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A Note on the Export Performance of Bangladesh During the
Recent European Recession

M. A. Taslim Amzad Hossain

Department of Economics, University of Dhaka, Dhaka 10Ghdadesh

Abstract

The recent recession in the European Union (2012-13) aelyeaffected the export trade of a large number of
countries. However, the export performance of Banglades nelatively stable. This note provides evidence in
support of the hypothesis that one of the main reasons fogdloe performance is the composition of the export
basket of the country that contains mostly manufacturedwmer goods.

1 Introduction With EU import actually falling, the outlook is not bright
for this year.

A subprime mortgage crisis in the housing sector of the powever, all the countries that export substantially to
United States in 2006-07 brought about a financial metyy.27 did not suffer equally during the recession. Some
down, which in turn led to a deep recession in the weglyntries actually enjoyed fairly robust growth in export
ern world during 2008-09. The USA recovered well fromarings from Europe during this period. Bangladesh is a
that recession, but the European Union (EU) did not faggse in point. Its export to EU increased by about 7 per-
as well; its recovery was both lukewarm and short-livedgent in 2012. This compares rather well to the large reduc-
It fell into another recessionary spell toward the begignifions in export suffered by major exporting countries such
of 2012, which is still continuing. However, the depth Ofs those shown aboveA similar situation had also pre-
the current recession is much less severe than the previgyjgq during the global recession of 2008-09 when im-
one; its economy shrank by 0.4 percentin 2012 (Figure it of most developed countries including both USA and
Itis expected to shrink a further 0.2 percentin 2613. gy nosedived. Bangladesh experienced modest growth
Import of EU, being strongly related to the health o3 export to EU and USA, but the exporting giants of the
the economy, decelerated with the decline in the GDP. TWerld experienced a sharp decline in their export revenue.

growth rate of EU import had jumped from an abysmal 22 The reasons behind the relatively good export per-
percent decline during the previous recession (2009) tgomance of Bangladesh during the 2008—-09 global re-
whopping 24 percent growth in 2010. However, the ingession became a subject of much public controversy in
port growth rate decelerated to 13 percent in 2011 andg@ngladesh. This paper revisits the controversy and ex-
less than 4 percentin 2012. Butimport actually fell thergmines if the explanation advanced by Taslim (2010) for
after, and during the first nine months of 2013 the Vallﬂﬁe stable export performance is Supported by the more

of EU import declined by more than 5 percent of what fecent data on its export trade with EU which is currently
was during the corresponding period of 2G12. in a recession.

Since EU is the largest export market of the world,
a deceleration of EU income has a significant negatiyve . . .
impact on the export earnings of the rest of the worlé Theoretical Considerations and
Forecasts for the EU economy are not encouraging. With Empirical Evidence
unemployment at record high levels and the economy ex-
pected to further shrink in 2013, it might take considerabléne surprisingly good export performance of Bangladesh
time to recover from the current economic crisiExport at the beginning of the 2008—-09 global recession led
earnings of many of the major exporters to EU such asme people to hypothesize that consumers are compelled
Brazil, Canada, China, India, Japan and Australia fell fo switch from more expensive to cheaper goods dur-
2012 at varying rates (Figure 2). Indeed about half of tlreg times of economic difficulties. Since Bangladesh ex-
exporters to EU suffered negative import growth in 201gorted mainly cheap basic goods, such as basic apparel
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items, it gained as the consumers in recession-hit westernThis is also borne out by the pattern of EU import in
countries switched to Bangladesh as a source of importe€ent years. The Commaodities whose imports have de-
cheaper goods. clined most during the current recession (2012) are mostly
Taslim (2010) took a critical view of this hypoth-"on-consumption goods. Table 1 shows the top-20 com-
esis and attempted an alternative analysis of the r&3dities (by HS code at 2-digit level) that suffered the
sons behind the relatively stable export performance 8fgest decline in import growth. It will be seen that only
Bangladesh in the European and US market (which &3 0f these HS codes could be said to represent consumer
count for more than 85 percent of its total export) durir@gP0ds- Significantly, the import of these commodities had
the global recession of 2008-09. He refuted the che@g0 Suffered badly during the previous recession. How-

goods hypothesis above as being flawed and inconsis@ff during the intervening two years, when the economy
with data. He invoked the well-known theories of cof¥as out of recession, their import had bounced back very

sumption to advance the proposition that the secret goustly.

