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EXECUTIVE SUMMARY

Numerous empirical and qualitative studies in #hgreement on Textiles and ClothirgT(G
period were conducted to assess the impact of quota free regiP@si2005) on the
exports ofTextilesand Clothing T&Q from developing countries. While most ofetlstudies

had reached a near consensus that China and India would benefit from the removal of
guotas, the verdict was less unanimous of the impacfT&Cexports from smaller players
including Pakistan. It is now increasingly recognised that among snwlentries,
Bangladesh exports in clothing have done patrticularly well, and Vietnam has been successful
in gaining a share of world&Cexports in thePostATCperiod. It is an appropriate time to
assess thé@PostATCimpact onT&Cexports from Pakistan no that 5 years have elapsed
since the expiry of quotas. Howevdris worth mentioning that trade of &Cis still not fully
liberalised in the nealassical sense and remains circumscribed by WTO rules and
regulations, PTAs between regions (NAFTA, SARBEAN, EU, etc.) and individual
countries. Frequent activation of safeguard, atiimping, environment, drug and child

labour clauses further undermine the trading spirit visualised forRbetATCregime.

The purpose of this study is to assess the pgdiol y OS 2 FT&Cdxpgorsalurihgyh@ &
six year (20022008) period by dividing it into ATC (262305) andPostATC(20062008)
periods. Assessment &fostATGs carried out at susectoral level (Chapter 563) and 551
filtered HS6 digit lines levé Regional and country level dimension is added to the
assessment by incorporatingiothree main competitors, i.eChina, India and Bangladesh.
Moreover, the performance is also assessed with referermeudr main export markets, i.e.
USA and EU. Usimgmple methodology of calculating Revealedn{parative Advantage
(RCAs), Biteral RCAs (BRCAs) and Expomiztitive Pressure Indices (ECPI and RE@#1
position the 551 lines of &Csector into competitive, threatened, weakened and emerging
lines. Mwch of the later chapters are devoted to the analysis of threatened lines from a
O2YLISGAG2NRE YR YIF22N) SELR NI Y| NJs&ibon ot.JS N& LIS
Pakistaf2 &xports lacking product and market diversification is once more evident in
assessing théPostATCperformance, the major contribution of this baseline/report card
study is theidentification and importance in totallf &Cexports of HS digit level products

that retain competitiveness, are threatened and emerging or have weakendukeifPost

9



ATCregime. The identification and positioning of these products relative to our
competitorpositions, and in our major export market provides an evidence based
database to industry and trade analgstnd strategists for various kisaf interventions at

the industry/firm level and finduning trade negotiations and trade diplomacy¥he

following main findings emergafter empirically analysy 3 | y R O2 YLITR®A y 3 t |
export performance during ATC aRdstATQperiod.

A. Macro Overview of the Sectoral and Stdectoral T&CEXxports

i) Between AT@nd PostATC the average annual&Cexports of Pakistan in nhominal
terms increased slightly from $ 9.6 billion to $ 10.75 billion. During the two regimes,
t 1 Aadl yTR&ex@rkslinM@d &ports fell marginally from 2280 1.8%4
However, the average RCA between the two periods increased marginally from
12.73 to 13.36.

i) The T&Cexports are highly concentrated in 6 sabctors. T&C exports of four
sectors, i.e. 52cptton), 61 Knitted articles of appareand clothing accessories), 62
(non-knitted articles of appareand clothing accessories), and 6&Her manmade
textiles articles) account for 85% of totdl&Cexports. Two more sectors, i.e. 54
(marrmade filaments) and 5{carpets and othetextiles floor coverings) take the
total to 96%T&Cexports. These 6 sectors areferred to as¥W Y | 8ubd&klorsand
NBYI AYAYy3 Iséctordif the/spbsdgueddt dralysis.

iii) The average export shares of ssdéctors 54 rhanrmade flaments) and 60
(knitted/crocheted fabrics) decreased noticeably between the two regimes while the
share of subsector 55 (marmade staple fibers) went up.

iv) Out of six major sulsectors, i.e. 52, 54, 57, 61, GAd 63, four experienced a single
digit growth rate in PostATCas compared to double digit growth in ATC period.
Minor subsector 55 fhan-made staple fibers) experienced a substantial growth rate

between the two regimes.

B. Competition in SukSectors

. tkF1A&lGlry Q& F@SNF IS 3INR 4G &d ROBATC pefriodsSaE LJ2 NI &

4.1% remained smaller than all its three regional competitors, i.e. China, India and

10



Vi.

Bangladesh that increased at the rate of 12.1%, 10.4% and 11.7% respectively.

.l y3f I RS&AKQa | OSNI 38 vy 2ATE peridd atS3B.8KiloG & 2 F
now almost equal that of Pakistan in P@stC period.

.y 3t FRSAKQA Y NJESSIO BAKNENSF MBSy erkI\NE dgoS | N.
share except in subector 62 (norknitted clothing articles), where its share in world

market is three tines that of Pakistan. Among minor s&bS OG 2 NE X t F {1 A&l vy
of subsector 55 (marmade staple fibers) performs consistently better in terms of

growth rates, shares and RCAs.

Subsector correlations in PogkTC growth rates, shares in world exportsg &CAs

between Pakistan and Bangladesh is fairly high indicating a high degree of
competitiveness and similarity in production structures of T&C-sediors of the

two countries.

The subsector growth rates, shares and RCA of India suggest a greater
diverdfication of T&C exports. Out of eight minor sséctors, India experienced

double digit growth rates in 5 sukectors, i.e. 51 (wool, fine or coarse animal hair),

55 (manmade staple fibers), 56 (wadding, felt and reoven), 58 (special woven

fabric) and60 (knitted/crocheted fabric). Only in stbS O 2NJ ppX tF1Aa&d!l
NIF3S ¢ a4 KAIKSNI GKIFY LYRAIF RdzS G2 F2N¥YSNI
The correlation of sulgectoral growth rates, shares in world exports between
Pakistan and India are smaller than in case ofitak and Bangladesh indicating
LYRAIFIQ&a NBfFGAGSEe Y2NBE RAGSNEAFASR ¢g/
However, an improved and stronger correlation among FOBC RCAs of the two

countries suggests that specialisation and competitiveness ifasisubsectors is

increasing between the two countries.

9ELRNIA FTNBY /[ KAYIl Jsettors (eXceptisitdegioR &2, ig. YI 22 |
cotton) continued to record doubldigit growth in PostATC as in ATC period. Only

the growth in suksectors 50, i.esilk, and 55, i.e. mamade staple fibers was higher

for Pakistan. Average share of China in world exports were in daligie and

increasing in all subectors except in subector 53, i.e. other vegetable textiles

fibers. The trends in ATC and R83tCRCAs of China closely followed the trends in

growth rates.

11



vii. The correlations among the three indicators, i.e. growth rates, shares in world
exports and RCAs in ATC and PPOBE for China are even smaller than for India

indicating even weaker competition #ie subsectoral level in the world market.

C. Filtering and Positioning of Individualihes in theT&Csector

i.  Using a modification of the methodology suggested by Mahmood (2005) to position
products according to average RCA values, we filter asstlof 53 lines from a
total of 835 lines belonging to Chapters 50 to 63, and position them into
competitive, threatened, weakened and emerging lines in BostATCperiod. Out
of the 551 lines, the RCA of 440 lines have retained their status quo between the two
periods, i.e. RCA greater/less than unity in ATC period have RCA greater/less than
unity in PostATCperiod. There is a net gain of 35 items in thestATCperiod. In
PostATCperiod, 551 selected items constitute 98%T& Cexports of Pakistan. The
Post-ATCdistribution of RCAs has tended to shift to the right yielding a higher
proportion of higher index values indicating that comparative advantage has
strengthened somewhat in thBostATQperiod.

ii. Subsector wise, the numeric&ostATCaverage RCAs tiie selected products are
higher than corresponding averages of ATC period (excepsactior 57, i.e. carpets
and othertextilesfloor covering) but the difference is statistically higher only for the
two subsectors, i.e. 52 (cotton) and 54 (mamade flaments). Further evidence
suggests that within each stgector, the structure of comparative advantage of
individual lines did not change significantly for Pakistan.

iii. In the PostATCperiod, Bangladesh emerged as a significant competitor in filtered
linesin Chapters 61, 6and63. In case of India, it is the lines in Chapter 61, while in
case of China, production and export structure of lines insediors 52, 61 and 63
has significantly moved away or diversified in relation to lines exported by Pakistan
in these subsectors.

iv.  Another finding is that Pakistan neither gained nor lost its share with respect to the 3
countries in morespecialsed lines within the major sutsectors 61 and 62.

v. The positioning of 551 filtered lines reveals 120 lines or 21.51%aiffiltered lines
OKFG FlrEf dzy RSN GKS OFGS3I2NER 2F WOGKNBI (S,
19% of lines have weakened further in tRestquota period. In terms of share in

12



Vi.

total T&Cexports inPostATCperiod, the threatened and weakedeproduct lines

constitute 33.7and0.2 percent respectively.

Threatened Products: Positioning Competitors

Descriptive analysis of 120 threatened lines indicate that-sedior HS51, i.e.
knitted articles of appare&nd clothing, with 28 lines (23.3% of total threatened
lines) has the highest number of threatened lines. In terms of highest share in total
exports of the suksector, 5 lines of subector 56, i.e. wadding, feétnd non-woven,
constitute 83.3% of exports dhat subsector. Twentynine items with individual
shares greater than 0.5% of total exports of threatened lines constitute 90% of total
exports of threatened lines.

Among the 120 threatened lines, in 77 lines, Pakistan experienced a negative growth
rate between the two regimes, as compared to a corresponding positive growth rate

of world exports.

OYLIANROIT SOARSYOS TFdzZNIKSNJ AYRAOIGSa GKI

of market share to China and India was the highest in slow growing ca&sgor
Moreover, Pakistan has not been able to hold its position neither in ATC nor in Post
ATC periods in the specialised products with respect to all these three regional
O2YLISGAU2NA® wSadzZ da faz2 adza3sada 0K
comnon PostATC export profile with India rather than China and Bangladesh.

The 29 core threatened lines belong to 5 major ssixtas, i.e. 52, 54, 61, 62 and

63. The aggregat®ostATCshare of 25 lines belonging to sectors 52, 61 and 63, in

total exports ofcore threatened lines is 96.7%.

t

l.j

Ly GSN¥a 2F O2YLISGAG2NRa LRaAGA2yAy3IT 2 dzi

is competitive in 13, China in 14, and Bangladesh in 7. Interestingly, only 2 of the
lines among China and India are common. Thus,thineats to our exports in the
PostATCOwere mutually exclusive or divided between China and India.

In case of China, the evidence indicates that in core threatened lines, Pakistan lost its
world share to China in the fastest growing categories and to |mdislow growing
categories. In addition, China continues to spesaln exports of different core

threatened lines compared to PakistanRnstATC period as in ATC period.
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CoreThreatenedlA Vv S&4 VR tF1Aa01FYyOQa al 22N 9ELRNI

In both the regimes,EU is the bigger market relative to USA T&C exports of
Pakistan, Bngladeshand India, while in case of China, EU is the bigger market in the
PostATCperiod. Thus, Pakistan faces greatwstATCthreat in one of the most
important markets from the legest suppliers of &C

In both the markets, Pakistan has the lowest growth rate in expori&dbetween

the 2 regimes amongst the four countries. Growth rate for exports to EU is lower
than USA by 3.4 percentage points.

In the US market, growth rate afajor subsectors oftextilesand their shares iT&C
exports to USA, i.e. chapters 52, 54 andd&éline between the two regimes, while

in case of EU, the only majoextiles sub-sector that experiences amcreasein
growth rate and a rise in share &C exports to EU irPostATCperiod is 52, i.e.
cotton. Growth ratebetween the ATC andostATCof all major clothing sulsectors,

i.e. chapters 61, 6and 63, increasedin both the markets. Howevegharesof sub
sectors 61 and 63 if&Cexports to EU fell in the EU market.

Despite greater importance of threatened lineslifies) inT&Cexports of Pakistan
NBfFGAGS G2 AGa O2YLIS( Alin@sNE&Céxpdrtg ik Boih I v Q &

«

[\

the regimes is highest relative to its competi#) t I {1 A a0 Yy Qa P#iINF 2 NY |

ATCperiod is worrisome due to capture of increased export shares of these lines to
both markets by China and Bangladesh. The average exports of threatened lines to

both the major markets fell only in the case of Pakist, while its regional

O2YLISGAG2NR KI @S SELISNASYOSR | INRGGK Ay

both the markets. China and Bangladesh have reported greater percent increase in
exports of these lines to the EU, while India to USA. Pakistan eegisa greater
decline of 1.48 percentage points in exports of these lines to USA as compared to EU.
A measure of competitiveness in both the markets is captured using BRCA index for
tF1TA&AGFY YR AG& NBIA 2BREA dectin2syi 28 A9NliGes. N ©
The export of twentytwo threatened lines to EU in the ATC period amounted to $
1.05 billion, and dropped to $ 0.85 billion (a decline of 19.0%). In 26, mesor

more competitors BRCA increases in tRestATC period.The export of21
threatened lines to USA in the ATC period amounted to $ 1.20 billion, and dropped

14

t



Vi.

Vil.

F)

to $ 0.93 billion (a decline of 22.3%). There is greater percentage decline of
threatened lines in EU market as compared to USA market, but USA is a bigger

Y NJ] S T 2 Ndretthrehtanadiliheg 2 3ATC ambstATCperiod. In both

markets, a total of 27 of 29 lines face erosion in competitiveness.

Export Competitive Pressure Index (ECPI) is used to assess whether competitive
LINBaadz2NBE F3FAyald t I 1 A &dslingréased i ZhESLATCK NB | G S
period, and the findings suggest that China exerts the greatest pressure Potte

ATCperiod in the EU and USA markets.

Relative Export Competitive Pressure Index (RECPI) is used to show how many times
bigger the competittld Q SELR NI & 2F (GKNBlI GiSySR tAySa
AYLR2NIIFYOS 2F GK2aS tAySa Ay trFl1AadlryQa -
increase in RECPI and fall in BRCA imply declining competitiveness and increased
competition in the destinatiormarket. We find that there are 16 lines that face
intensified competitive pressure and lower competitivendasstATCin both the

markets; in addition there are 4 such lines in which Pakistan faces this threat only in

EU, and 1 line in US, bringing thedtato 21.

Emergency Trade Preference by EU: Opportunity and Competition

We apply the preceding simplemgirical methodologies to analgs t F { A&l yQ
position visa-vis its regional competitors in those 64 -B%ligit levelT&Citems that

EU agreed for a tariff waiver to help uplift the economy from the adverse effects of
2010 floods. As the analysis is carried out at the &6 level, the 64 items map to

60 items at the &ligit level (3ltextilesand 29 clothing).

Average gports of 60 lines increased by over 30% between the two regimes for
Pakistan, more than 100%, 30% and 20% for Chirsngl&deshand India
respectively. However, share of 60 lines in totfdCincreased by 7 percentage
points between the two regimes for Rigtan, remained unchanged for China, while

it fell for India and Bngladesh Amongst the four countries, the exports share in
total T&Cto EU is the highest for Pakistan (27.13%), implying greater export
concentration within ther&Csector in just a few duct lines for Pakistan.

Global RCA is computed and positioning of the 60 items reveals that there are 40
competitive lines, 17 threatened and 3 weakened. Amongst 40 competitive, 24
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belong totextilesand 16 are clothing. Seven linestexktilesare threatened and the
remaining threatened lines are clothing.

iv. To analys how 60 lines of Pakistan are positionedaags its competitors in the EU
market, BRCA is used. In case of Pakistan, 44 are competitive (22.2% sh&f@ in
exports to EU) of which 26 atextilesand 18 clothing, and 13 are threatened (4.9%
share inT&Cexports to EU), of which 5 atextilesand 8 are clothing.

v. tF1A&dGlryQa O2YLISGAG2NRQ YIFIAYy O2yOSNY
China, these comprise 12.9% and 15.7% T&C exports to EU respectively.

. Fy3ftFrRSAKQA INBIFGSNI O2yOSY G NY GA2Yy Aa
lfa2y GKSNB Aa ad0dAFTFSNI O2YLISGAGAZ2Y Y2
lines.

vi. ECPI reveal that competitive pressure for Pakisin exports of 60 lines to EU has
increased notably from China PostATCperiod so that a tariff waiver would ease
the pressure for Pakistan in&Csector.

vii.  Estimates from the various methodologies and under varying assumptions indicate
that benefits from emergency trade concessiarmgy to Pakistan can range from US
$ 92 million (ECPI weighted estimates) to US $255 million (Gross, based on up
gradation of thheatened to competitive share). Moreover a 1% capture of respective
shares of competitive exports of competitors to EU by Pakistan due to tariff

reduction adds US $ 115 million to our exports.
1. Policy Relevance and the Way Forward

It is well documentedA y @ NA2dza &0GdzRASA 2y tl1AadGlrYy
concentrated in products and markets. This report further documents the evidence that in
PostATCperiod, the T&Cexports of Pakistan not only continued to follow the ATC trends
and profile,but product and spatial concentration of iI&Cexports increased slightlyln

era of relativelyliberalised trade, competition has intensified for thousasidf T&Cproducts

and among many established players and new entrants to capture the market. shiaes
informed policy interventions are needed on a continued basis at the industry/product level
in order to remain competitive, increase diversification and respond to ever changing

international, regional and Hateral trading environment.However for informed decision

making, acrucial prerequisite for effective targeting of interventions at the industry/firm
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level or at the competitor/market level is the availability of frequently updated data

base/report card of competitive performance of indlual products, globally, in selected

export markets and among competitors to trade and industry specialists, practitioners and

trade strategists The present study fills this crucial void in the databas&&exports at

the product level by assessingeih export performance in ATC armbstATCperiod and
positioning a majority of product lines into competitive, threatened, emerging and

weakened lines.

How are the database of identified products and their positioning in this study cetate
relevant to or contribute to the policy formulation for increasing and diversifyin§C

exports in the country?

1.1 Input to Mapping Exercise

The study provides a filtered set of products in terms of importance in exports, markets and
regional competition that cafme or need to be mapped onto the industry and firm level.
The mapping matrix will provide a starting point for the identification of industry/firms
involved in the exports of the identified products as per their competitive status, direction

and volume okxports.

1.2 Indirect Input into Intervention and Implementation Matrix:

The mapping matrix irffl.1) above facilitates the construction of a blueprint matrix for

interventions at the industry and firm level by type of interventions. These interventions

can le:
I Policiesat the macro level, i.discal, monetary, exchange ratetc.
il. Structural, i.e. techniques of productiprorganisational structurge labour
productivity, etc.
ii. Trade facilitation including marketing,
iv. Aid for trade
V. Trade negotiations

1.3 Facilitate Prioritisation:

In an environment of limited capacity and resources to implement interventions, this data

base of filtered T&C products can facilitate in prioritisation of products in terms of export
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pressure, threats and markets for effective intervemtiin terms of greatest bang for the

buck or plucking low hanging fruits.

1.4 Improving the Quality of Stakeholder Consultation:

The positioning of products in the competitive spectrum provides an early warning check list
that calls for informed stakeholderoosultation among private sector trade and industry
bodies, sempgovernment and government institutions and relevant ministries for strategic

trade policy decisions and interventions.

1.5 Tool for Monitoring and Evaluation

The data base in this report cartl the product and market level provides a benchmark for
inter-temporal tracking of the competitiveness with respect to markets of US and EU as well
as among regional competitors. In particular, if an intervention framework is designed
around 120 threatenedor 29 core threatened identified products, it will provide a
benchmark to evaluate the effectiveness of subsequent policies and interventions at the
industry/firm level. Moreover, as comparative advantage is a dynamic concept, the
vulnerability in compativeness of individual products over the international trade,
commodity price and economic cycles can be monitored, and cyclical changes can be

isolated from structural changes in the RCAs.

1.6 Tool for Trade Negotiations and Diplomacy:

Positioning ofproducts across markets and competitors in the report provides an informed
basis for trade negotiators in international and bilateral negotiating forums to fine tune
their negotiating skills and approaches to the advantage of the country. The positiohing o
product lines in this study can help to inform our trade strategists the extent to which third

party PTAs, (e.g. Budia FTA) are likely to benefit or capture our shares in T&C trade lines.

In addition each set of product lines classified into competitive, threatened, and emerging

has the following specific policy relevance:
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1.7 Competitive Products

1)  The industry/firms mapped by competitive products can be used as model entities
to study/replicate thei organistional structure, marketing and production
strategies. These structures can be modified for application in threatened and
emerging product industry/firms.

i) In negotiating Hateral Preferential Trade Arrangements, if the partner country is
not a major T&C country, these products can be included in the positive or
excluded from negative list as competitively priced exports from Pakistan will
generate consumer surplus in the importing partner country.

iii) In case the partner country has sizeabl&C sector, efforts can be made not to
AyOf dzRS GKSY Ay WwWaSyairldAao@dSQ tAad I yRk2NJ

1.8 Threatened Products

i) In-depth studies of industry/firms identified by creating threatened
product/industry-firm mapping will create @ informed data base for targeted
interventions and stakeholder consultation. In the first pha&® core
threatened products identified in this report should be selected.

i) During negotiations of PTAs, efforts be made to include the 29 core threatened
lines in positive or exclude them from negative list in order to increase
preferential market access.

iii) In case the partner country has a sizeable domestic production of these core
lines, efforts can be made to include some lines from the other 91 threatened
items in preferential arrangements to increase market ascand diversify our
exports.

iv) The identification of threatened lines in this study will enable the trade officials
to flag the adverse impact of third party PTAs on our exports and strengthen the
case for a preferential agreement with any of the third party partners.

v) Moreover, the identification of competitors in our threatened lines should be
taken as an opportunity to study in detail their industry and export strategies

with regard to these ling.
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Emerging Products

The identification of emerging products in this study and their ultimate mapping
onto respective infant industry/firms will help trade policy makers to evaluate
the existing set of interventions to assess if more feasible incentives can be
given in order ® generate competitive and sustainable exports in these lines.
Efforts must also be made to assess the world demand, export potential and
competitive pressures in the loAwin to create a diversified export base.

As with other positioned products, tradefficials should negotiate and ensure
preferential market access to these emerging products in PTAs and FTAs.

The identified emerging product lines can be flagged in stakeholder

consultations as potential exports items for new markets.
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CHAPTER INTRFODUCTION

1.1 Background to the Study

International trade inTextilesand Clothing (T&C) conting¢o be regulated in one form or

the other since last many decades. The regulations have evolved from restdative
preferential regime in 1970s to less rastive and competitive. The Mulkiber Agreement

(MFA) based on quantitative quotas of exports from selected countries into the importing
countries was introduced by the developed countries in 1974 to protect their domestic
industries from developing czy i NA S&AQ A Y L2 NI a o ¢KS NB&aGNROGA
and manmade fibers. In the Uruguay Round of General Agreement on Trade and Tariffs
(GATT), it was decided that the quotas placedtextiles would be gradually dismantled.

The MFA was reptad by Agreement o extilesand Clothing (ATC). Therefpi&TC is a

regime of transition from MFA to substantial liberalisation of the T&C trade.

Textilestrade brought under the orbit of WTO and ATC required that the quotas be
eliminated gradually in four phases over a4ggar period (1992004). In stagel and 2,

16 and 17 percent of import volumes (based on 1990 import voBimere made quota

free. Relatively meaningful stages for developing countries were stages 3 and 4. In stage 3
another 18% of import volumes were made quota free in January 2002. In the last stage,

the remaining 45% were integrated in January 2005

The exercise in assessitgK S It 20l f X NBIA2Yy L | yR AKX I &SN
regime on imports and exports of T&C (aggregate and disaggregated level), generated a
large amount of empirical and qualitative -exte studies for the policy makers and trade
negotiators duing the ATC period. As a resuk-ante inferences were drawn on various

countriesthat are likely to benefit, Ise or maintain status quo in the Pe&TC period.

Martin (2007) in CRS Report for US Congress sumredahe findings of a large amount of

studies in the following few statements:

1 Global trade in T&C would grow more quickly after the removal of quotas

! Integration here means putting a list of tradéektilesand apparel products under WTO rules and hence not subject to
quantitative restrictions such as quota.
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1 China and India would increase their market shares for both T&C exports, but there
was no consensus on the amount of this increasimates for China varied from
3% to 10%

1 The United States would import more of its T&C from China, ranging fronthinde
to two-thirds of its import

1 Preferential trade arrangements may buffer the impact of the quota removal for T&C
manufacturers in theCaribbean, South and Central America, the Middle East and
Africa

1 There is a possibility that the US, the EU and other WTO members may impose trade
remedies in response to the increase in imports from China, India and Other Asian
suppliers.

