible from the beginning of January 2001. Exports during the second half of FY2001 (January-June, 2001) was $300 million less than the first half of FY2001 (July-December, 2000), a most unusual development in Bangladesh’s recent history. In each year in the recent past, exports have indeed picked up during the second half period. To contrast, in the last fiscal year i.e., FY2000, the export earnings in second half had increased by $263.0 million compared to the first half of the fiscal year. Only in FY2001 we do see an overall 8.8% decline in exports during second half of the fiscal year relative to the first half: export of woven-RMG had decreased by 11.6%, knit-RMG by 5.6%, shrimp by 40.7% and jute goods by 8.7%. Thus, the overall positive growth rates posted for the whole of FY2001 conceals the fact that deceleration has indeed set in early on, in January 2001. 

The abovementioned deceleration during the January-June period of FY2001 was reinforced by a continuing worsening performance of the export sector in the early months of FY2002. Export earnings during the first quarter of FY2002 (July-September, 2001) was only $1606.0 million, down from the $1746.1 million posted during the corresponding period of FY2001 (July-September, 2000), a decline of $140.1 million in absolute term, or by about 8%. What is alarming is that, this decline has been consistent for all the three months and across all principal categories of exports. The decline in overall growth was accounted for, to a large extent, by the fall in exports of RMG, both woven and knit. Month for month, exports of woven-RMG declined all through the first quarter of FY2002 compared to the matched period of FY2001 - exports came down from $924.6 million to $855.5 million, posting a negative growth of 7.5%. Of no less concern is that, export earnings from the knit-RMG sector, a sector which was able to register phenomenal growth in all the years during the recent past, was no exception to the overall sorry state of affairs: the sector registered negative growth rates in both August and September of this year compared to the corresponding months of the last year. Export earnings from sectors with strong domestic linkages such as raw jute, jute goods and frozen food suffered a substantial decline in the face of depressed global demand. Amongst major exporatbles the sharpest fall was for exports of frozen food which declined by 32.4%. 

L/C Openings

The trends in the L/C openings during the recent months throw useful insights into the performance of the export sector expected over the next few months. The signs transmitted by data on L/C openings is quite disquieting. The amount of L/C opening for imports of fabrics under back to back L/Cs during the last few months were consistently below the levels recorded during the corresponding period of the last fiscal year. L/C opening for capital machineries for textiles and RMG sectors have also slowed down considerably. For instance, the amount L/C opened for imports of fabrics under b/b L/Cs was Tk. 2218.9 crore during the first quarter of FY2001; this has come down to Tk. 2083.9 crore in the first quarter of FY2002, a decline by 6.4%; L/Cs opened for imports of garments machineries was Tk. 169.8 crore during the first quarter of FY2001; this had came down to Tk. 92.3 crore during the matched period of FY2002, a sharp decline of more than 45.0%. The trends manifested by the amount of L/Cs opened for imports of inputs for export-oriented RMG sector is a reflection of the disturbing decline in the amount of export orders which are being placed by overseas buyers. Consequently, taking into cognisance the factor of lagged response, it can be safely projected that the export of import-intensive commodities such as the RMG is likely to continue their downward trend in the months ahead. The decline in the price of quota, for some categories the price has come down to one-fifth of what it was a year back, is also one of the indications of the collapsing market confidence. 

The potential consequences of a continuing slump in the export sector could indeed be damaging for the country’s economy. A failure to ensure early recovery of the sector is likely to have severe negative implications for the macroeconomic performance of the country, from both short, and medium to long-run perspectives. Early signs are already evident. The current strain on the reserve situation is only one of the immediate manifestations of the likely outcomes of this (as a matter of fact, this has been compounded by declining flows of remittance which, at -3.4% in FY2001, has been the first negative growth in the course of the past ten years). Bangladesh’s export-oriented sectors, even the RMG with its relatively low local value addition, have multiplier linkages with the domestic economy, generating employment and income for many outside the direct ambit of the export sector. The ongoing slump, thus, is likely to negatively impact on overall employment and investment situation, as also the health of the financial sector which service export oriented activities in the economy. The consequent economic and social implications of these are easily understandable. 

