United Nations Conference on Trade and Development

Erosion of trade preferences in the post-Hong Kong
framework: From ''trade is better than aid'' to "aid
for trade"

United Nations
New York and Geneva, 2007



Executive summary

The slow pace of the Doha Development Agenda (DDA) provides a window of opportunity for
considering the possible implication of preference erosion once the DDA concludes. Trade preferences
proved to be a difficult negotiating subject during the Sixth Ministerial Conference of the World Trade
Organization, held in Hong Kong (China). Although there has been progress in widening the scope of
trade preferences for least developed countries (LDCs), the issue of erosion of trade preferences remains
to be defined and addressed to the satisfaction of a number of developing countries. A close analysis in
this study concerning the measures in favour of LDCs as a result of the duty-free, quota-free initiative for
at least 97 per cent of products reveals that actual preferences granted by the European Union (EU), the
United States and Japan under their respective initiatives already meet requirements. This means that
current product exclusion, notably textile and garments for the United States and some agricultural
products for Japan, may remain unaltered, even in spite of recent improvements. Despite a proposal by
LDCs , there has been no substantive progress in liberalizing the restrictive rules of origin that continue
to affect the utilization of trade preferences granted to LDCs especially those granted by the EU under the
Everything But Arms initiative in the textiles and clothing sectors.

This study begins with the assertion that preferential trade flows detected under the country/tariff lines
approach may be relatively small, but may have significant poverty implications. It provides examples of
linkages and pinpoints which country and products are benefiting most from recent preferential market
access initiatives in favour of LDCs by the EU, Japan and the United States. It shows that the benefits of
trade preferences are heavily concentrated on a relatively small number of product/country pairs, and
highlights the possible consequences of multilateral tariff negotiations for trade preferences and
preferential margins. The study underscores the significance of the value of trade preferences granted by
the EU, the United States and Japan for the LDCs. This value represented in 2004 approximately $800
million for utilized preferences in terms of revenue forgone i.e. The non-collection of the duties that
would otherwise be levied on imports from LDCs. To put this in context, the total value of revenue
foregone over a five-year period may be equivalent to an estimated $4 billion for the European Union, the
United States and Japan ($800 million * 5 years = $4 billion). As a matter of comparison, this exceeds
by far the $200—400 million indicated in a World Bank/IMF paper presented in the Development
Committee to finance the Enhanced Integrated Framework (EIF). Moreover, it should be noted that the
$200-400 million of the EIF is to be spread over a five-year period, and that a part of that amount is
expected to finance the EIF secretariat.

The study also discusses the magnitude of the erosion of preferential margins for products from LDCs
that have most effectively utilized trade preferences. Some LDCs and vulnerable countries may be
expected to suffer a decline in their exports to the QUAD countries (Canada, the EU, Japan and the
United States) following trade liberalization at the most-favoured-nation level. Other countries that do
not rely on trade preferences or are not utilizing them effectively may stand to gain from multilateral
tariff liberalization. This study discusses the recent Aid for Trade Initiative and the EIF as initiatives for
possible frameworks for measures that may be enacted to alleviate and mitigate the possible trade effects
of the erosion of trade preferences for some LDCs' products/pairs. Given the impact that preference
erosion may have on poverty and the household income of workers in the industries or sectors potentially
affected, a remedial strategy could be addressed through insertion in the Poverty Reduction Strategy
Paper process. To this end, the study concludes by recommending that the lessons learned in the
previous phases of the Integrated Framework and other trade-related technical assistance at the bilateral
level should guide the international community, currently engaged in designing the operational features
of the EIF and Aid for Trade. In particular, sound operational mechanisms and effective approval
procedures have to be established at the country level and in the EIF secretariat to ensure a quick and
effective disbursement of available funds under the EIF.
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Introduction

1 Until recently, trade preferences were part of and instrumental in the paradigm
that trade is better than aid.’

2 The original objectives of the Generalized System of Preferences (GSP) were
(a) to increase export earnings; (b) to promote industrialization; and (c) to accelerate
economic growth. Trade preferences were expected to serve as a catalyst in
triggering virtuous circles leading to higher exports and revenues, increased supply
capacity and, ultimately, economic growth.

3 Although success stories have been recorded, mainly in South-East Asia,
where successful GSP utilization has been made possible thanks to Asian beneficiary
countries' increased supply capacity and export drive, trade preferences even as
generous as those granted under the former Lomé Conventions and now the Cotonou
Partnership Agreement have not generated the expected results in the least developed
countries (LDCs), particularly those in the African region”.

4 At the World Trade Organization's (WTO) Sixth Ministerial Conference, held
in Hong Kong (China), the original paradigm — that trade is better than aid — was
almost reversed under the Aid for Trade Initiative. It is now recognized that trade
instruments, such as increased market access and trade liberalization, are not per se
sufficient to generate supply capacity and economic growth. Amidst such changes to
the paradigm, the preference-receiving countries' concern about the erosion of
preferences has remained a constant preoccupation.

5 Within the framework of decisions taken by the WTO members at the Hong
Kong Ministerial Conference, this study examines the following matters: (a) which
products and which LDCs and most vulnerable countries benefit most from existing
preferences granted by the Triad (the United States, Japan and the European Union);
(b) the effects of preference erosion that may follow multilaterally agreed reductions
in most favoured nation (MFN) tariff rates; (c) the relationship between preference
erosion and recent proposals for Aid for Trade and the Enhanced Integrated
Framework (EIF); and (d) the case for improving existing preferences and re-
establishing multilateral principles for the granting of preferences to developing and
least developed countries.

6 This study is organized as follows:
. Chapter I examines the issue of preference erosion in the post-Hong
Kong scenario.

! For a discussion of this concept and the underlying rationale, see B. Hoekman and S. Prowse,
"Economic policy responses to preference erosion: From trade as aid to aid for trade”; S. Tangermann,
"The future of preferential trade arrangements for developing countries and the current round of WTO
negotiations on agriculture”, FAO, 2002; and P. McCawley, "Aid versus trade: Some considerations’,
Australian Economic Review, 39 (1), 2006.

2 Some studies suggest that trade preferences had a sizable impact. See for instance, M. Persson and F.
Wilhelmsson, “Assessing the effects of EU trade preferences for developing countries’, Lund
Univesity, 2006. The main findings of this study are that certain preference systems have had large
effects — the largest are found for ACP countries, where the preferences increase exports by about 30

per cent, followed by Mediterranean countries.

9



. Chapter II provides extensive trade data and figures at the tariff-line
level of the country/product pairs that have most benefited from trade
preferences in 2004. This chapter is accompanied by a set of tables,
contained in the Annex, with detailed information for years 2004 and

2002.

. Chapter III provides estimates utilizing a partial equilibrium model of
the losses and gains that LDCs may incur following multilaterally
agreed MFN reduction.

. Chapter IV examines the correlation between the EIF and Aid for

Trade Initiatives with regard to preference erosion. It also provides a
number of suggestions on how to improve existing trade preferences in
accordance with multilaterally agreed criteria.

Erosion of trade preferences in the post-WTO Hong Kong Ministerial
Framework

The issue of preference erosion and its impact: A tariff line/country approach

7 The erosion of trade preferences and MFN multilateral tariff negotiations has
been at odds for quite a long time. However, regarding previous discussions on the
value of trade preferences, new elements are militating in favour of revisiting the
issue of preference erosion in the context of the Doha Development Agenda (DDA):

(1) The recognition that preference erosion is an issue to be addressed in
the current DDA ; and

(i1) The LDC duty-free, quota-free (DFQF) and Aid for Trade Initiatives
launched at the Hong Kong Ministerial Conference.

8 Trade preferences provide access for goods originating in beneficiary
countries at a lower level of duty or duty-free. The difference between the MEN rate
of duty and the GSP or preferential rate of duty is called the preferential margin.
Thus, if a MFN duty is at 10 per cent and is reduced to zero under the GSP or other
preferential arrangements, there will be a 10 per cent preferential margin. However,
when MFN liberalization occurs, it may result in the MFN duty of 10 per cent being
reduced to 6 per cent, thus generating a preference erosion equivalent to 4 per cent.

9 The issue of preference erosion is linked to the basic question of how the GSP
(like any other preferences) works. If suppliers from different countries compete in
the same product market, importers will have an incentive to divert orders from a non-
beneficiary country, which must pay the full MFN rate of duty, to a preference-
receving country. Such an incentive to divert sourcing may be reduced by the erosion
of the preference margin, which ultimately may not be sufficiently attractive or
commercially meaningful for such a switch.

10 Several questions arise concerning how preferences work in practice and who
is capturing the rents — the exporter, the importer, or is it shared? Field experience
suggests that in the majority of cases, it is the importer who pockets the tariff revenue
forgone, which arises as a result of the GSP or other trade preferences. It is precisely
this incentive that causes the importer to divert the order in favour of developing
countries. Some developing countries' exporters have negotiated, after establishing a

10



good working relationship with the importer, a share of tariff revenue forgone.

11 The different types of benefits that developing countries can draw from
preference schemes can flow from (a) larger quantities of export goods sold; (b)
higher prices charged for export goods; and (c) a higher total value of sales of
exported goods.

12 Empirical evidence shows a preference for a higher total value of sales of
exported goods. Trade preferences are supposed to generate a switch from non-
preferential to preferential suppliers, with a consequent increase of sales. In the
absence of a margin of preference, the buyers will source their imports from other
suppliers. As the Lao Association of Textiles and Garments said, "no preferences, no

textiles in Lao".?

13 Quantifying the value of trade preferences is difficult. The approach taken in
this study is to identify country/product pairs that have most "utilized" trade
preferences at tariff-line level. The term "utilized"* in this context means that exports
of goods originating in a specific LDC classified in a specific tariff line have been
recorded by the customs authorities of the preference-giving country as having
requested preferential tariff treatment at the time of importation — for example, in the
case of the export of garments from the Lao People's Democratic Republic, rather
than paying a 10 per cent custom duty ad valorem, that country requested duty-free
treatment under the Everything But Arms (EBA) preferences.

14 The tariff-line approach is taken in this study because, given the limited supply
capacity of LDCs and the limited export diversification and destination of their
exports, the analysis has to be aimed at identifying products and markets where
preferences make a difference in the economy and trade performance of LDCs. The
case of the Lao People's Democratic Republic may serve as example: the value of
exports of garments originating there and exported to the EU in 2004, for which
preferences were requested, totalled $96 million. This trade volume accounted for
approximately 80 per cent of total exports concentrated in one preference-giving
country. If the 10 per cent preferential margin makes a difference, for garment
producers in the Lao People's Democratic Republic, between the sale and non-sale of
garments to the EU importers, it is easy to draw the consequences of erosion of
preferences for the whole of the economy of the Lao People's Democratic Republic.
As a result of reduced sales, garment factories would close: this would impact on the
balance of payments, and there would be greater unemployment and a significant
reduction of income for households in the countryside that rely on remittances from
garment workers.

15 It could be argued that $96 million is a relatively small trade volume in
international trade. However, it could have a significant impact on the economy of an
LDC such as the Lao People's Democratic Republic.

% Lao Diagnostic Trade Integration Study, May 2005, the World Bank.

* The sources of the trade data on utilization of trade preferences are the notifications to UNCTAD by
the EU and Japan. In the case of the United States, the data are available from the International Trade
Centre (ITC) website. Notifications by preference-giving countriesto UNCTAD are made in order to
facilitate the work of the UNCTAD secretariat in discharging its mandate on trade preferences.
Notifications have been the source used for all tables and calculations contained in this publication.

11



16 The aim of this study is to assert that preferential trade flows identified under a
country/tariff line approach may be relatively small, but could have significant
poverty implications. Those implications may be partially or totally addressed under
the EIF and the Aid for Trade Initiatives.

17 Perhaps other examples would help in better understanding the relative
magnitude of trade flows poverty, and employment implications in LDCs. It is worth
noting that the issue of cotton, one of most intractable issues at the Cancin Ministerial
Conference, involved trade amounting to $311 million in 2003. Cotton products have
an important place in the trade balance of Chad, Benin, Burkina Faso, Mali and Togo
"with around 30 per cent of earnings from agricultural exports. Over 10 million
people in the region depend directly on cotton production and several millions more

are indirectly affected by the problems now encountered in the sector”.’

18 In many cases, small flows in trade of specific products can be of great
importance for the economy of a country. The social and economic repercussions of
such flows have already been illustrated in the case of products such as bananas and
sugar in the context of African, Caribbean and Pacific States (ACP) preferences.6
Those repercussions are corroborated by evidence arising from the direct knowledge
that beneficiary countries' trade negotiators have of the weaknesses of their economy
and the relative importance of the trade preferences on those products, which
represent at times the major foreign earnings of their countries.”

19 A number of studies have shown the existing linkage between export trade
flows and small-scale farmers, including with regard to gender issues.”

20 Exports from Uganda to the EU total approximately $60 million for fish, $2
million for vanilla and approximately $5 million for horticultural products. Those
amounts represent about 25 per cent of total non-traditional agricultural exports
(NTAE). The products in question attract high preference margins and are grown
mostly by smallholders in rural areas. Tobacco farming is another sector that is
labour-intensive. Tobacco products represent by far the major export earning of
Malawi (49 per cent of its total exports), and currently enjoy a high preferential
margin. That country's tobacco trade flows amounted to $224 million in 2003.