1.2  Impact on Pakitan

A common feature of most of the empirical studies on Pakistan and other countries
appearing around the end of ATC regime was theiamte assessment of impact of Pest

ATC scenario. Recently, many empirical studies are being generated that analgse the

Post impact of PosATC scenario. Whalley (2006) using a nudtintry CGE model and

using the first year of PotiTC period, i.e. 2005 trade data for Pakistan concluded the
following-

Gt 1Aadly Aa I OFAaS @KSNB ( RSrestrdant weraffegeS STTF S
by otherfactor§ | yR 2@SNI ff tFl1AadlyQa &aKIFENB 27F ! {

other nonChinese Asian suppliers exhibits less volatility in import shares in the US for

individual product categories #m is the cae for China. ILO (2005) report increases in T&C
exports for the first four months of 2005, but also report that a 13.4% EUdamtiping duty

on bed wear and the reintroduction of a 12% tariff textiles exports restrained export
ANRGUKE D

A World Bank @ nn 0 & (U dzR®eerallAtielstibéuh ¥npacét of MFA abolition will be
positive on thetextiles sector, negative on clothing The analysis suggests that Pakistan will benefit
substantially from abolition of its own quotas, with the benefits resultirggm improved efficiency

of resource allocation outweighing the loss of quota rents. However, given that the quotas on all

other exporters will be eliminated at the same time, tpeture is less clear cutPakistan can be

confident of experiencing a sidicant increase irtextiles output and exports, but may suffer a
significant fall in output and exports of clothing, a result of stronger competition from countries with

KAIKSNI LINEPRAZOGAGAGE Ay (KAad aSOG2NEO®
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al KY22R OoHnnp0 20 aSN&eiiesaddclktiting Be2tof ls¢dngis@d 2 F
GAGK tF1AadlyQa SEA&GAY3T yIGdz2NIf FyR KdzYly
failed to move from low valuadded to technologyntensive highvalue added
manufacturing. In the present climate of traded® S NJ f A & | {i tex@lg5and tldthing a i | vy Q
gAftf O2YS dzyRSNJ AYONBIFaAy3d O2YLISGAGADS LINBaa
alyed NBaSIFNOKSNE KI @dte peiaintasca SsRpart df & Fréup ofy Q& ¢
countries benefiting or losing out after the axgtion of ATC. Madhavi Majmudar (1996)

has argued that while most gains are expected to move in favour of China and India due to
economies of scale, the low labor cost countries such as Pakistan, Bangladesh, Indonesia

and Philippines are likely to emergs gainers. Bernard (2005) supported the above view

and argued that India, Pakistan, Bangladesh and Vietnam would be able to compete well in
some product markets as the major exporters are expected to reduce the risk of sourcing

from only one country.

On the other hand, Adhikari and Weeratunge (2007) analysed tHE91®onth period after

the MFA phase®ut and showed that the phaseut did not bring drastic changes in the
export composition and production structure as envisaged earlier. But countkes li
Bangladesh, Cambodia, Indonesia and Vietnam, which benefited from this, whereas
majority of countries which mainly survived on PTAs, have not been able to take advantage

of the safeguards.

Ly W2FNRSNE | 2aalkAy FyR | I {nithe PdsHMRApeériad, G KS
countries like China, Vietnam, Indonesia, India and Bangladesh were getting momentum
growth in the USA apparel market at the expense of Mexico, Honduras, El Salvador,
Pakistan, Guatemala, etc. However as the recession started dihy,CVietnam, and

. y3ftFrRSAK gSNBE a4dz00SaafdzAd G2 O02LS gAGK GKS
1.3  Updating the Impact Assessment to 2008: An Overview

While the regulatory regime in international trade of T&C is still evolving in 2011 and Post
ATC impact is fuier complicated and/or mitigated by PTAs among regions, individual

countries and safeguard measures, Table 1 gives a snapshot assessment and comparison of
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final years of ATC (average of 2aIB5) with the first 3 years of PeAITC regime (average
20062008) for T&C exports

Table 1.1 Average share in world exportsTop Exporters in T&C

Textiles dothing
POST Gainer (G) POST Gainer (G
Country ATC ATC or Country ATC ATC
Loser (L) Loser (L)

1 EU* 35.0 329 L China 246 324 G
2 China 17.8 240 G EU 27 28.2 29.3 G
3 USA 6.2 5.3 L HK, China ** 3.1 15 L
4 HK, China** 0.4 0.2 L Turkey 4.3 3.9 L
5 Korea, Repof 5.6 4.4 L Bangladesh 2 2.9 G
6 India 3.9 4.1 G India 2.9 3 G
7 Turkey 3.3 3.7 G Vietnam 1.6 2.1 G
8 Taipei, Chinese 5.2 4.1 L Indonesia 1.8 1.7 L
9 Japan 3.6 3.0 L Mexico 2.9 1.6 L
10 Pakistan 3.3 3.1 L USA 2.1 1.3 L
11 UAE 0.3 1.6 G Thailand 1.6 1.3 L
12 Indonesia 1.7 1.6 L Pakistan 1.2 1.2 -
13 Thailand 1.3 1.3 - Tunisia - 1

14 Mexico 1.1 0.9 L Cambodia

15 Canada 1.2 1.0 L Malaysia
*EU25 for years 2000 to 2004; EU27 for 2007 onwards
*Domestic Exports

SOURCHnternational Trade Statistics (various issues)

In thetextilessector, only China, India, Turkey and new entrant UAE are the gainers out of

15 countries under consideratidnwhile 10 countries including Pakistan are losers in the
PostATC era. In case of clothing exports China, India, EU 27, Bangladesh and ®ietnam

the gainers, while Pakistan retains the status quo and the remaining 9 countries lost their
YIEN] S akKl NBo® Ly GSN¥a 2F YI3IyAlGdzZRSE / KAYL
the largest. The changes in P@SEC shares of top 15 exporters lesmme credence to the

above exante studies identifying the gainers and losers in the Post quota regime.
1.4  Scope and Methodology of the Present Study

The main objective of the study is a) to assess and compare the performance and global
competitiveness of P1 A &G y Qa ¢ 39/ SELJ2 NATE padidifibpts &sgess! ¢/ |
FYR O2YLI NB GKS LISNF2NXI YOS 2F t I-ATCHheriody Q& ¢ ¢

% The rationale for including the year 2005 as ATC period is given in the next section
% The countries were ranked as top 15 exporters in 2008
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visa-vis three regional competitors, i.e. China, India and Bangladesh, c) Filtering and
identifying sib-sectors and products at the FHSand HS level respectively, for Pakistan
that are threatened or face competitive pressure globally or by regional competitors in the

PostATC period.It needs to be highlighted that the scope of the study does noudel

modeling or looking into the causative factors internal or external determining, the changes

in_competitiveness from ATC t@ostATCperiod. Howeveythe study would support its

findings by frequent tangential reference to internal and external factdocumented in
other studies. The contribution of this benchmark study is the detailed assessment of
export performance, produetvise, competitorwise in PoSATC period and identification of

productlines under threat in PosATC period for subsequenblicy and trade interventions.

The assessment on competitiveness is based on calculations of commonly used indicators

i.e. Revealed Comparative Advantage Indices (RCA) and Export Competitive Pressure Indices
(ECPI). RCA indices are calculated at th2 &8 HS digit level and ECPI at the-B8ligit

level for Pakistan and regional partners, i.e. China, India and Bangladesh for the period
20032008. It is useful to mention upfront some weaknesses of RBasy and Hannan

(2001) show that RCAs havedl) LINERAOGA GBS FoAfAled Ly ai
advantage, Addisoh Y@ UK OHnnp0 20aSNIBBST a¢KS LJ22N) LINE
NBEAYTFT2NOSa (GKS ReylIYAO ylGdz2NE 2F O2YLI N GA QD
RCA in a particular indtry at a specific moment in time, this does not guarantee that
O2YLI N GAGS FTRGILyGlr3asS gAatt oS YIAYydlFAySR 32
y20Ss aw/! YSIF&aAdz2NEA O2YLI NI A DS ItRdldsgtal | 3S A
that manifest Postrade relative prices as well as prevailing factor and product market
distortions. Hence a major limitation of RCA is that it is affected by anything that distorts

trade (Mikic and Gilbert, 2007). Still given the fact that-{pegle relative prices that rglon

relative production costs cannot be generated, despite the limitation, RCA does give a rough
AYRAOFGA2Y 2F O2YLINYGAGS RGFyGlI3IS yR az
simplicity in calculations, concept and as a benchmark indicatdir atract many
researchers. Yearly time trends, across two points in time RCAs, average RCAs and growth
rate in RCAs are used by authors such as Belbase and Kharel (2009), Lall and Weiss (2007),
Mahmood and AHajji (2009), and Khatibi (2008) to assessnparative advantage and
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competitiveness of exports. Chisti, Zulfigar and Naqvi (2008) extensively use ECPI to assess

the competitive pressure on export of Pakistdeixtilesto EU.

The time trend between 2003 and 2008 is glibided into averages of twperiods, i.e. ATC
period (20032005) and PosATC (200€008)*°> Though the ATC regime was abolished
from 1°' Jan 2005, and many countries were prepared foyet this study includes 2005 as

the ATC period for PakistanThe rationale is as follows:

a) Adjustment lags and delays[ 4 Y2YSyidQa KdzaAS €t A0SNIfAa
immediate adjustment pressures. This would have led to inaccurate average estimations of
competitiveness. In case of Pakistan, the government was still considering to offer further
incentives in the Bugket 200506.

b) Continued restrictionsone major difficulty in estimating relative competitiveness Post

ATC or export growth rate analysis of RA3tC are the deployment of trade remedies by

USA and the EU to prevent the adverse impacts that were eggday ending quantitative
restrictions. Some restrictions were-itroduced on various products of T&C from China.

{ FS3dzr NR YSI d8dz2NBS&d 6SNB AYLIRASR 2y [/ KAyl 0@
2F dzy RSNAGFYRAYIQ 61 & WwEM2 CELBNE aA v SNBSA GrR AS
until 2008. T&C imports from China were restricted in the EU market till 2007. Thus, after

the end of the 4 Phase, different measures were thought out, and due to time taken in
adjusting to PosATC, this paper ptaes 2005 in the ATC regime.

¢) Booming world tradeAlthough as per ILO (2007) report, T&C manufacturers in Pakistan
attributed the growth in exports in 2005 to Pe&TC, but the booming world trade and

world economies in 2005 may have also contributedhis PostATC growth and distilling

the two impacts is difficulf. By grouping 2005 as ATC period, although <€ exports

* Average values of RCAs during the two periods smooth out the fluctuations in RCAs due to volatility in trade flows

Volatilityin trade flows can be due to supply/demand factors and/or abrupt changes in trade regulatory regime.

® Due to the noravailability d data for 2008 for Bangladesh at the time of RCA calculatiyea? average RCA was used

for PostAT(period to compare with 3ear ATC averageSiventherapidd NB g 1 K Ay . I y3f I RSaAKQa SELRN
might understate the PosATC competitive présdzNB 2y t 1A &Gl yQa Of 20 KAy 3 SELRNI O

® The rationale for taking into account the last stage of ATC as the ATC regime has been discussée ghdirge bulk

guotas remained during the period of transition, so that there was no meaningful changejpetitiveness of exporting

countries until 2002004,

"The overall expansion of T&C exports from Pakistan may have been even larger were it not for the removal of
GSPPlus preferential treatment by EU in 2005, whereCTé&xport growth fell from 18.6% in 2004 to 6.6% in

2005.
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performance is slightly undegstimated, but at the same time adopting a more ambitious
ATC performance as benchmark ensurest tiRostATC results are more robust in

comparison and not statistical artifact.

The methodology to identify product lines that are competitive or threatened in the-Post
ATC compares the average RCAs in ATC period with the average values of RCAstin the Pos
ATC period. It is adopted from Mahmood (2001, 2005) who developed it to classify
Malaysian and Pakistani exports into various levels of competitiveness. Based on RCAs for
HS4 level T&C products (stdectors HS 563) and using data for 1992000, Mahnood

(2005) positioned the 142 T&C items into competitive, threatened, emerging and weakly
positioned lines. As per his findings 54, 13, 14 and 19 percent of T&C lines were classified as
competitive, threatened, emerging and weakly positioned items respelgt During 1990

and 2000 product lines with RCA greater than 1 in T&C sector increased from 50% (of 127
product lines) to 67% (of 142 product lines). Belbase and Kharel (2009) used the same
methodology to assess the export competitiveness of Nepaleadymade garments after

the expiration of ATC.
1.5  Outline of the study

/ KFLIWGSNI v FGGSYLIia G2 SEKAOAGL GKS GNBYyRAa Ay
g2NI R SELRNI& 2F ¢9/ X yR RSY2yaiaN)» GSa GKS
whole and at the aligit level by utilising RCA index, average annual and compound growth

rates for the ATC and PeA&lTC regimes. In Chapter 3, the analysis is carried at the sub
aSO02NXt €S@St FyR | O2YLJ NXa2hetwd Periads ayeh & 0 | y ¢
made with respect to its regional competitors. Chapter 4 sets the criteria for filtering out

T&C product lines at the-@igit level. The chapter provides an aggregated picture of these

filtered lines at the sulsectoral level to determme the degree of competitiveness of these

lines of Pakistan with its main competitors. This chapter enunciates the method of
analysing competitiveness of T&C sector of Pakistafa-vis its competitors at a more
disaggregated level, i.e. at thedigit level. Product positioning criteria are also set in the

chapter whereby products lines are categorised as competitive, threatened, emerging and
weakened lines on the basis of RCA values in the ATC and\Rosperiods. Chapter 5

analyses only the threateed lines, identifies the core threatened lines and determines
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O2YLISIAG2NBRQ LRaArbuAzya 2F GKS O2NB ftAySao
NBfIFGADBS YIFENJSG aKFENB AYRAOFG2NI GKFG RSOSSN/
competitorswas in fast or slow growing categories. Chapter 6 focuses on the performance

2F O2NB fAySa FT2NJ tF{Aadly FyR AdGa O2YLISGAL
markets: USA and BUT @ vdzl YGATFAOLFGAZ2Y 2F tlFl1AadlyQa
pressure from our three regional competitors is done by constructing Export Competitive
Pressure Index (ECPI) and Relative Export Competitive Pressure Index (RECPI)-ét the HS
digit level. In Chapter 7, a similar analysis as the one conducted in Chapterade for 60

T&C items at 4@ligit level, for which EA27 has temporarily granted waiver to aid in fast

recovery of the economy from floods. Chapter 8 summarises the main findings of the

report, highlights policy relevance and the way forward.
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CHAPER 2ATCAND POSATC:
Aggregate and Suldggregate Trends ifextilesand Clothingexports

2.1 Introduction

The demise ofAgreement onTextilesand Clothing (ATAyom Jamary 2005 affected a
major segment of merchandise trade flows and its profile among countries of the wiorld
subsequent yearsfew courtries clearly benefed while many lost share in the world
markets Even prior to theexpirationof ATC many researchersn the basis of theoretical
and empirical findings were of the view that Pakistan would be one of the many countries

that couldbe adversely affected by the lapseAtC.

This chapter as a prelude to a more detailed product and market analysis lafgesents
aggregate trends in Pakist@@xports fromthe T&Csector, defined as aggregate ofdiyit
codes(50-63) and compares the last 3 years ATC i.e20032005 with 38 S | PoBELATC,
i.e. 20062008 with the world trends itiextiles This overviewat the sector and sulsector
level essentially will complement the later moredepth analysis at the disaggregated 6

digit level
2.2 ATCandPostATC Trends in Pakistan and WorlBextilesand ClothingExports

Table 2.1 and 2.2 gives a snapshot & éyear trends, growth rates and shares in Pakistan
and WorldT&Cexports along with averages during the pre @ustATCQregime During the

six year period, Pakistéhd&Cexports increased at an annual compound growth rate of
4.2 3+ Ay aid (.4SForti Ndrikd @rider Teview the average annual growth rate
of PakistanT&Cexports slumped ifrPostATCto 1.2%8%from 11.36during ATCperiod. In
comparison il KS 3N ¢ (i K&Cexportg @edlibetbalydfrom 10.86t0 8.2 Slow
diversification ofPakista) é@xportsaway from T&C exportdid help to reduce the average
share of T&Cexports from 6%6to 59% of total exports between theATCand PostATC
period;, however,their concentration in overall exports is still overwhelmingt the world
level, the share ofT&Cexports declined by a littiéess than1% between the two regimes
from 5.26to 4.4% In addition Pakista® & ¢ 3/ lo& Ehkil2shdiiedn the world&C
market from 2.26duringATCQo 1.9%in the PostAT Qoeriod.

29



Table 2.1 YearWise Value of Exports and Growth Rates

PAKISTAN WORLD
Year Value Growth Rate Value Growth Rate
($ BN) (%) ($ BN) (%)

2003 8.30 390.64

2004 8.92 7.46 447.22 14.49

2005 10.26 15.05 475.34 6.29
(Avg.) 200305 9.16 11.26 437.73 10.39

2006 10.87 5.95 525.09 10.47

2007 10.74 -1.21 582.26 10.89

2008 10.63 -1.03 600.64 3.16
(Avg.) 200608 10.75 1.24 569.33 8.17

ACGR 4.2 7.4

T-test 2.72* 2.41* 3.90** 0.59

*significant at 90% level
**significant at 95% level

Table 2.2 Percentage Sharesf T&C Exports

y { KII N 2 T T&Ckxpoktsin | Yy Q2 Share of worldT&Cin
ear Total exports of World exports of total world exports
Pakistan T&C
2003 69.56 2.12 5.60
2004 66.65 1.99 5.24
2005 63.92 2.16 4.90
(Avg.)
200305 66.71 2.09 5.25
2006 64.19 2.07 4.61
2007 60.20 1.84 4.48
2008 52.41 1.77 4.12
(Avg.)
200608 58.93 1.89 4.40
T-test 2.03 1.89 3.38**

**significant at 95% level

Table 2.3 gives the trends in RCA index over the 6 year panddompares the averages
between the two periods The index for comparative advantage T&C exports has
improved slightly between the two regimes from an average of 12.73 to 1388vever

due to adverse global environment and internal security concerns, the RCA in 2008 was very

similar to the one irR004.
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Table 2.30verall Trends in RCA for Pakistan for Ch-630

Year RCA
2003 12.421
2004 12.719
2005 13.045
(Avg.)2003-05 12.73
2006 13.924
2007 13.438
2008 12.721
(Avg.)200608 13.36
T-test 1.61

For each of the indicators, we alperform a twesample ttest to test the hypothesis that

the averages that we obtain for the two regimes are statistically higher or lower as indicated
by their absolute levelsThough the number of years is few for the reliability of the test, but
t-test value is indicative whether the difference in levels between the two regimes is
statistically significant Among the 8 indicators in Tablel12.3, only 4 indicators, i.e.

t I 1 A aT&Ceyparss, their growth rate, worldextiles exports and world sharefor&C
exports in total world exports are statistically significaribterestingly the average lower
AKIFNBE 2F t I 1A aTkGearts and imdBvendent in REAHORATCare

statistically not significant
2.3 Export Performance of-8igit T&C Qub-Sectors inATCand PostATCPeriod

The aggregate analysis of the previous two sections indicates thafl &@sector is a
dominant player in total exports of Pakistait a two digit levelit is composed of 14 sub
sectors and 6 years aggregate trends may notabmeaningful representation afxport
performance duringATCand PostATCperiod of each of these 14 stdectors These
sectoral averages may also not be readily amenable to pdiaynulations and
prescriptions The next few sections take this analysis further by analyzing the export
performance of each of the-@igit 14 subsectors within theT&Csector. This overview of
export performance chaptewise or suksectoral wisewill contribute in further defining the
contours of @&digit product space to be analyd in greater depth in the subsequent

chapters The descriptions of the 14 sectors are given in Box 1.
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BOX 1Description of 14 T&C SeBectors

HSC Description
50 Silk
51 Wool, fine or coarse animal hair; horkair yarn and woven fabrics
52 Cotton
53 Other vegetabldextilesfibers; paper yarn and woven fabric of paper yarn
54 Man-made filaments
55 Man-made staple fibers
56 Wadding, felt and nofwwoven; special yarns, twine, cordage, ropes and cables and
articles thereof
57 Carpets and othetextilesfloor coverings
58 Special woven fabrics; tuftegéxtilesfabrics; lace, tapestries, trimmings; embroidery
Impregnated, coated, covered or laminattktilesfabrics;
59 . ; . : ; i
textilesarticles of a kind suitable for industrial use
60 Knitted or crocheted fabrics
61 Articles of apparel and clothing accessories, knitted or crocheted
62 Articles of apparel andlothing accessories, not knitted or crocheted
63 Other madeup textilesarticles; sets; worn clothing and wotextilesarticles; rags

Table 2.4 gives the average shares of-settors in total aggregaté&Cexports duing ATC

and PostATC period.

Table 2.4Export Sharesof Sup SO 2 NBR Ay tF{1AadlyQ
HSC Description Avg 200305 Avg.2006:08
50 Silk 0.008 0.013
51 Wool, fine/coarse animal hair 0.057 0.058
52 Cotton 32.450 32.996
53 Vegetableextilesfibers, etc. 0.066 0.059
54 Man-made filaments 4.418 0.985
55 Man-made staple fibers 0.961 2.811
56 Wadding, felt and nomwoven 0.522 0.282
57 Carpets 2.778 2.034
58 Special woven fabrics 0.484 0.277
59 Impregnated, etc. fabrics 0.053 0.057
60 Knitted/Crocheted fabrics 1.099 0.589
61 Knitted clothing articles 16.825 17.501
62 Norknitted clothing articles 12.03 12.659
63 Other madeup textilesarticles 28.244 29.677

Note the following from the trends:
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a) Only four subksectors,i.e. 52, 61,62 and 63 account for nearly 856t the total T&C
exports Subsector 54 and 57 take the total to 96 %Bor the AT(period. The average
shares for these 6 subectors remain stable iRostATOperiod at 95.854°

b) In PostATCperiod, shares of 2 su$ectors,i.e. 54 (manmade filaments)and 60
(knitted/crocheted fabricsgleclinenoticeably, while share of sufector 55(manmade

staple fibersynore than doublefrom 1%to 2.8%

Table 2.5 gives the trends in exports in each of the fourteensadabors during the two
regimes It also gives the compound growth rate for the entire period as aghverage
annual growth rates for the two periodsn order to assess whether the exports between

the two regimes have statistically increased or declined, a two sarvtpkt ts performed

Table 2.5ATC and PosATC Trends ($ million) and Growth Rates of T&C
SubSector Exports

Av Avg Av Avg
HSC Description 20039(')5 Annual 200(‘?68 Annual | ACGR t-test
GR 20035 GR 200608
50 Silk 0.77 35.3 1.48 95.4 26.5 1.77
51 | Woolfinelcoarseammal | g 19 2.2 6.24 4.8 1.2 3.90%
52 Cotton 2980.17 16.4 3545.4 1.7 7.2 2.14*
53 | Vegetbldexiesibers, | 650 168.4 6.37 29.8 6.8  0.04
54 Man-made filaments 388.9 -30.1 106.21 -35.5 -43.7 2.30*
55 Man-made staple fibers 87.18 9.1 301.81 82.3 30.8 4.65***
5g | ‘Waddno.feltandnon 47 2o 7.4 30.31 115 | -11.2 4.41%
57 Carpets 254.69 13.2 218.82 -13.1 -3.4 1.44
58 Special woven fabrics 44.28 107.6 29.79 -20.2 -4.9 0.82
59 Impregnated, etc. fabrics | 4.92 352.1 6.19 1.2 35.0 0.53
60 Knitted/Crocheted fabrics | 99.62 86.6 63.23 2.6 5.3 0.91
61 Knitted clothing articles | 1540.19 13.7 1880.56 4.7 7.7 2.81**
62 | Nonknitted clothing articles| 1104.57 15.6 1360.18 0.8 53 2.17*
63 | Omermadewiexties | 59386 151 | 3189.17 0.9 5.9 248

*significant at 90% level
**significant at 95% level
***gignificant at 99% level

Note the following:
a) In the PostATCperiod, average nominal exports have increased in 4 out of 6 major

sectors The ttest for differences is statistically significant at the&@@l 95percent level

® For the rest of the study, we label 52, 54, 57, 61, 62 and 63 as majeestdrs and remaining 8 as minor
sub-sectors
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in the 5 (except suisector 57) sulsectors In subsector 57 i.e. carpets and other
textilesfloorings the marginal decline imalue ofexports isstatistically not significant.

b) Among the marginal subectors, sector 51i.e. wool, fine and coarse animal hand 55
I.e. manmade staple fiberalsowitnessa statistically significant inease in exports while
exports from suksector 56 i.e. wadding, felt and newoven,decline significantly in the
PostAToeriod.

c) Average annual growth rate during ther Qperiod was negative for 3 stdectors,.e.51,
54 and 56 In PostAT(period, 5 subsectors experienced negative growth, 53, 54, 56, 57
and 58 Exceptfor sub-sectois 54 and 57 none of them belong tonajor 6 subsectors
The growth rate of 4 major subsectors inPostATCperiod reduced to single digits as
comparedto double-digit performance in theATQoeriod, but remained positive

d) The greater the difference between the annual compound growth rate and average
annual growth rates, the greater the yearly volatility in growth rateg &Csub-sectod Q

exports

The nexttabled OdzY Sy (i & ¢ K S T& Selidortsierp Abte folingréase their share

in world export in the respective sedectors This is a more realistic indicator of
improvement or deterioration in speciadition as well competitivenessAlso it has more
direct bearing on thePostATCRCAs A ttest is performed for each subector to assess
whether the shares are statistically different (lower or higher) across the two regimes
Among the major sectorghree sectors i.e. 54, 57, and 61ost their shares in the world
market and the loss is statistically significant at theo®@9 percent level In the remaining

3 major subsectors, the marginal nominal loss or gain is statistically not signifiddior
sub-sector 55 gained its share while 56 lost its ghawrPostATCperiod. In short only one
sub-sector i.e. 55 (Man-made staple fibersput of 14 sub-sectorsstatistically gained its

share in the world markePostATC.
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Table 2.6t I 1 A & U ISgcBShgredzd World Exports of the S8bctor

HSC Description Avg 200305 Avg 200608 t-test
50 Silk 0.03 0.04 1.25
51 Wool, fine/coarse animal hair 0.041 0.045 1.10
52 Cotton 7.16 7.45 0.71
53 Vegetabletextilesfibers, etc. 0.181 0.183 0.02
54 Man-made filaments 1.27 0.299 2.14*
55 Man-madestaple fibers 0.372 1.099 4.75%**
56 Wadding, felt and nowoven 0.382 0.18 4.00%**
57 Carpets 2.467 1.693 4.214%**
58 Special woven fabrics 0.441 0.239 1.1897
59 Impregnated, etc. fabrics 0.034 0.035 0.0607
60 Knitted/Crocheted fabrics 0.582 0.293 1.2826
61 Knitted clothing articles 1.451 1.221 2.403*
62 Nonknitted clothing articles 0.888 0.848 0.523
63 Other madeup textilesarticles 9.123 8.113 1.529

*significant at 90% level
***gignificant at 99% level

2.4 RCA and Rank Correlatigmalysis:

Did any of the sulsectors with RCA ¥ in ATCperiod improve their revealed comparative

advantage, to greater than 1 PoStATC period?The 2x2 matrix in Table 2.7 reveals that

sub-sectors retained theiATCposition in thePostATCperiod. In other words exporting

sub-sectors did not undergo any structural transformation, negative or positive foPthst

ATCenvironment Moreover as Table 2.8 reveals, ssidctors with 5 highest RCAs are the

same in both periods, except that in 2008 ssdrtor 54 i.e. manmade filamentswas

replaced by 55i.e. manmade staple fibers.