The Immediate Consequences

The downturn experienced by Bangladesh’s export sector beginning from January, 2001 coincided with the time when the signs of recession in the developed economies was gradually making itself felt in the global market. The potential implications of such a global recession on Bangladesh’s export sector performance was pointed out some time back in the Independent Review of Bangladesh’s Development published by Centre for Policy Dialogue (CPD) which mentioned that Bangladesh’s exports are income elastic rather than price elastic and, consequently, highly susceptible to fluctuations in the income level of the importing countries. The current state of affairs indeed corroborates the findings. The negative impacts of the global slowdown has accentuated in recent months following the terrorist attacks in the USA, and the consequent deepening of the global recessionary trends.

The negative consequences are already being felt in the economy. Following the attacks, shipments of export goods from Bangladesh to the US market, specially shipments by air, was severely disrupted. Exports of RMG, frozen food and agro-products have been specially affected. Overall exports to USA, a major trading partner, has come down sharply due to loss of consumer confidence and the resultant depressed demand. The RMG sector has been particularly hurt. Major chain stores in  USA which are important buyers of apparels from Bangladesh including Wall Mart, K-Mart, Dollar General, Target, J.C. Penny and Cohl are either not placing new orders or curtailing orders placed earlier. Recently, the annual TexBangla Fair had to be cancelled in the face of the emerging uncertainties; as a result, opportunities for millions of dollars worth of spot orders, which are usually negotiated during such fairs, were lost. One indication of the possible decline in the RMG exports in future also lay in the fact that the number of GSP certificates issued in recent months has decreased quite considerably. Thus, compared to 4291 GSP certificates issued in August 2001, the number of issued in September, 2001 was only 1185: a reduction of 1185 in number, $ 27.7 in value and 10.35 million pieces in quantity. 

A survey carried out by the BGMEA, which covered twenty selected RMG factories, found that these factories suffered a loss equivalent to $ 13.2 million as a result of the recent events. The survey is indicative of the losses suffered by the export-oriented RMG sector as a whole. The BGMEA has stated that, according to their estimates thus far 673 woven-RMG factories have closed down; of these 583 are in Dhaka, and 90 in Chittagong. These constitute about a-fifth of all RMG factories in the country. BKMEA has stated that about 40% of the knit-wear factories have closed down in the recent past. According to informed sources about 200 thousand workers in the export-oriented RMG sector, in their vast majority, women, have been retrenched. 

In the context of the slump in demand, and also taking advantage of the emergent situation, buying houses have sharply reduced the offered rates for cutting and making (C&M): from $14-15/dozen last year to $7-8/dozen for some categories in recent months. Such low rates, as a matter of fact, do not even allow for cost recovery. Though many RMG entrepreneurs are agreeing to work at these rates, in the event that the slump persists, many of the RMG units will perhaps be compelled to discontinue production. Apparels categories 237, 334, 342/362, 634, 847 have been the hardest hit. 

As is known, recently, as a goodwill gesture, USA has offered Pakistan a package through which the country’s quota was enhanced by 15%. The package allows Pakistan a duty rebate equivalent to 7% and is expected to provide her financial benefit to the tune of up to  $ 1.0 billion. Since, Pakistan is a major competitor of Bangladesh’s apparels product in the US market, this has obviously placed Bangladesh at a disadvantageous situation. It is also being mooted that India may receive similar facilities from the USA. Evidently, as far as Bangladesh is concerned, these developments are going to aggravate an already delicate situation.
Some Accentuating Factors

Apart from the global recessionary trend, in all likelihood, the African Growth and Opportunity Act 2000, popularly known as the US TDA2000 has already started to negatively impact on Bangladesh’s export of the RMG to the US market. The Act has provided duty-free, quota-free market access to 72 sub-Saharan and Caribbean countries which include 33 least developed countries. The initiative also covers countries such as Honduras, Guatemala, El-Salvador, and Costa Rica which are major apparels exporters to the USA and compete with Bangladesh in a number of apparels categories. The new US legislative initiative has put the beneficiary countries in an advantageous position because of a number of reasons: (a) tariffs on apparels exported to the US market is still relatively high, averaging about 20%, which provides considerable edge to the beneficiary countries which enjoy zero-tariff access to the US market; (b) the aforementioned countries are located in geographical proximity to the USA, hence enjoying lower transport cost; (c) these countries are also not subjected to any quota on exports of apparels to USA. Additionally, it should also not be lost from perspective that the advantages offered to the sub-Saharan countries may, in medium to long term, divert exports from Bangladesh when investments begin to flow to these countries to take advantage of the greater market access under the US TDA2000. Some of Bangladesh’s traditional buyers have started to explore the Caribbean sources immediately after the US TDA2000 was announced. Some export diversion is already on, and exports from these countries to USA have been on the increase in recent months. 