21 The value of garment exports from Bangladesh in 2001 was about $5 billion.
Ninety per cent of the 1.8 million people employed in the garment sector in
Bangladesh were female workers, who made a 46 per cent contribution to family
income according to recent estimates. Without their earnings, about 80 per cent of the
families would fall below the poverty line. Similar situations can be found in
Cambodia and Madagascar. In Cambodia, overall export flows from the garment
sector are more limited: In 2001, they totalled $1 billion and accounted for almost 95
per cent of total exports. In 2003, there were more than 200 garment factories in
Cambodia, concentrated around Phnom Penh and neighbouring provinces, and they

® WTO Negotiations on Agriculture, Poverty reduction: Sectoral initiative in favour of cotton. Joint
proposal by Benin, Burkina Faso, Chad and Mali. WTO document TN/AG/GEN/4, 16 May 2003.

® |n the case of bananas, see Nera Economic Consulting, Addressing the Impact of Preference Erosion
in Bananas on Caribbean Countries, August 2004, London. See also UNCTAD, Turning Losses into
Gains, UNCTAD/DITC/TNCD/2003/1.

" See comments by K.A. Brown, Representative of Saint Lucia, in the paper entitled, Agricultural trade
preferences, presented by S. Tangermann at the FAO Round Tables, Geneva, 2001-2002. See also
FAO papers on selected issues relating to WTO negotiations on agriculture, Rome 2002.

8 Trade and Gender: Opportunities and Challengei%r Developing Countries, UNCTAD/EDM, 2004.



employed an estimated 200,000 workers.” Cambodia has the highest female
participation in the labour force in the region — 74 per cent among women over the
age of 15. According to a survey by the National Institute of Statistics, about 64 per
cent of workers in the manufacturing sector are employed by the garment industry,
and 85-90 per cent of them are women. Many workers in that industry are single
women between the ages of 18 and 24 and come from rural poor families; their level
of education is generally low. The average total monthly income for those women is
about $50-$80. This level of income supports at least 100,000 poor rural households,
which rely on remittances from female garment workers. '’

22 Studies in Bangladesh, which shares many similarities with Cambodia, show
that the female workers in the garment industry were likely to be hit hard after the
abolition of quotas in 2005. An UNCTAD study quoting projections by the Ministry
of Commerce in 1996'" indicated that the phasing out of quotas at the end of 2004
would imply the immediate retrenchment of 180,000 female workers. More recently,
another paper12 quoted a survey by the Bangladesh Garment Manufactures and
Exporters Associations indicating that the slowdown in United States orders of
garments after the events of September 11, 2001 had led to the closure of 1,178
factories and the loss of 35,000 jobs. Since then, however, many factories have been
reopening and exports of textiles and garments from Bangladesh have continued to
raise in recent years even after the end of the Multi fibre agreement in 2005.
According to a recent report the readymade garment industry has become the lifeline
of the Bangladesh economy. It is the source of its strength and — in a way — could
be the cause of its vulnerability. With the two million workforce it employs directly,
and another one million in linkage industries, it supports the livelihood of some 10
million Bangladeshis who have been lifted out of povelrty13

23 In the case of Lesotho, an overall trade flow of garments worth about $200
million is the main source of income for approximately 50,000 workers in that sector.

24 Although not all trade flows in the above-mentioned examples are heavily
dependent on tariff preferences, the figures serve to demonstrate the relationship
between, and interdependence of trade flows, employment and poverty.

25 The above examples show the importance of adopting a tariff-line approach in
respect of the country and product that may be affected by preference erosion. This
may help the LDC preference-receiving countries to realize that not all trade
preferences are equally important, and guide them in recognizing their interests and
priorities in multilateral trade negotiations and the recent related initiatives, namely
the EIF and Aid for Trade Initiatives.

The issue of preference erosion and the "LDC package' at the Hong Kong
Ministerial Conference

% ILO and preliminary reports of the Asian Development Bank.

"9 ILO and preliminary reports of the Asian Development Bank.

"' D. Bhattachrya, The post MFA challenge to the Bangladesh textile and clothing sector: Trade,
sustainable development and gender. United Nations, New York and Geneva.

2 M.K. Shefaly (Executive Director, NUK), paper presented at workshop on "Globalisation, trade
liberalization and economic growth in Asia: Should labour and environmental standards be part of the
equation? The case of Bangladesh. 3—4 October 2002, University of New England, Armidale,
Australia.

13 See End of the MFA quotas: Key issues and strategic options for Bangladesh ready made garments.
The World Bank, 2005.
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26 As expected, the issue of market access and preference erosion proved highly
divisive at the Hong Kong Ministerial Conference.'* A number of major exporters of
agricultural products in developing countries strongly objected to the proposal that
implementation periods for market access commitments be delayed in order to take
into account long-standing preferences. Some developing countries (e.g. Pakistan and
Sri Lanka) were concerned that extended market access for LDCs would adversely
affect their exports. This led to language reflecting their concerns regarding the
market access commitment in respect of LDCs.

27 Some argued that the LDCs package, consisting of duty- and quota-free
market access on a lasting basis for all products originating from all LDCs by 2008 or
no later than the start of the implementation period, combined with the EIF and Aid
for Trade Initiative, was one of most tangible commitments in the Hong Kong
Declaration.

28 Paragraph (a) (ii) of the Hong Kong Ministerial Decision on Measures in
Favour of LDC:s states as follows:

"Members facing difficulties at this time to provide market access as set out above
shall provide duty-free and quota-free market access for at least 97 per cent of
products originating from LDCs, defined at the tariff line level, by 2008 or no later
than the start of the implementation period. Compliance with this commitment is to
be achieved progressively, taking into account the impact on other developing
countries at similar levels of development and as appropriate by incrementally
building on the initial list of covered products. Members shall annually notify the
implementation of such schemes. Developing countries providing such treatment to
LDCs shall be permitted to phase in their commitments."

29 Few people before the Hong Kong Ministerial Conference believed that major
WTO members would accept such an improvement in the currently available unilateral
trade preferences. However, it remains to be seen how such commitments will be
meaningfully implemented. @A mechanism to review implementation has been
incorporated in the Decision:

"The Committee on Trade and Development shall annually review the steps
taken to provide duty-free and quota-free market access to the LDCs and report to the
General Council for appropriate action."

30 Legally, one may argue that Ministerial Decisions once the deadline of 2008
has lapsed are justiciable. It follows therefore that the commitments in the Decisions
may be an enforceable right of LDCs providing recourse to the Dispute Settlement
Understanding (DSU) against those members that have not faithfully fulfilled their
commitments. Others may cast doubts on this possibility. Above all, the track record
of LDCs participation to the DSU proceedings suggests that such dispute is unlikely."

4 This intense debate over market access and preferences is reflected in the Chair's Reports of the
Agricultural and National Agri-Marketing Association (NAMA) Negotiating Committees contained in
annexes A and B of the Ministerial Declaration.

1> See Mavroidis, Horn and Inama, What developing countries should be asking in the context of DSU
negotiations, mimeo, 2003. 14



31 With regard to other aspects of the package, the Aid for Trade proposal was
endorsed, but its actual features remain undefined, and there is a wide divergence on
the specifics, the modalities and the funds available. Developing countries expected
that new funds would be offered, on a grant basis, for their national budgets, and
targeted at building supply capacity and infrastructure.

32 However, the negotiations between developed and developing countries over
the insertion of "concessional loans" in the Ministerial Declaration as a means of
securing additional financial resources for the initiative provide a strong indication of
the real nature of the debate. The text of the Ministerial Declaration does little more
than set out a work plan and provide for a meeting of the WTO General Council to be
held in July 2006. A series of initiatives have been proliferating since then but
significant action on the ground is yet to be seen.

33 The strengthening of the Integrated Framework (IF) may also be considered
part of the package. While the three pillars of the EIF have been identified as (i)
providing additional funding, (ii) strengthening in-country implementation, and (iii)
improving IF decision-making and its management, the final shape and size of the
reform have been entrusted to a Task Force, which issued a report in June 2006.'°
The new IF was expected to enter into force in early 2007. Protracted negotiations on
the structure and location of the Executive Secretariat, the designation of the new trust
fund manager and the modus operandi of the EIF are causing significant delays in its
implementation, which is now expected in the autumn of 2007 or at the beginning of
2008.

Implementing Hong Kong decisions: Some questions to be addressed

34 Many questions remain unanswered about the implementation of the LDC
package and the Aid for Trade proposal.

35 The value of the market access initiative is expected to derive from further
concessions to be made by the United States and Japan under their respective GSP
schemes for LDCs. The EBA Initiative of the EU more than fully satisfies the 97 per
cent requirement. By contrast, in the case of the United States and, before the recent
improvement in April 2007, the Japanese scheme, there remains considerable scope
for improvement to achieve the 97 per cent requirement. This could be done by
expanding product coverage for textiles and clothing in the case of the United States.
The implementation of this commitment, as well as its timing, would have to be
monitored, as the definition of duty- and quota-free for 97 per cent of products at the
tariff-line level provides room for considerable loopholes.

36 On a gross estimate average of 10,000 tariff lines for the United States and
Japan, the 97 per cent figure allows for the exclusion of about 300 tariff lines. Given the
concentration of exports from LDCs, 300 tariff lines provide ample scope to exclude the
bulk of them from the commitment, if not all exports from LDCs, as shown in tables 1
and 2.

18At the time of writing, the IF isin transition to the EIF and extensive consultations are being held
among all stakeholders.
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37 According to the calculation shown in table 1, in the case of the United States
market, the 300 product-specific tariff lines contained in the annexes'’ are equivalent to
a trade volume of slightly more than $5 billion, almost the amount of the trade volume
of products not actually covered in the GSP scheme. This means that the actual market
access under the current United States GSP scheme is already complying with the
commitment to achieve the 97 per cent requirement at the tariff-line level. From a
cursory glance at the top 300 most exported items from LDCs, contained in table 33, it
is evident that almost all products are textiles and garments.

Table 1
Trade flows currently excluded from DFQF to the United States and trade flows
that might continue to be excluded under the 97 per cent commitment (2004)

Share
.Of U.S. A World
imports Receiving q
s . imports
Description Total in preferential from
P ($000) world treatment
) LDCs
imports ($000) $000)
from
LDCs
1 2 3 4 5
Trade flows of all imported products in the United States from LDCs 12 863 496 23.7 4 640 925 54 176 725
Trade flows of products currently NOT covered by the GSP 5070 879
Trade flows of 3 per cent of tariff lines not covered by the GSP schceme 5068 870
Percentage of trade flows from LDCs excluded from preferential treatment 394
38 As shown in table 2, the case of Japan was similar. The amount of LDC trade

not covered by the GSP scheme was equivalent to $1.4 billion mainly represented by
Petroleum oils and fish. This figure was exactly the same as the first 300 tariff lines not
covered in the GSP scheme. Again, in this case, the requirement to achieve 97 per cent
at the tariff level was already fulfilled under the existing GSP arrangement. On April'®
2007 Japan notified further improvements to implement the DFQF commitment. As
a result of this expansion, Japan reported that 1,101 products have been added to the
list of items for the DFQF to LDCs (from 7,758 to 8,859 tariff lines). According to the
notification made by Japan to the WTO the coverage has increased significantly from
86 per cent to 98 per cent, defined at the tariff line level. In terms of the import value,
Japan reported that the coverage of the DFQF to LDCs is well over 99 per cent.From
a quick comparative glance between the notification and the table 34 in this study
listing the products formely excluded it appears that rice will continue to be excluded
while relevant exports of fish products from LDCs will be granted duty free treatment
following the improvement. At the time of this writing it was not possible to carry out
a more detailed assessment.

1n 2005, tariff lines for the United States were 10,502; for the European Union, 14,982; and for Japan,
9,261. Reportedly, 3 per cent in the case of the United States accounts for some 330 tariff lines, while
20-25 6-digit HS levels currently account for some two thirds of Bangladesh’'s total exports. See also
Oxfam and Bridges reports on the Hong Kong outcome.

18 See WT/COMTD/N/2/Add.14 of 12 April 200716




Table 2

Trade flows currently excluded from DFQF to Japan and trade flows that might
continue to be excluded under the 97 per cent commitment" (2004)

Japan imports from LDCs
Share of
il ;P?::;: Receiving World imports
Description osel in vlzorld GO from LOCs
P ($000) . treatment ($000)
imports ($000)
from
LDCs
2 7 8 9 11
Trade flows of all imported products in Japan from LDCs 2422109.0 45 458 763.0 54169 426.0
Trade flows of products NOT covered by the GSP 1 488 756.0
scheme
Trade flows of 3 per cent of tariff lines NOT covered
by the GSP scheme 1 488756.0
Percentage of trade flows from LDCs excluded from 615
preferential imports )
39 The calculation has not been made for the EU, as EBA product coverage

complies more than fully with the commitment of the Hong Kong Ministerial Decision
on Measures in Favour of LDCs.

40 The issue of rules of origin and their impact on the utilization of trade
preferences was once again not adequately addressed in the text of the above-mentioned
Decision. Paragraph (b) of the Decision provides that WTO members:
"Ensure that preferential rules of origin applicable to imports from LDCs are
transparent and simple, and contribute to facilitating market access."

41 Unless further efforts are made by the LDCs and WTO members, no action is
likely to be undertaken at the multilateral level. The above-mentioned wording on the
rules of origin in the Decision is not legally enforceable. It does not provide for the
establishment of any working group or the specification of modalities to prevent the
rules of origin from being an obstacle to the utilization of trade preferences. The LDC
group recently put forward a draft that could serve as a concrete proposal for addressing
this issue.”’ However, further discussions of the proposal have yet to take place.

42 Rules of origin are an important aspect of preferential market access; they are
one of the main areas where much remains to be done, especially in the case of EBA.
For the United States market, even hypothetical market access for textiles and clothing
may be subject to rules of origin, as in the African Growth and Opportunity Act
(AGOA), which requires the utilization of US yarn or fabrics.”! It remains to be seen

19 This cal culation does not take into account the recent improvements made to the GSP of Japan in
favor to LDCs made in April 2007, nor the fact that for the most exported product from LDCs in 2005,
petroleum oils (heading no. 270900090), as contained in the list of products contained in the Annex is
no longer dutiable and MFN free since April 2006.