Table 2.7:RCA of Sulsectors- ATC and PosATC

RCA:-2003 vs. 2008

Table 2.8: Sulsectors with Highes

AV, Avg 200608 Rank 2003 2008
200305 RCA > 1 RCA < 1 HSC
52. 53, 54, 55, 56, 57, 1 63 52
RCA>1 58 60, 61, 62, 63 ] 2 52 63
(11) 3 57 57
50, 51, 59 4 54 61
RCA<I : 3) 5 61 55

Average RCAs of 14 sséctors durindATCand PostATCare presented in Table 2.9t gives

t-value for testing the differences in RCAs during the two regimeAs indicated by

significant tvalues, the RCAs of six ssiéctors are different between the two periods

Three belong to the major group whitbree are in the minor group In the former group
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sub-sector 52 i.e. cottonwith nearly 3@%6 of total textiles exports improved its position,
while for subsectois 54, i.e. mammade filaments and7, i.e. carpets and othetextiles

floorings,competitiveness declined

Among the minor categories, stgectois 51 and 55 improved while sedector 56 suffered
in the PostATCperiod. Spearman rank correlation between the average RCAT&and
PostATCperiod is 0.916, further confirming that stdector€export patterns and revealed
comparative advantageremaired stable reflecting lack of any structural transformation at

the subsector level.

Table 2.9 ATC and PosATC Suisectoral RCAs

- Avg RCA Avg RCA
HSC Description 200305 200608 t-test
50 Silk 0.1755 0.3075 1.629
51 Wool, fine/coarse animal hair 0.2511 0.3184 4.94***
52 Cotton 43.5614 52.5625 3.539**
53 Vegetableextilesfibers, etc. 1.1142 1.2876 0.318
54 Man-made filaments 7.6122 2.0963 2.138*
55 Man-made staple fibers 2.2759 7.8088 4.453***
56 Wadding, felt and nomvoven 2.3154 1.2648 4.052**
57 Carpets 15.0213 11.9189 2.739**
58 Special woven fabrics 2.7366 1.6732 0.940
59 Impregnated, etc. fabrics 0.2157 0.2499 0.318
60 Knitted/Crocheted fabrics 3.6083 2.0757 1.028
61 Knitted clothing articles 8.8488 8.5987 0.409
62 Nonknitted clothing articles 5.3875 5.9845 1.708
63 Other madeup textilesarticles 55.429 57.172 0.611

*significant at 90% level
**significant at 95% level
***gignificant at 99% level

At the 2digit leve| 14 subsectors are composed of heterogeneous set of items at a more
disaggregated level At a more disaggregated leyehey may contain product linethat
individually may be comparative advantageously or disadvantageously placed in the world
markets,i.e. at a 6digit level, many product lines within each of these 14-sabtors may

have individual RCA<1 and vice a ver§able 2.10 gives twwvay results TheNorth-West
guadrantgives product lines with average RCA <1 in both periods that are apatrib
sectors with RCA>1At an aggregate level they account for9a4f all items, ranging from

3.8%items for subsector 52 to 33.% for subsector 58 The SouthEast quadrantounts
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product lines with individual average RCA>1 but are contained irssctors with average

RCA<1 These items constitute 24of all items in the 3 sulsectors.

Table 2.10 ATC and PosATC RCAs of Si8ectors and Product Lines

Product lines avg RCA
Subsector avg RCA ATC & POSATC<1 ATC & PosATC>1 Total Lines
106
ATC & PosATC RCA 1 (13.9) 658 764
12
ATC & PosATC< 1 (16.9) 59 71

2.5 Summary of Findings

a)

b)

d)

f)

Between ATC and PeAITC, the average annual T&C exports of Pakistan in nominal

terms increased slightly from $ 9.6 billion to $ 10.75 billion.

Duringd KS G¢2 NBIAYSAZ trlAadlyQa akKlINBE 27
from 2.09%to 1.8% However, the average RCA between the two periods increased
marginally from 12.73 to 13.36. Both the indicators were statistically not significant.
T&C exports of four sectors, i.e. 5@fton), 61 knitted articles of apparel and clothing
accessories), 62¢n-knitted articles of apparel and clothing accessories), ancdi(
marrmade textiles articles) account for 85% of total T&C exports. Two nsmetors,

i.e. 54 (nanmade filaments) and 57 (carpets and othextiles floor coverings) take

the total to 96% exports.

The average export shares of sséctors 54 (Mammade filaments) and 60
(knitted/crocheted fabrics) decreased noticeably between theotregimes while the
share of subsector 55 (marmade staple fibers) went up.

Out of six major suisectors, i.e. 52, 54, 57, 61, 62 and 63, four experienced a single
digit growth rate in PosATC as compared tiouble-digit growth in ATC period. Minor
sub-sector 55 han-made staple fibers) experienced a substantial growth rate between
the two regimes.

The two regimes subector average RCA indices corroborate the above findings for

growth rates and share in world exports of T&C.
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CHAPTER EOMPETITIOIN SUBSECTORS

3.1 Introduction

¢KS LINB@GA2dza OKIFLIISNI 3 @S |y 2FSNIDASigit 2F t |
level for the 14 suisectors in theT&Csector duringATCand PostATCperiod. Among a

variety of internal and external factors thatY LJ- OG SR 2y SELJR NI sLISNF 2 N,
T&Cin the PostATCperiod, a crucial factor is that how quickly and to what extent its
traditional competitors like India and emerging competitars, Bangladesh and China were
able to take advantage ¢fostATCS Y JANR Y YSyYy G G2 Ay FfdzSyOS t I {A
world® This chapter provides a comparative overview of thleree competitors
LISNF2NXYIFyOS NBfFGAGBS G2 t l-spcioss duringT&andB&sNIF 2 NI | y
ATCperiod The analysis v focus on Hateral trends,ie. t F {1 A&adlyQa 0O2YLJ

performance with each of the competitars
3.2 Pakistan and Bangladesh

Overall exports of Bangladesh in these 14-sabtors grew at compound annual growth

rate of 11.P6from US $5.5 bilhin to $10.7 billion during the fiverear period(20022007).

¢ KS O2NNBaLRyRAyRCeNdons SasB2Hhdd B (3K & RESEGERS

y2é |tyY2ad Sldza t t I 1 A &ldthe/ADA peol, bi2rbide A&Clexport® | £ dzS
of Bangladesh amountetb $ 6.7 billion, and grew up to $ 10.3 billion in the RPAFIC

period. In the PosATC period, clothing from Bangladesh comprised 88.8% of total exports

of T&C, and registered a growth of 45.5% in this period relative to the ATC period.

Pakistan remainsoncerned about preferential access of its key competitors in T&C in its
major markets. Bangladesh has enjoyed increased market access in EU since July 1971
under EGGSP schemeHowever, T&C were includedithis scheme in the early 1980#

new GSP $eme, GSP Plus, was introduced for the period 20085 so that the concerns

of the LDCs could be addressed with regards to T8 exports in thePost ATCera.
Therefore, Bangladesh has been enjoying duty free and quota free market access to EU

Bangla@sh continues to enjoyEUGSP preferencainder Everything But Arms (EBA)

® The selection of competitotis partly based on similarity of structure B&C industry in India and Bangladesh, while
choice of China is based as the largest exporter of T&C in the world.
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Arrangementin its exports since last many yedrs 9. ! Qa LINBFSNBy OSa I N
than GSHPlus preferences since under EBA, LDCs enjoyfidgyaccess for 7218 products

excluding weapons, rice, bananas, and sugar products. Pakistan failed to receNRIUSSP

tariff treatment since its GS€overed exports are more than 1% of total GSP import of the

EU. Pakistan has ratified all such international conventions that would yjiaKistan for

admission into GSPIlus. The EU GSP Drug Arrangement was withdrawn in 2005, so that
Pakistan currently has been granted greater market access through EU GSP scheme. Recent
studies have shown that preference receiving countries that arer pamuld suffer in the

PostATC period since they would face increased competition that would erode their

preferences.

There was widepread apprehension in Bangladesh concerning the dismantling of the
guota regime since a collapse of the Rediyde Garment (RMG) sector was feared as
abolition of quotas signaled tougher competition. The Bangladesh Government formulated

a PostMFA Action Plan that comprised of six components: Skill and Quality Development
Programme (SQDP), Support to Capacity Enhancement Programme (SCEP), Support to
PrimaryTextilesSector (SPTS), Support to Handloom Sector (SHS), and Support to Forward
Linkage Industries (SF%)

Table 3.1 compares the average annual growth ratédo$ubsectors for the two countries

during ATCand PostATCperiod. Among the major six exporting stgectors identified in

the previous chapter, Bangladesh continues to makeads as itsPostATCgrowth was

YdzOK KA 3IKSNJ . {Ktivo/subsdctdrd, RakistafPOBATCgrowth was negative,

i.e. 54 (man-made filamentsland 57(carpets and othetextiles floor coveringscompared

to B y 3t | R&Bled@itigrowth in these sectors In the remaining major sectors,
tF1AadlryQa 3INRgOK Igy Af |4RoyERIigGréwihd Gnly m midlok A y & (
sector 55,i.e. manmade staple fiberst  { A &G yQa 3I NP g (akgladesia KA I K
growth. In 4 subsectors, thetwo countries growth rates offset each othere. 50, 51, 53

and 54 in thePostATQoeriod.

Yn particular, the T& A Y RdzZAGNE 61 & F20dz2aSR 2y AdGa& NBldANBYSyilia ¢
O2YLI NX G§A@GS | RGIyGlI3ISQD 5dz2NAy3 GKS mohynaz Y2NBI YIRS
many of these investments were located in Bangladesh.
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Table 3.1 Average Annual Growth Rates of S®8ectors: PAK vs. BD

- Pak

HSC Description ATC akStlirCl)STATC ATE anglaggsShTATC
50 Silk 35.3 95.4 49.976 -10.544
51 Wool, fine/coarse animal hair -2.2 4.8 93.849 -20.071
52 Cotton 16.4 1.7 107.975 578.850
53 Vegetableextilesfibers, etc. 168.4 -29.8 36.381 21.600
54 Man-made filaments -30.1 -35.5 83.679 42.788
55 Man-made staple fibers 9.1 82.3 266.807 42.193
56 Wadding, felt and nomvoven -7.4 -11.5 48.275 -2.558
57 Carpets 13.2 -13.1 77.618 50.464
58 Special woven fabrics 107.6 -20.2 44.376 21.425
59 Impregnated, etc. fabrics 352.1 1.2 430.624 33.928
60 Knitted/Crocheted fabrics 86.6 2.6 133.691 53.625
61 Knitted clothing articles 13.7 4.7 26.435 18.969
62 Nonknitted clothing articles 15.6 0.8 9.527 14.625
63 Other madeup textilesarticles 15.1 0.9 17.111 18.736

Intuitively, if theexportsexperiencing high growth/low growth in both countriesiginate

from similar sectorsduring a period,they are highly competitive as the manufacturing

structure in both these countries is similar and the Pearsomrelation would be positive

and high Adadtionally in a growth context itmay bean outcome of general expansion or
contractionof world trade. A low positive Pearson correlation denateseak degree of
competitiveness among sectors of the two countries in the world market while a negative

2yS O2dzyiNEQa SELRZNIA | NB |

Pearsorcorrelationof the exportgrowth ratesamong Ch50-63 of the two countries iPATC

Peasoncorrelation indicate (i K |

and PostATCperiods reversed itself from 0.524 and statisticadlignificant in ATC period to
negative 0.086 and statistically not significant in the P®BC period.
export subda SOG2NB Ay HKAOK ly3ftl RSA&K SELISNASYyOSH

was low, and Bangladesh outstripped Pakistan mmetitiveness in PosATC period either

In other words

due to preferential trading arrangements or internal factors facing Pakistan, although it is

open to verification whether the structural shift occurred in T&C manufacturing in Pakistan.
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Table 3.2 Average Share in World Exports of S8ectors: PAK vs. BD

- Pakistan Bangladesh

HSC Description ATC | POSTATC| ATC | POSTATC

50 Silk 0.03 0.04 0.008 0.008

ol Wool, fine/coarse animal hair 0.041 0.045 0.004 0.003

52 Cotton 7.16 7.45 0.085 1.027

53 Vegetableextilesfibers, etc. 0.181 0.183 7.160 11.828

o4 Man-made filaments 1.27 0.299 0.022 0.046

55 Man-made staple fibers 0.372 1.099 0.067 0.104

56 Wadding, felt and nomwoven 0.382 0.18 0.302 0.306

S7 Carpets 2.467 1.693 0.019 0.034

o8 Special woven fabrics 0.441 0.239 0.530 0.777

59 Impregnated, etc. fabrics 0.034 0.035 0.014 0.039

60 Knitted/Crocheted fabrics 0.582 0.293 0.031 0.072

61 Knitted clothing articles 1.451 1.221 2.643 2.940

62 Nonknitted clothing articles 0.888 0.848 2.587 2.798

63 Other madeup textilesarticles 9.123 8.113 0.880 0.970
Table 3.2 abov@l A #Sa (GKS GNBYR Ay Iy3fl RSaKQa | yR
respective suksectors A comparison would suggest whethear®jladeshcaptured world
share at the cost of Pakistan RostATCperiod and in which suBectors its share is more
than of Pakistan In 5 major subsectors Bangladeshimproved its market share iRostATC
while Pakistan lost its share in the world markéiowever one redeeming observation is
that in 4 out of 6 major suisectors, its shareeven in thePostATCenvironment are still
higher than that of Bngladesh However exceptfor sub-sectors 52 (cotton) and 63(other
madeup textiles), the remaining two séc2 N&E | OO2dzy & F2NJ I GSNEB &Yy

T&Cexports to the world ¢ KS NI} y{ O2NNBft | GA2Yy 0SdedosSy Ay
shares in worldlr&Cexports forATCand PostATCare 0.481 (significant at 10 percent level)

and 0.552 (significant & percent level) respectivelyhus indicating structural similarity of

export subsectors of the two countriegnd increasing competiteness in the PosATC

period n terms ofcapturingworld market share
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Table 3.3 Average RCASATC vs. PosATC: PAK vs. BD

HSC Description ATC PakStIir(])STATC ATganglacljDeggTATC
50 Silk 0.1755 0.3075 0.084 0.078
51 Wool, fine/coarse animal hair 0.2511 0.3184 0.037 0.030
52 Cotton 43.5614 52.5625 0.888 10.038
53 Vegetableextilesfibers, etc. 1.1142 1.2876 75.117 116.189
54 Man-made filaments 7.6122 2.0963 0.234 0.450
55 Man-made staple fibers 2.2759 7.8088 0.696 1.025
56 Wadding, felt and nowoven 2.3154 1.2648 3.161 3.004
57 Carpets 15.0213 11.9189 0.198 0.339
58 Special woven fabrics 2.7366 1.6732 5.555 7.620
59 Impregnated, etc. fabrics 0.2157 0.2499 0.149 0.384
60 Knitted/Crocheted fabrics 3.6083 2.0757 0.323 0.703
61 Knitted clothing articles 8.8488 8.5987 27.781 28.855
62 Norrknitted clothingarticles 5.3875 5.9845 27.261 27.464
63 Other madeup textilesarticles 55.429 57.172 9.266 9.520

Table 3.3 above gives the average RGAsoth countries in the two regimesWhile the

competitiveness at the subector level neither improved nor deterioratesh case of

Pakistan during the twperiods, B y 3 f | RGAS Befaine greater than 1 in case of 2 sub

sectors,i.e. 52 and 55 Except sudi SO0 2 N&

pp2

c M prédycR are mcate t | | A

competitively placed in all the stdectors as its RCAs are higher thanyB3 f || RGASIK Q &

tF1Aadl yQa

0 #e261 ahd @22 hihea FRCASiGB)dtiestcan pose a challenge

to Pakistani exports in the futureMoreover, theimprovement in competitiveness during

the two periods is evident in case oamyladesh although from a small baseln case of

Pakistan, RCA index of many sgttors slipped from a higher base in thestATCperiod.

Progressively higher values of R§g@ater than one indirectly indicate higher concentration

of individual subksector in total exports relative to the share in world exportShe rank

correlation of subsector RCAs at 0.41 iIATCand 0.45 inPostATCperiod, although

statistically not sigificant mirrors the world export shares of the two countries, and further

supports the observation tha®ostATCexport structure inT&Cis growing in similarity for

these two competitors
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3.3 Pakistan and India

2 KAf S

Fy3tlRS&K KI &

YIRS NILAR AYyNRI RA

one decade, India is our historical competitorTi&Con the world stage During 200308,

L y R R&ICe&x@orts grew at an annual compound growth rate of 20fdlom US $12.5 billion
PHH®T 0Af fdpatygdwth c4.28 y & U

a2

tF1AadlryQa

Table 3.4 Average Annual Growth Rates of Sectors: PAK vs. IND

HSC Description Pakistan India
ATC | POSTATC ATC | POSTATC

50 Silk 35.3 95.4 18.489 -3.606
51 Wool, fine/coarse animal hair -2.2 4.8 25.124 15.280
52 Cotton 16.4 1.7 9.789 21.050
53 Vegetableextilesfibers, etc. 168.4 -29.8 19.039 5.755
54 Man-made filaments -30.1 -35.5 8.164 18.807
55 Man-made staple fibers 9.1 82.3 10.499 19.752
56 Wadding felt and nonwoven -7.4 -11.5 20.937 25.144
57 Carpets 13.2 -13.1 24.594 4.509
58 Special woven fabrics 107.6 -20.2 20.716 18.280
59 Impregnated, etc. fabrics 352.1 1.2 24.281 8.070
60 Knitted/Crocheted fabrics 86.6 2.6 -4.859 37.888
61 Knitted clothing articles 13.7 4.7 10.349 12.004
62 Nonknitted clothing articles 15.6 0.8 23.812 5.257
63 Other madeup textilesarticles 15.1 0.9 25.803 0.590

Table3.4 compares theATCand PostATCgrowth rates in exports of 14 segectors for both

competitors Note the following-

a) InPostAT(period Pakistan experienced negative growth rates in 5sadiors while

India experienced the same in only osigb-sector.
t | 13Mmajar beyi@s62, 54 and 65)
higher and irdouble-digits than inATQoeriod.

b) Ly

AY

LY RA | QRostATSRrindivias A Y

c) Out of remaining 8 minor subectors of Pakistan, India experiencdduble-digit

growth in PostATC period in 5 subectors, i.e. 51, 55, 56, 58 and 60. Pakistan
experienceddouble-digit growth in Post ATC period in sgbctor 50 (silk) and 55

(manrmade staple fibers)
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d) Even in India 8 subectors recorded lower average growth RostATCperiod as

compared toATCperiod. For Pakistan there are 11 such ssdrtors Pearson

correlation between the suisector growth rates irATCperiod is low at A3 and -

0.12 in the PosATC period.
associations imply low degree of competition in the ATC period, turning to weak

RADGSNBAZ2YKkadzoadAddziAzy @ the eoddNdarkeEinPobtli &

ATC period.