It is important to remember that US TDA2000 came into existence following the establishment of the North American Free Trade Agreement (NAFTA) in 1994 which granted Mexico an unrestricted access to the US market. Mexico has increased her share in the US apparels market from 4.6% to 14.1% over a six year period between 1994 and 2000. 

The recently signed Israel-Jordan Free Trade Agreement also allows for potential market diversion as far as Bangladesh is concerned. Accession of China to the WTO, a country that accounts for 16.2% of global apparels export compared to Bangladesh’s 2.1%, should also be seen as a development of major consequences not only for Bangladesh’s RMG sector, but also the export sector as a whole.

As was pointed out earlier, the world economy started to slow down during 2000. The deceleration in growth rate started with the high-tech and IT related industries, but this trend soon affected other sectors as well. OECD manufacturing production index has come down by 2% in September 2001, and the consumer expenditure index in  USA is down by 1.8%, which was the fastest drop since the late 1980s. With unemployment figures reaching 7.0 million in the USA, the prospect of economic recovery any time in near future is bleak indeed. According to a forecast by the WTO, in contrast to the 12.5% growth in 2000, global trade in 2001 is expected to grow by only 1.0%. The WTO Report projects that the strong slowdown in consumer demand in Western Europe and the current stagnation in imports to the US is likely to deepen during the fourth quarter of 2002 (October-December, 2002). OECD growth forecast for 2002, at 1%, for the 30 member countries is the worst since 1982. The chances of a upturn in global demand is, thus, very bleak. As was pointed out, earlier Bangladesh’s exports are income elastic, rather than price elastic. Consequently, efforts to stimulate a rapid recovery of Bangladesh’s export sector will not be easy. 

Addressing the Emergent Concerns

In order to address the emerging concerns, Bangladesh will need to design appropriate strategies both through domestic initiatives and by playing a more proactive role at the global level. 

To be true, Bangladesh’s policy makers did indeed come up with a number of initiatives in view of the emerging difficulties experienced by the export-oriented sector of the country. These include: reduction of bank rate, slashing of interest rate, refinancing facility for credits to export-oriented sectors; there are proposals to reduce freight rates for exportables, VAT and AIT in case of exports. Earlier, export-import procedures were further simplified to reduce hazards faced by the entrepreneurs. The government is examining the viability of setting up central bonded warehouses in the private sector to curtail the lead-time for export of RMG, and considering whether to accept EU’s offer to provide SAARC Regional Cumulation facility. However, a note of caution is perhaps called for here: any decision as regards central bonded ware house and regional cumulation must take into cognisance the interests of the backward linkage textile sector of Bangladesh and should be made through an inclusive process that ensures effective participation by all important stakeholders.

The implications of Bangladesh’s being a hostage to the down market segment of the global demand curve are becoming increasingly evident in the context of the recent developments. In order to enhance competitive strength and cut down on the lead time, Bangladesh needs to have in place adequate backward linkages in textiles to support the export oriented RMG sector. Market for apparels is a hugely diversified one, and there will be a need to identify the niches where Bangladesh gets maximum return for her efforts in this area. A recent study carried out by the Centre for Policy Dialogue shows that an investment to the tune of about 16,000 crore taka will be needed in order to establish the backward linkage units in the textiles sector for setting up the required number of spinning, weaving, dyeing and finishing units for the export-oriented RMG sector. Since in all likelihood the investment will have to be made by the private sector, a conducive policy environment will have to be created to facilitate, encourage, promote and realise the investment through capital flows, both domestic and FDI, in these activities. Initiatives must be on to provide adequate support to existing, and create new fashion and design institutions, and training facilities for workers to service the export-oriented industries such as RMG and leather. Unlike many countries, in Bangladesh, till now, the spill over impact of export-processing zones (EPZ) to the domestic tariff area (DTA) has been minimal in terms of technology transfer. The government will need to pay priority attention to the issue of stimulating transfer of technology to the export-oriented industries in the country and support skill upgradation. It should be explored if the quite formidable capacity in Bangladesh’s NGO sector can be brought into play to facilitate this process. Bangladesh will need to redouble her endeavours to move up market where a blending of technology and relatively cheap labour is likely to ensure maximum return to domestic export-oriented activities. A comprehensive strategy to take a foothold in the growing global service sector market is also long overdue. 