%0 See WTO document WT/CMTD/LDC/W/35.

L Contrary to some conventional wisdom, the normal rules of origin under AGOA are stringent,
requiring the utilization of US or regional fabric. The utilization of US fabric imported by African
countries to make finished garments to be re-exported is hardly commercially viable and the utilization
of regiona (African fabric) is aso illusory, given the scarce production capacity. African garment
exports from lesser developed countries benefit from AGOA preferences only by virtue of an exception
to the basic rules, granted until 2007 and subject to a cap alowing the utilization of third country
fabric. The category of lesser developed countries is a sui generis category not corresponding to the
United Nations LDC list.
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whether a concession of this nature will be commercially viable for those exporters
wishing to comply with such origin requirements or whether more liberal rules will be
devised. The undergoing reform™ of the EU rules of origin may provide the opportunity
to revise the the EBA rules of origin.The improvements of rules of origin made recently
by Ca2r133da have amply demonstrated the positive trade implications on LDCs trade
flows.

43 With regard to the non-trade aspects of the LDCs package, the
recommendations of the task force on Aid for Trade* (seven months after the Hong
Kong Ministerial Conference) provide little assistance in better identifying the impact
and magnitude of such an initiative.

44 Supposing that preference erosion is included in the Aid for Trade Initiative,
how would the amount of compensation for preference erosion be calculated? What
mechanisms could be put in place to affect the transfers and what forms would these
tranfers take? This is an area where there is a large gap in the literature. The number
of studies reporting comparative statistical estimates of the gains from multilateral
trade liberalization far exceeds the number of careful studies of trade-related
adjustment processes in developing countries.” Until now, most economic analysis
has been directed at quantifying the value of trade preferences and the possible
aggregated trade effects. Little attention has been paid to addressing how to cope with
adjustments and what lessons may be learned by the international community.

45 Moreover, when adjustment costs are discussed by trade economists, they tend
to be reported (often dismissed) as small and are therefore easy to accommodate with
complementary national measures.

46 The case of preference erosion may be a testing ground since studies diverge
on the effects generated by preference erosion.

47 Generally speaking, there is no agreement in the international community on
the adjustment processes that developing countries go through, both during and after
multilateral trade liberalization, and the costs involved.

48 Some developing countries have asserted that even with ambitious cost
reduction programmes on the part of their producers, substantial preference erosion
will result in the collapse of a major industry; however, analysis based on different
econometric models suggests different outcomes.

49 More research is needed in order to explore the likelihood of such a collapse
and how developing countries have adjusted in the past to the elimination of industries
that may employ a substantial proportion of the national labour force.

50 As previously explained, the approach taken in this study is to identify
country/product pairs that have most utilized trade preferences. The analysis in the
following sections is aimed at identifying products and markets where preferences
may make a difference in the economy and trade performance of LDCs.

22 See the Green Paper on the Future of Rules of Origin in Preferential Trade Arrangements,
COM (2003)787 final, Brussels, 18 December 2003.

% See further below in Chaper 1V, 2 (i).

% See the WTO document WT/AFT/1, 27 July 2006.

% S, Evenett, Some Tough Love for Aid for Trade. I&rthcomi ng, Intereconomics.



51 The second step of such an analysis would be to establish a link between the
country product/pairs and the communities or social groups, workers or small-scale
rural farmers that have benefited from trade preferences and could suffer from
preference erosion. The third step is to establish mechanisms at the multilateral and
bilateral levels to address the possible adverse effects of the erosion of those
preferences.

52 It is not the intention here to cover steps two and three. Poverty implications of
preference erosion may be addressed under new initiatives, such as the EIF and Aid
for Trade. The present document is a preliminary analysis to be followed by other
steps at the counry level outlined above, using instruments such as the updating of the
Diagnostic Trade and Integration Study (DTIS) under the EIF or the Aid Trade
initiative.

Quantifying the value of trade preferences on a tariff line and country basis

53 This chapter will identify the country/product pairs that have most benefited
from trade preferences under the preferential schemes of the EU, the United States
and Japan available to LDCs.

54 In this analysis, due account has been taken of the utilization of trade
preferences.26 Traditional methodology27 that was utilized to calculate the value of
trade preferences assumed that preferences were fully utilized.”®

55 It may be argued against that this analysis focused on the effective utilization
at the country/product level that existing preferences on sectors where LDCs have not
yet developed supply capacity or recorded trade may be effectively utilized in the
future. However, this argument is not sufficiently corroborated by facts or empirical
analysis.

56 In some cases, such as AGOA for Lesotho, trade preferences have been able to
generate an incentive for foreign direct investment (FDI) by some Asian companies in
garment factories to develop supply capacity® and exploit a substantial preferential
margin. However, in the majority of cases, there is no evidence that trade preferences
alone have been able to generate the expected export diversification and FDI. Most
notably, trade preferences granted under the four Lomé Conventions — from 1975 to

% |n this note, the term "utilization" refers to as the ratio between imports actually claiming trade
preferences and the covered dutiable imports. These trade data are recorded on the basis of customs
declarations made at the time of import into the preference-giving countries. Thus, we will refer to
claimed/received trade preferences, since the final granting of preferences takes place only where the
import declaration is liquidated.

%" The methodology used until recently assumed that preferences were automatically granted at the time
of importation. However, it was made clear that such methodology ignored the fact that granting such
preferences was subject to compliance with the original requirements and presentation of the certificate
of origin. See: Improving market access for LDCs. UNCTAD/DITC/TNCD/4, 2 May 2001.

%8 Underutilization of trade preferences means that the MFN rate is applied, rather than the preferential
rate of duty. Thus, for the LDCs that are recording low utilization, one of the priorities may be to
counter the erosion of trade preferences by arguing for a change in the rules of origin and other
regulations affecting utilization.

# Investment Policy Review of Lesotho (UNCTAD/ITC/IPC/2003/4) and The Least Developed
Countries Report 2004 (UNCTAD/LDC/2004).
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the current Cotonou Partnership Agreement — have improved the export

diversification and supply capacity of ACP States only in a few, rather exceptional,
30

cases.

57 Another factor that has been taken into account in the analysis is the large part
of LDCs' trade that already occurs on an MFN duty-free basis, mainly because of the
export composition that is concentrated on commodities.

58 In this study, the trade volumes shown in the tables are the net value of trade
preferences calculated on the basis of dutiable imports and of trade flows that have
actually claimed trade preferences at the time of customs clearance in preference-
giving countries.”’ This calculation has been made in order to deflate the preferential
trade flows of "empty preferences", where, for example, products exported from
LDCs already enter preference-giving country markets on an MFN basis or where the
preferences are not granted because of the rules of origin or other administrative
reasons.

59 On the one hand, it is quite clear that the method employed tends to reduce the
overall figure of preferential trade in respect to other approaches.”> On the other
hand, given the export structure of LDCs, it permits a precise identification and
quantification of the trade flows effectively benefiting from trade preferences.

60 The terms "utilized" or "received" used in the tables are for ease of reference.
The exact figures of "utilized" or "received" trade preferences are accurate only when
the customs obligations arising from an import declaration have been liquidated. More
precisely, the amounts shown in this study refer to preferences that were "claimed" at
the time of importation in the customs declaration of the importer. Since there have
been indications from preference-giving countries that the amounts of claimed
preferences do not differ dramatically from those effectively liquidated, it has been
decided to maintain the traditional UNCTAD terminology.

% The European Union Commission Green Paper on the future of EU/ACP relations. However, see
also M. Persson and F. Wilhelmsson, Assessing the effects of EU trade preferences for developing
countries. Lund Univesity, 2006.

%! These trade flows are calculated from notifications of member States to the UNCTAD secretariat.
% For another method," Trade preference erosion: Potential economic impacts' OECD, Trade Policy
Working Paper No. 17. 20



Table 3.A

Total received preferences under the EU-ACP and EBA, Japan, US-GSP for

LDCs and AGOA (2004)
Agri Non-Agri All

Reporter Year Products | Products Products

GSP/ACP received imports of ALL LDCs 2004 439'444 | 5'153'191 5'592'635
EU TOTAL 439'444 | 5'153'191 | 5'592'635

GSP received imorts of ALL LDCs 2004 6'685 141'759 148'444

JAPAN TOTAL 6'685 141'759 148'444
AGOA received imports of LDCs/AGOA 2004 11'116 2'435'070 2'446'186
GSP received imports of LDCs/AGOA 2004 40178 3'400'781 3'440'959
Sgg'&ecelved imports of LDCs excl. 2004 2794 1'058'670 1'061'464
USA TOTAL 54'088 6'894'521 6'948'609
USA TOTAL excl. Petroleum 54'088 963'556 1'017'644
GRAND TOTAL 500217 | 12'189'471 | 12'689'688
61 Table 3.A shows the value of trade preferences in terms of trade volumes that

have received preferential treatment. The total amount of received trade preferences
was equivalent to $12.6 billion in 2004, including oil, and $6.7 billion when oil was
excluded. The EU accounted for the bulk of the preferential trade, which totalled
around 4/5 of preferential trade when petroleum products are excluded. In the case of
AGOA and the US—GSP preferences, petroleum oils from Angola and Equatorial
Guinea were by far the most important items of the preferential trade flows.

62 With respect to the trade flows from 2002, as shown in table 5A in the Annex,
there was a substantial increase in received trade preferences equivalent to roughly $3
billion in 2004, mainly in the EU market. This increase is due to textile and garment
exports from the following countries: Bangladesh (equivalent to $1.2 billion),
Madagascar (approximately $300 million) and Cambodia (approximately $200
million). Other countries' amount of preferential trade has substantially increased, for
example Senegal ($200 million), Mauritania (approximately $100 million) and the
United Republic of Tanzania ($130 million) for fishery products.
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Table 3.B

Estimated forgone duty revenues for imports from LDCs granted preferential

treatment (2004)
Report Part Y Agri Non-agri All product
eporter artners ear pl’OdllCtS pI'OdllCtS proaucts
EU Imports from ALL LDCs 2004 17 689 593 802 611 491
EU TOTAL 17 689 593 802 611 491
JAPAN Imports from ALL LDCs 2004 358 8067 8 425
JAPAN TOTAL 358 8 067 8425
Imports from LDCs/AGOA 2004 4291 173 309 177 600
USA Imports from LDCs excl. AGOA 2004 203 10 484 10 687
USA TOTAL 4 494 183793 188 287
ALL GRAND TOTAL 22 541 785 662 808 203
63 Table 3.B reports a simple calculation of the duty revenues forgone on the

amount of received trade figures reported for 2004. It shows that the amount of
revenue forgone was substantial and equivalent to $808 million in 2004. As in the
case of preferential trade flows, the EU makes the most of the amount of revenues
forgone, totalling more than $611 million.

64 In a simple calculation of compensation for preference erosion, it may be
considered that the figure of about $800 million of revenue forgone for utilized
preferences far exceeds the $200-400 million for the EIF indicated in the World
Bank/International Monetary Fund (IMF) paper prepared for the Development
Committee. Moreover, it should be noted that the $200—400 million of the EIF is to
be spread over a five-year period; part of this amount is to finance the new EIF
secretariat. If there is a total erosion of preferences over a five-year period, the
amount of revenue forgone will be equivalent to roughly $4 billion against a
disbursement of between $200 and $400 for financing the EIF. Thus, in a hypothetical
LDC perspective, one can read these numbers as a substantial reduction of amounts
previously allocated to LDCs trough a trade preferences mechanism.

Trade preferences for LDCs granted by the EU

65 Trade preferences granted by the EU to LDCs have traditionally been provided
through the former Lomé Conventions, currently the Cotonou Partnership Agreement,
and the GSP for LDCs. Until the introduction of the EBA Initiative in 2001, trade
preferences granted under the Lomé Convention and the Cotonou Agreement were
more generous than those granted under the GSP scheme for LDCs.* More
specifically, the product coverage on agricultural products was much larger under the
Lomé/Cotonou Agreements than under the EU-GSP for LDC:s.

% |n particular, entry prices for vegetables and fruit, and specific rated duty applicable to flour and
sugar have been completely eliminated under the EBA, while they are till applicable, even if a a
reduced rate, under the Cotonou Agreement. See Trade Preferences for LDCs: An Early Assessment of
Benefits and Possible Improvements, UNCTAD/IT2D/TSB/2003.




66 Under the special treatment granted to least developed beneficiaries,
Regulation 980/2005°* fully incorporates the EBA Initiative (previously Regulation
416/2001, amending Regulation 2802/98>), which entered into force on 5 March
2001.

67 Before the EBA, and in accordance with Article 6 of the previous GSP
scheme, namely Regulation (2802/98), the LDCs were granted duty-free access on a
list of selected products, whereas for other products, the Common Customs Tariff
continued to be reduced in accordance with the modulation mechanism.*

68 The EBA, as currently incorporated in the Regulation (Section 3), extends
duty- and quota-free access to all products originating in LDCs, except for arms and
ammunition, which fall within the Harmonized System (HS) in Chapter 93 *’ and
threrice,bananas and sugar where progressive liberalization is gradually granted
copled with opening of preferential tariff quotas™. The EBA coverage now includes
all agricultural products, to which are added such sensitive products as beef and other

% See OJL 169 of 30/6/2005.

% Council Regulation (EC) No. 416/2001 of 28 February 2001, amending Regulation (EC) No.
2820/98 of 21 December 1998 applying a multi-annual scheme of generalized tariff preferences for the
period 1 July 1999 to 31 December 2001 so as to extend duty-free access without any quantitative
restrictions to products originating in the LDCs (OJL60, 1.3.2001: 43).