Although statistically not significant, theese |

Table 3.5Average Shares in World Exports of S8bctors: PAK vs. IND

HSC Description ATC PakStTDnOSTATC ATC IIrm“aPos.TATc
50 Silk 0.03 0.04 13.211 10.836
51 Wool, fine/coarse animal hair 0.041 0.045 0.529 0.758
52 Cotton 7.16 7.45 5.827 8.713
53 Vegetableextilesfibers, etc. 0.181 0.183 4.384 5.397
54 Man-madefilaments 1.27 0.299 2.888 3.514
55 Man-made staple fibers 0.372 1.099 3.233 4.451
56 Wadding, felt and nomvoven 0.382 0.18 0.494 0.713
57 Carpets 2.467 1.693 8.111 9.331
58 Special woven fabrics 0.441 0.239 1.179 1.561
59 Impregnated, etc. fabrics 0.034 0.035 0.501 0.507
60 Knitted/Crocheted fabrics 0.582 0.293 0.276 0.407
61 Knitted clothing articles 1.451 1.221 2.636 2.594
62 Nonknitted clothing articles 0.888 0.848 3.239 3.439
63 Other madeup textilesarticles 9.123 8.113 6.646 6.004

Table 3.5 abovegives theATCand PostATCexport shares in world exports of the two
countries for the 14 sulsectors In the PostATCperiod Pakistan managed to marginally

increase share in only one major sséctor,i.e. 52, while India captured an ineasing share

in world exports in 4 out of 6 major stdectors of Pakistan,e. 52, 54, 57 and 62In sub

sectors 61 and & (other two major subsectors for Pakistan)India suffered a fall of 0.04
and 0.64 compared to Pakistan decline of 0.23 and 1.@gueer The rank correlations of
shares among the sukectors of two countries foATCand PostATCis 0.23 and 0.28

respectively, suggesting that sectoral overlap in competition for capturing world shares is

weak among the two countries.
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Table 3.6 Average RCASATC and PosATC Periods: PAK vs. IND

- Pakistan India
HSC Description ATC POSTATC | ATC | POSTATC
50 Silk 0.1755 0.3075 14.411 9.533
51 Wool, fine/coarse animal hair 0.2511 0.3184 0.569 0.658
52 Cotton 43.5614 52.5625 6.330 7.607
53 Vegetableextilesfibers, etc. 1.1142 1.2876 4.735 4.665
54 Man-made filaments 7.6122 2.0963 3.140 3.052
55 Man-made staple fibers 2.2759 7.8088 3.512 3.877
56 Wadding, felt and nomvoven 2.3154 1.2648 0.534 0.621
57 Carpets 15.0213 11.9189 8.749 8.214
58 Special woven fabrics 2.7366 1.6732 1.274 1.362
59 Impregnated, etc. fabrics 0.2157 0.2499 0.541 0.444
60 Knitted/Crocheted fabrics 3.6083 2.0757 0.303 0.354
61 Knitted clothing articles 8.8488 8.5987 2.869 2.276
62 Nonrknitted clothingarticles 5.3875 5.9845 3.498 3.019
63 Other madeup textilesarticles 55.429 57.172 7.195 5.289

Table3.6 abovegives the average RCAs for the 2 regimes for the two counthieia does
not have comparative advantage in exportirgm 4 subsectors,i.e. 51, 56, 59 and 60
2 KAETS tF1A&aGlrY wihlsubsectoksNID, 51, &rid HRTE KahdyostAITC
environment did not addBubtract subsectors to/from comparative list In major export
sub-sectors of Pakistan, India improved its comparatidyantage or speciahtion in only
one subsector i.e.52 (cotton). In subsectors with declining competitiveness, the fall in
RCAs ifPostATCperiod was much steeper in case of Pakistan than InRiank correlation
among sectoral RCAs of Pakistan &rdia for the two periods is 0.262 and 0.43&lthough
PostATCis statistically significant at 90 percent level, higherreation implies that

specialiation and competitivenesss increasing in similar sectors in both countries.
3.4 Pakistan and China

China is cited in many studies as a major beneficiary of ATC termination, and this would
occur due to economies of scale, integrated supply chains and a large pool -cbsbw
skilled workers. China also gained a lot more than its competitors Sihaeafaced the

sternest export restrictiveness during t#erCperiod*wS Y NJ I 6f S A YLINR OSYSYy

" Tables3.1, 34 and 3.7 show that China and India experienced negative growth rate in Post ATC period in only 1 sub
sector, while BD in 3, and Pakistan in 5. China also retained its egighilgrowth in most suisectors in the Post ATC
period, but growth rate fell irall subsectors except sut S O (i 2 NJ ¢ M ®ATC frékhyfdteQare lawerdhén India and

.50 ¢CKA& YIFe& LI NIfte o6S GGNROdzISR G2 & I-ATS Hedid MR al¥odued dzNB & A
i2 GKS FFOU GKF{G SyKAWW Q&c /06 | LASNAE2R dgYSSNES  Skzdza S ¢ ¢tKSNBET2NB S¢g
SELRNI& YIé& SR3IS 2dzi tl1A&adlyQa FyR . Fy3aflRSaKQa SELRNIA A
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competitiveness ofT&C after ATC phaseut had also been predictedRdzS G2 [/ KAy
accession to the WT@ 2001. NoANTO members could not reap benefitoirfn the
removal ofATCeven if they were members of the formé&TCagreement It was expected

that large Asian suppliers such as Pakistan, Bangladesh and India would benefit greatly in
the PostATCperiod provided China did not become a member of WTOther T&C
exporters anticipated intense competition from China in EU and USA after the removal of
safeguard measures in 2008. The-Ct8na Memorandum of Understanding (MOU) was
signed on November' 2005, under which the growth rates of most categorie3 &€ was
restricted for 3 years 200688. Clothing rate of increase of imports was set at 10% in 2006,
12.5% in 2007 and 15% in 2008. fenttiles growth rates were restricted to 12.5% in 2006

and 2007, and 15% in 2008.

It was feared that the prices of pprel would fall, eroding the competitiveness of other

apparel exporters Developed countries feared that greater imports from China would harm

their producers ¢ KSaS yS3l GAGBS NBLISNDdMza & A 2 & Csegt@ NE Y 2 &
is thelargest in the world. Chinmvested over U$ 22.2 billion in the sector during the

period 2000 to June 2003 (Rahmamd Anwar, 2006) China has emergkas a global player

due to various reasons: currency manipulation, sulsaithn of stateowned T&Csector,

free credit for private and public enterprises

Table 3.7 Average Annual Growth Rates in S@ectors: PAK vs. CHN

HSC Description Pakstan China
ATC POSIATC ATC POSIATC

50 Silk 35.3 954 25.449 2.944
51 Wool, fine/coarse animal hair -2.2 4.8 14.868 2.460
52 Cotton 16.4 1.7 6.497 6.110
53 Vegetabletextilesfibers, etc. 168.4 -29.8 0.411 -6.045
54 Man-made filaments -30.1 -35.5 17.220 10.150
55 Man-made staple fibers 9.1 82.3 17.153 12.227
56 Wadding, felt and nomvoven -7.4 -11.5 27.005 25.132
57 Carpets 13.2 -13.1 19.755 19.654
58 Special woven fabrics 107.6 -20.2 24.200 19.485
59 Impregnated, etc. fabrics 352.1 1.2 29.995 25.018
60 Knitted/Crocheted fabrics 86.6 2.6 13.688 11.661
61 Knitted clothing articles 13.7 4.7 17.228 19.770
62 Non-knitted clothing articles 15.6 0.8 14.759 10.975
63 Other madeup textilesarticles 15.1 0.9 27.936 16.841

We note the following from Table 3:7:
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a. China experienced negative growth rate in only -sebtor 53 (other vegetable
textilesfibers) as compared to negative growth raia 5 subsectors, i.e. 53, 54, 56,
57 and 58 observed for Pakistan.

b. Pakistan experienced a decline in 11 seggtors inPostATCperiod relative toATC
LISNA2RI gKSNBFa [/ KAYlFQa Si&Prs bl remdingdS &
positive in all except for subector 53 Pakistan faced the greatest decline in sub
sector 53, and the highest growth rate was recorded for-sebtor 50 In contrast,
China experienced the greatest decline in growth ragtween thetwo regimes in
sub-sector 50

c. Of the six major sugectors, Pakistan experienced negative growth rates in twe sub
sectors,i.e. 54 and 57 Chinaposted positiveand doubledigit growth rates in5 of
t | 1 A SiknajdrQuidbsectors

d. Of the fourteen subsectors, Pakistan experienced higher growth rakesst ATC
relative to China in just two sufectors,i.e. 50 (silk) and55 (manmade staple
fibers)

e. The Pearson Correlation between sséctoral export growth rates of two countries
is 0.131 in ATC period and 0.142 in tRestATC period, suggesting weak
competitiveness at the sectoral level between the two countries, thereby indicating
structurally diferent T&Cmanufacturing sectors

Table 3.8 Average Share in World Exports of S8ectors: PAK vs. CHN
- Pakistan China

HSC Description ATC POSTATC ATC | POSTATC

50 Silk 0.03 0.04 45.062 47.578

51 Wool, fine/coarse animal hair 0.041 0.045 18.079 19.405

52 Cotton 7.16 7.45 28.683 30.356

53 Vegetabletextilesfibers, etc. 0.181 0.183 26.169 25.340

54 Man-made filaments 1.27 0.299 20.991 25.375

55 Man-made staple fibers 0.372 1.099 20.390 26.455

56 Wadding, felt and nowoven 0.382 0.18 7.017 10.195

57 Carpets 2.467 1.693 7.930 10.537

58 Special woven fabrics 0.441 0.239 29.629 41.992

59 Impregnated, etc. fabrics 0.034 0.035 12.903 19.698

60 Knitted/Crocheted fabrics 0.582 0.293 34.794 40.105

61 Knitted clothing articles 1.451 1.221 36.743 45.442

62 Nontknitted clothing articles 0.888 0.848 33.543 37.987

63 Other madeup textilesarticles 9.123 8.113 29.655 36.528

a7
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As shown in the previous table, China experienced negative growthPageATCin only

sub-sector 53 This tableshows that suksector 53 is the only sugector in which China

suffered a declining share in world exportsThis decline is less than 1%Pakistan
experienced a fall in share in world exports in tRestATCregime relative to theATC

regime in 5 out ofts 6 major sectors Anongst the majotextilessectors of Pakistan (52, 54

and 57), China gained the greatest share in-seftor58 i.e. special woven fabrics, as its

export share increased by 124 / KAyl Q&4 &KI NBSa& Ay (GKS ob2NI R !
t 1 Aadl y Qsectors T@e rhidk Sodadation between world shares of two countries
marginally inched to 0.298 in ATC period from 0.295 in the -R®§& period though

statistically not significant in both periods denoting weak competitiveness atstittoral
|.12

leve
Table 3.9 Average RCASATC and PosATC: PAK vs. CHN
- Pakistan China

HSC Description ATC | POSTATC| ATC POSTATC

50 Silk 0.1755 0.3075 44234 3.9897
51 Wool, fine/coarse animal hair 0.2511 0.3184 1.7719 1.6267
52 Cotton 43.5614 52.5625 2.8205 2.5444
53 Vegetableextilesfibers, etc. 1.1142 1.2876 2.577 2.1253
54 Man-made filaments 7.6122 2.0963 2.0557 2.1241
55 Man-made staple fibers 2.2759 7.8088 1.9975 2.2153
56 Wadding, felt and nomvoven 2.3154 1.2648 0.6858 0.8517
57 Carpets 15.0213 11.9189 0.7769 0.8798
58 Special woven fabrics 2.7366 1.6732 2.8977 3.5095
59 Impregnated, etc. fabrics 0.2157 0.2499 1.2588 1.6449
60 Knitted/Crocheted fabrics 3.6083 2.0757 3.4125 3.3618
61 Knitted clothing articles 8.8488 8.5987 3.6058 3.8074
62 Nonknitted clothing articles 5.3875 5.9845 3.2935 3.1849
63 Other madeup textilesarticles 55.429 57.172 2.9034 3.058

Table 3.9 compares the average RCAs of Pakistan and China during ATC akiiCPost
periods. We highlight théollowing from Table 3.9:

a) BothPakistan and China fadeleclining average RCAs in 6 sdators after the abolition

of ATC'® However,the decline in RCAis less than one for these stdectors for China

12 Rahman and Anwar (2006) discuss the trend growth rate of Chinese exports and show thatowithjear of the
abolition of ATC, China exported 48% more Ready Made Garments to the USA, and 15.5% to EU.

2 Only decline in RCA of sector 60, i.e. knitted/crocheted fabrics, was common both to Pakistan and China
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whereasin 5 out of these 6 sulsectors Pakista® a | 6 a4 2 f dzi Shave @eSliid IS w/
substantially.¢ Kdza = GKSNB KIFa 0SSy | &adzmadlydaAilrt SN
T&Csector relative to China, after the removalATC.
b) Pakistan faces declining average REAstATCregime inthree major subsectors, and
/| KAyl Qa | @SN 3IS w/! & FNBE RSOf Ag/32am6Ay (g2 2
c) The rank correlation between RCAs of the two countries in ATC and\POsperiod is
0.128 and 0.154 respectively, indioag that direct competition in T&C at the sectoral

level although intensified but remains low due to differential manufacturing structure.
3.5 Summary of Findings

0 tF1AAGFYQa | @SNI IS I NRTELpdiods & 4. 1srémaine8 i 6 S S
smaler than all its three regional competitors, i.e. China, India and Bangladesh that grew
at the rate 12.%4 10.40and 11. NS 4 LISOG A 9SSt & @ .Fy3ftrRSaKQa
of T&C in PosATC period at $ 10.3 billion now almost equal that of Pakist&o&tATC
period.

00 Cly3tl RSEAKQa SELR NZidzld 2tFF 1¢As¥ 0 | 2Xnal0 AS/ERRNI
sectors by higher doubldigit growth rates and increased market share from a smaller
base. However, its market share in major se@ttors are nowhere &k NJ t | {Aadl y
market share except in sudector 62 fon-knitted clothing articles), where its share in
world market is three times that of Pakistan. Among minor-8uf OG 2 NBE X t | | A 3
exports of subsector 55 (marmade staple fibers) performs consistgnbetter in terms
of growth rates, shares and RCAs.

c) Subsector correlations in Po#tTC growth rates, shares in world exports, and RCAs
between Pakistan and Bangladesh is fairly high indicating a high degree of
competitiveness and similarity in prodiion structures of T&C sector of the two
countries.

d) The subsector growth rates, shares and RCA of India suggest a greater diversification of
T&C exports. Out of eight minor ssbctors, India experiencedouble-digit growth
rates in 5 suksectors, ie. 51 (wol, fine or coarse animal hair), 55 (marade staple
fibers), 56 (wadding, felt and nemoven), 58 (special woven fabric) and 60
(knitted/crocheted fabric). Onlyinstb SO 2NJ ppX tF {1 AadlyQa 3IANRS
LYRAI RdzS dlbas& 2 N¥SNDRa avl f
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e) The correlation of subectoral growth rates, shares in world exports between Pakistan
YR LYRAF IINB aYFfttSNI GKIFIYy Ay OFasS 2% tl 1A
more diversified T&C production structure and export profile. wigeer, an improved
and stronger correlation among PeATC RCAs of the two countries suggests that
specialisation and competitiveness in similar products is increasing between the two
countries.

TO OELIZNII& FTNRY [/ KA-gettorsA(akepttslibbektdr 2, yeQodtton) Y I 2 2
continued to record doublaligit growth in POSATC as in ATC period. Only the growth
in subsectors 50, i.e. silk, and 55, i.e. maade staple fibers was higher for Pakistan.
Average share of China in world exports waraloubledigit and increasing in all sub
sectors except in subector 53, i.e. other vegetablextiles fibers. The trends in ATC
and PostATC RCAs of China closely followed the trends in growth rates.

g) The correlations among the three indicators, geowth rates, shares in world exports
and RCAs in ATC and PASIC were even smaller than for India indicating even weaker

sub-sectoral competition in the world market.
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CHAPTER:£RODUCT LINES
A Disaggregated @igit Level Analysis

4.1 Introduction

In this era of technology and factor induced spesddion, thousand of products are traded
among countries These forces also lead to chasge comparative advantage in products
across countries and over timelnstitutionalised bilateral, mulkateral and preferential
regional trading arrangements further add to changing market shares of traded products in
individual countries Subsector analysis provides a broad assessment of trends in
competitiveness of Pakistaextiles exports with its main competitors duringTCand Post
ATCperiod. However competitiveness is determined at a migwel incorporating both
products and firm environment Thus any policy to diversify products and imprdkeir
market shares acrosouantries should aim at understanding the competitive forces at the
highest level of possible disaggregation, in order to devise specific interventions fainthe
industry level We now move from sugector level to product line analysis in the next few

chapters
4.2 Methodology to Filter the Product lines

Since this study is a comparative analysis of how Pakistan S E LJ2 $edtorperiorméds /
during the lasthree years ofATCand first three years after the demise Aff C a meaningful
assessmentan only ideally be made if the product at theligit level is exported in all the
six years As mentioned earlier, there are 835 product lines subsumed in 14 chapt®es

combine the following strict and soft criteria to filter product lines for funtiséudy-

Criterion 1:This criterion requires RCA for all six years for a particular dode

this criterion, the average of RCAs of first three years (2003, 2004, 2005) is
compared with the average of RCAs of last three years (2006, 2007, 2008), to
assess the degree and status of competitiveness

Criterion 2:Average of RCAs (2006, 2007, and 2008) is compared witbfRCA

one year, i.e. of an earlier year of ATC, either 2003 or 2004

Table 4.1 gives the chaptarise distribution of codes selected und#dre above criteria

Note that for 4 major suksectors,i.e. 52,61, 62, 63 the percentage of codes selected are
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above 8060f total product lines, while for the remaining 2 major codes,54 and 57, the
percentags are40 and 66 respectivelyShare oproduct lines selected from the minor sub
sectors vary betwen ®oand 724 Overall 55Pproduct lines selected constitute &6of the
total product linesand 98% of total T&C export of P&STC period.In terms of $ value of
exports, these selected produtnes constitute68.2%6 (sub-sector B) to 99.%%6 (sub-sector

57) of each suksectortextilesexports**

Table 4.1 Percentage Share in T&C of Codes Selected Under Criteria 1 and 2XPG3$t

HSC 50 | 51| 52 | 53|54 |55 56| 57| 58| 50 | 60 | 61| 62 | 63 | Total
Total Na of | 15 | 35| 131 20 | 66 [ 111 | 33 | 20 | 36 | 23 | 44 | 116| 119 50 | 835
codes
Totalcodes | o | 45 1105| 2 |20 | 55 | 17| 11 | 26 | 15 | 22 | 100 106| 48 | s51
computed
0,
Yo computed | g, | 35 | go | 7 |44 | 50 [ 52| 55| 72 | 65 | 50 | 86 | 87 | 81| 66
RCAs
% avg export
share of | 56] 01 329[0.1| 09| 27 | 023|204 019 006 | 0.58|17.3712.43 28.55 98.08
selected codes
in T&C

4.3 Analysis ofiltered Product Lines

More liberalised trading PoATC environment along with internal forces may have
contributed to shifts in external demand and thereby to shifts in comparative

advantage/disadvantage

A 2w s oA ~

Table42{ yI LJAK2d +ASg 2F {StSOGSR /2RSa
ATC
200305
Post-ATC RCA<1  RCA>1 Total
200608 RCA<1 145 33 178
RCA>1 78 295 373
Total 223 328 551

Table4.2 provides a snapshot view &TCand PostATCstatus of RCAs for the selected

items.Out of 551selected product ling, 440 items retained theiATCstatus,i.e. 80% of the

product lines did not change thekTCcomparative advantage or disadvantage position in

1 Under criterion 1, 478 products, cortstiing 87 percent of 551 lines are selected, while remaining 13
percent (73 product lines) are selected under criterion 2.
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the PostAT(period. Inthe ATC period33items that were comparatively positioned in the
world market lost their position, while & whose RCA<1 iATGC assumed comparative
advantageous position after the demise ATC'® Thus afterATG the net gain was of
roughly45 items Overall the items with RCA<1 decreased fra28 id ATCperiod to I78in
PostATCperiod, indicating a marginal improvement in tbemparative advantage iRost

AT period.

The next table(Table 4.3)gives the percentage distribution of RCA index values of 551
product lines in theATCand PostAT (period.

Table 4.3 Percentage Distribution of RCA Values of 551 Product Lines

SummaryStatistic ATC PostATC
Mean 21.96 27.95
Coeficient of Variation 258.56 246.00
Percent of RCA index
<1 394 33.1
<2 495 40.7
<4 60.9 51.4
<8 70.2 62.7

The mean value of RCA index increased marginalBostATCperiod and the difference is
statistically significant® The PostATCvolatility in the index is marginally less than tA&C
period. The distribution has tended to shift to the right yielding a higher proportion of
higher index values, indicating thabrmparative advantage has strengthened somewhat in
the PostATCperiod. Thet-test verified that the mean of productline RCAs foPostATC
period is statistically higher tharhe corresponding number for AT@eriod and is
significant The rank correlatio between the551 product linefRCA inttesin two regimes

is 0.75 and statistically significant confirming that the structure of comparative advantage

did not alter significantly.

®*The list of these items at the sikgit level is given as Appendices 4A and 4B.

'® Note that the average RCA values of these setéitems is twice the average RCAs of the entire T&C
exports (See Table 2.3 of this report)
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4.4 Productswithin Major Sectors

Table4.4 gives the mean RCA index fdfered products lines(399) within each of the 6
major subsectors inT&Csector inATCand PostATCperiod. Except for products in sub
sector 57,i.e. carpets and othetextiles floor coveringsthe average RCAs of the product
lines in the remaining dusectors have gone up numerically in thostATC period.
However exceptfor subsectos 52and 54 none ofthe average RCAs of product lines in
PostATCperiod are statistically different from thATCperiod. Also note that the volatility
of RCAs of ppduct lines has increased (except for ssdxtor 52) inPostATCperiod as
compared to earlier period The rank correlatiommong RCAs g@roduct linesin each sub
sectoris greater than0.70 in all cases, indicating that within each ségator the struture of
comparative advantage did not change significantly for Pakibttween the two trading

regimes.

Table 4.4 Mean RCA of Major SuBectors- ATC vs. POsATC

. No. of ATC PostATC Rank
HSC Description lines Mean CV |Mean CV T-value Correlation
52 Cotton 105 5481 173.0 | 74.94 141.6|-3.357*** | 0.783**
54 | Manmade filaments 29 30.62 255.9 | 11.09 299.1| 2.064** 0.753**
57 Carpets 11 13.62 253.6 | 15.42 272.0| -0.735 0.773**
61 Knitted clothing 100 12.67 207.0 | 16.18 221.0| -1.238 0.754**
62 | Nonknitted clothing 106 6.48 270.4 | 12.56 517.0| -0.970 0.701**
63 | Other madeup textiles 48 40.87 169.3 | 47.51 180.6| -1.053 0.846**

*** Sig. level 99%, **Sigevel 95%

4.5 Comparative position vig-vis Bangladesh, India and China

Table 4.5profiles the degree of competitiveness of 551 filtered products with Rad G I y Q&
main competitors, i.eBangladesh, India and China in terms of rank correlation of mean

RCAs during thATCand PostATCperiod. In view of the large array of product lines within

suba SOG2NRAZ GKS O2YLISGAGAQOSYySaa Aa Fftaz2z laasSa
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Table 4.5 Degree of Competitiveness of 551 Product Lines with Competitors

HSC | Deseription PAKBD PAKIND PAKCHN

ATC  POStATC| ATC  PoStATC | ATC  PoStATC

0.169* 0.175* | 0.305™*  0.372"* | -0.063  -0.010

50-63 T&c 448 448 550 550 551 551

" coton 0199  0.01 | 0128 0247+ |-0.322%+ -0.211%*
88 81 105 105 105 105

e, | Manmage | 0412¢ 0235 | 0359 0425 | 0084 0018
filaments 19 14 29 29 29 29

. Carpets 0167  -0314 | 0.091 0.145 0373 0218
8 6 11 11 11 11

61 Knitted 0.181*  0.403** | 0.400%* 0.629%* | -0.234*  0.000
clothing 97 97 97 97 97 97

s, | Nomknited | 0.3017* 0.485°* |0.461%* 0.474™* | 0007  -0.082
clothing 106 105 106 106 106 106

os | Ohermade | 04417 0507+ | 0272 0356 | 0336  -0.186
uptextiles 47 47 49 49 49 49

*** Significantat 99%,

**Significant at 95%
* Significantat 90%

4.5.1 Pakistan and Bangladesh

At the aggregate level the rank correlation among average RCAs of Pakistan and Bangladesh
improved slightly in thd?ostATCperiod. However although statistically significant, its low
value indicates that at the -@igit leve| the overlap in exporting products is not
overwhelming and different products of the two countries have comparative advantage in
relation to theworld market Moreover nearly 20% of the products (448 §51) exported

by Pakistan throughout the period were not exported by Bangladekboking at rank
correlation at the HS subector level a different picture emergesn the PostATCperiod,

2F t | | sextars, ¥eQ &

61, 62 and 63 Not only the rank correlations improved significantly indicating similarity and

Bandadesh emerged as a significant competitofiiK NB S YI 2

competition in export products and production structerén Postquota period but are
highly significant statistically in these sabctors.

4.5.2 Pakistan and India

As a traditional competitor, India further consolidated its position in BrostATQoeriod. In
ATCperiod, rank correlation was significant in onlyrjor sub-sectors,i.e. 61 and 62 In

PostATCperiod, the rank correlations are significant in 5 out of 6 major-settors of
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Pakistan The values of rank correlation have increased indicating more competition at 6

digit level products, with more fierce compgbn in products insub-sector61 in thePost
ATCperiod. India has graduated from EU GSPsubrsector 61, and the current tariff
differential of 1.78 favours Pakistan. Howeveub-sector 61 of Pakistan is likely to face
adverse consequenesas a result of future Elhdia FTA agreement if full libersdtion is

I 3adzYSR dzyRSNJ 6 KAOK LYRAFQA GFNAFTF 62dzf R 0SS
10.04 in favour of India (Chishti, Zulfigar and Naqvi, 2008).