Even when there is a recession, not all sectors suffer in the same degree or in equal measure. For example, export of leather goods from Bangladesh has gone up by 4% in the first quarter of FY2002. Market analyses show that Bangladesh’s agro-processed commodities have very good export potential, specially in the markets of EU and Japan. In the context of the zero-tariff, zero-quota market access under the everything but arms proposal of the European Union (EU-EBA) and the LDC-friendly new GSP scheme offered by Japan, there is expected to be substantial market opening, particularly for the exports of agro-processed goods and poultry products from the LDCs to these markets. The Government of Bangladesh should put in place a comprehensive package of incentives and support to stimulate compliance with stringent quality control measures, a crucial precondition for market entry in case of agricultural and food products. 

From the medium to long-term perspective, export diversification and upmarket movement should be Bangladesh’s major strategic objectives, and evidently all the stakeholders including the government and the private sector will need to be proactively involved, if these goals are to be achieved. Adequate investments will need to be made if the potentialities of the new market opportunities are to be fully exploited.

A more proactive role at global level is also becoming an imperative for Bangladesh. A provision in the WTO Articles stipulates that in WTO countries get not what they deserve, but what they negotiate. There is an urgent need to create a cadre of professionals with adequate analytical capability and negotiating skills to promote Bangladesh’s interest in the context of an evolving global trading regime. The government should, thus, actively consider the proposal for establishment of a foreign trade institute in the country. This is specially important in view of the launching of a new round under the aegis of the WTO which will deal with multilateral agreements on such issues of crucial interest to Bangladesh as agriculture, services, investment, competition policy and environment. These issues are likely to dominate global trade agenda for many years to come.

Addressing the impact of the phase-out of MFA should receive top priority from Bangladesh’s policy makers. In the event that a protracted phase out, or/and an accelerated quota expansion, is not feasible, Bangladesh will need to direct her attention towards a global zero-quota, zero-tariff market access for the 49 LDCs. It should be noted that tariffs on textiles/apparels will still be there even after the quotas are phased out. These tariffs, averaging 12.5% in EU and ranging between 15-22% in  USA at present, are likely to continue to be at relatively high levels following the MFA phase-out on January 1, 2005. Though at present tariff rates in the OECD countries average between 4-6%, those on agro-products, leather and food items continue to remain very high. These, along with RMG, are items where, amongst the LDCs, Bangladesh is perhaps one of the best positioned in terms of taking advantage of any enhanced market access offered by the OECD, specially the quad countries (USA, EU, Japan, Canada). Bangladesh should keep this in mind and strategise accrodingly. Although the European Union came up with a radical proposal in the form of EU-EBA, unfortunately from a static perspective the initiative is not likely to be of much benefit to Bangladesh. Analysis shows that unlike the African countries which stand to gain most from the initiative, Bangladesh’s benefit will be meagre - only about $8.0 million in contrast to sub-Saharan African countries which stand to gain more than $260 million annually. On the other hand, it is Bangladesh which stands to gain the maximum from a quad initiative that provides zero-quota, zero-tariff market access to the LDCs. Analysis shows that if such initiative is taken Bangladesh’s gain will be more than $1180 million annually. However, it should also be kept in mind that the 919 tariff lines included under the EU-EBA may potentially create substantive opportunities for Bangladesh in the export of agro-based goods to the EU market. Thus, seeking global zero-tariff market access must be seen as the focal point of Bangladesh’s activism in the global fora.

Act locally, compete globally goes the saying. It remains to be said that, at the end of the day, the performance of Bangladesh’s export sector will predominantly depend on country’s ability to enhance the competitive strength of her export-oriented sector through effective domestic initiatives and good governance. Evidently, in the days to come, Bangladesh will need to demonstrate that she is indeed capable to act locally in a way that proves that she is equal to the emergent challenges, and strong enough to surmount the present difficulties. 
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