% Although Council Regulation 602/98% (extending product coverage for LDCs under the GSP) aimed
a granting LDCs not members to the Lomé IV Convention preferences “equivaent” to those enjoyed
by signatories, market access conditions for ACP-LDCs were, most of the time, still more favourable
than the ones for non-ACP LDCs under the GSP. In fact, several sensitive agricultural concessions
granted under Lomé/Cotonou special protocols and quotas would apply only to afew ACPs and not to
non-ACP LDCs.

37|t should be noted that products of Chapter 93 are excluded from the European communities (EC)-
GSP product coverage for all beneficiaries. See Annex 1V of the Regulation reporting the list of
products covered by the scheme.

* The following are the transitional arrangements: Fresh bananas (CN code 0803 0019). The EBA
provides for full liberalization between 1 January 2002 and 1 January 2006 by reducing the full
Community tariff by 20 per cent every year. Rice (HS 1006). Customs duties on rice will be phased in
between 1 September 2006 and 1 September 2009 by gradually reducing the full community tariff to
zero. During the interim period, in order to provide effective market access, LDC rice will be allowed
to enter the EC market duty-free within the limits of a tariff quota. The initial quantities of this quota
are based on best levels of LDC exports to the EC in the past years, plus 15 per cent. The quota will
increase by 15 per cent every year, from 2,517 tons (husked-rice equivalent) in 2001/2002 to 6,696 tons
in 2008/2009 (the marketing year starts in September and finishes in August of the following year).
Sugar (HS 1701). Full liberalization will be phased in between 1 July 2006 and 1 July 2009 by
gradually reducing the full Community tariff to zero. In the meantime, as for rice, LDC cane sugar, for
refining, classified in subheading 17011110, can enter duty-free within the limits of a tariff quota,
which will increase from 74,185 tons (white-sugar equivalent) in 2001/2002 to 197,355 tons in
2008/2009 (July to June marketing year). Imports of sugar under the ACP—EC Sugar Protocol will be
excluded from the above calculations so as to uphold the viability of the Protocol.

Tariff quotas for rice and raw sugar from LDCs

2001-2002 | 2002-2003 | 2003-2004 | 2004-2005 | 2005-2006 ;| 2006-2007 ; 2007-2008 : 2008-2009
"EU "EU "EU "EU "EU "EU "EU "EU
Products import import import import import import import import
000 tons"* 000 tons™ 000 tons** 000 tons"* 000 tons™ 000 tons** 000 tons™ 000 tons**
Rice’ 2517 2895 3329 3829 4403 5063 5823 6696
U3 S S
Sugar 74 185 85313 98 110 112 827 129 751 149 213 171 595 197 335

* Marketing years: September 2001 to September 2009.

Marketing years: July 2001 to July 2009.
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meat, dairy products, fruit and vegetables, processed fruit and vegetables, maize and
other cereals, starch, oils, processed sugar products, cocoa products, pasta and
alcoholic beverages. For most of those products, the pre-EBA GSP used to provide a
percentage reduction of MFN rates, which would apply only to the ad valorem duties,
thus leaving the specific duties still entirely applicable. This is no longer the case.
The relevant provisions, as contained in Article 12, paragraph 1 of the Regulation,
state that customs tariffs on all products of Chapters 1 to 97 (except those of 93) are
now entirely suspended. Thus, specific and other duties (for example, the rather
complicated ‘“‘entry price system” used to regulate access to the FEuropean
communities (EC) market of certain fruit and vegetables, such as cucumbers and
courgettes) are no longer applicable to LDCs' exports.

69 Undeniably, the introduction of the EBA, which grants better trade preferences
than the present Cotonou Agreement, has introduced an enhanced uniformity in
LDCs' access to EU markets.>” However, the traditional scheme for dual access to the
European market has created some confusion for analysts and trade policymakers
when examining the utilization rate and preferences under the Lomé/Cotonou
Agreements and former EU-GSP scheme for LDCs, now the EBA. Almost 30 years
of traditional market access under the ACP countries' preferences have shaped a
pattern of trade that will take time to change under the EBA. In fact, analysis of the
trade data shows that the ACP-LDCs are still exporting under ACP trade preferences,
rather than the EBA. This may explain the extremely poor utilization of the EBA by
African LDCs in 2001, the first year of operation for the EBAs. Therefore, in this
note, the utilization and value trade preferences have been analysed by separating the
ACP-LDCs from the Asian LDCs in 2002 and 2004. The dual membership of ACP-
LDCs during 2002 meant that in spite of the existence of the EBA, nearly all their
trade took place under the Cotonou Partnership Agreement. However, the amount of
trade that took place under the EBA has also been taken into account in order to
provide a complete picture.*

70 The following tables provide a snapshot of the products that most benefited
from tariff preferences in 2002 under the EBA and ACP arrangements“.

¥ However, it has been pointed out that this uniformity is not complete. Under the Cotonou
Agreement, ACP countries still enjoy the rules of origin providing for full cumulation among them.
Under the EBA, there is no full cumulation — cumulation is granted only to some regional agreements.
“0'In the 2004 data, notified by the EU, previously separated data sets concerning GSP and ACP have
been merged. Data of previous years were notified according to preferences claimed under GSP or
ACP preferences.

“! For an overall evaluation of EBA see Gallezot and Bureau, The trade effects of the European
Union's EBA Initiative,Commission of the Europea‘f’ru nion, 2005.



Summary of countries and products that most benefited in 2002 from EU trade

preferences
. Values of imports from
Lanb s partner countries (in $000) Cum Main
o e . supplier
Product description Total | Imports Imports | Imports usl]il;lr‘;e and share
ML | x| [LIDE imports | dutiable o AC.P- (per cent)
covered | received
ACP-LDCs agricultural products
18.4 €
MIN/ 22 €
Tobacco MAX24€| 0.0 69713 | 69713 | 69713 | 68303 | 17.5 |MWI (84.7)
/100
kg/met
Crude ground-nut oil 64 | 0.0 74462 | 74462 | 74462 | 67254 | 34.7 |SEN (78.9)
Vanilla 6.0 0.0 72739 | 72739 | 72739 | 60400 | 50.2 [MDG (83.8)
TOTAL 402269 | 402269 | 402269 | 327296 | 83.8
ACP-LDCs non-agricultural products
Aluminium 6.0 0.0 404792 | 404792 | 404792 | 397 820 | 28.9 |MOZ (100)
Frozen shrimps and 12.0 0.0 191272 | 191272 | 191272 | 181524 | 42.1 [MDG (55.3)
rawns
fﬁfsth or chilled fish 90 | 00 142333 | 142333 | 142333 | 103493 | 49.6 |TZA (64.6)
111ets
TOTAL 1292 093 (1292 093|1 292 093| 1168 374 | 84.8
GSP LDCs excluding ACP agricultural products
Other vegetables, fresh | 15 g 00| 7063 | 7063 | 7072 | 7030 | 59.2 |BGD (99.7)
or chilled
TOTAL 11341 | 11341 | 11349 | 10845 | 83.5
GSP LDCs Excluding ACP non-agricultural products
T-shirts 12.0 0.0 | 549776 | 549776 | 549503 | 495424 | 22.0 |BGD (95.5)
Jerseys, pullovers, etc., | 5 4 0.0 | 472989 | 472989 | 473366 | 335758 | 36.9 |BGD (72.9)
of man-made fibres
Uersey, pullovers, etc.,
of cotton, knitted or 12.4 0.0 | 171148 | 171148 | 171197 | 117598 | 42.1 |BGD (61.5)
crocheted
Frozen shrimps and 12.0 0.0 | 90354 | 90354 | 90382 | 89355 | 46.1 |BGD (99.1)
rawns
Men's or boys' trousers,| 1, 4 0.0 | 181662 | 181662 | 181598 | 88446 | 50.0 |BGD (82.3)
breeches, etc., of cotton
TOTAL 2981430 (2 981 430|2 981 522| 1912475 | 85.0

Trade preferences for LDCs granted under the Cotonou/Lomé preferences

71 In terms of the utilization rate, ACP-LDCs under the Cotonou preferences
have traditionally performed better than their counterparts in the Asian context under
the GSP. Looked at more closely, this may be hardly surprising since the composition
of exports explains the difference: Exports of ACP-LDCs are heavily concentrated on
agricultural products or raw materials, where rules of origin play a limited role, while
the exports of Asian LDCs are also equally concentrated, but on the garment sector,

where the rules of origin are stringent and affect utilization.
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utilization rate for ACP-LDCs being above 70 per cent on average for the entire
period from 1998 to 2004.*

72 The second critical factor to be noted in respect of the ACP countries is that
the dutiable imports, in the case of ACP-LDCs, accounted for less than a quarter ($2.5
billion) out of an overall figure of $9.2 billion exports in 2004. Almost $6 billion
exports of ACP-LDCs are already entering the EU duty-free. As shown in table 4, this
ratio of dutiable to MFN-free products has been rather constant from 1998 to 2004.

Table 4
Imports of least developed ACP countries into the EU under the Lomé/Cotonou
Partnership Agreement, 1998-2004

ACP imports
Percentages
Total Dutiable
Year . R
imports | imports
Covered | Receiving
Coverage | Utilization Utility
@ (2) 3 “ S @3 | /@ /3
A B C D E F G H
1998 56194 | 2 1540 | 2 153.1 1 467.4 99.9 68.1 68.1
1999 5 676.1 1 9438 | 19325 | 1 578.7 99.4 81.6 81.2
2000 7 5725 | 17195 | 1 7102 | 1 226.5 99.4 71.7 71.3
2001 8 060.7 | 2 063.5 | 2 059.8 | 1 5704 99.8 76.2 76.1
2002 8 440.7 | 2 237.1 | 2 162.6 | 1 768.0 96.6 81.7 79.0
2003 8 1129 | 2 2064 | 2 096.8 | 1 563.6 95.0 74.6 70.9
2004 9 1664 | 2 721.5 | 2 498.0 | 1 766.6 91.8 70.7 64.9
73 Table 5 reports the products and countries that most benefited from trade

preferences in 2004. Three products and four tariff lines account for 58 per cent of all
utilized preferences, with a utilization rate close to 100 per cent (with the exception of
tobacco).

42 See Annex for further details. 26



Table 5

Major agricultural products and LDC suppliers ranked by descending value of
ACP received imports, 2004

Share in Cumulated
q Values of imports from partner . share in Principal
Tariff rates . . reporter's o 5
countries (in $000) reporter's supplier
total No.
q total
Product imports imports of
description ACP I s | T " from f::)m sup- Sh
MEFN appl. Total Imports mports | tmports partner pliers | ISO3 are
(per | . . ACP- ACP- . partner (per
(per cent) imports | dutiable . countries . code
cent) covered | received countries cent)
(per cent)
(per cent)
Fresh cut flowers * 00 | 54496 | 54496 | 54495 | 52047 12.3 24.8 9 | UGA | 470
and buds
Vanilla 6.0 0.0 43 633 43 633 43 633 40418 9.6 344 6 MDG | 86.7
Tobacco, partly 18.4 MIN 22 €
or wholly MAX 24 €/ | 0.0 37905 37905 37905 37021 8.8 43.2 4 MWI 82.2
stemmed/stripped 100 kg/net
f;?gfl ground- 6.4 00 | 37664 | 37664 | 37664 | 34372 8.1 513 3 SEN | 68.0
Tobacco, partly 18.4 MIN 22 €
or wholly MAX 24 €/ 0.0 42 874 42 874 42 874 30 137 7.1 58.5 5 TZA 51.0
stemmed/stripped 100 kg/net

* 1 January — 31 May: 8.5; 1 June — 310ctober: 12.0; 1 November — 31 December: 8.5.

74 With respect to the data from 2002, the most important improvement was the
utilization of trade preferences by Uganda on cut flowers, which jumped from a
minimal utilization in 2002 to almost 100 per cent in 2004. Exports of groundout oil
from Senegal in 2004 showed a sharp decrease from $67 million to $34 million.

75 Tobacco, mainly from Malawi (80 per cent)43 and, to a lesser extent, Uganda
and the United Republic of Tanzania, was by far the most important product with the
highest preferential margin in 2002 or 2004, since the MFN rate for tobacco was 18.4
per cent, with a minimum specific duty of €22 and maximum of €24 per 100 kg net.
Tobacco products alone accounted for 33.5 per cent of ACP LDCs' claimed trade
preferences in 2002, with a trade value of $102.5 million of claimed preferences.

76 Exports of groundnut oil from Senegal (78.9 per cent) and Gambia (13.4 per
cent) worth $67 million of claimed trade preferences were also among the top
products in 2002, with a preferential margin of 6.4 per cent and high utilization rates
(92 per cent). Vanilla from Madagascar (83.8 per cent) and Comoros (13.4 per cent)
was the third most important product, with a preferential margin of 6 per cent and a
trade value of $60 million of claimed trade preferences in 2002. However, in 2004 the
amount of claimed trade preferences dropped by about $20 million for a total of $40
million, as shown in table 5.

77 In 2002, exports of raw sugar worth approximately $60 million from Zambia
(21 per cent), the United Republic of Tanzania (17 per cent), Malawi (17 per cent) and
Swaziland (13 per cent) were also figured one of the most claimed trade preferences,
even if utilization was surprisingly low (50 per cent). This low utilization of ACP
trade preferences could have partly been explained by the fact that $19 million worth
of trade has been claimed under the EBA Initiative, with the overall cumulated
utilization thus totalling roughly 75 per cent of available trade preferences.