4.5.3 Pakistan and China

The rank correlations of average RCAs of Pakistan with China are not only low compared
with Bangladesh and India, but are also statistically not significant and negativeny

major subsectorsin case of PakistanThis indicates that within each sidecor, the bundle

of exported 6digit product lines from each country are different and therefore not in direct

competition with each other in the world market
4.6 Competition and Speciahtion for Market Share

Modifying the methodology suggested by Latld Weiss Z007), we look at the types of

products in which Pakistan is losing market share most rapitlging simple correlation

analysis we explore whether Pakistan lost its share in the world market due to its
competitors in those commodities in whigdhe world exports was growinghé fastest in

Postquota period. For this we correlate the relative changes in market shgdRMS)

between quota andPostquota period i.e. the growth in exports of say China between

quota andPostquota minus the growth® t I {1 A&l yQa SELRNI& RdzZNAyYy
(i) first the growth of world exports for the products in the sample &yl second the

degree of spealisation, as measured by average RCAs in the-Ro& period. We also

estimate similar correlationfor Bangladesh and Indial'he detailed results are ie table

below:-
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Table 4.6 Correlation between RCAs and Relative Change in Market Share (RMS)
World Exports

HsC | Description PAKBD PAKIND PAKCHN
RMS RCA RMS RCA RMS RCA
Core 0.008 -0.039 0.002 -0.080* 0.106** -0.067
(414) (412) (543) (540) (542) (539)
-0.017 -0.020 -0.047 0.575* -0.003 0.094
52 Cotton
(75) (75) (105) (105) (105) (105)
54 Man-made 0.362 0.140 -0.035 0.109 0.015 0.079
filaments (13) (13) (28) (28) (28) (28)
57 Carpets -0.426 0.493 0.047 0.095 -0.138 0.054
(6) (5) (11) (11) (11) (11)
61 Knitted 0.139 -0.200*** 0.071 -0.197** | 0.270***  -0.192*
clothing (100) (97) (100) (100) (200) (97)
62 Non-knitted -0.200*** -0.166* | -0.208***  -0.166* -0.175* -0.165*
clothing (102) (102) (103) (103) (103) (103)
63 Other madeup 0.055 -0.055 -0.076 0.049 -0.078 0.062
textiles (45) (45) (49) (49) (49) (49)

*90% level of significance
** 95% level of significance
***99% level of significance
() No. of items

With respect to growth of world exporghe correlations indicate the following

At the aggregate level, i.éor all 551 productghe correlation coefficient between relative
changes in market share and growth of world exports is significant at 95% level only for
China Although relatively low (0.106), it implies that loss of market share to China is
greatest in the fastest growingategories Subsector wise the loss is greatest for products

in sub-sector61 where the correlation coefficient of 0.27 is significant at 99% ldndhe 6-

digit products of suksector 62, Pakistan logs market share with all théhree competitors
although they were slow growing categories in fP@stquota period as the correlatiorare

negative and highly significafdr Bangladesh and India.

As far aghe degree of special&ion is concerned, at the aggregate level the correlations
between narket share and averagostquota RCA are negative, fairly low, and are
statistically not significant fotwo countries i.e. China and Bangladestyggestig that

t I 1AAGF Yy Qa edTROp®dud dsitdex dained &or lost their share in the waird
the Postquota period However at a subsectoral level the negative and statistically

significant correlations with all the countries in the region in products ofsedios 61 and
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62 suggest that Pakistan held its pamsit better in its more specised products, within

these 2 subsectors
4.7 Identifying the ThreatenedProducts

Using the average RCAs in tA@Cand PostATCperiods, the following set of critea
developed byAmir Mahmood (2005are employed to position the entire set of 5%IS 6
digit product lines into competitive, threatened, emerging and weakened stattrom a
statistical viewpoint, average RCAs based on 6 years performance are more robust to
position individual product lines rathehan RCAs estimated at two points inmie even if

they are few years apartBox2 gives the various criteau

As can be perused from Boxsitioning the 55Jproduct lines into the above mentioned
classifications is a two step procedur the first step all the products are categoed into

three streams as per their average value of RCRastATperiod:

i) RCA>1, i) 1>RCA>0.5 iii) RCA <0.5
In the second stagaverageATCvalues under each of these 3 classifications are subtracted
from PostATCaverage and negative or positidifference is used to position them further

into sixcompetitive statuses

BOX 2 Product Positioning Criteria

Criteria
Position of the Average RCA leferen:::glir%gg Actwe
roduct lines . Implications
P (;C A') (2006, 2007,| (Avg RCA200608 minus plicat
2008) Avg RCA 200®5 or RCA
2003 or RCA 2004)
Competitive >0 Improvement over time has occurred.
RCA > 1 . . o .
Threatened <0 Declining competitiveness over time.
Emerging 1>RCA>0.1 oo
(Tier 1) Future potential in terms of export
>0 competitiveness existComparatively less
Emerging RCA < 0.5 compet|t|\r:::atr)ltjétpics)si|rtr|]orr1o|\r/1irllnternanonal
(Tier 2) proving.
Weak 1>RCA>0.!
(Tier 1) <0 tr1AadlryQa 02YLIS
Weak (Tier2) RCA<0.5 product lines is eroding over time.
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4.8. DescriptiveAnalysisof Positioned Product Lines

Tables 4.7 and 4.8 giwhe distibution (level and share) of 55filtered products by 4

positioned categories and across 1dxtiles subsectors inPostATCscenario At the

aggregate level 21.5 %r 120 product lines (last column) face competitive threat in the

PostATCscenario,i.e. although these products are competitively placed in both regimes,

(i.e. RCA>1) th@ostATCaverage RCA index of these products is fleas the ATCaverage
RCA indéeX,'®. Additionally 106 product lines or 8 of the product lines weakened further

in the Postquota period To begin with, the average RCA index of these products was less

than 1 in both periods, but further deteriorated in tH®ostquota regime In terms of share

in total textiles exports inPostATCperiod, the threatened and weaked product lines

constitute 33.®oand 0.26respectively Note that the impact on exports earnings from the

threatened products is larger than their relative share in total products, while fakermd

products the corresponding relationship is the opposite.

Among the major susectas, in terms of percentage share of items, 34.5% (10 out of 29) of

items of subsector 54 face threat ifPostquota regime, followed by 30% (15 out of 50)

facing competitive threat in subector 63 Subsectois 52 and 6Xontain the highest and
second higest number of itemsi.e. 28 and 2 respectivelyfacing threats in thdPostATC
period Over62% of the 29 filtered items in sukector 54 face threats andieakened

overtime based on their PogtTC performance

Table 4.7 Numbers and Percentages of Rtisned Items in SubSectors

No. of positioned items (%) meeting the 2 criteria

50 51 52 53 54 55 56 57 58 59 60 61 62 63 | Total
PP
c # 2 8 74 1 5 30 2 2 6 3 4 43 44 26 250
% 40 66.7 705 50 17.2 545 118 182 231 20 18.2 43 423 54.2| 454
T # 2 24 1 10 4 5 2 3 1 5 28 20 15 120
% - 16.7 229 50 345 7.3 294 182 115 6.7 227 28 19.2 31.3| 21.8
E # - 2 4 - 6 10 7 3 7 5 3 13 15 2 77
% - 16.7 3.8 - 20.7 182 412 273 269 333 136 13 144 4.2 | 13.9
W # 3 - 3 - 8 11 3 4 10 6 10 16 25 5 104
% 60 - 2.9 - 276 20 176 364 385 40 455 16 24 104 | 18.9
Total # 5 12 105 2 29 55 17 11 26 15 22 100 | 104 | 48 551
% | 0.89| 2.15| 18.8| 0.36| 5.20| 9.86 | 3.05| 1.97 | 466 | 269 | 3.94 | 17.9| 19.5| 8.96 | 100
YLy al KY22RQa &aGdzRé 6nHnnp0s wmdigit lever wereihreatedBEnRoad

'8 List of threatened lines by-@igit codes and descrifns are given in Appendix 4C.
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Table4.8. Percentage Share of Positioned Items in T&C Exports

C T E W
ATC 40.0 57.4 0.2 1.0
PostATC 64.7 33.7 0.4 0.2

The next twochapters will exploréhe threatened linesn more detail regarding the nature

and importance of the products and the competition they face from regional competitors,

i.e.Bangladesh, India and China.

4.9 Summary ofindings

a)

b)

d)

Using a modification of the methodology suggested by Mahmood (2@Dppsition
products according to average RCA values, we filter esstibf 551 lines from a total

of 835 lines belonging to Chapters 50 to 63, and position them into competitive
threatened, weakened and emerging lines. Out of the 551 lines, the RCGI dihds
have retained their status quo between the two periods, i.e. RCA greater/less than
unity in ATC period have RCA greater/less than unity inAbStperiod. There is a net
gain of 45 product lines in the Pe&TC period. In Pe&tTC period, thesselected

items constitute 98% of T&C exports of Pakistan.

The PostATC distribution of RCAs shifted to the right yielding a higher proportion of
higher index values, indicating that comparative advantage strengthened in the Post

ATC period.

Subsector wise, the PosATC average RCAs of the selected products are higher than
corresponding averages of ATC period exceptsadior 57, i.e. carpets and other
textilesfloor covering. However, only the difference is statistically higher for the two
sub-sectors, i.e. 52 (cotton) and 54 (mamade filaments). The rank correlation of
RCAs of all product lines among the two periods is greater than 0.70 in aestdys,
indicating that within each subector, the structure of comparative advantage did not

change significantly for Pakistan.

In the POstATC period, Bangladesh emerged a significant competitor in Chapters 61,

62 and 63. In case of India, it is Chapter 61, while in case of China, production and
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f)

export structure of suksectors 52, 61 and 6dgnificantly moved away or diversified in

relation to lines exported by Pakistan in these saators.

Another finding is that Pakistan neither gained nhast its share in more speciais

lines within the major susectors 61 and 62.

The positioning of 551 filtered lines reveals 120 lines or 21.51% of total filtered lines
FLEf dzy RSNJ GKS OFGiS32NE 2F WIKNBFGSYSRQ
total T&C exports lines weakened further in the Pgsbta period. In terms of share

in total T&C exports in Pe&TC period, the threatened and weakened product lines

constitute 33.Poand 0.2%6respectively.
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CHAPTER SHREATENED PRODUCTS: POSITIONING COMPETITORS

5.1 Introduction

2 ¢hQa ¢NI RS (@Mayf2009,eemphisdsgsi tifat Pakistan now faces stronger
competitive pressure in major markets (USA and EU) since the abolition of qunoteasATC

in 2005 These pressures originate from bilateral and regional PTAs, preferential market
access (i.e. GSP+) between our mainartgrs (USA and EU) and regional competitors,

Of FaaAFeAya ¢g/ Fa wWaSyardio@dS LINRRdzOGA Ay
SELIANI GA2Y 2F 1 ¢/ X RdzS G2 3INBIFIGSNI YR RAGSN

depressed foreign exchangarnings of Pakistan from this sector.

It is imperative to probe into the 120 threatened lines as they comprise on the average
21.5% of filtered product lines of TC exports and 33.7% of total export&©fii the Post
ATC period? The weakening ofPd A & licbmyp&ative advantage is explained by the

relative increasing competitiveness in the export of these lineissbggional competitors

A product line is termed as threatened if its RCA is greater than unity, but its RCA index
declines over time Apart from the pressures of changing trading environment externally as
highlighted above, supportive domestic industrial policies of competitors and supply
constraints (e.g. energgrisis war on terror, narrow range of export competitive products)

faceR o0& tFl1Aadly YlIe& Ffa2 AYLIOG 3t2o6tt I yR
aSO0i2N® tF1A&adlyQa ¢s/ SELRNIA y2¢6 FFOS 3N
competitors such as Bangladesh and India, since these countries geared up fqreated

intense POSATC competition by undertaking industry specific assistancesutea. China

has announced a-8ear roadmap to strengthen the T&C industry in which it plans for an
industry consolidation, removal of obsolete capacity, value chaigragation and increase

Ay SELRNI GFIE NBoIFGS FTNRY wmm: (2 wmc:o wSai
USAwereNBS Y2 SR Ay wHwnnt YR Wwnny NBaLISOGAOGStex

markets has now intensified further.

%1n 2008 these T&C threatened lines comprised 14.5% of total exports of Pakistan and 27.7% of total T&C
exports.
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5.2 Descriptive Analysis
5.2.1 Threatened Lines

Average exports of 120 threatened lines amountedJt8$ 5.2 billion in the ATC period and

declined by 30.2% inthe Past¢ /  LISNA2RX A PSd GKNBIFIGSYSR Ay
ATC regime amounted 1dS$ 3.6 billion. The sulsector distribution of 120 threatened lines

among 14 suksectors in terms of the numbers of items, percentage shares in total exports

of the subsector and in total threatened lines is given below in Table 5.1.

Table 5.1 Distribution of Threatened Products in SuBectors and Shares in

SubSector and Threatened Lines Exports

e Numberof threatened % share in totakxports of
lines Subsector Threatened lines

50 - - -
51 2 8.95 0.02
52 24 51.66 33.72
53 1 11.19 0.00
54 10 68.54 2.01
95 4 2.55 0.21
56 5 83.30 0.70
57 2 131 0.08
58 3 20.12 0.17
59 1 34.71 0.06
60 5 30.89 0.54
61 28 44.61 23.17
62 20 13.63 5.18
63 15 38.77 34.14

Total 120 100

In terms of threatened linessub-sector61, with 28 lines has the highest number of lines,
followed by 24 lines ofub-sector52. In terms of highest share in total exports of the sub
sector, 5 threatened lines constitute 834f total exports of suksector 56, followed by 10

lines from the major suisector 54with a share of 68.%
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Table 525 A AGNAodzOA2Y 2F

¢ KNS GSYSR

Total Exports of Threatened Lines

% shareClass Intervals Numberof items % share
0-0.25 77 5
0.25-0.50 14 5
0.50¢ 1.00 12 9
1.00¢5.00 13 26
>5.00 4 55
120 100

[AyS84Q

The concentration in terms of share in total exports of threatened lines can be gauged from

Table 5.2 where 29 items with individual shares greater thafo@énstitute 90% of total

exports of threatened lines. These 29 product lines are calted threatened linesn the

rest of the analysis.

How far have external factors such as negative or positive growth in world exports in these

products led to increasg the threat to our exports? We answer this in the next analysis.

The averagegrowth rates of exports of these product linegre computed for Pakistan and

the world for ATC and PoATC periods. The difference in growth rates between the two

periods are categorised into 4 mutually exclusive scenarios as follows:

l. Positivedifference ingrowth rates of exportsrbm Pakistan and the world

Il. Positivedifference ingrowth rate of export fom Pakistan and negative for

the world

[I. Negativedifference ingrowth rates of exportsrbm Pakistan and the world

V. Negativedifference ingrowth rate of export fom Pakistan and positive for

the world

Thenumbers of threatened lines andhéir share in total exports of threatened lines falling

under the four categories are mentioned in a matrix form in Table 5.3, while thaileet

codes are given as ApperdA.
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Table 5.3 Exports Growth Matrix of Threatened Lines

Positive Growth inWorld Exports

Negative Growth in World Exports

Positive Growth in

tF1A&GFYQa

TOTAL: 19 codes (12.21% of total
exports of threatened lings

TOTAL: 2 codes (5.02% of total
exports of threatened lines

Negative Growth in

tF1A&GFYQa

TOTALT77 codes (74.70% of total

exports of threatened lines)

TOTAL: 21 (8.07% of total
exports of threatened lines

There are 21 threatened lines in which both, the world and Pakistan have experienced a fall

Ay 3IANRBgGK

NI 6Sa 27

SELR NI &S

YR (GKSa&s

threatened lines. Bulk of the threatened lines is clustered in the saut quadrant of the

matrix, indicating that the difference between ATC and FOBC export growth rate is

YI Q¢

positive for the world and negative for Pakistan. These comprise 77 lines and constitute

74.7% of total exports of threatened lines.

5.2.2 Overview of Q@ Threatened Product Lines

In Table 5.4, the matrix for the core (filtered) product lines is shown.

65.84% of total

threatened lines (18 product lines) experienced a negative export growth rate in Pakistan

whereas the world growth rate of exports rose the same lines in the Pe&TC regime.

Table 5.4 Exports Growth Matrix of Core Threatened Lines

Growth in

Growth in world exports

tF1A&GEHYC

+

520100, 520851, 610332, 610462, 6110z

620791

520819

6 codes (7.35% of total exports of
threatened lines)

1 code (7.00% of total exports of
threatened lines)

520299, 520512, 520829, 521142, 52121
610342, 610510, 610610, 611211, 6114~
620332, 621490, 630229, 630231, 63023

630291, 630391, 630790

520522, 521213, 521223, 540774

18codes (65.84 % of total exports of
threatened lines)

4 codes (9.28 % of total exports of
threatened lines)

From Table 5.5, we can see that all 29 threatened lines are concentrated in five major sub

sectors, i.e. 52, 54, 61, 62 and ¥3.The shares of the core lines in sséctor exports

20 |n 2008, suksector 52 contributed $ 3.596 billion (33.83% of T&C exports)ssuator 54 contributed $
0.035 billion (0.4% of T&C exportsybsector 63 $ 3.146 billion (29.6% of T&C exports)ssgtor 61 $ 1.89
billion (17.7%) and subector 62 $ 1.361 billion (12.81%). The total exports of thesessators comprise of
94.34% of total exports of T&C.
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declined in the PosATC period while among core threatened lines, share of exports of

product lines belonging to sufectors 61 and 63 increased at the cost of declining shares in

other product lines ofmajor sectors.

Table 5.5 ChapterWise Distribution of Core Threatenedrigs and Their Shares in

Exportsof (i) sub-sectors, (iithreatened lines

Numberof % share in total exports of
HSC Tht:(renatg:lz dﬁ.?]rss SubSector Threatened lines
ATC POSTATC ATC POSTATC
52 11 57.5 33.1 41.9 36.7
54 1 1.9 1.7 0.2 0.1
61 8 55.4 39.7 20.9 23.3
62 3 13.5 7.7 3.7 3.3
63 6 52.7 36.9 334 36.7
Total 29

52.2.1t 2 & A 0 A 2 y A yOie ThréaferfedLinds yigd-&is Competitors

It would be interesting to reveal how our Z®re threatened linesare positioned in China,

India and Bangladesh competitive spectrunTable 56 shows the three competitod

positioning of our 29 threatened lines RostATperiod. L Y RA | Q&

QCRAXIARYAAGL

threatened lines has become stronger in tRestATperiod, since both it®ostATCexport

growth rates have increasedChina has 14 such lines and Bangladesh, only seskabally

India faces the problem of competitiveness erosionlih of our core threatened lines;
Bangladesh has 13 such lines and China,.niAs shown in Table 5.4, in most of these
LINE RdzOG tAySaz tlFilAadlyQ

pdc RSLIAOGA

¢loftS

tAySa

2dzi 2F

tF1AadlryQa

a fall in growth rate of fines while Bangladesh &ilines.

& S EATE Ndriod. 3 Navevér K
(0 Ketitdrs Have jedpdrigniced @asitivéNddavth2 v | f
rates in majority of core threatened lines of Pakistan. The export growth rate of only four

0KNBIF Sy SR

Hgdp O2NB
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Table56t 23A0A2y Ay 3

% change in own country exports
PP IND BD CHN
+ - + - + -
520100, 520512, 520819, 520829
520522, 520851, 520851, 521142
521213, 610332, POty 610342, 610462
C 611120, 630229, - 630229,630231’ - 610510, 611020 -
630231, 630291, 526299 i 611211, 620791
520299, 521223, 621490, 630231
540774 630232, 630790
520829 521213,
E )
630232 520512, 630790 521215
a0 aizis] | o109 S o | aomiz o
' | 521142, ' ' 611120, | 610610, 611120/ 520522
T 610510, 610610, 630790 610610, 611020, 630291, | 620332, 630291 540774
620332, 620791, 611211, 620332, 63039£ 636391
621490, 630391 620791
521213
' 521223,
w 611020 520819, 520851, 520299 520100,
611211 521215, 630229
521223

5.3 Correlation Analysief 120 Threatened Linesith Competitors

Next, a simple correlation analysis is performed at thedggk HS level between relative

changes in market share in ATC and PAOBE periods, first with the growth of world exports

for threatened lines, and then with the degree of specialisation (measly RCA) of

tF1Aa

5.3.1 Loss iMarket Share to Competitors in Threatened Lines

il yosa

S E LJ2 NATE pekiofis. (i K S

¢/ | yR

t 2a

l.:.l

Correlation between change in relative market share (RMS) and world export growth will

AYRAOIGS

GKSGKSNI tF1AadlyQa

f2ai

Ada

NB t |

China, Bangladesh and India due to competition in the fast or slow e)groming

categories.

Relative Market share is computed as follows:

7

t -1 Aadl yQdsis Qopedors¢ K NB I (i Sy ¢

u A

DNRGGK 2F O2YLISGxG2Nna S
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There are 108 lines out of a total of 18Geatened lines in which the relative market share

of China with Pakistan, i.e. the difference of ATC and-R&& growth rates between the

two countriesis positive. With India, there are 97 such threatened lines in which the growth

2F LYRAI @weenAEC EhtlBodTCdperiod exceeds the corresponding growth of
tl1AadlyQa SELRZNIAOD hdzi 2F G241t 2F wmnawm

relative market share of Bangladesh is greater than zero.

Table 5.7 shows results of the simple e&ation between relative changes in market share
and world exports growth for the 118 threatened product liftesFor 118 threatened lines,

the correlation with respect to China and India are negative and 1088 and-0.161 but
significant at 95% and09% respectively. This implies that within 120 threatened lines, the
loss of market share to China and India was the highest in slow growing categories, rather
than in fast growing categories. The correlation with respect to Bangladesh is also low and

negative but statistically not significant.

Table 5.7 Correlation Coefficient between RMS and
(a) World Export Growtl{b) ATC and PosATC RCA for Threatened Lines

Correlation World PostATC # of
Coefficient Export GR ATC RCA RCA lines®
CHNPK -0.188** 0.042 0.035 118
Difference (0.042) (0.65) (0.71)

IND-PK -0.161* 0.133 0.079 118
Difference (0.081) (0.15) (0.39)

BD-PK -0.016 -0.087 -0.072 99
Difference (0.874) (0.39) (0.48)

*significant at 90%; ** significant at 95%;

5.3.2 Has PakistaBeen Able to Hold its Position in Soecialised Product Lines?

This is answered by simple correlation analysis between relative changes in market share
and degree of specialisation (RCA) (Table 5.7). Although the correlations are low and
statistically not significant, the positive magnitude suggest that Pakistamdtalseen able

to hold its positionneither in ATC nor in Pe#&TC period in the specialdgroducts with

respect to thethree regional competitors.

# Out of 120 lines two lines HS620432 and HS620791 are excluded as outliers because of high negative values.

68



5.3.3 Similarity in Trade Pattern of Threatenédhes visa-vis Competitors

Now, rank correlation analysis is conducted for ATC andAbGtperiods between RCAs of
Pakistan and its competitors to test similarities in patterns of international specialisation. A
positive rank correlation coefficient implies trade pattern similabut its low value implies

low degree of competition. A significant and negative rank correlation coefficient implies
that the countries produce goods that are dissimilar and so do not compete. But if a
negative rank correlation coefficient is insigcafnt, this means that it cannot be determined

whether countries export goods that are competitive or complementary to each other.

There would be greater adjustment costs faced by Pakistani T&C producers if the export
structures of its competitors becommaore similar in the PosATC period relative to the ATC
period. Such adjustment costs are higher in countries if the existing market, institutions and

policies face structural rigidities in a country.

Amongst the 120 threatened lines, in Table 5.8 bel@awstronger and more significant
correlation coefficient between RCAs with India in the POBEC as compared to ATC period
suggest that in order to face the PeATC regimglndia encouraged its T&C manufacturing
sector to be more similar (manufacturinh & A € F NJ N} y3S 2F 3JF22RA&0
manufacturing and/or its export structure to be more competitive. This implies that
Pakistan has been facing greater potential threat or direct competition from India in the
export of threatened lines, and hencectss greater market share challenge in the Post ATC
period. Results suggest that Pakistan has more in common amongst threatened lines export

basket with India than China and Bangladesh.

The decline in negative value of rank correlation coefficient inRbstATC period between

Pakistan and China suggests that complementarities in export goods have reduced and so
indicates a movement towards similarity in export baskets and further decline in the years

ahead would indicate more competition. This ressltstatistically significant for both the
LISNA2R& YR AYRAOIFIGSa / KAyl Qa 3 NEPfredirégime.y SELJE
Bangladesh result is insignificant and suggests divergence in pattern of trade of threatened

lines with Pakistan in thed3t-ATC period.
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Table5.8{ LISI NX I yQa wly]l [/ 2NNBflFGA2Y

Rank Co_rr_elation ATC RCA POStATCRCA Total na qf
Coefficient threatened lines
0 o
0w
CHNPK (©.000) “o008) 120

w 9EOfdzRSa O2RS& F2N ¢gAKLODROSIATERCA. w/ ! A&
5.4 Correlation Analysis of Core Threatened Lines with Competitors

5.4.1 Loss iMarket Share to Competitors in Core ThreatenedL.ines

Following the methodology adopted for 120 threatened lines in assessing whether Pakistan
lost its share to its competitors in the fast or slow growing product lines, we adopt a similar
methodology for core threatened lines. In the case of China, dbreelation between
difference in growth of two countries between ATC and RPOBC period and world export
growth is fairly strong, positive and statistically significant at 99 percent level. Thus, this

indicates thatPakistan lost its world share to @hiin the fastest growing categories among

the core threatened lines in thPostATCperiod. This is in contrast to the earlier weak

result for all 120 threatened lines where Pakistan lost its share to the slow growing
categories. In case of India, therrelation is stronger than in case of all 120 lines, but the
result is robust suggesting that Pakistan lost its share to India in slow growing categories in

the PostATC period.