hind the stable export performance of Bangladesh lay in When the foregoing argument about the nature of the
the composition of its export basket and the nature of themand for consumer and non-consumer goods holds, we
demand for different types of commaodities. should find countries with a large share of consumption

The theories of consumption suggest that the demdipds in their export basket experiencing less severe fluc-
for consumer goods is determined by permanent or |ﬁ@.tions in their eXpOI’t eal’ningS over the business CyCIe.
cycle income rather than the actual income (Ando afiégure 5 below shows the scatter plot of the share of con-
Modiglianni 1963, Friedman 1957). However, the déumption goods in total export basket of 159 countries
mand for non-consumer goods such as raw materials, #ainst the fluctuations of the growth of their exports,
termediate inputs and capital machinery are more direc#y Measured by the standard deviations of their export
related to the current level of consumption, investme@fowth during 1999-2012. There is a pronounced neg-

and export, and hence, depends on current productiorfBye relationship between the two variables. The slope
income. coefficient of the regression line fitted to the data is neg-
The permanent (or life cycle) income, being in the n(,;fil_tlve an_d highly significant. It suggests_that 1 percent in-
. : . crease in the share of consumer goods in the export basket
ture of a trend, is typically less than the actual income . o
i : . o réduces export instability by 0.25 percent.
during economic booms when income is higher than its _ .
normal level and greater than the actual income during The analysis above clearly suggests that countries
slumps when income is lower than normal. This impliegith export baskets dominated by consumer goods will
that permanent income fluctuates less than the actuallig-relatively stable while those comprising mostly non-
come. Consequently, the demand for consumer good§@§sumption goods or producer goods will suffer from
likely to fluctuate less than the current income, i.e. tiggeater mstgblhty. We suggest herein lies the main reason
elasticity of demand for such goods with respect to of$r the relatively stable performance of the export sector

served income will be relatively low. This is clearly bornéf Bangladesh.

out by Figure 3 which shows (year-on-year) quarterly real The composition of the export basket of Bangladesh
GDP and consumer expenditure growth in EU. The af-shown in Figure 6. Almost 98 percent of the export
plitude of fluctuations of growth of consumer spending isf Bangladesh to EU comprises consumer goods. Most
far less than the variations in real GDP growth. of these are manufactured goods such as apparels. This
If there exists a stable relationship between the irparticular characteristic of the composition of the export
ported and domestic components of a tradable goodbasket of the country implies, according the hypothesis
postulated by Armington (1969), then the import of commentioned above, that its export will suffer less during a
sumer goods such as apparels should fluctuate less tiga@ssion than the export of a country that sells overseas
the import of non-consumer goods such as iron and ste@stly non-consumption goods. Thus, the composition
since the demand for the latter, which are producer goodéthe export basket of Bangladesh can be said to be one
responds to current production or income. of the main driver of its relatively good performance in

Figure 4 shows the growth in EU import of goods ngporting to EU during the last as well as the current eco-

broad economic category — consumer goods, intermiMic slumps in Europe.

diate goods and capital goods — during the last several A large part of the export products of important trad-
years. It is rather evident that import demand for comg nations of the world such as China, Australia and
sumer goods has lower amplitude of fluctuations than tid@pan etc. are non-consumption goods (see Table 2). As
of the non-consumer goods. Thus the pattern of impestplained above, the demand for such goods tends to fluc-
demand of EU appears to be supportive of the contentitoiate with the current state of the economy. Hence, the ex-
above. ports of most of these countries to EU suffered relatively
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Table 1: EU import growth by 2-Digit HS Code, 2008-2012