3 The percentage figure in brackets relates to the country share of the overall amount of exports of the
particular product.
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78 With regard to vegetable products, among the products that most benefited
from trade preferences were pumpkins from Zambia (50 per cent), Uganda (22 per
cent) and the United Republic of Tanzania (8 per cent) — with a total of $11 million
of claimed trade preferences — and beans from Senegal (48 per cent), Ethiopia (15
per cent) and Burkina Faso (12 per cent) — with a overall amount of $13 million of
claimed trade preferences and a considerable preferential margin of 12.8 per cent for
pumpkins and 10.4-13.6 per cent for beans.

79 As previously noted, in 2002, cut flowers from Zambia (21 per cent), Uganda
(7.9 per cent) and the United Republic of Tanzania (15 per cent) recorded quite a high
export value of $44 million, but a minimal value of utilization, since only $3 million
claimed trade preferences, as a result of which the estimated utilization rate was 7 per
cent. The MFN rate for roses was a seasonal rate, ranging from 8.5 tol12 per cent and
providing a high preferential margin.

80 Another product that has shown minimal utilization of available trade
preferences is cane molasses from Swaziland, with a trade value of $11.3 million and
preferential margin of €0.35/100 kg.

81 As shown in table 6, aluminium from Mozambique was by far the most
important item exported by ACP-LDCs in 2004. Compared with 2002, exports
doubled to $858 million, but utilization rates did not keep pace since they were about
half the potential ($397 million). Compared with the data for 2002, fish products
continue to maintain the lead in terms of the amount of claimed preferences and
preferential margins.

Table 6
Major non-agricultural products and LDC suppliers, ranked by descending
value of ACP received imports (2004)

. Values of imports from partner Principal
Tariff rates .. . .
countries (in $000) Share in supplier
X Cumulated share
reporter's total | . " No.
q in reporter's
Product imports from . of
description | MFN partner e il sup:
. artner countries| .
Boul. ACP Total |Imports Imports | Imports e P pliers [1s03 Share
(per |. . ACP- | ACP- (per cent) (per
(per imports| dutiable . (per cent) code
cent) covered | received cent)
cent)
Aluminium 6.0 | 0.0 |858 731|858 731 | 858731 | 394 082 26.6 26.6 2 |MOZ|100.0
unwrought
Frozen shrimps | 15 | 0,0 {203 207|203 207 | 203 207 | 193 200 13.0 39.6 8 |MDG| 65.0
land prawns
Fresh or chilled | g | 1187 115|187 115 | 183579 | 124 161 8.4 479 6 |TzA|S570

fish fillets

Octopus (excl.
live, fresh or 8.0 | 0.0 | 89554 | 89554 | 89554 | 86542 5.8 53.8 9 |SEN|48.1
chilled) - frozen

[Fresh or chilled
fish (excl. livers| 10.0 | 0.0 | 77001 | 77001 | 77001 | 74554 5.0 58.8 10 |SEN| 59.1
& roes)

IPrepared or
preserve tuna,
skipjack &
IAtlantic bonito

240 | 0.0 [ 61159 | 61159 | 61159 | 57051 3.8 62.6 2 |MDG| 67.2
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82 In 2002, as far as non-agricultural products were concerned, 32 tariff lines,
mainly fishery products, aluminium and clothing, represented a cumulated share of
84.8 per cent of all trade preferences claimed under the Cotonou Partnership
Agreement, equivalent to approximately $1.168 million.

83 Exports utilizing preferences continued to be highly concentrated in 2004,
since six tariff lines accounted for 62 per cent of all claimed received trade
preferences. In 2002, the highest preferential margin (24 per cent) was recorded on
preserved tuna exports, worth around $50 million, from Madagascar (62 per cent) and
Senegal (37 per cent), with a utilization rate of more than 80 per cent. With regard to
the 2002 figures, these export figures were maintained. In 2002, $51 million of fresh
fish from Senegal (53 per cent) and Mauritania (25 per cent) recorded a preferential
margin of 15 per cent. The figures for 2004 show shrimps and prawns from
Madagascar worth $193 million and octopus from Senegal worth $86 million (ranking
at the top). On average, the preferential margin on fishery products was above 10 per
cent and the utilization rate was 90 per cent.

Trade preferences for LDCs granted under EBA

84 Exports of agricultural products from the European Union LDC-GSP effective
beneficiaries were quite limited in 2004 and focused on seven tariff lines with a total
value of $15 million. In 2002, three tariff lines worth $9 million accounted for 82 per
cent of claimed trade preferences.

85 Pumpkins from Bangladesh were by far the major product with full utilization,
a recorded trade of $7 million in 2002 and $11 million 2004, and a preferential margin
of 12.8 per cent. Another export is garlic from Yemen, with full utilization and a
considerable preferential margin, since the MFN rate is 9.6 per cent + €120/100 kg.
Rice from Cambodia recorded $1 million of claimed trade in 2002 and 2004, with an
80 per cent utilization rate. As in the case of sugar for other countries, Cambodia may
have benefited from the tariff quota for rice opened under EBA.

86 As shown in table 7, the benefits from trade preferences in the case of the
European Union LDC-GSP beneficiaries are highly concentred in the garment sector.
Three tariff lines and one country (Bangladesh) accounted for half of all claimed trade
preferences in 2002 and 2004.
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Table 7
Major non-agricultural products and principal suppliers, ranked by descending
value of GSP received imports, 2004

q Cumulated
Share in 5
Values of imports from reporter's sharet: o No. of
i reporter's - inci i
Tariff rates T ) total Iiotal sup- Principal supplier
Product imports imports pliers
description from P ACP
from
partner (per
MFN ACP Imports | Imports | countries | PA™CT | cenp)
appl (per Total Imports AI(’ZP- A%P- (per cent) countries Total | Imports
PPl P imports | dutiable . (per cent) imports | dutiable
(per cent) cent) covered | received
T-shirts - 1108 1108 1086
cotton 12 0 446 446 335 907 350 24.6 24.6 6 BGD 92.6
Jerseys -
man-made 12.2 0 884 618 884 618 819 449 640 067 17.3 41.9 6 BGD 68.3
fibres
if)rtfzi/ls ; 122 0 382005 | 382005 | 355073 | 280895 7.6 495 6 BGD 68.6
87 As can be seen in tables 11 and 11.A in the Annex, claimed preferences

exports of T-shirts almost doubled in 2004, from $495 million to $900 million, with
high utilization rates. The same is valid for the second most benefiting tariff line,
namely jerseys of man-made fibres.

88

89

while the remaining tariff lines were related to shrimps, footwear and bicycles.

90

claimed

As far as non-agricultural products are concerned, non-ACP LDCs' exports to
the EU accounted for some $4.3 billion in 2002. Most exported products included
textiles and clothing (74.5 per cent of total trade), minerals (5.8 per cent), prepared
food (3.6 per cent), and hides and skins (3.2 per cent). The (non-ACP) LDC that has
most benefited so far from the GSP scheme is Bangladesh, followed by Cambodia (8
per cent), with Nepal and the Lao People's Democratic Republic accounting for 4 per
cent each.*

In 2004, 28 tariff lines accounted for 85 per cent of claimed/received trade
preferences. Out of the 28 tariff lines, 24 related to garments and textiles articles,

In 2002, 40 tariff lines at the 8-digit level accounted for 85 per cent of all

trade preferences

under the EBA,

equivalent

to $1.9 billion of

claimed/received trade preferences. Out of the 40 tariff lines, 30 were textiles and
clothing products, three were frozen shrimps and prawns, and the remaining seven
lines related to footwear, chinaware and leather products. This comparison indicates
that between 2002 and 2004 there was a closer concentration of exports in some

detailed tariff lines, with a rather substantial export increase.

91

Chapters in 2004 and 2002.

T-shirts and jerseys of man-made fibres and cotton, with a recorded claimed
trade of $1.8 billion in 2004 and $947 million in 2002 (mainly from Bangladesh),
accounted for 49 per cent (2004) and 42 per cent (2002) of all claimed trade
preferences. The utilization rate may vary according to the tariff lines and the HS

In the case of Chapter 61 — garments, knitted and

crocheted — the utilization was close to 90 per cent in some cases for Bangladesh,

4 According to data for 2002.
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while constantly low or close to zero for Cambodia. In the case of Chapter 62, the
utilization rate was extremely low for both countries, this being an indication of
difficulties in meeting the requirements of the rules of origin.” In 2004, men's or
boys' shirts of cotton from Chapter 62 showed a utilization rate of about 50 per cent.
The difference in utilization between Chapters 61 and 62 is due to origin
requirements.

92 Apart from garments, the products that most benefited from trade preferences
were shrimps and prawns from Bangladesh, with a preferential margin of 12 per cent
and 8 per cent, respectively, and a cumulative trade value of trade preferences of $110
million (2004) and $170 million (2002), recording a varying degree of utilization of
trade preferences (from a high of nearly 80 per cent in one tariff line to a low of 50
per cent in another tariff line in 2004). Bicycles and chinaware were also products
exported from Bangladesh with a good utilization rate and a preferential margin above
10 per cent on average.

93 Cambodian exports of footwear were equal to $26 million of claimed trade
preferences, with a utilization rate close to 100 per cent and a preferential margin of
17 per cent in 2002; in 2004, these exports dropped significantly. Carpets from
Nepal, with $43 million in 2004 and $37 million in 2002 of claimed trade preferences,
also showed a utilization rate of above 90 per cent and a preferential margin of 8.3 per
cent.

Most received/claimed trade preferences, on a tariff-line basis, from SIDS under
ACP preferences

94 Table 8 summarizes the products that most benefited from trade preferences
for small island developing States (SIDS) in the case of agricultural products, namely
Papua New Guinea and the Dominican Republic. Five products and six tariff lines
accounted for 78 per cent of all claimed/trade preferences.

95 In 2004, exports from Papua New Guinea also ranked at the top of the list of
products most benefiting from trade preferences, with crude and refined palm oil
totalling $167 million and almost full utilization.

96 In 2002, exports from Papua New Guinea to the European Union claiming
trade preferences were classified in six tariff lines (mainly crude palm oil, crude
coconut and palm kernel oil), with a preferential margin of 3.8-6.4 per cent for a
value of claimed trade preferences of $129 million. A notable feature of the exports
from Papua New Guinea is that approximately one third of trade volume occurs under
MEFN-free conditions.

97 The remaining products benefiting from trade preferences are bananas and
cigars for the Dominican Republic.

4 See tables in the Annex for more details.
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Table 8
Major agricultural products of ACP-SIDS suppliers, ranked by descending value
of ACP-SIDS received imports (2004)

Cumulated Principal
o share in supplier
. Values of imports from Slom “} reporter's No.
Tariff rates .. reporter's
partner countries (in $000) total total of
. imports sup- .
Prot.lu?t imports from pliers 1st supplier
description from
rtner partner ACP
cl())?m tr?es countries (per
MFN appl. ACP Total TS Imports | Imports ez (per cent) cent) ISO3 Share
(per cent) (penp{i ey orts | dutiable —— . MEN appl. code (per
P cent) P covered | received (per cent) cent)
S;ude palm 00 | 136120 | 136120 | 136120 | 135311 275 275 1 PNG | 100.0
Bananas - 680€/
fresh or 1000kg/net 00 | 150648 | 150648 | 150648 | 118349 24.1 51.6 7 | DOM | 473
dried
Rum & 0,6€/1%
wafin Vollliaoen | 00 | 48599 | 48599 | 48599 | 47834 9.7 61.3 9 | DOM | 984
Palm oil
(excl.
crude) & 0.0 | 32355 | 32355 | 32355 | 31565 6.4 67.7 2 PNG | 100.0
liquid
fractions
Cigars,
cheroots & 43.0 0.0 | 30343 | 30343 | 30343 | 29986 6.1 73.8 6 | DOM | 99.8
cigarillos
Crude
coconut 00 | 3185 | 31865 | 31865 | 23077 47 78.5 3 PNG | 974
(copra) oil
& fractions
98 As shown in table 9, aluminium oxide from Jamaica is at the top of the list of
products that most benefited from trade preferences in 2004, its value almost
doubling, compared with 2002, to $311 million of received/claimed trade preferences.
This individual tariff line most benefited from ACP preferences in 2002, with a
utilization rate of roughly 70 per cent and a value equal to $172 million of claimed
trade preferences, with a preferential margin of 4 per cent.
Table 9
Major non-agricultural products and ACP-SIDS suppliers, ranked by
descending value of ACP received imports (2004)
Val fi - Share in Cumulated Principal
q alues ol Imports from h: B li
Rt partner countries (in $000) reporter's siare mv ube 1e1:s
reporter's 1st supplier
total No.
. total
Product imports . of
description | MFN | s cp Imports | Imports from imports sup- Share
appl. Total | Imports P P from li ISO3
(per | . 2 ACP- ACP- partner pliers (per
(er imports | dutiable . : partner code
cent) covered | received | countries . cent)
cent) countries
(per cent)
(per cent)
g\:ﬁ;}g‘m”m 40 | 00 | 323075 | 323075 | 323075 | 311568 20.9 20.9 1 JAM | 100.0
T-shirts -
cotton 120 | 00 | 296124 | 296124 | 296 124 | 276825 185 39.4 13 | MUS | 996
Prepared or
preserved 240 | 0.0 | 207886 | 207886 | 207886 | 206469 13.8 53.2 3 SYC | 632
tuna
Prepared or
preserved 240 | 00 | 79718 | 79718 | 79718 | 77186 52 58.4 3 SYC | 535
tuna
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Methanol
(methyl 63 | 00 | 59331 | 59331 | 59331 | 58885 39 62.4 2 TTO | 100.0
alcohol)
i‘;ﬁgis 122 | 00 | stot1 | stot1 | 51011 | 48627 33 65.6 4 | MUS | 608

99 The largest African exporter among SIDS is Mauritius. In the case of ACP
preferences, exports from Mauritius were mainly concentrated on garments,
accounting for $450 million in 2004 and approximately $370 million of claimed trade
preferences in 2002. The utilization rate recorded is quite high (90 per cent), with an
average preferential margin of 10 per cent in both 2002 and 2004.