Table 5.9 Correlation Coefficient between RMS and
(a) World Export Growth, (b) ATC and Pe&TTC RCAs for Core Threatened Lines

T SNB S

Correlation World Export ATC PostATC # of Core
Coefficient GR RCA RCA T-Lines

CHNPK 0.746*** -0.094 -0.130 o8
Difference (0.000) (0.63) (0.52)

IND-PK -0.331* 0.041 0.080 o8
Difference (0.085) (0.84) (0.68)

BD-PK -0.058 -0.185 -0.177 26
Difference (0.778) (0.37) (0.39)

*significant at 90% level

***significant at 99% level
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5.4.2Has PakistamBeen Able to Hold its Position in Specialied Core hreatenedlines?

Whether in two regimes Pakistan held itsopition against its competitorsn more
specialised core threatened product lines is given by correlations in Table 5.9. None of the
low correlations with the 3 competitors are statistically significant, although negative
magniude suggest that Pakistan held its position in specialised products with China and

Bangladesh.
5.4.3 Similarity in Trade Pattern of Threatenddnes visa-vis Competitors

Whether the pattern of specialisation among the threatened lines changed among
Pakd i yQad GKNBS NBIA2YyIf O2YLISGAG2NB 06Si6SSy
of average RCAs of Pakistan and each of the regional countries. The negative, high and
statistically significant rank correlation for China suggests that both countaesnue to
specialise in different exports in PeATC period as was the case in ATC period. For

Bangladesh and India the results are ambiguous and weak.

Table5.10{ LISI NX¥ I yQa wly]l /2NNBflIGA2Y [/ 2STFAOAS

Rank Correlation Total na of
. ATC RCA PostATCRCA threatened lines
Coefficient
(share > 0.5)

-0.144 -0.249

s (0.473) (0.210) 27
-0.160 -0.027

NBPE (0.408) (0.889) 29
-0.451* -0.551++

CHNPR (0.014) (0.002) 29

*** gignificant at 99% level
() level ofsignificance

5.5 Summary of Findings

a) Descriptive analysis of 120 threatened lines indicate that-sedior 61,i.e. knitted
articles of apparel and clothing, with 28 lines (23.3% of total threatened lines) has the
highest number of threatened linedn terms of highest share in total exports of the
sub-sector, 5 lines of subector 56, i.e. wadding, felt and nemven, constitute 83.3%

of exports of that sulsector. Twentynine items with individual shares greater than
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b)

d)

0.5% of total exports of threaned lines constitute 90% of total exports of threatened
lines.

Among the 120 threatened lines, in 77 lines, Pakistan experienced a negative growth
rate between the two regimes, as compared to a corresponding positive growth rate
of world exports.

The low and negative correlation between the growth of world exports and relative
shares of China and India with Pakistan indicate that within 120 threatened lines, the
loss of market share to China and India was the highest in slow growing categories.
Moreover, Pakistan has not been able to hold its position neither in ATC nor in Post
ATC periods in the specialised products with respethédhree regional competitors.
wSadzZ Ga +faz2 adzZa3asad GKFG trlAadryQa GKNEBI
PostATC with India rather than China and Bangladesh.

All the 29 core threatened lines belong to 5 major sdgtors, i.e. 52, 54, 61, 62 and

63. The aggregate Pa&T C of 25 lines belonging sab-sectors 52, 61 and 63, in total
exports of core theatened lines is 96.7%.

Ly GSN¥a 2F LRaAldAz2yAy3asr 2dzi 2F tl1Aadl yQ
in 13, China in 14, and Bangladesh in 7. Interestingly, only 2 of the lines among China
and India are common. Thus, the threats to oxperts in the PosATC were mutually
exclusive or divided between China and India.

In case of China, the evidence indicates that Pakistan lost its world share to China in
the fastest growing categories and to India, in slow growing categoriesond
threatened lines. In addition, China continues to specialise in exports of different core

threatened lines compared to Pakistan in RA3iC period as in ATC period.
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Chapter6t 9wChwa! b/ 9 hC /hw9 ¢1w9! ¢9b95 [ Lb9{
MARKETS: BOMPARISON

6.1 Brief Overview

After analysing the global performance of 120 threatened and 29 core threatened lines from

' NBIAZ2Y I O2 YLI$ihe previeds @haptdd W draSnovi readhySto analyse

their ATC and PoXTC bilateral performance,e. visa-vis USA and ERFV again from
NEBIA2Ylf O2YLISGAG2NEQ LISNE LIS Qi kodtuiedo facet | | A &
varying degree of market access restrictions and regulations over the last many decades. It

is also a fact that parallel to thesmeasures, shottife and conditional preferential trading
arrangements are also occasionally granted to Pakistan by th@7EUThere is casual
SYLANAROAAY GKIFG tlFl1AadGlyQa ¢g/ SELRBIA | NB
restrictions and prefezntial measures although net effect in overlapping periods remains

' YO A Idz2 dza @ ¢ KS 3INRGGK NISGE3) tRERR7 fell dorfsidetiably Q& ¢ 9
from 18.58% in 2004 to 6.6% in 2005. This could be due to many reasons including anti
dumping dities on bed linen, ending of quota regime in 2005, withdrawal ofR2EWGSP

W5 NHzZA | NN y3ISYSyidQ 3/Rklewas Splated MBaSHes stileme2 ¥ 9 !
called the GSIPlus scheme. The beneficiary countries are those vulnerable countries that
represent less than 1% of ERF imports under GSP, which unfortunately does not qualify
Pakistan for the scheme. Pakistan is not a beneficiary of GSP support scheme®since 1
WFydzZ-NE wnnpz & 9dz2NRPLISIY [/ 2YYA&darizy 3INI Rdz
iKSaS FIFOG2NAR YIé& KI@S O2yiNARodziSR (2 RSGSN
the EU27 market.

Table 6.1 below shows average exportabfgoodsto USA and E7 in the ATC and Pest
ATC periods of the four countries. The highest growtraverage exports in the two
markets was registered by China, where total exports grew by 61.36% in theAPOst
period. EWR7 is relatively a bigger market than USA for exports of Pakistan, Bangladesh and

2 Under the Drug Arrangement scheme, difitge access was provided to 3600 products, includéxgjles
andapparel products It providedduty-free access to products for which there was only tariff reduction (not
duty-free) under the general GSP schenhe addition to this, 316 such products were granted preferences
that were not included in the general GSP schertevas withdrawras itwas not WT@ompatible,i.e.the

drug arrangement preference was available to only 12 beneficiary countries of GSP
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India in both the ATC and PeATC periods. Theadger export market for China in the ATC
period was USA and in the PgsTC period, it was ERF. Pakistan experienced the slowest

growth in average exports in both the markets relative to its competitors.

Table 6.1 Average Exports to US and B - ATC and PosATC

Average Exports
Country USA EU27
ATC PostATC % ATC PostATC %
($BN ($BN) CHANGE ($BN) ($BN) CHANGE
CHINA 172.32 278.06 61.36 149.27 291.71 95.42
INDIA 13.61 20.08 47.54 17.62 32.25 83.05
BANGLADES 2.24 3.25 45.16 4.33 6.25 44.45
PAKISTAN 3.28 3.95 20.27 3.92 4.84 23.67
World 1289.38 1765.77 36.95 3588.64 5394.40 50.32

Table 6.2 shows the growth in average exports of T&C of Pakistan and its regional
competitors in its major markets. Interestingly, the ATC and-Rdsigrowth trends in T&C

exports of Pakistan and its regional competitors mirror the growth trends in total exports of

0KS O2NNBalLRyRAy3d O2dzyiNASad 3L AY 278 1 Aall
the smallest as compared to the regional compettor Moreovey in absolute amounts,
Bangladesh average exports of T&C teZlare higher than Pakistan in both periods while

average exports of T&C of Pakistan are higher in USA.

Table 6.2 Average Exports of T&C to USA and-ZJ ATC and PosATC

(USA) (EU27)
Country ATC POStATC % ATC POStATC %
($BN) ($BN) | CHANGE| ($BN) ($BN) CHANGE
CHINA 21.12 33.08 56.62 20.85 40.38 93.65
INDIA 3.51 471 34.09 4.93 7.09 43.69
BANGLADES|  2.03 2.96 45.42 3.89 5.55 42.57
PAKISTAN 2.98 3.57 20.12 2.79 3.44 23.36

6.2 SubSectoral Performance in Major Markets

¢rofS AAPGSY 0Sf2¢ aK2gsectorKodTL IS ard) | y OS
USA. Growth rates of stdectors in the PosATC period relative to ATC period in both its

c ®o

major markets along with their share in T&C exports are depicted. Thus, a comparison can

be made easily.
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Table 6.3 9 E LJ2 NJi

DNRgUOK wl (GSa

| -PeaRtor$ iK ELNIEE USAT

Growth Rates Share of HS CH & CExports
HSC EU27 USA

EU27 USA ATC POST ATC POST

ATC ATC

50 21.96 298.34 0.011 0.010 0.001 0.002
51 33.9 91.77 0.013 0.014 0.003 0.004
52 42.21 -41.56 20.537 23.676 13.699 6.664
53 18.73 -68.38 0.006 0.006 0.003 0.001
54 -72.95 -81.54 3.644 0.799 1.250 0.192
55 307.27 250.79 0.722 2.384 0.207 0.605
56 -40.28 -39.27 0.727 0.352 0.706 0.357
57 -15.01 -19.43 3.653 2.517 3.453 2.316
58 -31.47 -27.7 0.413 0.230 0.546 0.328
59 -15.53 49.35 0.071 0.049 0.011 0.013
60 -91.94 -81.4 0.736 0.048 0.860 0.133
61 13.14 30.66 17.985 16.495 30.326 32.985
62 44.94 31.63 17.589 20.666 12.881 14.115
63 19.22 40.88 33.892 32.754 36.055 42.284

AGG 23.36 20.12 100 100 100 100

From Table 6.3, we notice that chapter 63, i.e. other mapdextiles articles, is the most

t b1 A

important for Pakistan in the ER7 and USA markets in terms of export value, since it

comprises 32.7% and 42.3% of total T&C exports to thesatries respectively in the Post

ATC period. From a small base, minor-sabtor 55, i.e. mamade staple fibers, appears to

be an emerging subector as it experienced the highest growth and its share increased

three-fold between the two regimes botmiEU27 and USA. Share of two clothing sub

sectors fell in the EA27 market in the PosATC period, while all the stdectors of clothing

grew in USA. This is indicative of the extent of2ZFUGSP benefits for countries like
tF1A&AGF Y Q&

Bangladesh and the result @ NJ Rdzl G A2y

27

¢ g/

performs well in USA while it performs poorly in-EDas USA excludes T&C sector in its

GSP schemes and offers a relatively more level playing field for T&C. Hoteatiérs

exports declined foreven subsectors in both the markets in Pe&TTC regime. Growth rate

of T&C sector as a whole is marginally greater in th Ettharket as compared to the USA

market due to steep declines in exports of ssdxtor 52, i.e. cotton, to USA, and relatively

smaller growth in export of susector 62, i.e. notknitted/crocheted clothing, to USA.
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In the following sections, an4RS LG K |yl fte&aia 2F GKS LISNF2NYI
threatened lines is made for major importing markets, i.e-ZlAnd USA, sda-vis regional
O2YLISGAG2NRE APSP / KAYFI LYRAIF YR . Fy3flFRS:
globally core threatened lines are determined for Pakistan and its competitors using
Bilateral Revealed Comparative Advantage (BRCA) index. I tindextent of competitive
LINB&adzZNBa FNRY NBIA2yLE O2YLISGAG2NRAQ SELR NI
major importing markets is estimated using Export Competitive Pressure Index (ECPI) and

Relative Export Competitive Pressure Index REC

6.3 Core Threatened Lines Performance in Major Markets

¢CFotS con o0St2¢ LRNINIrea tll1AadlyQa LJ2N LISN
AGAa YIF22N) YFEN]JSGa NBfFGAGS G2 Ada O2YLISGAG2]
haveincBl aSR Ay 020K G(KS YI N théRost ATCKdrigdotoar S E LJ2
GKNBFGSYSR fAySa KIFI@GS Y2NB GKIy R2dzmf SRo® .

ATC period is greater in the 2@ market than USA since the 20 GSP includes T&Ems

GKSNBFa ! {!Qa aOKSYS R2Sa yz2io CKAA YI & ¢
RAGSNBAFTASR SELRZNI& 2F LYRAFO 2F LYRAIFIQ& o8
market than EkH T Q& YIFNJ SG Ay GSN¥a 2F 3INRghak NI (S,

registered negative growth rates in both the markets in exports of threatened lines. India
and Bangladesh exports of threatened lines may make up a smaller share of T&C exports,

but their exports have registered a positive growth rate in the PoBDperiod.

Table 6.4 Average Exports of Core Threatened Lines teZUand USA

EU27 USA
Country ATC PostATC % ATC PostATC %
($BN ($BN) CHANGE| ($BN ($BN) CHANGE
CHINA 1.60 4.59 186.88 3.03 5.53 82.44
INDIA 0.68 0.83 22.06 0.49 0.64 30.09
BANGLADES 0.41 0.61 48.78 0.13 0.17 29.54
PAKISTAN 1.18 1.00 -15.25 1.35 1.13 -16.73
¢rofS codp NBGSIfa GKS AYLERNIIYOS 2F GKNBIF G S

significance can be gauged by shares in T&C exports {d7Edhd USA. Thedaes
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comprise a much greater share of exports relative to its competitors in both the markets
under both the regimes. In the Pe&TC period, the shares of these lines in total T&C
SELRNIG& (G2 020K GKS YIN)Sia O2gyshaasofiitese T2 NJ
fAySa Ay ¢3/ SELRNI& (2 o062GK YIFENJSdGa AyONI
marginally in the E{27 market. India too is faced with a decline in the exports shares of
these lines; however, Pakistan experienced a steeper declitfeeiPostATC regime. This
should explain the reason for the growing concern regarding eroding competitiveness of
tF1AadryQa AYLRNIIYG tAySao

Table 6.5 Share of Core Threatened Lines in Exports of T&C in Major Markets

% ORCoreT-LINES IN&CEXPORTS
Country EU27 USA
ATC POSTATC ATC POSTATC
CHNA 7.67 11.37 14.35 16.72
INDA 13.79 11.71 13.96 13.59
BANGLADESH 10.54 10.99 6.40 5.74
PAKSTAN 42.29 29.07 45.30 31.65

6.3.1Bilateral Competitive Positioningf Core Threatened Lines

2S GNB G2 SadAYIl 4GS t I-dvis dsiBlcoghpetitor©ia e ponsioh ISy S
threatened lines to USA and EXJ by calculating Bilateral Revealed Comparative Advantage
(BRCA). We also estimate BRCA for our 3 competitors with USA @7df@&Woth regimes.

Taking the product line 520100 as an example, it is defined as follows:

tYQ38 9ELRNI& oPER27pHAMAN (2 ! {
BRCA (520100) = Total exports of PK to USAEU27)/

0! { or BW@H T ports of 520100 fromvorld

1 { 'oQBEUJH T Qtal imports from theworld)

¢rotfS cdc o06St2¢g O2YLINBa tlFlAradalyQa . w/! a
threatened product lines. There are 16 common produatdithat are threatened in both

the markets. There are five product lines that retain competitiveness H27Ebut suffer
competitiveness erosion in US. Pakistan loses competitiveness in 6 lineih BUWvhich
competitiveness is upheld in US. Thirere are 22 product lines out of 29 threatened lines

that face a deteriorating position in terms of competitiveness inZZUwhile in US, there

are 20 such lines. HS codes 610462 and 611020 suffer lower competitiveness in Post ATC
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period globally, butfd® ¢Sttt Ay tF1AadlyQa YIF 22N AYL}R2NIA

out of 29 core linegace competitiveness erosion in 24 and USA.

Table6.6/ 2YLI NRazy 2F tlF{1{AadlryQa .w/! 2F ¢KNB

EU27 USA
BRCA BRCA (POSATCC ATC)
(POSTATCc ATC) >0 <0
-0 T . 520512, 520522, 520829, 610332,

620791

520299, 520819, 520851, 521142,
521213, 521215, 521223, 540774,
610510, 610610, 611211, 611420,
620332,621490, 630231, 630790

610342, 630229,
<0 630232, 630291,
630391, 520100

The export of twentytwo threatened lines to EA27 in the ATC period amounted to $ 1.05

billion, and dropped to $ 0.85 billion (a decline of 19.05%). There are three such lines in
GKAOK tl1AadlyQqa O2Yedhing BREMNIR the PRSI reghrie LIBARA Sy O
remaining 26 lines are mutually exclusive, i.e. one or more competitors BRCA increases in

the 26 lines.

The export of twentyone threatened lines to USA in the ATC period amountddS6 1.20

billion, and droppé to US$ 0.93 billion in the PosATC period (a decline of 22.3%). There is

greater percentage decline of threatened lines in USA market as compared-23,Eud

L A& b 6ATASNI YENJ SO F2NIt 1 XATG peyio@d.a O2 NB

Performance summary matrices of BRCAs of the four countries of exports to USA &71d EU

are given as Appendices 6A and 6B respectively. Some of the findings are given below:

In USA, Pakistan has eight such product lines out of 29 globally threatenechiesrhain
competitive, while 21 lines remain threatened (P@sEC BRCA < ATC BRCA). Appendix 6A
Ffa2 LINPOARSA | LISNF2NXIYyOS &adzyYFNE F2NJ t ]
China has 12 product lines whose difference between Rd€E and ATCREA is positive,

whereas India has 10 lines and Bangladesh only 7. This criterion issetsabthe first

criterion. Bangladesh and China both have 3 lines in whichAlGStBRCA turned greater

than unity in the PosATC period. There are 8 such lif@sindia®®

* See Appendix 6G.
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Performance summary matrix in the 2@ is given as Appendix 6B. There are 22 product
SELRNI O2YLISGAGAD

tAySa Ay 6K

AOK thlAadlyQa

1 is weakened. Pakistan remains competitive in 7 product boe®f a total of 29 globally
fAySao /| KAYlFQa . w/! KIFI& AYONBI a8

GKNBIGSy SR

the PostATC period. Pakistan faces declining competitiveness in the greatest number of

lines relative to its regional competiter

Pakistan, in which both China and India are competitive in the-Ro€t period. In case of

Bangladesh 8 lines are now more competitive.

imesiga KA OK | f f

countries in both the reg

In addition, there are 9 threatened lines of

improved in the PosATC period.There are 6 lines in which India became competitive in

the EU27 market inPostATC period since BRBAC < 1 and BR®AstATC> 1. There are

3 such lines for Bayladeshandnone for Chinand Pakistaf?

¢loftS codT 0o

for competitors.

Table 6.7P4d] A &

St2¢ LINBaSyGa

There are three lines common to all
0KS F2dzNJ O2-@fhaNA S&Q

GK2aS GKNBFGSYySR f A
improved competitiveness in ER¥ and USA, i.e. PeAITC BRCA is greater than ATC BRCA

0FyQa ¢ KNBhpethoys hReagePystle& BRCA

Country HSC
EU27 USA
CHN + IND + BD 520851, 611420, 620332, 630232 520819

CHN + IND - 520512, 520829, 521213, 61033

CHN + BD 611211 521142, 611211, 620791, 63023

IND + BD 520100,520299, 630229 -
CHN 521215, 610342, 610510, 610610, 63079 520851, 521215
IND 521223, 540774, 630291, 630231 520522, 521223, 610610, 61142
BD 520819, 621490 520299, 610510, 621490, 63079

There are 19 lines of 22 threatened lines in-EUin whicht | {1 A& d yQa

improved competitiveness in export in P&TC period®Ly t F { A&l y Q&

to EU27, BRCA increased for the three competitors in four lines, i.e. 52@8&ih, printed

*See Appendix 6H.

% The three remaining lines are 521142, 521213 and 630391 in walfliébur countries experience dediimg

BRCAst I {AalGlyQa
these 3 lines in the?ostATCL
exports to ELR7.

O2YLISGAG2NA

JISNA2RT gKSNBI a

I £ 623SGKSNI SELISNRSof
t | Acddih yA RBOfRY
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woven cotton fabricg, 611420 (knitted/crocB G SR 3 NX¥ Sy G &a0X CcHNOOH O
02eaQ Oz2iGi2y 21018040 I yR c-madefibersfPoy2i 1YAGGS

China and Bangladesh increased export of 611211 (knitted cotton trais} suthe Post
1 ¢/ LISNA2R 0@ ny:: Sort goKtdtel by 5%. IOt af 24iliheg, GriprovBcE LJ
BRCAs of 11 lines are mutually exclusive for each of the three competitors, i.e. 5 for China, 4

for India and 2 for Bangladesh.

Ly OFrasS 2F ! {13 GKSNB IINBE wm¢p fAySdapetdols HmM (il
have improved competitiveness in export in POJC period’ Ly t F { A&l Y Q& HM
lines to USA, BRCA increased for the three competitors in one line, i.e. 5@0®i1®ached

woven cotton fabrics) @ tl1Aadl yQa IJATBeNdd 8f520818ddelineli By Ay t

70.6% relative to ATC period, whereas it increased by 57.5% for all competitors combined.
CPoPH [/ 2YLISGAGAGS t NBaadaNB 2y tF1AadlyQa /[ 2N

Competitive pressure on threatened export lines is measured by the Export Competitive
Pressure Index (ECPI). It givesditerage valu@ ¥ G KS LI NIy SNRa GNFX RS L
direct competition with the base country which in our case is Pakistinndicates the

extent to which, on average, a 1% increase in exports to USA @7 Btdm partner |

competes with Pakistani exports to the USA ofHU

9/ t LsX[ H
Where

ECPI =Export Competitive Pressure Index

Si  =share of Pakistani exports 10SA or EA27 in total exports to USA or E2J

for a given product i. The weight gives the relative importance of the

LINE RdzOG Ay tlF1A&adlayQa SELRNIG&A G2 ' {! i
Xii =value of exports of partner j to USA or2Uin the same product i.

Bt 1 A & | g¢ &@ortd oPtBasd four product lines in PASEC period declined by 39.3% relative to ATC
period, whereas it increased by 147.2% for all competitors combined.

" In two lines, i.e. 540774, 620332, all four countries experience declining BRGAswever,Pt { A 3l y Q3
competitors altogether experience aincreasein the average export to USA ofaselines in the PostATC

period, whereas Pakistan experiencedexlinein average exports.
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The index summedver all 29 core threatened products in T&C sector provides an average

G tdzS 2F GKS LI NIYySN) O2dzy i NBEQa o6/ BRAwhiciz LY RA
competes with Pakistan trade in these threatened lines in USA et7Htdarket8®. In the

two regime context if the ECPI increases in average value between the two periods it would
AYLX & GKIG GKS @It dsly IflifthaOig M Ididt tofngehbrOwittS E LJ2 NI
Pakistaf eéxports to USA or ER7 increased and therefore potential competitiveepsure

in PostATC period on Pakist@@xports also increased.

| SNI 3S @I fdzSa 27F CorehitednddilirNaDKES dfyit levél for tHe2 NJ H ¢

two regimes for USA and EXJ are given as Appendices 6C and 6D. The average value of

competil 2 NDa SELRNIA (KFId RANBOGt& O02YLISGS sAiGK
and PostATC in USA and EJ is summarised in the following table.
Table 6.8 ECPI ($ Million) of Core Threatened Lines in USA an@EU
USA EU27
Country ATC PostATC ATC PostATC
CHNA 72.6 107.6 167.2 260.5
INDA 21.6 23.0 5.6 5.2
BANGLADESH 5.0 6.4 6.2 11.0
¢KS | SN 3IS Gl tdzS 2F / KAYlIQa SELRNIA&A (KIG RA

to US $ 107.6 million in the PeATC period while in ERF market the potential
competition further intensified from US $ 167.2 to US $ 260.2 million. The ansbumdian
exports that directly compete with Pakistani products in USA market increased marginally,
while they fell marginally in the ER7 market. Rising from a nominal base, the amount of
Bangladesh exports in direct competition with our exports havebdied from US $ 6.2 to US

$ 11.0 million in the PosATC period.