HS Code  Product 2009 2010 2011 2012
(O CORNCORNC))
79 Tin and articles thereof —46 87 33 -26
52 Cotton -21 33 22 -23
72 Iron and steel -61 58 30 -23
78 Zinc and articles thereof —-37 87 -5 21
75 Nickel and articles thereof —54 107 10 -19
18 Cocoa and cocoa preparations 17 14 9-15
51 Wool, fine or coarse animal hair -38 49 36 -14
66 Umbrellas, walking-sticks -12 19 11 -13
88 Shlps_,, boats and 9 60 -37 13
Floating structures
40 Rubber and articles thereof -28 47 33 -12
77 Lead and articles thereof —38 56 11 -12
74 Copper and articles thereof —42 57 22 -1
26 Ores, slag and ash —46 85 20 -1
55 Man-made staple fibers -21 30 20 -10
o5 Salt; s-u_lpher; earths and _a4 32 15 10
stone; lime and cement
76 Aluminum and articles thereof —-41 56 18 -9
48 Paper and paperboard; _8 11 2 9
Articles of paper pulp
94 Toys, games and sports requisites; _15 4 1 _9
Parts and accessories thereof
17 Sugars and sugar confectionery -13 0 66 -8
63 Other made-up textile articles; sets; _5 17 10 _8

worn textile articles; rags

Source:Eurostat

Country 2009 2010 2011 2012
Bangladesh 98 97 97 98
Japan 8 7 7 7
China 39 34 34 34
India 39 33 31 30
Australia 16 12 10 10
Brazil 17 13 12 12
Canada 10 9 8 8

Source:Eurostat

Table 2: The share of consumer goods in total export to EU
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Figure 4: Growth rates of import of EU by broad economic category
more during the recession as shown in Table 1. parel, a consumer good, withstood the EU recession well,

3 Competitive Strength

and hence, the growth of total export was also fairly ro-
bust.An important feature of the time trend of apparel im-
port of EU from Bangladesh and the rest of the world is

While the predominance of consumption goods, espgBat the share of Bangladeshi apparel in total EU apparel
cially apparels, in the export basket explains the rel#@port has been increasing steadily over a long period.
tive stability of export earnings of Bangladesh over tHaut the rate of increase accelerated sharply since 2007.
business cycles, it does not fully explain why it has outhe share was 7.6 percent of the total EU apparel im-
performed many other countries including the major eRort from the rest of the world in 2007, but by 2012 it

porters of apparels to EU over a fairly long period. Obvjumped to 12.7 percent. Bangladesh is now the second

ously other factors were at play.

largest source of apparel import of EU behind China.

Since nearly nine-tenths of the total export of Such afeatrequiredthat apparel export of Bangladesh
Bangladesh to EU comprise clothing items (HS61 amow considerably faster than the growth of EU import of

HS62), the growth of total export of Bangladesh closepparels. This was indeed the case. Apparel export of
follows the growth of apparel export. The export of aBangladesh to EU far exceeded the growth of EU apparel
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import during each of the last five years. Since the recq&cknow|edgment

sion of 2008-09 Bangladesh apparel exporters also out- )

performed most other competing exporters, especially thige authors wish to gratefully acknowledge the comments
major competing exporters such as China, Turkey, Ind{}d suggestions of two anonymous referees.

Vietnam and Pakistan.

The competitive strength of Bangladeshi apparel eE—nanteS
porters derives from the innovativeness of the domesfifroughout this paper EU refers to the 27 countries in the
entrepreneurs, duty-free access to developed country ig&fropean Union, i.e. EU-27 iurostat
kets (except the USA), and_ most importantly an abundantl' UNCTAD (2013), p.1-2.
supply of cheap labor, which allow the exporters to of- . .
fer prices for apparel products much cheaper than that- Since December 2012, EU import decreased every
offered by the exporters of competitor countrieSev- month Ve?‘r'o”'¥eaf- )
eral surveys have found the labor cost to be the lowest3- Nttp://business.time.com/2013/05/03/eu-predicts-
in Bangladesh even in comparison to other least devel- ~€urozone-recession-to-continue-in-2013/ (IMF
oped countries such as Cambodia. Accordinguoostat 2013).
data, the cost to EU of import of apparel per kilogram is 4. EU import payments increased by 3.7 percent in
the lowest when sourced from Bangladesh. The compet- 2012, butimport volume declined by 12.8 percent.
itiveness of the apparel industry of Bangladesh and the5. Eurostat
composition of the export basket worked together to keep6. See Taslim and Haque (2010) for more on this is-
the export earnings of the country buoyant during the re-  sue.

cessions. 7. See Kenen and Voivadis (1972), MacBean (1966).
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