100  Prepared or preserved tuna from Seychelles enjoyed the highest preferential
margin, with 24 per cent for a cumulated amount of claimed/received trade
preferences of $284 million in 2004 and $213 million in 2003. The utilization rate
was quite high.

101 In the case of Sao Tome and Principe, fish — with a preferential margin of 15
per cent — and copra — 6.4 per cent — were the two most important products,
claiming trade preferences for an aggregated amount of $642,000.

102 Comoros' exports claiming preferences were concentrated in three tariff lines
— vanilla, cloves and essential oils — with an overall value of $8 million. Utilization
was not very high, totalling approximately 60 per cent.

Most-received EU preferences, on a tariff-line basis, from landlocked countries
under ACP preferences

103 As shown in table 10, there were a handful of products that benefited from
trade preferences in 2004, in the case of landlocked developing countries (LLDCs).
Tobacco and cut flowers from Zimbabwe and meat from Botswana accounted for 64
per cent of all claimed trade preferences.
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Table 10

Major agricultural product LLDC suppliers, ranked by descending value of

ACP-LLDC received imports (2004)

Share in Cumulated
. Values of imports from , share in Principal
Tariff rates . reporter's 5 A
partner countries (in $000) total reporter's No supplier
Product imports intn()t:: ts of
description I . I . from fg)m sup- Sh
MFN appl. ACP Total | Imports Té‘;f_ S T(’;f_ S| partner partner | Plers | 1503 | 5 i;e
(per cent) (per cent) | imports | dutiable 3 countries . code P
covered | received (per cent) countries cent)
(per cent)
Tobacco, partly 18.4 MIN 22 €
or wholly MAX 24 €/ 0.0 65 744 65 744 65 744 65501 24.0 24.0 1 ZWE 100.0
stemmed/stripped 100 kg/net
Tobacco, partly 18.4 MIN 22 €
or wholly MAX 24 €/ 0.0 40 095 40 095 40 095 31695 11.6 35.6 1 ZWE 100.0
stemmed/stripped 100 kg/net
Fresh or chilled
boneless bovine 12,8+303,4€/ 0% + 2435 34150 34 150 34150 30 676 11.2 46.9 2 BWA 95.2
100kg/net /100 kg
meat
Fresh cut flowers
& buds * 0.0 31873 31873 31873 29 840 10.9 57.8 1 ZWE | 100.0
Fresh cut flowers ok 0.0 18600 | 18600 | 18600 | 18393 6.7 64.6 1 | zwE | 1000
& buds (Proteas)

* 1 January — 31 May: 8.5; 1 June — 31 October: 12; 1 November — 31 December: 8.5.
** 1 January — 31 May: 8.5; 1 June — 31 October: 12; 1 November — 31 December: 8.5.

104  The same pattern was recorded in 2002, when 10 products classified in 16
tariff lines made up 93 per cent of received/claimed trade preferences for an amount
of $351 million. Zimbabwe, Swaziland and Botswana were the main beneficiaries.
Tobacco from Zimbabwe accounted for about 41 per cent of received trade
preferences, worth $158 million and with a substantial preferential margin since the
MEFN rate is equivalent to 18.4 per cent, with a minimum of €22 and maximum of
€24 100kg/net. Raw cane sugar from Swaziland was the second tariff line that most
benefited from ACP trade preferences, with $87.6 million of received/claimed trade
preferences. The third tariff line was boneless bovine meat from Botswana, worth
$26 million and with a preference margin of 12.8 + €303.4/100 kg/net. Other tariff
lines concerning mainly vegetable products, such as oranges, peas and beans, showed
a very high preferential margin. In all instances, the utilization rates were quite high
— over 90 per cent — except for oranges from Zimbabwe, which showed a utilization
rate roughly equivalent to 50 per cent.

105  Since 2002, the traditional flows of trade for non-agricultural exports from
ACP-LLDCs have not shown drastic changes. Five tariff lines accounted for 84 per
cent of all claimed/received trade preferences, with a corresponding amount of around
$106 million.

% Rate granted within a preferential tariff quota. S8 EU regulation 2247/03,0J L 333, 20/12/2003.




Table 11
Major non-agricultural products and LLDC suppliers, ranked by descending
value of ACP-LLDC received imports (2004)

Principal suppliers
q Values of imports from Cumulated
Tariff rat A q umulate
artit rates partner countries (in $000) rizirrteelrlas share in 1st supplier
ol | TROTers |,
Product imports imports of
description | MFN ACP I " I ot from f::) m sup- Sh
appl. Total | Imports | LPOrtS | MMPOTES | hartner pliers | 1SO3 are
(per ACP- ACP- 5 partner (per
(per imports | dutiable 3 countries tri code
t) cent) covered | received (per cent) countries cent)
CEl (per cent)
Ferro-
chromium 4.0 0.0 94 596 94 596 84 151 82 646 68.0 68.0 1 ZWE 100.0
Ignition
wiring sets
- vehicles, 3.7 0.0 8968 8968 8968 8230 6.8 74.8 1 BWA 100.0
aircrafts
etc.
Women's
or gitls'
jerseys - 12.2 0.0 5631 5631 5631 5552 4.6 79.3 2 BWA 99.9
man-made
fibres
;F(;:thol:s B 12.0 0.0 4010 4010 4010 3140 2.6 81.9 3 BWA 95.8
Men's or
]tjr(()))lllssers B 12.0 0.0 2958 2958 2958 2 888 24 84.3 3 ZWE 94.3
cotton

106 In 2002, 11 tariff lines accounted for 84.8 per cent of the received claimed
trade preferences for an amount of $86 million. Ferro-chromium from Zimbabwe
represented the first most benefiting tariff line, with an amount of almost $32 million
received claimed trade preferences, a share of 31 per cent and a preferential margin of
4 per cent. As shown in table 11, this amount increased substantially in 2004 to $82
million. Ignition wiring sets from Botswana, with an amount of received/claimed
trade preferences, was the second most benefiting tariff line for an amount of $20
million and a preferential margin of 3.7 per cent. In 2004, exports of this product
dropped to $8 million. Other tariff lines, such as classified garments from Zimbabwe,
Botswana and Swaziland, also benefited from trade preferences, with an average
preferential margin of 12 per cent. In all these tariffs lines, the utilization rate was
quite high, averaging over 90 per cent.

107 In 2004, the composition of trade from landlocked countries that benefited

from the EU GSP schemes reported a new entry: Lamb meat and tobacco from the
former Yugoslav Republic of Macedonia.
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Table 12
EU major agricultural products and their principal suppliers, ranked by
descending value of GSP-LLDC received imports (2004)

Cumulated
Tariff rates Values of 1m]?ort§ from Share in share 1n' Prlncnpal
partner countries (in $000) " reporter's supplier
reporter's
total No.
Ll imports of
Product imports P
i from sup-
description Imports | Imports from artner liers Share
MFN appl. GSP Total Imports P P partner P . P ISO3
. 5 ACP- ACP- 3 countries (per
(per cent) (per cent) imports | dutiable 3 countries code
covered | received e (per cent) cent)
P MFN appl.
(per cent)
Walnuts without
shells, fresh or 5.1 1.6 21198 21198 21198 17612 18.3 18.3 3 MDA | 97.6
dried
Fresh or chilled
lamb carcasses & 12.8 %+ 171.3 0.0 15 546 15 546 15 546 15421 16.0 344 1 MKD | 100.0
EUR/100 kg
half carcasses
18.4 MIN 22 €
Tobacco, not MAX 24 €/ | 140 BMAX 2411553y | 15531 | 15531 | 9518 9.9 443 6 | MKD | 974
stemmed/stripped EUR/100 kg
100 kg/net
Hazelnuts
(without shells), 32 0.0 7583 7583 7583 7206 7.5 51.8 1 AZE | 100.0
fresh or dried
108  In 2002, GSP agricultural preferences for LLDCs — six tariff lines from four

countries — represented around 85 per cent of received claimed trade preferences.
Walnuts from Moldova represented 43 per cent of received claimed preferences for an
amount of $14.5 million and a preferential margin of 3.5 per cent. Hazelnuts from
Azerbaijan, with a preferential margin of 3.2 per cent and an amount of $7.7 million
of received trade preferences, was the second tariff line that most benefited. Other
products were ethyl alcohol and cereals from Bolivia and tobacco from Paraguay: all
recorded a high preferential margin.

109  As shown in table 13, metals and gas were the products that most benefited
from trade preferences in 2004 for non-agricultural trade preferences. Those new
entries raised the amount of claimed trade preferences to around $515 million.
Exports were relatively diversified among countries and tariff lines, as 15 tariff lines
accounted for 53 per cent of claimed/received trade preferences. Apart from metals
and gas, garments and footwear from Moldova, with a respective $26 million and $13
million of claimed/received trade preferences, were among the products that benefited
from trade preferences.
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Table 13
Major non-agricultural products and LLDC suppliers, ranked by descending
value of GSP-LLDC received imports, 2004

Principal
. Share in Cumulated supplier
q Values of imports from . .
Tariff rates artner countries (in $000) reporter's share in
P total reporter's No. of
Product imports total imports | sup- 1st supplier
description from from partner | pliers
partner countries
MFN countries (per cent)
appl. BRI Total Imports i | L0 (per cent) ISO3 S
(per | . y GSP- GSP- (per
(per imports | dutiable . code
cent) covered | received cent)
cent)
Ferro-
. 4.0 0.0 186 908 186 908 177 700 146 707 15.1 15.1 1 KAZ 100.0
chromium
Ferro- 27 00 | 71052 | 71052 | 71052 | 67308 6.9 22,0 4 | ARM | 814
molybdenum
Ferro-silico- 5 5 00 | 45307 | 45307 | 45307 | 39639 4.1 26.0 1 KAZ | 100.0
manganese
Propane - 0.7 00 | 65955 | 65955 | 65955 | 33284 34 29.5 1 KAZ | 100.0
liquefied
110 In 2002, 23 tariff lines accounted for 63 per cent of received claimed trade

preferences for an amount of $164 million. Cotton yarn from Uzbekistan, bed linen
from the former Yugoslav Republic of Macedonia and ferro-silico-manganese from
Kazakhstan were the three products that benefited the most. In 2004, yarn from
Uzbekistan did not maintain the trade flows recorded in 2002.

Trade preferences for LDCs granted under the GSP of Japan

111 The Japanese scheme of generalized preferences has been reviewed and
extended for a decade, ending 31 March 2014. During the fiscal year 2001/2002,"" the
special treatment granted to LDC beneficiaries was improved by adding a number of
tariff items for duty- and quota-free treatment for their exclusive benefit. In addition,
all 49 LDCs would be able to benefit from those preferences.

112 LDCs will enjoy the following special treatment for all products covered by
the scheme:

. Duty-free entry;
. Exemption from ceiling restrictions; and
. An additional list of products for which preferences are granted solely

to LDC beneficiaries.

113 Japan further improved its GSP scheme in 2003. The number of LDCs'
agricultural and fishery products under duty- and quota-free treatment was increased
from about 300 items to 500 items: The additional 200 items included prawns and
frozen fish fillets. As for the LDCs' industrial products, almost all items have been
given duty- and quota-free treatment. According to the Japanese Government, this
expansion brought the percentage of products under this treatment in the total import
value from LDCs, including industrial products, from about 80 per cent to over 90 per
cent. According to Japan, the recent improvements notified to WTO in April 2007

4" For detailed information on the current scheme, see The Handbook on the Scheme of Japan
2002/2003, UNCTAD/ITCD/TSB/Misc.42/Rev.2, available on the Internet.
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will bring, in terms of the import value, the coverage of the DFQF to LDCs well over
99 per cent percentage of products.

114 In the case of Japan, two products from three countries accounted for 78 per
cent of all claimed trade preferences in 2004 and 2002, as shown in table 14, with an
overall amount of claimed/received trade preferences of $5.1 million in 2004 and
slightly more than $3 million in 2001. Macadamia nuts from Malawi, with a
preferential margin of 5 per cent and $3.7 million in 2004 and $2.2 million in 2002 of
claimed trade preferences, ranked first.