6.3.2.1ComparingCompetitive Pressures inMajor Markets

¢KS YIGNRE Ay ¢l o0ofS cop O2YLI NBa G(KS O2YLISi

markets relative to China, India and BangladesiNine product lines face stronger
competitive pressures relative to China in tRestATC period in both the markets, wdi

there are 10 such lines for Indeend 7 for Bangladesh

%8 At an individual H$ digit level, the individual value can increasedecrease
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The table clearly depicts that Bangladesh fares well in th Ebharket since there are 18
threatened lines in which escalated pressures are faced by Pakistan, as opposed to only 8
lines in USA.!' O2YLJI NA&az2zy 2F ! LJJSYRAOSa ¢/ |FyR ¢5
against Bangladesh intensifies in the-EUmarket, i.e. ECPI increases froi®$ 6.17 million

in ATC period t&JS$ 11.02 million in PosATC period (an increase of 78.55%). HCBBEA
market increased frondS$ 5.06 million toUS$ 6.41 million for Bangladesh (an increase of
only 26.79%). Thus, overall, Pakistan is mainly losing its ground in competitidnivis
Bangladesh in the ER7 market. Bangladesh is a beneficiary oP&Preference scheme
while Pakistan graduated from the EX23 GSP scheme in 2004. Since EU GSP includes T&C
products while US GSP scheme excludes it, the EGSP scheme is more meaningful for
Pakistan. During 20624, Pakistan was selected as a beneficifor the drug arrangement
scheme of Et27 which allowed a 12% concessionary duty, but was later withdrawn when

challenged by India.

In case of IndiaTable 69 reveals that there are more lines EUJ27 (16 lines) as compared

to US (14 lines) in which P| A & dofetyiréafened lines face stiffer competition in tHRost

ATC period A comparison of Appendices 6C and 6D reveal that competitive pressure in EU

27 experienced a downfall of 6.46%, while it increased by 6.44% in USA. Thus, Pakistan
faces a lireat from India in the US market in the export of the core threatened lines.
Relative to Pakistan, India has a diversified export basket, so that India is able to benefit
FNRY | { D{tzZ o0dzi RdzS (2 tlF{1A&adlyQanUs&BRye NEf

Pakistan is not able to take advantage of the preference scheme.

There are 17 product lines in which Pakistan faces escalated competitive pressures due to
China in the EA27 market and 15 in US. ECPI increased by 48.16% in the US market and
55.78% in the E\27 market. Pakistan has faced competitive pressures in both the markets

due to China. Safeguard measures imposed on Chinese T&C product2baidJUS after

2005 have lapsed in 2007 and 2008, so that Pakistan may face ever stiffegtdc@mpn its

YFE22N YEN] SGa FTNRBY [ KAVl ©-27 hakitynhayba dué t8 ihgl S NI LJ
removal of safeguard measures a year prior to removal by the US. Thus, in {4¢ EU

market, Bangladesh has been the main threat in the Post ATC regitaeris of the largest

percentage increase in ECPI. In US, it is China.
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Table 6.9 Competitive Pressure Matrix: USA vs. 20

Core threatened lines in which
(POST ATCATC) ECPI
In USA or EX27 In USA andEA27
Country
>0inUSAbut | <0in USA but o -
<0in ER7 >0in E7
520100, 520299,
520512, 520522, giégig’gigjgg' 520819, 521142,
530301 520829, 520851, o1 e’ oro00C' | 521223, 540774,
CHNA s 521213, 611211, | 02 >0 9 22% | 610610, 611420,
620332, 630790 oy 1| 621490, 630229
®) e 630291
(11)
520512, 520522, | 520819, 521142,
520100, 520299, | 520829, 521223, 521213, 540774,
NOA Ziiié%’%é%zgé’ 520851, 620332, 610332, 610462, | 610510, 611211,
9 620791, 630291 | 610610, 611020, 621490, 630391
©) 630231, 630232 630790
(10) 9
520100, 520512,
520522, 520819, | 520299, 610332, | 520851, 521142,
510342 520829, 610610, 610462, 610510, 611420, 620791
BANGLADESH o 620332, 621490, 611020, 611211, | 630291, 630391
630229, 630232, 630231 ©6)
630790 )
(11)

6.3.3 Comparing Relative Export Competitive Pressure Index (RECPI) in Major Markets

ECPI is a measure of competitive pressure in absolute terms while RECPI tells us that on
average, how much bigger aie KS 02 YLISG A G 2 NQ &7, Beightii N the (i 2
AYLRZNIGFYOS 2F (GKS aSOG2NNa 2N LINE Rdzoofada G NJ |
w9/ tLE 9/tL A& RAGARSR 08& GKS LINBRdAzZOG 27F GKS
USAandPaA ai yQa SELRNI @I fdzS 2F LINRRdZOG WAQOD

G f

WO/ t IS0 FBd H

RECPI calculated at the individualiit lines for both USAnd EU27 andfor three partner
countries, i.e.China, Indisand Bangladesh in two regimes are givenAppendces 6E and
6F. In Table6.10 givesRECPI values aggregated over all 29 threatened itdmgase of
China, in thePostATCperiod, export flows to ELR7 are 1.5 times bigger than Pakistan,
nearly doubling fronthe ATC period. Similariyie 3 regional ompetitors under study have

enlarged their exports relative to Pakistan in tRestATCperiod. In case of Bangladesh,
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through its exports to EL272

ATC to 30% in Pe&ITC period.

0KS NBtFIGADS

Table 6.10RECPI in USA and 20

LINE & a dzNB

RECPI
Country USA EU27
ATC PostATC ATC PostATC
CHINA 0.72 151 0.29 0.66
INDIA 0.22 0.32 0.09 0.13
BANGLADESH 0.05 0.09 0.11 0.28

2y t kA3

A comparison of RECPI is made across countries in Table 6.11. The table shows that

Bangladesh exports to the EF relative to Pakistan are bigger for 17 product lines in the

PostATC regime. Its exports to US are bigger than Pakistan in 15 lines.B&ihg&desh

has benefited by receiving greater access to the2€Unarket at the expense of Pakistan

due to tariff wedge between the two countries created by the graduation of Pakistan from

GSP, making exports of Bangladesh more competitive.

Indiaand CRy I Qa

SELRNIA KI

oS | f az

A Y-ATICHrégis&in NS | {

both the markets. A forthcoming E2¥-India trade agreement is likely to cause greater

YR GKNBIFG G2
2 T-ATClrelativa éxpoyf Ebinpetifive2 2 NJ Y

pressuregor HS codes 610332, 610342, 610510 and 630231 intensified in both the markets.

O2YLISGAGA DS

faz NI 60 f S

 00Saa

i 2

LINS a & dzNB

2y S

tF1Aad
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Table 6.11 RECPI Matrix of Core Threatened Lines: USA v27EU

(POST ATCATC) RECPI

Country

>0 in US but
<0in ELR7

< 0in US but
>0 in ELR7

> 0 in both

< 0In both

CHNA

520100, 520299,
521223, 630229,
630291

(®)

520522, 540774,
610462, 610610

(4)

520512, 520819, 52082¢
520851, 521142, 521213
521215, 610332, 61034z
610510, 611020, 611211
611420, 620332, 620791
621490, 630231, 63023Z
630391, 630790
(20)

INDA

520819, 521215,
610462, 611020,
630790

®)

520299, 630232,
630291, 630391
(4)

520100, 520512, 520522

520829, 520851, 52121

521223, 540774, 61033z

610342, 610510, 61061C

611420, 620332, 620791

621490, 630229, 63023!
(18)

521142,
611211

)

BD

521142, 620791,
630291

©)

520100, 520829,
630229, 630232,
630790

®)

520299, 520819, 61033~
610342, 610510, 61061C
611211, 611420, 620332
621490, 630231, 63039/

12)

520851,
610462, 611020

®3)

Table 6.12 summarises and compares BRCA and RECPI and provides a list of those product
fAySa Ay 6KAOK tl 1Aadl yQatwo wdor mak& Fronythed | Yy R
table, we see thattere are 16 lines out of a total of 29 that face declining competitiveness
andincreasing competitive pressure in both the marke®f these 16 lineghere are 5 lines

in which all the three competitoreave contributed to increased competitive pressures and

their exports are now relatively bigger than Pakistan in the Post ATC period. Relative
LINB&adz2NB FTNRBY / KAYlI Q& SELRNI&a AyONBIFasSR T2N
Post ATC period, i.82 of 16 lines, India in 10 lines andngladestin 9.

Table 6.12Product Linest | {Aadl yQa w/ |

Country HSGt ! Y . w/yIR @v9/ t L
USA and EQ27 USA EU27
CHN +IND + BD| 610510, 611420, 620332, 621490, 63023 -
CHN + IND 520851, 521213 -
CHN + BD 520819, 611211 -
IND + BD 610610 630232
CHN 521142, 521215, 630790 -
IND 521223, 540774 630291, 630391
BD 520299 620791 630229

6.4 SImmary of Findings
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a)

b)

d)

In both the regimesgU27 is the bigger market relative to USA falt exports and
T&Cexportsof B YR LY RA I @ | 2 6 SOSNIS thd Igrget maiket & 4 | y Q
in ATC and PotTC periods for all exports, while in case of T&C, it is UiS#ase of

ChinDd 2 @SNJI f f S E LI2USA id its bigh® mares ATSperids whiled

EU27 in the PostATCperiod. Thus, Pakistan faces greater thrdzastATCin both

its markets from its competitors.

In both the markets, Pakistan has the lowest growth ratexports of T&®etween
the 2 regimes amongst the four gotries. Growth rate for exports to ER7 is lower
than USA by 3.4%.

In the US market, growth rate of major ssbctors oftextilesand their shares in T&C

exports to USA, i.esubsectors52, 54 and 5decline between the two regimes,

while in case ofEU27, the only majortextiles sub-sector that experiences an
increasein growth rate and a rise in share in T&C exports te2EUn Post ATC
period is 52, i.e. cotton. Growth rate between the ATC and-Ras§t of all major
clothing subsectors, i.e. chagrs 61, 62 and 63, increased in both the markets.

However, shares of sukectors 61 and 63 in T&C exports fell in theZHUnarket.

Despite greater importance of threatened lines in T&C exports of Pakistan relative to

Ala O02YLISGA G2 NREaredof Hirfedidi TRE gxoits irSbeth BeN&Egimask

Ad KAIKSad NBtFGAGS (G2 Ada O2AVCIiod is2 NA 0
worrisome due to increased export shares of these lines to both markets by China

and Bangladesh. The average exportthodatened lines to both the major sectors

fell only in the case of Pakistan, while its regional competitors have experienced a
IAINRPGGK Ay SELRNIA 2F tll1AadlyQa GKNBIGSyY
Bangladeshhave reported greater percent increa in exports of these lines to the

EU27, while India to USA. Pakistan registers a greater decline in exports of these

lines to USA, and decline is 1.48 percentage points greater than the decline in

exports to ELR7.

A measure of competitiveness in batihe markets is captured using BRCA index for
tF1A&dGrY FYR AGa NBIA2¢HBRCAGECKEISHIZR Of2NE ®
lines, China and BD in 12, while India in 13. The export of twesmtythreatened
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f)

9)

lines to ELR7 in the ATC period amounted S$ 1.05 billion, and dropped toS$

noyp oAffA2Yy oO0F RSOfAYS 2F MpPanp:0® ¢ K S
competitors also experienced a declining BRCA in the-&DGt regime. The

remaining 26 lines are mutually exclusive, i.e. one or anoompetitors BRCA

increases in the 26 lines.

The export of twentyone threatened lines to USA in the ATC period amountddSo

$ 1.20 billion, and dropped tdS$ 0.93 billion (a decline of 22.3%). There is greater
percentage decline of threatened lin@s USA as compared to EA4, and USA is a
OATIASNI YENLSG F2NItF1AadlryQRATOperiNdS G KNBI (S

In both markets, a total of 27 of 29 lines are faced with competitiveness erosion.
Only two lines that improve competitiveness WSA and EQ7 are 610462 and
611020.

Export Competitive Pressure Index (ECPI) is used to assess whether competitive
LINBaadz2NE F3IlFAyad tlF{1{AadlyQa O2NB-ATCKNEBI G S
period, and the findings suggest that China exerts the tgtgpressure in the Post

ATC period in the ERI7 and USA markets.

Relative Export Competitive Pressure Index (RECPI) is used to show how many times
0ATISNI INBE GKS O02YLISGAG2NEQ SELERNIA 27F (¢
of those lines in Pakisl y Q& SELR NI o6l ai1Sd G2 G4KS RS&ai;
RECPI and fall in BRCA imply declining competitiveness and increased competition in

the destination market. We find that there are 16 lines that face intensified
competitive pressure and lowecompetitiveness PosATC in both the markets;

there are only 4 such lines in which Pakistan faces this threat4a7E8nd 1 line in

US alone. Thus, this brings the total to 21.
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CHAPTER DPPORTUNITY AND COMPETITION
9! Qa4 9 YSNHSY éneefor Rakigza® t NS F S NJ

7.1 Introduction

In late 2010EU agreed to a dutyfree waiver request by Pakistan to help mitigateet
massive adverse effects @8010floods on the economy Theemergencytrade preference

was tobe initiated with effect from January 2Qlandlast until 31 December2013. Tariff
concessions were granted t65 items of export interest to Pakistan for a limited time
period, i.e. three yearsCurrently, hese product lines accounts for 27% of EU imports from
Pakistan.It is estimated that theconcessiorpackage would yield benefits worth EUR100
million2° Out of 75 items, 64items are textiles and clothing item¥. However, the trade
preferential package remained umplemented till March 2011 as concerns were raised at

the WTO by a few competing regional countries such as India and Bangladesh. Thus, led by
India, the decision on the waiver is delayed due to resistance from Vietnam, Peru, and
Bangladesh. China did ndéavour or oppose the move. The WTO approval for the EU
intA F § A S NBIljdzZANB&a | dzyl yAY2dza ol O1lAy3a FTNRY
NEaA&adlyOS TNRY (tedlésénd Ohiny indNski&AEU llinyited th@ tinge &
period to 2 years, and placed a cap on growth rates. However, if the waiveedcsej the

legal dispute resolution would take approximately a year or so, and therefore in the interim
period, Pakistan could benefit from Bangladesh enjoys preferential treatment in the EU
market, and India hopes to quickly firsliits trade agreemet with EU in the near future to

ease the import dutypy 6 to 12%.

In this chapter, we conduct a similar exercise to determine the product positions and
estimate competitive pressures for the @éxtiles and clothing items. However, items
granted emergency preferences are defined at theigit Custom Nomenclature (CN) codes

in the EU waiver. Their descriptions are given in Appendix 7A. Since the analysis of T&C in

this study is at the 4@ligit level, we &amine these items at a relatively more aggregate level.

2 http://ictsd.org/ilnews/bridgesweekly/96967/
Vemr 2F tF1AAG yiex@leshdEdohing: & G2 9! | NB
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At the 6digit level, the 64 T&C items atdBgit level, aggregate to 60 HS cotfed/oreover
since concerns about the waiver is led and supported by India and Bangladesh, our 2
regional competitorsthe entire analysis of the 60 items whether at the saggregate or
individual level is conducted in relation to the export performance and competitiveness of
the 3 regional competitors including China in these items.

7.2 A Brief Overview

Tables 7.1 to B. give the number of lines covered by some -seltors, level of average
exports in ATC and PeAlT C periods and shares of 60 lines in total T&C exports of Pakistan
and its 3 regional competitors. The 60 lines are spread over the 6 sectors, i.e. 52, 64, 5

62, and 63. The highest number of lines at 25 (41.7%) are hsettbr 52 followed by 12
lines in subsector 61 (20.0%). Also note the followirg:

a) For Pakistan, the average exports of these 60 lines increased by over 30 percent
between the two egimes from US $ 0.95 billion tS$ 1.32 billion in the PosATC
period. Corresponding growth rates for China, Bangladesh and India were more than
100%, 30% and 20%.

b) The export of clothing among these 60 lines is nearly 3 timésxtifesexports.

c) More than 90 percent otextiles exports of Pakistan are concentrated under-525
i.e. Cotton and nearly 50% of clothing exports are concentrated iGl#pter 63, i.e.
other madeup textiles

dLy GSNya 2F tS8S@St 2F SELR NILADillidnysRBA% Q& SE
higher than Pakistan and is the closest competitor among the 3 countries, while
chy3frRSaKQa SELRNIA Fd !'{ P non o0AttAZY

e) The share of these 60 lines in total T&C exports went up%ypé&tween ATC and
PostATC period, while for China it roughly stayed the same, went down for both
India and Bangladesh. Declining export shares of these 60 items explain the
resistance to the preferential package by the latter two countries.

f) Among all the regional partners, Pstien has the highest share of these lines in total
T&C exports to EU, thus indicating concentration of exports as opposed to more

* The aggregation at-@igit level and preferential access atlj)it level can lead to the differences in
estimates of shares of T&covered at the two levels. It may tend to overstate the share at itligiélevel in
our analysis.

89



diversified base of its competitors. In fact, concentration in T&C exports to EU has

further increased in the PosATC period.

Table 7.1 Exports of Emergency Items to E27

US $ million
TEXTILES
PK CHN IND BD
POST POST POST POST
HSC ATC ATC ATC ATC ATC ATC ATC ATC
52 234.1 422.0 150.4 215.8 147.1 206.1 0.7 1.7
54 3.7 1.5 1.9 51 2.6 2.2 - -
55 11.7 53.3 23.1 85.1 24.0 27.2 0.005 0
TOTAL 249.5 476.8 175.5 306.0 173.7 235.5 0.7 1.7
CLOTHING
61 108.9 132.7 1318.1 | 2598.1 325.1 437.7 114.1 161.2
62 143.2 223.9 1955.6 | 3521.4 | 133.9 178.4 217.9 269.7
63 448.7 491.4 546.8 1221.9 500.1 494 .1 7.7 8.8
TOTAL 700.8 848.0 38205 | 7341.4 | 959.1 1110.2 339.7 439.7
Total T&RC | 950.3 | 1324.8 | 3996.0 | 7647.4 | 1132.8 | 1345.7 | 340.4 | 441.4

Table 7.2t SNOSy Gl 3S {KINBE 2F 9YSNHSyO&®7LiSYaAaQ ¢

TEXTILES
PK CHN IND BD
POST POST POST POST
HSC ATC ATC ATC ATC ATC ATC ATC ATC
52 8.39 12.27 0.74 0.55 2.98 291 0.02 0.03
54 0.13 0.05 0.01 0.01 0.05 0.03 0 0
55 0.42 1.55 0.12 0.21 0.49 0.38 0 0
TOTAL 8.94 13.86 0.87 0.78 3.52 3:83 0.02 0.03
CLOTHING
61 3.90 3.86 6.32 6.44 6.59 6.18 2.93 2.90
62 5.39 7.07 9.39 8.72 2.72 2.52 5.60 4.86
63 2.05 2.34 2.63 3.03 10.14 6.97 0.20 0.16
TOTAL 11.34 13.27 18.34 | 18.19 19.45 15.67 8.73 7.92
Total T&C | 20.28 27.13 | 19.21 18.97 | 22.97 19.00 8.75 7.95

Table7.3 gives the distribution of shares of 60 items in tof&Cexports in the ATC and
PostATCperiod. Note that the distribution is now more skewed towards the higher shares
as compared to ATC period, with number of items with share-@flOpercentfalling from

28 to 17 and items with more than 0.3 percent share have risen from 15 to 27.
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Table 7.3No. of Product Lines in Share BanglATC vs. PosATC

Range of Shares in&CExports ATC PostATC
0-0.1 28 17
0.1-0.3 17 16
0.30.5 3 9
> 0.5 12 18

Table 7.4 Product Lines Whose Export Share in T&C Exports to EU > 0.5%

PK CHN IND BD

POST POST POST POST

No. HSC ATC ATC ATC ATC ATC ATC ATC ATC
1 520819 | 4.022 | 2.885 | 0.053 | 0.032 | 0.087 | 0.030 | 0.002 | 0.008
2 620462 | 2.425 | 4.015 | 3.787 | 4.328 | 1.261 | 1.288 | 4.330 | 3.900
3 520512 1.300 | 1.025 | 0.000 | 0.000 | 0.037 | 0.121 | 0.000 | 0.001
4 611692 1.103 | 1.330 | 0.128 | 0.085 | 0.051 | 0.022 | 0.002 | 0.000
5 621600 1.103 | 1.330 | 0.363 | 0.268 | 0.068 | 0.090 | 0.004 | 0.001
6 620791 1.087 | 1.037 | 0.031 | 0.035 | 0.060 | 0.084 | 0.020 | 0.010
7 610342 | 0.854 | 0.491 | 0.251 | 0.684 | 0.764 | 0.516 | 0.624 | 0.570
8 630710 | 0.836 | 0.971 | 0.182 | 0.267 | 0.231 | 0.605 | 0.009 | 0.005
9 520859 | 0.668 | 0.980 | 0.002 | 0.006 | 0.016 | 0.031 | 0.000 | 0.001
10 520829 | 0.659 | 0.636 | 0.044 | 0.054 | 0.008 | 0.070 | 0.000 | 0.002
11 630790 | 0.638 | 0.412 | 1.024 | 1.152 | 3.781 | 1.722 | 0.002 | 0.002
12 520522 | 0.625 | 0.561 | 0.001 | 0.001 | 0.163 | 0.379 | 0.000 | 0.000
13 611120 | 0.489 | 0.242 | 2.290 | 2.030 | 1.666 | 1.910 | 0.072 | 0.046
14 610332 | 0.488 | 0.503 | 0.127 | 0.178 | 0.048 | 0.108 | 0.106 | 0.114
Total % share 16.297 | 16.418 | 8.283 | 9.120 | 8.241 | 6.976 | 5.171 | 4.659

Table 7.4 lists those product lines amongst the 60 lines whose share was 0.5% or gfreater
G201t ¢9/ SELRNIA G2 9! Ay (GKS !¢/ LISNA2RO®
competitors. Shares of the 10 lines in total exports to EU are the highest for Pakistan in both

the regimes, but increase marginally in the RA3SIC period. The ndly competitor

experiencing an increase in share in these 14 items in total T&C exports is China.

7.3 Product Positioning of 60 T&C Items:

The first row in Table 7.5 gives the global positioning of 60-Hi§itlines. The 60 sidigit
product lines have been positioned for Pakistan (Global RCA), and detailed pvadect
positions of these lines are given in Appendix TiBereare 17 product lines out of a total of

60 lines that are threatened in the global market, 7 saetiles products and 10 of clothing.
Three product lines of clothing are weakened, and the remaining 40 lines to retain their
competitiveness, of which 24 lmeig to thetextiles sector and the remaining 16 to the

clothing sector.
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Bilateral RCAs are computed for Pakistan and its competitor, and documented in Appendix
7C. Based on ATC and PRASIC period, the 60 product lines are positioned into four
categoriescompetitive, threatened, weakened and emerging lines. The numbers of items in
each category and their shares in T&C exports to EU are given in Tables 7.4 and 7.5.
Amongst the 3ltextiles lines, Pakistan is competitive (BRCA > 1) in-R0& and the
difference between PosATC and ATC BRCA is positive) in larger number of lines as
compared to its competitors, whereas India is faced with declining competitiveness in 14

lines. Most of these lines aremerging lines for Chinavhile Bangladesh has the greatest

number of weakened lines. In clothing, the 29 items follow a similar positioning distribution
as in the case dextiles, except China where lines are not emerging or weakened and items

under threat in clothing are double than textiles

In Table 7.6it is interesting to observe that the share of threatened lines in exports of T&C

of respective competitors is highest for India (6.09%), followed by China (5.73%). Therefore

any preferential access tBakistan by EU while upgradingl { A a (0 I y Q dinesitk NB I (i S
competitive or emerging may further increase the threatened lines or their share in T&C

exports for India.

Table 7.5 No. of Items in Different Product Position Categories

RCA TEXTILES CLOTHING
PP C T E W C T E W
Global (PAK) 24 7 - - 16 10 - 3
Bilateral
PAKSTAN 26 5 - - 18 8 1 2
CHNA 8 6 12 5 16 13 - -
BANGLADESH 4 - 7 11 8 8 1 11
INDA 12 14 3 2 10 14 2 3

Table 7.6 Shares in T&C Exports to EU by Product Positions

< % Share im&Cexports to EU
PPoft b 1Aadly PAK CHN IND BD
C 22.25 10.69 12.77 7.09
T 4.86 5.73 6.09 0.86
E 0.001 0.115 0.023 -
W 0.02 2.43 0.12 0.002
Total share (%) 27.13 18.97 18.99 7.95
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However, it is of greater significance &malysehow competitive and threatened lines of

Pakistan are distributed over their various positions in the EU. Preadliset distributions of
F2NJ t F1A&aGlyQa

iKSas

tAySa

NEIA2Y I §

The shares in each positicategory are stated in Table 7.7 below.