Table 14
Major agricultural products and LDC suppliers, ranked by descending value of
GSP received imports (2004)

q Values of imports from Share in Cumulated Principal
Tariff rates e /e : :
partner countries (in $000) reporter s share in supplier
P total imports reporter s No. of
roduct 3
Az Fom MFN from total imports sup-
ACP Imports Imports partner from partner pliers Share
appl. Total Imports 5 s ISO3
(per | . . ACP- ACP- countries countries (per (per
(per imports | dutiable . t t code
e cent) covered received (per cent) cent) cent)
Macadamia
nuts, freshor | 50 | 00 | 3767 3767 3767 3767 55.9 55.9 1 MWI | 100.0
dried
Beeswax 150 | 00 | 1484 1484 1484 1484 22,0 77.9 2 TZA | 59.9
115 Beeswax from both Ethiopia (51.7 per cent) and the United Republic of
Tanzania (48.3 per cent) recorded a trade value of trade preferences of $1.4 million in
2004 and $799,000 in 2001, with a preferential margin of 12.8 per cent.
116  As shown in table 15, octopus from Mauritania ranked consistently at the top
of the most benefiting products that benefited from trade preferences, with $111
million of received trade preferences in 2004, showing a significant increase from the
$39 million recorded in 2002. Shrimps from Myanmar ranked as the second product
most benefiting from trade preferences, with $86 million of received/claimed trade
preferences: this is a new entry, as this product did not figure in 2002.
117  However, the most important change concerns footwear from Cambodia,
which considerably increased its exports from 2002, with an exceptionally high
preferential margin of 60 per cent.
Table 15
Major non-agricultural products and LDC suppliers, ranked by descending
value of GSP received imports (2004)
Values of imports from partner countries Share in Cunulatd Principal
Tariff rates ports D share in suppliers
(in $ 000) reporter s
. reporter s No. of
Product total imports total imports SuD- 1 )
description from partner , p i p st supplier
MEN 1 b Imports | Import countries rom pariner | pliers Shar
appl. Total Imports ports ports (per cent) countries ISO3 are
(pET q q GSP- GSP- (per cent) (per
(per imports | dutiable . code
cent) covered received cent)
cent)
Octopus 70 | 00 | 121129 | 121129 | 121129 | 111467 25.5 25.5 5 MRT | 89.0
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f*}?g‘;‘gg &prawns |y | 00 | 106271 | 106271 | 106271 | 89465 20.5 46.0 7 | MMR | 594
Other footwear 600 | 00 | 41044 | 41044 | 41044 | 41044 9.4 55.4 4 | MMR | 442
Other footwear 600 | 00 | 33281 | 33281 | 33281 33281 7.6 63.0 3 | KHM | 820
Other footwear 600 | 00 | 24671 | 24671 | 24671 24614 5.6 68.7 3 | KHM | 88.1
Other footwear 600 | 0.0 | 20756 | 20756 | 20756 | 20756 48 734 3 | KHM | 799

(@)

118  Compared with 2002, there was a rather marked increase in 2004 in
preferential trade, as the six tariff lines shown in table 15 total $328 million. In 2002,
14 tariff lines accounted for 85 per cent of claimed trade preferences under the Japan
GSP scheme, with a total value of claimed trade preferences of $190 million.

119  Octopus from Mauritania in 2002 ranked first, with $40 million of claimed
trade preferences. In 2004, octopus from Mauritania still ranked first, but with
preferential trade worth $111 million. All other products recorded full utilization with
the exception of shawl and scarves from Nepal, which recorded 80 per cent of claimed
trade preferences.

120  Footwear from Cambodia, Bangladesh and Myanmar, with a cumulated
amount of claimed trade preferences of over $90 million, enjoyed a very high
preferential margin of 33.8 per cent and an overall amount of claimed trade
preferences equal to $115 million. Leather and leather products from Bangladesh,
with a cumulative value of $10 million, also benefited from such a high preferential
margin.

121 In 2002, cathodes of copper from Zambia and preserved crab from Angola
were the two most important products from sub-Saharan Africa, with a preferential
margin of 36 per cent for the former and 9.6 per cent for the latter. In 2004, cathodes
of copper were still one of the most exported products, with $8.2 million of claimed
received trade preferences.

Most-received trade preferences, on a tariff-line basis, from small island
developing States under the GSP of Japan

122 Skipjack was the major export of the Solomon Islands, with a preferential
margin of 9.6 per cent and an overall amount of $1.5 million received trade
preferences. However, other exports, such as yellow fin tuna ($2.2 million) and big-
eye tuna ($4.5 million) did not receive preferential treatment, even when covered by
the Japan GSP scheme.

123 Significant exports of tuna from Fiji (totalling approximately $14.5 million)
were not granted GSP treatment, although they were covered by a scheme with a
preferential rate of 3.5 per cent. The same pattern is observed for fish exports from
Mauritius worth $8 million and tuna from Papua New Guinea.

Trade preferences for LDCs granted under the GSP of the United States and
AGOA

124 In order to calculate the degree to which the preferences of LDCs in the
United States market might be eroded, it is first necessary to identify the nature and
scope of the preferential treatment that those countries currently receive. The United
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States' programmes do not ensure that all imports from LDCs enjoy full duty- and
quota-free access. On the contrary, LDCs are subject to higher average tariffs than
other US trading partners. The average US tariff imposed on imports in 2003 was
almost three times as high as the average tariff (1.59 per cent) imposed on all non-
preferential imports into the US market. There are several reasons for this treatment
of LDC:s.

125  First, the United States' trade policy is not geared to the granting of
preferences to LDCs per se. While there are now some provisions in US law that offer
special recognition to this subset of developing countries, the United States tends to
put more emphasis on a country's geographical location than on its income level.

126 Second, it is a long-standing principle of US policy to make preferential
treatment conditional upon a country’s satisfying certain eligibility criteria.*® Being
an LDC is neither a necessary nor a sufficient condition for benefiting from the
preferential trade programmes of the United States. Two of those programmes — the
GSP scheme and AGOA — do extend better treatment to the poorest beneficiaries.
The range of goods that are eligible for duty-free treatment under the GSP is much
wider for the LDCs than it is for other developing countries, but the law does not
specify the standards by which the LDCs are to be determined.*

127  Forty-one LDCs are designated for GSP-LDC treatment. Six LDCs are denied
basic GSP treatment and hence are excluded from the GSP-LDC programme as
well;”" three other LDCs benefit only from the regular GSP programme.51 In the case
of AGOA, the “lesser developed beneficiary sub-Saharan African countries” are
subject to less onerous rules on apparel imports. The criterion is simple: a per capita
gross national product of less than $1,500 in 1998.”* In addition to the United Nations
LDCs in sub-Saharan Africa, this definition covers six countries that are not
considered LDCs under the United Nations criteria.”> The United States thus takes a
more restrictive approach than the United Nations when defining LDCs for the
purpose of the GSP and a less restrictive approach for the purpose of AGOA.

128  Third and perhaps most important is the commodity composition of US trade
with LDCs. Apparel is one of the most prominent items in US imports from those
countries, and it remains excluded under US-GSP treatment.

“ These criteriarelate to the country’ s laws and policies rather than itsincome level. Some LDCs have
not met the requirements set out in US law. One LDC is denied MFN treatment by the United States
(the denial of preferential or MFN treatment to some LDCs is essentialy a political issue that lies
outside the scope of this paper).

9 Section 2467(5) of the Trade Act of 1974, as amended, may be the perfect example of atautology in
US trade law. It defines a “least-developed beneficiary developing country” as “a beneficiary
developing country that is designated as a least-developed beneficiary developing country”. This legal
provision can be contrasted with language in the US implementing legislation for the Tokyo Round
Agreement on Government Procurement. Section 308(6) of the Trade Agreements Act of 1979, as
amended, provides that “the term ‘least developed country’ means any country on the United Nations
General Assembly list of least developed countries’.

* Timor-Leste, Lao People's Democratic Republic, Liberia, Maldives, Myanmar and Sudan.

*! Eritrea, Senegal and Solomon Islands.

%2 Section 112(b)(3)(B)(ii) of the African Growth and Opportunity Act of 2000. This provision was
later amended by section 3107(b)(3)(B) of the Trade Act of 2002 to specify that Botswana and Namibia
are also to be considered lesser developed beneficiary sub-Saharan African countries.

% The non-LDCs that are considered by the United States to be lesser developed beneficiary sub-
Saharan African countries are Botswana, Camerooff0Ghana, Kenya, Namibia and Nigeria.



129  For most LDCs, either apparel or petroleum dominates their exports to the
United States. Combined, these sectors made up 87.2 per cent of all US imports from
LDCs in 2003. The data in the Annex show that for six countries oil and gas
accounted for more than half of US imports from those countries, and for 10 countries
apparel accounted for more than half. Oil and apparel represent polar extremes in the
political economy of US trade policy, both in the tariffs that are applied and in the
encouragement they receive from policymakers.

130 When the tariff lines most benefiting from preferences in the United States are
analysed, the whole scenario under both the US-GSP and AGOA shows that 15 tariff
lines cover above 80 per cent of the overall amount of trade preferences.

131  Petroleum oil from Angola, showing $2.7 billion of received trade preferences,
is by far the most important item. It accounts for 93.8 per cent of all received trade
preferences under the US-GSP for LDCs in 2002.

132 When oil from Angola is excluded, the overall amount of claimed trade
preferences under the GSP was equivalent to about $240 million in 2002. In 2004,
Angola was admitted as a beneficiary under AGOA and trade was recorded under this
latter arrangement. As shown in table 16, exports of petroleum products from
Equatorial Guinea replaced Angola lion's share in benefiting from the United States
preferences since it totalled $935 million in 2004, equivalent to 85 per cent of all
claimed/received preferential trade. Other relevant exports were plastic articles from
Bangladesh, with a value of $5.4 million, and golf equipment with a value of $4.5
million.
Table 16
Major non-agricultural products and LDC suppliers, ranked by descending
value of GSP received imports (2004)

Principal
3 Values of imports from Share in Cumula.ted yp
Tariff rates .. share in suppliers
partner countries (in $000) reporter s
. reporter s No. of
Product total imports total imports SuD- I i
description from partner P P EERDICH
MFEN countries from partner | pliers
i LDC Total Tmports Imports Imports (per cent) countries ISO3 Share
(per | . s GSP- GSP- (per cent) (per
(per imports | dutiable . code
cent) covered received cent)

cent)
Petroleum oils
& oils from 1005 1005
bituminous 10.5¢bbl 0.0 385 385 1005 885 935 009 88.3 88.3 2 GNQ 92.8
minerals
Methanol
(Methyl alchl) 5.5 0.0 99 074 99 074 99 074 99 074 9.4 97.7 1 GNQ 100.0
Articles for the
conveyance or 3.0 00 | 11706 11 706 11706 5482 0.5 98.2 5 BGD | 62.1
packing of
goods — plastics
Golf equip
(other than 49 00 | 4686 4686 4686 4596 04 98.6 1 BGD | 100.0
footwear) &
parts
Porcelain or
china (o/than
bone china), 8.0 0.0 2296 2296 2296 2215 0.2 98.8 1 BGD 100.0
househld tabl. &
kitch.ware
Petroleum oils
& oils from 1 005 1005
bituminous 10.5¢bbl | 0.0 385 385 1005 885 935 009 88.3 88.3 2 GNQ 92.8
minerals
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Table 17

United States major agricultural products and LDC suppliers, marked by
descending value of GSP received imports, 2004

Tariff rates Values of imports from Culllnula.ted Principal suppliers
partner countries (in $000) Share in share n 1°* supplier
reporter s
reporter s total No. of
Product total imports . sup-
description ML LDC Imports Imports from partner LTS liers
P appl. Total Imports P . from p Total Imports
(per | . 9 GSP- GSP- countries . .
(per imports | dutiable . partner imports dutiable
cent) covered received (per cent) .
cent) countries
(per cent)
Tobacco -
threshed or | 37.5¢/kg | ) 861 861 861 861 30.8 30.8 1 BGD 100.0
similarly
processed
Juice of any
single fruit - | 0.5¢fliter |, 991 991 991 417 14.9 457 1 WSM 100.0
concentrated
or not
Guavas,
mangoes & | 6.6¢/kg |4 | 5633 2633 2633 188 6.7 525 1 HTI 100.0
mangosteens
- fresh
133  Table 17 shows agricultural products and countries that most benefited from
the US GSP scheme in 2004. The amount of claimed preferences received is rather
small, totalling slightly more than $1 million. In 2002, agricultural products receiving
preferences under the US-GSP for LDCs were roots from Congo, gelatine sheets from
Bangladesh, and fruits from Togo and Haiti. The total volume of claimed trade
preferences was just over $1 million.
Table 18
Major agricultural products and LDC suppliers, ranked by descending value of
AGOA received imports (2004)
. Values of imports from partner countries Cumula'ted Principal suppliers
Tariff rates (in $000) Share in share in N
are reporter s 1st supplier
reporter s total No. of
Product total imports . .
description LDC Imports Imports from partner imports Sup-
P MFN appl. Total Imports pari from pliers Share
(per | . d GSP- GSP- countries ISO3 code
(per cent) imports dutiable . partner (per cent)
cent) covered received (per cent) .
countries
(per cent)
Tobacco -
threshed
etc & not 37.5¢/kg 0.0 24 584 24 584 24 584 16 624 40.8 40.8 3 MWI 93.0
from cigar
leaf
Tobacco
threshed
etc & not 37.5¢/kg 0.0 18 241 18 241 18 241 10 103 24.8 65.6 3 MWI 99.0
from cigar
leaf
Cane sugar
(raw) -
solid form | 1.4606¢/kg | 4 | ggg 9818 9818 9818 24.1 89.6 2 MOZ 59.7
w/o added
flavour/
color
134 In the case of AGOA, tobacco from Malawi (with a trade value of $16.6

million in 2004 and $5.3 million in 2002 of claimed trade preferences) accounted for
almost 70 per cent of claimed trade preferences from agricultural products; however,
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(ii)

the utilization rate was rather low, as shown in table 18.

135 Trade flows remained concentrated, even in the case of non-agricultural
products under AGOA, where seven tariff lines classifying garment apparel from
Lesotho and Madagascar accounted for 8.2 per cent of all claimed trade preferences
with an aggregated trade volume of almost $200 million. As shown in table 15 in the
Annex, in 2004 the main export was petroleum oil from Angola. When oil is
excluded, other exports are still concentrated on garments from Lesotho and
Madagascar.

Most received/claimed trade preferences, on a tariff-line basis, of small island
developing States under the GSP of the United States

136 The major exports for SIDS under the US-GSP came from the Pacific
countries, as the Caribbean SIDS mainly exported their goods under the Caribbean
Basin Initiative (CBI), and African SIDS under AGOA.