O2YLISG A

Table7.7t 23 AGA2YyAYy 3 tF1AaGryQa /2YLISGAGADBS YR
TEXTILES
/| 2YLISGAG2NRQ t2aAdGA2ya 2F t ||
No. of items and Competitive Lines Threatened Lines
Countr i
y|theirT&Cexporti o | - | £ | W ltoral ¢ | T | E | w |Total
shares
No. of Lines 8 4 11 3 26 0 2 1 2 5
% T&C CHN| 0.47| 0.15| 0.08| 0.01 0.7 - 0.06 | 0.00 | 0.00 0.0
CHN export 1 6
P 10. 3.1
share PAK| 3.58| 0.74 | 4.37 | 2.05 74 - 291 | 0.18 | 0.03 5
No. of Lines 10 | 12 2 2 26 2 2 1 0 5
IND % T&C IND | 1.73|1.44|0.02/0.01| 3.2|0.08|0.05( O - Oél
export 10. 3.1
share PAK| 5.55| 4.30| 0.67 | 0.22 74 0.21| 2.91|0.004| - 5
No. of Lines 3 0 6 10 | 19 1 0 1 1 3
0.0 0.0
BD % T&C BD |0.02| - |0.05|0.00 - 0.01| - 0.00 | 0.00 1
export 8.9 3.0
share  PAK| 1.70| - |3.74|3.49 3 | 289 - | 018]000]
CLOTHING
/| 2YLISGAG2NRQ t2aAdGA2ya 2F t ||
No. of items and Competitive Lines Threatened Lines
Countr i i
y | their shares in c T E W | Total ¢ T E W Tot
T&C exports al
No. of Lines 11 7 0 0 18 4 4 0 0 8
10. 5.6
) - - - -
CHN e/()n(T(fLrtC CHN| 8.87| 1.20 07 3.29| 2.39 8
P 11. 1.7
share PAK| 8.05| 3.45| - - 50 1.07 | 0.67 - - 4
No. of Lines 9 7 0 2 18 1 6 1 0 8
IND % T&C IND |2.39|7.16( - |0.01 965 0.13| 5.78| 0.07 | - 55'39
export 11. 17
share PAK| 4.91|593| - |[0.66 5 0.00| 1.70| 0.04 | - 4
No. of Lines 6 5 1 6 18 2 3 0 3 8
BD % T&C BD |2.12|4.94|0.00| 0.01 77'0 0.20 | 0.64 - 0.00 04'18
export 11. 1.7
share PAK| 1.50| 5.50 | 0.50(| 4.0 50 0.15] 1.05 - 0.54 4
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TOodm ! yIfe@aAy3a t | Theatenedlides / 2 YLISGAGA GBS | yR

(A) TEXTILESNES (31)

a tF1A&adl yQ aitextdsd nesdb indsk @ S

¢tKSaS fAYySa O2YLINARAS mnedrm: 2F tlF1AadlyQa ¢s9
0.71% for China. Bangladesh exports onlyted@iles items out of 26, ad these make up
yogpor 2F tl1A&a0yQa SELRNIA& (G2 9! YR 2yf @

tFr1Aadlry Kra y tAySa Ay 02YY2y GAGK [ KAYl A\
competitive (Table 7.8). India has 10 such lines and Bangladesh only & Ro$kATC
LISNA2RX GKS 3INBFGSad ydzyoSNBR 2F tlhilAadlyQa

threatened for India (12) and weakened in the case of Bangladesh (11).

Table7.8t I { A&l yQaTextiesrindSvuishA@M IS/ 2 YLISGAG2NBEQ t 2

Country PP tF1Aall yQaText2svindS G A G A @
Competitive | 220811, 520821, 520829, 520839, 520939, 551311, 5512
P 551341
STV Threatened 520542, 520812, 520822, 520922

520522, 520523, 520524, 520532, 520852, 520859, 520¢
520912520932, 540782, 550953

Weakened 520512, 520813, 520919

520512, 520522, 520523, 520524, 520532, 520829, 520¢

Emerging

CEEEITE 520859, 550953, 551341

NDIA hrentened | 520542, 520811, 520812, 520813, 520821, 520822, 520¢

520912, 520919, 520922, 5407851311
Emerging 520839, 551321
Weakened 520932, 520939
Competitive 520811, 520813, 520821
Threatened -
BANGLADESH  Emerging 520512, 520522, 520829, 520839, 520859, 520932,

Wenkenod | 520523, 520812, 520822, 520852, 520911, 520912, 520¢

520939,521112, 551311, 551341

b.t I TA&GLF Yy Qa&extife&liNg 5% Sy SR

¢tg2 2F tF{1AadlyQa GKNBIGSYSR tAySa INB |faz
(520819, 520929), while there is no threatened line in case of Bangladesh (Table 7.9). Most
of the textiles lines are weakened in the case of Bangladesh. Amongsbtithreatened

textiles lines of Pakistan, there is 1 emerging for all competitors (520851) in case of
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Bangladesh and China, and 521112 for India), 2 weakened for China and 1 weakened for
Bangladesh. India is competitive in 2 lines, and Bangladesh i .ofhe total share of each
competitor country in their T&C exports to EU is less than 0.5%. However, For Pakistan,
GKSasS tAySa YIS dzJ oodmu: 2F tl1A&0l yQa SEL
amongst these lines are the two threatened lin@sMJ LY RA L YR [/ KAYIl =X A ®S
¢g/ SELRNI& FNB LR2airAldA2ySR a WIiKNBFIGISYSRQ 1
O2YLISGAGAGS Ay 2yS fAyS GKIG F2N¥a nwoyd: 27

Table 7.9t I 1 A&l Yy QaTextidsNBIViSEEIASR / 2 YLISGAG2NBQ t 22

Country PP tF1AalGl yQaTextiésNdgd (1 Sy ¢
Competitive -
Threatened 520819, 520929
CHNA Emerging 520851
Weakened 521112, 540781
Competitive 520851, 520929
INDA Threateped 520819, 540781
Emerging 521112
Weakened -
Competitive 520819
Threatened -
BANGLADESH Emerging 520851
Weakened 521112

(B) CLOTHING LINES (26)
atllAadlryQa O2YLISGAGAGS Ot 20KAYy3 tAYSa owmy

These lines are of the greatest concern for Pakistan and the three regional competitors since
for each of these countries, these lines comprise the greatest share in T&C exports to EU
FyY2zy3ad GKS cn fAySaod ¢KS | R®E $oHoived HKChiNGS A &
(10.07%), and India (9.56%) and Bangladesh (7.07%).

There are two lines (611692, 630492) in which only Pakistan is competitive amongst the
four countries. All the four countries are competitive in the export of two lines, i.e. 610332
and 610990. China has a strong BRCA for all lines since 11 lines are competitive and
remaining are threatened. India too has strong BRCAs in all lines except for 611212 and

cMmemn® [/ 2YLISGAG2NRQ LIaAGAZ2Yya KIFI @S 0SSy 3IAAL
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Table7.10Pal Aa Gl yQa /2YLISGA&GOKS [/ eYLWKAVA2 NRGSH?2

Country PP tlF1AadlyQa [/ 2YLISGAGACL
Competitive 610120, 610332, 610831, 610990, 611610, 620343, 620
620791, 620891, 630260, 630710
CHNA Threatened 611212, 611692611693, 620422, 621600, 630399, 6304
Emerging -
Weakened -
Competitive 610332, 610990, 611693, 620343, 620422, 620791, 621
630399, 630710
INDA Threatened 610120, 610831, 611692, 620462, 620891, 630260, 63C
Emerging -
Weakened 611212, 611610,
Competitive 610332, 610831, 610990, 611212, 620422, 630399
BANGLADES| Threate_ned 610120, 620343, 620462, 620791, 630260
Emerging 611610
Weakened 611692, 611693, 620891, 621600, 630492, 630710

b. t | { A &hidatgn@diclothing lineg8)
Concessions on these lines to Pakistan would also raise concerns especially for India and
China, since they form 5.98% and 5.68% of total T&C exports to EU. For Pakistan, these form
1.74% of T&C exports to EU. Six of these lines are threatened irafizeod India, while
China has 4 threatened lines. It may fear an increase in threatened lines if Pakistan turns
competitive after tariff concessions in the exports of these lines to EU. All four countries are
threatened in the export of two lines, i.e. 6120 and 630391. China is competitive or
threatened in all clothing lines, implying that it is competitive in the exports of clothing lines
that have been granted a concession. India is competitive and emerging in 1 line each and
faces threats in 6 lines.

Table7.11t F {1 A& dFyQa ¢ KNBI G-3FSR // £ RLUIKAN B2 NE § Sta2

Country PP tF1{AadlryQa ¢KNBFGISYySR
Competitive 610342, 621142, 630392, 630790
CHNA Threate_ned 610721, 611120, 630291, 630391
Emerging =
Weakened -
Competitive 630291
INDIA Threatened 610342, 610721, 611120, 621142, 630391, 630790
Emerging 630392
Weakened -
Competitive 610721, 630392
BANGLADES! Threate_ned 610342, 611120, 630391
Emerging =
Weakened 621142, 630291, 630790
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If POostATC threatso Indian exports are due to higher per unit tariff inclusive price, then the
Ll2aaAoAfAde SEArAaGa GKEFEG tlF1AadlyQa GKNBIGS,

advantage and edge out Indian exports to EU.
7.4 Competitive Pressure of 60 Product Lines

In Appendix 7H, we give the ATC and RPOBC individual ECPIs for 60 lines calculated for

each of the regional competitors. In addition we also calculate RECPI for the same number

of items (see Appendix 71). We observe that there are 46 product lines ichviidia and

/| KAYlFQa O2YLISUGAGADGS LINBaadaNS KIS AyONBIF asSR
direct competition with Pakistan exports to EU in the PASC period. For Bangladesh,

there are 26 lines in which competitive pressure has increasdlde PostATC period. The

following summary view in Table 7.12 indicates that in the 3% period, Chinese exports

worth US $ 77.20 million are in direct competition with Pakistani exports to EU as compared

to US $ 27.56 million in the ATC period.e Bimount of Bangladeshi export that are in direct
competition with Pakistani export have also doubled to US $ 7.0iomin the PostATC

period.

¢KS NBadzZ Ga F2NJ w9/ tL Ay ! LIISYRAE 1tL NB@GSI f
greater than uiity in the POStATC period but less than unity in the ATC period. For India
there are 8 such lines, and for Bangladesh, three. In Table 7.12, the RECPI is given at an
aggregate level for all 60 items, indicating the number of times the pressure has edreas

due to exports of regional competitors in P&STC period. The resutirrors ECPI, with the

highest increase in pressure from China.

Table 7.12ECPI and RECPI of Emergency Items

CHN IND BD
ATC PostATC ATC PostATC ATC PostATC
ECPI ($ MLN) 27.56 77.20 4.70 6.59 3.64 7.01
RECPI 0.969 2.296 0.164 0.195 0.126 0.212

A summaried form of the Appendix 7J is given in Table 7.13 below, in whaigitlevel
codes of the products that would receive emergency preference are aggregated to the 2
RAIAGD fSOStd ¢KS ND dakiled axpordsdud RS BUI facé freéater t | { A

competitive pressure in the Po#TC period from all the competitors, especially
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Bangladesh, where competitive pressure has escalated by 641.44%, the whole increment is
attributable to cotton exports of Bangladesh. However, the greatest threat in clothing is
posed by China, where competitive pressure has grown by 175.82%, followed by
Bangladesh. Overall, China poses the greatest threat since competitive pressure faced by
exports of the 60 lines of Pakistan has gone up by 175.9%. Competitive pressure has
declned in the case of subector 54, while in the remaining stgectors, competitive
pressures have strengthened. Amondsktiles subsector 55 faces the greatest pressure

(an increase of 826.09%), and amongst clothing, greatest competitive pressure has bee
faced by suksector 62 (an increase of 215.92%). However, ovematljles faces greater

competitive pressure relative to clothing.

Table 7.13 Export Competitive Pressure Index (ECPI) of Emergency Items

TEXTILES

9/t L 6bQANND ECPI ($ MILLION

CHINA INDIA BANGLADESH| | POST

POST POST POST ATC

HSC ATC | ‘atc | ATC | a1c | ATC | atc | TOTAY totAL

(1) (2) (3) (4) (5) (6) (1+3+5)| (2+4+6)

52 38341 | 817.15 | 209.80 | 748.82| 1.94 | 1442 | 060 | 1.58
54 099 | 075 | 1.03 | 032 0 0 0 0
55 18.03 | 313.60 | 21.57 | 53.15 | 0.01 0 004 | 037

TOTAL
TEXTILES 402.43 1131.50 232.40 802.29 1.95 14.42 0.64 1.95

(A)

CLOTHING
61 2995.69 | 5056.92 | 704.33 | 701.87 | 248.67 | 319.67 ) 3.95 6.08
62 15071.90| 51734.19 1184.50| 2750.37| 3000.75| 6353.02] 19.26 60.84
63 9551.72 | 19388.30| 2620.25| 2321.02| 384.27 | 390.93 | 12.56 22.10

TOTAL
CLOTHING 27619.31| 76179.41| 4509.09| 5773.25| 3633.69| 7063.62] 35.76 89.02

(B)

TOTAL
T&C (A+B) 28021.73 77310.91 4741.49 6575.54 3635.63 7078.04] 36.40 90.96
% CHANGH 175.9 38.68 94.69 149.91
RECPI:

Productks AaS w9/ tL KIFI@S 06SSy 3IABSYy Ay | LIWISYRAE
relative to Pakistan in 1textiles products out of a total of 3iextileslines in the PosATC
LISNAZ2R® Ly Of20KAYy3AZ [/ KAYlFQad (GNIRS NBflFGADS
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YS 60A33ASNI AY orT

¢Kdza> [/ KAYlFQa GN}XYRS Kl & o 2
fAySao . Iy kieRged KQ (0 NI

textiles products, and in 16 clothing pRodzO (i

only in 6 lines and in clothing, only in 11 lines.

A more aggregated sutector level RECPI is given for the three competitors in Table 7.4.
Competitive pressures from all competitors have grown in allsediors except subector
55, where pressure has escalated with respect to China only. Pressuresegtbct to
China have intensified in stdectors 61 and 62. Pakistan faces greater competitive pressure
in clothing as compared ttextiles since RECPI jumps from less than unity to greater than

unity.

Table 7.14 Relative Export Competitive Pressuhedex (RECPI) of Emergency Items

TEXTILES
CHN IND BD TOTAL
POST POST POST POST
HSC ATC ATC ATC ATC ATC ATC ATC ATC
52 0.098 | 0.209 | 0.053 | 0.191 | 0.001 | 0.004 § 0.051 | 0.137
54 0.171 | 2.013 | 0.177 | 0.848 0 0 0.174 | 1.430
55 1.300 | 1.714 | 1.556 | 0.290 | 0.001 0 1.035 | 0.710
TOTAL
TEXTILES 0.102 | 0.276 | 0.059 | 0.196 | 0.001 | 0.004 § 0.054 | 0.162
CLOTHING
61 5337 | 7510 | 1.255 | 1.042 | 0.443 | 0.475 | 2.345 | 3.009
62 9.309 | 11.711| 0.732 | 0.623 | 1.853 | 1.438 | 3.965 | 4.591
63 0.419 | 0.792 | 0.115 | 0.095 | 0.017 | 0.016 § 0.184 | 0.301
TOTAL
CLOTHING 1.106 | 2575 | 0.181 | 0.195 | 0.146 | 0.239 | 0.478 | 1.003

TOTAO&C 0.969 | 2.296 | 0.164 | 0.195 | 0.126 | 0.212 § 0.420 | 0.903

7.5 Jummary of Findings

a) This chapter extends the analysis of the preceding chapteartalyset I { A &G y Qa
position visa-vis its regional competitors in those&Citems on which EU agreed to
temporarily allow free market acces® help uplift the economy from the adverse
effects of 2010 floods. However, the chapter carries out the analysis at-di$t 6
level. Thus, there are a total of 60 items at thealigit levd (31 textiles and 29
clothing).
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b)

d)

f)

Average exports of 60 lines increased by over 30% between the two regimes for
Pakistan, more than 100%, 30% and 20% for Chirsgl&deshand India
respectively. However, share of 60 lines in toféCincreased by 7ercertage
points between the two regimes for Pakistan, remained unchanged for China, while
it fell for India and Bngladesh Amongst the four countries, the exports share in
total T&Cto EU is the highest for Pakistan (27.13%), implying greater export

concentraion within the T&Csector in just a few product lines for Pakistan.

Global RCA is computed and positioning of the 60 items reveals that there are 40
competitive lines, 17 threatened and 3 weakened. Amongst 40 competitive, 24
belong totextilesand 16 areclothing. Seven lines d¢éxtilesare threatened and the

remaining threatened lines arfieom clothing.

To analyse how 60 lines of Pakistan are positione@-vis its competitors in the EU
market, BRCA is used. In case of Pakistan, 44 are competitiv2.2% share in
T&Cexports to EU of which 26 atextilesand 18 clothing Threatened lines are 13
with share of 4.9% share in T&C export to EU.

For Pakistan, the clothing lines comprise 13.27% of T&C exports2@ kElthe Post
ATC periodt | {1 A A2 Y MOEA O2NBRQ YIFIAYy O2yOSNYy €AS
India and China, these comprisé&.6® and 8.19 of T&C exports to EU

A

respectivelyin the POStATC period . | y3f F RSAKQa 3ANBIFGSNI O2y

tF1AadlryQa 02 YLISisa dher@ S stifiet @imgetkigd terfshof S & @
export value to Elmongst the fouregional competitorst y t I {1 Aadl yQa

clothing lines.

ECPI reveal that competitive pressure for Pakistan in exports of 60 lines to EU has
increasednotably from Chia in the PostATCso that a waiver would ease the

pressure for Pakistah&Csector. Greatest threat is from China.

The above analysis also provides ball park estimates of likely benefits accruing to
Pakistan from the emergency trade concession. Theseefiienare calculated
assuming that competitive pressure or threat to exports emanates from tariff rates.

Direct competition in exports is given by ECPI, and equals US $ 92 million. If one
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FadadzySa GKIFG O2YLISIAG2NBQ &K lbiNBpiuredlyy t ] A
Pakistan due to price tariff concessions filtering to final sale price, the estimated

OSYSTAU A& !''{ P Hpp YAtfA2YyDd ¢KS LJ2&aaAic
O2YLISGAGAGS tAySa YIFeé OF LJid2NB ofEUyRlds SEA & (

an additional estimate of US $ 115 million.
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CHAPTER 8: POLICY RELEVANCE AND THE WAY FORWARD

tAia 6Stf R20dzYSYydSR Ay @I NA2dza &addzRASaE 2y
concentrated in products and markets. This report further documents the evidence that in
PostATCperiod, theT&Cexports of Pakistan not only continued to follow the Af&hds

and profile, but product and spatial concentration of Ti&Cexports increased slightlyin

era of relativelfliberalised trade, competition has intensified for thousand B&Cproducts

and among many established players and new entrants to caghe market share. Thus
informed policy interventions are needed on a continued basis at the industry/product
level in order to remain competitive, increase diversification and respond to ever changing

international, regional and Hateral trading envonment. However, for informed decision

making,a crucial prerequisite for effective targeting of interventions at the industry/firm

level or at the competitor/market level is the availability of frequently updated data

base/report card of competitive péormance of individual products, globally, in selected

export markets and among competitors to trade and industry specialists, practitioners and

trade strategists The present study fills this crucial void in the databas&8a&fexports at

the product level by assessing their export performance in ATC RostATCperiod and
positioning a majority of product lines into competitive, threatened, emerging and

weakened lines.

How are the database of identified products and their positioning in this stuldyeceto,
relevant to or contribute to the policy formulation for increasing and diversifyii®C

exports in the country?

2. Input to Mapping Exercise The study provides a filtered set of products in terms of

importance in exports, markets and regionahgeetition that can be or need to be
mapped onto the industry and firm level. The mapping matrix will provide a starting
point for the identification of industry/firms involved in the exports of the identified
products as per their competitive status, diteon and volume of exports.

3. Indirect Input into Intervention and Implementation Matrix: The mapping matrix

in A) abovefacilitates the construction of a blueprint matrix for interventions at the
industry and firm level by type of interventions. Thaseiventions can be

i) Policiesat the macro level, i.discal, monetary, exchange ratetc.
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i) Structural, i.e. techniques of productipnorganistional structure Ilabour
productivity, etc.

iii) Trade facilitation including marketing,

iv) Aid for trade

v) Tradenegotiations

Facilitate Prioritig@tion: In an environment of limited capacity and resources to

implement interventions, this data base of filteréld&C products can facilitate in
prioritisation of products in terms of export pressure, threats and markets fo
effective intervention in terms of greatest bang for the buck or plucking low hanging
fruits.

Improving the Quality of Sakeholder Gonsultation: The positioning of products in

the competitive spectrum provides an early warning check list that calisformed
stakeholder consultation among private sector trade and industry bodies,-semi
government and government institutions and relevant ministries for strategic trade
policy decisions and interventions.

Tool for Monitoring and Evaluation The data lse in this report card at the product

and market level provides a benchmark for intemporal tracking of the
competitiveness with respect to markets of US and EU as well as among regional
competitors. In particularif an intervention framework is desigd around 120
threatened or 29 core threatened identifigatoducts;it will provide a benchmark to
evaluate the effectiveness of subsequent policies and interventions at the
industry/firm level. Moreoveras comparative advantage is a dynamic concep, t
vulnerability in competitiveness of individual products over the international trade,
commodity price and economic cycles can be monitpestl cyclicathangesan be
isolated from structural changes in the RCAs.

Tool for Trade Negotiations and Diplaaey: Positioning of productacross markets

and competitors in the report provides an informed basis for trade tiagws in
international and dateral negotiating forums to fine tune their negotiating skills and
approaches to the advantage of the comntThe positioning of product lines in this
study can help to inform our trade strategists the extent to whilsind party PTAS,

(e.g.EUIndiaFTA are likely to benefit or capture our sharesli&Ctrade lines.
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In addition each set of product lines s#fied into competitive, threatened, and emerging

has the following specific policy relevance:

8. Competitive Products

I.  The industry/firms mapped by competitive products can be used as model entities
to study/replicate their oganistional structure, marketing and production
strategies. These structures can be modified for application in threatened and
emerging product industry/firms.

il. In negotiating dateral Preferential Trade Arrangements, if the partner country is
not a majorT&Ccountry, these products can be included in the positive or excluded
from negative list as competitively priced exports from Pakistan will generate
consumer surplus in the importing partner country.

iii. In case the partner country has sizeall&Csector, efforts can be made not to
AyOf dzZRS GKSY Ay WwaSyairldAao@dSQ tAad I yRk2NI

9. Threatened Products

I In-depth  studies of industry/firms identified by creating threatened
product/industryfirm mapping will create arinformed data base for targeted
interventions and stakeholder consultation. In the first pha&@core threatened
products identified in this report should be selected.

il. During negotiations of PTAs, efforts be made to include the 29 core threatened
lines in positive or exclude them from negative list in order to increase preferential
market access.

iii. In case the partner country has a sizeable domestic production of these core lines,
efforts can be made to include some lines from the other 91 threateiteus in
preferential arrangements to increase market ass@nd diversify our exports.

iv.  The identification of threatened lines in this study will enable the trade officials to
flag the adverse impact of third party PTAs on our exports and strengthecatbee
for a preferential agreement with any of the third party partners.

v.  Moreover, the identification of competitors in our threatened lines should be taken
as an opportunity to study in detail their industry and export strategies with regard

to these Ines.
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10.

Emerging Products

The identification of emerging products in this study and their ultimate mapping
onto respective infant industry/firms will help trade policy makers to evaluate the
existing set of interventions to assess if more feasible ingestican be given in
order to generate competitive and sustainable exports in these lines.

Efforts also be made to assess the world demand, export potential and competitive
pressures in the longun to create a diversified export base.

As with other paitioned products, trade officials should negotiate and ensure
preferential market access to these emerging products in PTAs and FTAs.

The identified emerging product lines can be flagged in stakeholder consultations as

potential exports items for new nikets.
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