137  Fiji's exports of mineral water, sugar, molasses, bananas and other fruits
benefited from the US-GSP, with a total amount of $16 million and a very high
utilization rate. Another export that received GSP duty-free treatment was fresh yams
from Tonga, worth $290,000.

138  Imports from African SIDS under AGOA in 2002 were mostly exports of
garments of Mauritius, totalling $300 million. Out of this total amount, $285 million
was dutiable. However, only $114 million actually appeared to have received
preferential treatment, with a resulting utilization rate of around 40 per cent.

Most received/claimed trade preferences, on a tariff-line basis, of small island
developing States under the Caribbean Basin Initiative

139 In 2004, as shown in table 19, methanol from Trinidad and Tobago ranked as a
top product that most benefited from trade preferences, with an amount of $500
million. Together with three other products from the Dominican Republic, they
accounted for 76 per cent of all claimed received trade preferences for non-
agricultural products.



Table 19
Major non-agricultural products and SIDS suppliers, ranked by descending
value of the CBI received imports, 2004

I £ £ . Share in Cumulated Principal
Tariff rates Values o lmport(sinlg)(;l(;ol;artner countries reporter s pro—— suppliers
total reporter s No. of | 1stsupplier
Product imports X .
description R LDC Imports | Imports from SO e Share
appl. Total | Imports . = artner | [rompartner | pliers | 1503
(per | . : GSP- GSP- p TS (per
(per imports | dutiable . countries code
cent) covered received (per cent) cent)
cent) ( per cent) P
Methanol
(Methyl 5.5 0.0 504860 | 504860 | 504860 | 500336 473 473 1 TTO 100.0
alcohol)
Precious
metal (other
than silver), 5.5 0.0 197021 | 197021 197 021 177 771 16.8 64.2 5 DOM | 985
articles of
jewellery etc.
Automatic
circuit
breakers for 27 | 00 | 111591 | 111591 | 111591 | 95728 9.1 73.2 1 | poM | 1000
voltage not
exceeding
1,000 V
Gold
necklaces & 5.5 0.0 33569 33569 33569 30 366 2.9 76.1 2 DOM 100.0
neck chains
140  In 2002, methanol, steel bars and tyres made up 89 per cent of all received

CBI trade preferences of Trinidad and Tobago. Methanol, by far the product most
benefiting from preferences (70 per cent of CBI received trade preferences), had a
preferential margin of 6 per cent.

141  The exports from the Bahamas in 2002 were concentrated on polystyrene, with
a preferential margin of 6.5 per cent and a value of $65 million. However, no
significant trade was recorded in 2004.

142 Barbados' preferential exports to the United States under the CBI were
composed of rum ($4.8 million), ethyl alcohol ($2.2 million), and wrenches and
machinery ($32 million). These exports amounted to a cumulated share of 79 per cent
of all preferential imports into the CBI and showed high utilization rates.

143 In the case of Dominica, major dutiable exports to the United States under the
CBI were ceramic items worth $300,000, with a preferential margin of 5.7 per cent.

144 Seven dutiable tariff lines of Jamaican exports to the United States market
represented 78 per cent of all received trade preferences under the CBI. Ethyl alcohol,
with a 2.5 per cent preferential margin, was the product that most benefited, with a
value of received trade preferences of $35.4 million; this was followed by yams, with
a preferential margin of 6.5 per cent and a value of received trade preferences of $10
million. Other products were papaya, sauces and other fruits, with a preferential
margin of 6.4 per cent (6 per cent for other fruits) and a value of received trade
preferences of $4 million for papaya and about $2 million for the other products.

145  Saint Kitts and Nevis' preferential exports were concentrated on three tariff
lines: switches (total received trade preferences of $19 million and a preferential
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margin of 2.7 per cent), television parts worth $2.5 million and other machine parts
worth $2.1 million.

146 Electronics exports — namely, television antennas and transmission apparatus
— were two items that most benefited from the CBI, with a value of $5.5 million and
a preferential margin of 1.8 per cent.

(iii) Most-received US-GSP preferences for landlocked countries
Table 20
Major agricultural products landlocked suppliers, ranked by descending value of
GSP-LLDC received imports (2004)
. Values of imports from partner countries Cumulated Principal suppliers
Tariff rates (in $000) Share in share in "
reporter s 1st supplier
reporter s total No. of
Product total imports . .
Azt MEFN appl LA0E Total Imports Imports Imports [T lll;POI‘tS Sll}P- Share
(per cel:ll:). (per imports dutli)able el Ll countries l'(:m PIEE | 1503 code (per cent)
p cent) P covered received (per cent) | B n?r p

countries
(per cent)

Cane/beet

sugar &

pure sucrose

- solid, w/o 3.6606¢/kg 0.0 4 406 4 406 4 406 4 406 29.8 29.8 1 PRY 100.0

added

coloring or

flavouring

Cane sugar

(raw) -

ZZES&W/ ° 3.6606¢/ke | oo | 3535 3535 3535 3535 239 536 1 PRY 100.0

flavouring

or colouring

Animal

products -

unfit for 1.1 0.0 1262 1262 1262 1262 8.5 62.1 1 PRY 100.0

human

consumption

Cane sugar

(raw) - solid

(used for -1.0 0.0 976 976 976 929 6.3 68.4 1 PRY 100.0

certain

polyhydric

alcohols)

147  In 2004, as shown in table 20, four tariff lines classifying raw cane sugar and
animal products from Paraguay accounted for 68 per cent of all claimed trade
preferences, with an overall value of almost $10 million. In 2002, US agricultural
preferences for LLDCs, excluding AGOA and LDC beneficiaries, four tariff lines and
three products from three countries, accounted for 81.4 per cent of all trade
preferences. Sugar from Paraguay, liquorice from Uzbekistan and animal products
from Paraguay received claimed trade preferences totalling $9.3 million.

148  In the case of non-agricultural preferences for LLDCs, excluding AGOA and
LDC beneficiaries, mineral products from Kazakhstan and Bolivia made up the bulk
of benefits, both in 2004 and 2002, as shown in tables 29 and 29A in the Annex. In
2004, ferrochromium and other ferrous minerals from Kazakhstan, classified into four
tariff lines, accounted for the majority of all claimed received trade preferences, with
a share of 62 per cent in 2004. In 2002, 16 tariff lines made up 95 per cent of
received claimed trade preferences for an amount of $245 million. Zinc and copper
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cathodes from Kazakhstan accounted for almost half of the total received trade
preferences, with low preferential margins of 1 and 1.5 per cent.

Identifying preference erosion and possible trade effects

149  MFN liberalization is expected to occur in any case, with consequent,
inevitable erosion of trade preferences. Erosion will also occur following the
negotiations by the main Preference Giving Countries of Free trade agreements. The
real issue for preference-receiving countries is to identify the trade and economic
effects that may derive from such liberalization. The preceding chapters identified
those products and country pairs that have most benefited from trade preferences.
This chapter will assess the potential trade effects of the erosion of preferential
margins according to various negotiating scenarios utilizing the World Integrated
Trade Solution (WITS).54 The simulation has been carried out at the tariff-line level
in order to match the country/product methodology of this paper. The trade data of
2002 received preferential trade flows were used in the simulation.

149  To take into account the issue of the utilization of trade preferences, such
simulations have been carried out using the utilization rates at the country/product
level. The issue of utilization has been discussed in section I. Where utilization is low,
it means that, at the time of importation, the preferential tariff was not applied and the
MEFN rate of duty was levied. If MFN is applied despite the existence of the
preferential rate of duty, the country may stand to gain from MFN liberalization.
Generally speaking, the introduction of the utilization rate in the simulation scenario
introduced the following variables:

. The lower the utilization rate, the more the MFN rate is applied and the
country is supposed to record benefits from MFN liberalization; and
. The higher the utilization rates, the more the country may be exposed

to trade losses since the preferences are effective.

150  For non-agricultural products, product simulation has been carried with three
negotiating scenarios being assumed: Free trade, the Girard formula and a linear
reduction formula.”> The free trade scenario has been used as a benchmark, as it
entails the total erosion of trade preferences — that is, for those countries attaching
importance to trade preferences, it represents the "worst-case" scenario.

> WITS is a simple tool for quantification of the effects on trade flows, developed by UNCTAD and
the World Bank. It uses a partial equilibrium model that is particularly useful for analysing the first-
round or impact effects of trade liberalization on specific products. Some caution is advised in looking
at the totals across products, as these may aso be subject to intersectoral effects (general equilibrium
consideration), which normally lead to even larger effects. However, given the low value of LDC trade,
this may be less serious an issue than a much wider liberalization scenario, for example WTO
negotiations. This simulation has been carried out using WITS and does not cover other non-tariff
barriers that could be liberalized. In particular, the smulation does not take into account the trade
effects that may arise from the expected end of textile and clothing restrictions under the Agreement on
Textiles and Clothing. This may have a significant impact on the results of the simulations since (to be
discussed below) the mgjority of trade effects of the simulation activity take place in the textiles and
clothing area. Other models and studies are assessing the impact of trade liberalization on textiles and
clothing. The present exercise is aimed at simply quantifying the "missed trade preferences’ either
because there is no coverage or because the utilization rates are low. The results of the simulation have
to be read within this context.

*® The Girard Formula has been applied with a coefficient of 1 and applying sectoral elimination of
MFEN duties on the following sectors: electronics and electrical goods, fish and fish products, footwear,
leather goods, motor vehicles (parts and components), stones, gems and precious metals, and textiles
and clothing. The linear reduction formula has beeﬂ@pplied with areduction of 40per cent.



151 In the case of agricultural products, two scenarios have been taken into
account. The first scenario is free trade, while the second is a simplified version of
the Harbison Proposal based on tariff bands.”® 1In the following sections, the tables
show only the results of the free trade scenario, while the results of the simple mix
trade scenario are just summarized.

Preference erosion and trade effects in the EU market

152 In the case of non-agricultural products and EU-GSP LDC effective
beneficiaries under the first scenario (free trade), Bangladesh shows a mixed
performance as shown in table 21. Table 21 summarizes, in a table format, the
important trade effects arising from the simulation scenario for the trade preferences
most utilized by LDCs at the tariff-line level — for example, columns 5 and 6 show
the first LDC gaining supplier in the simulation for the specific tariff line shown in
column 1, and columns 7 and 8 show the the first LDC losing supplier in the
simulation. In fact, it appears that for the garments in Chapter 61 of the HS,
Bangladesh does not record significant trade losses following the complete erosion of
trade preferences. In some tariff lines, Bangladesh appears as the first gaining
supplier, displacing trade flows of other LDCs such as the Lao People's Democratic
Republic and Madagascar.

153  Consistent trade gains are recorded for Bangladesh in the case of some tariff
lines classifying garments, not knitted and crocheted, where the country is
experiencing low utilization of trade preferences due to origin requirements. Since
Bangladesh is facing MFN duties in this tariff line due to non-utilization of trade
preferences, it is not surprising that the country stands to gain from MFN
liberalization in these tariff lines. However, the same categories of products are
experiencing trade losses for Madagascar, Nepal, the Lao People's Democratic
Republic and Cambodia. Bangladesh and Mozambique appear to record trade losses
on fishery products to benefit of Argentina.

% The simplified Harbison Proposal applies a simple average reduction for all agricultural products
according to tariff bands: X >90 average reduction = 60 per cent 15 <X < 90 average reduction = 50
per cent X <15 average reduction = 40 per cent The negotiating scenario has been inspired by an
UNCTAD study entitled, "Development opportunities and challenges in the WTO negotiations on
industrial tariffs".
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Table 21
Simulation of trade effects for non-agricultural products: Free trade scenario for
EU non-agricultural trade preferences under the EBA

Simulation results Principal gaining Principal LDC
($000) suppliers losing suppliers
Products
st :
Cumulated trade effects 1% gaining suppl. FAELEITE
MFN suppl.
base
rate (per
Total Total
NL code Description cent) Tra(.le T rad.e 1ISO3 trade ISO3 trade
creation diversion
effect effect
1 2 3 4 4 5 6 7 8
6109100000 | L-Shirts - cotton 12.0 44571 26618 | IND | 107891 | MDG | -132

(knitted or crocheted)

Jerseys, pullovers etc. -
6110309900 | man-made fibres 12.0 93723 -28 364 ROM 72311 MDG -168
(knitted or crocheted)

Jerseys, pullovers etc. -

6110209900 | cotton (knitted or 12.0 33128 5973 HKG | 56792 | MDG 818
crocheted)

0306138000 | Frozen shrimps & 12.0 982 4966 ARG 6995 BGD 3720
prawns

6203423500 | Men's or boys' trousers, 12.0 47 005 5309 ROM | 85206 | LAO 329
breeches etc. - cotton
Men's or boys' shirts -

6105100000 | cotton (knitted or 12.0 8138 7141 CHN | 32574 | BGD | -2836

crocheted)

Jerseys, pullovers etc. -
6110309100 | man-made fibres 12.0 22937 -6 473 BGD 8730 MDG -47
(knitted or crocheted)

Jerseys, pullovers etc. -

6110209100 | cotton (knitted or 12.0 12332 3141 HKG | 28433 | MDG 780
crocheted)

6205200010 ng::); or boys" shirts - 12.0 32554 21135 BGD | 28544 | LAO -405
Men's or boys' shirts -

6205200090 | =% 12.0 32554 21135 BGD | 28544 | LAO -405

5701109100 | Carpets & other texiile 8.0 1208 22509 IND 6 645 NPL | -1331
floor coverings - wool

6203423100 | Men's or boys' trousers, 12.0 33769 3463 BGD | 34065 | MDG 478

breeches - cotton

Men's or boys' shirts -
6105201000 | man-made fibres 12.0 3911 -2925 CHN 10 904 KHM -947
(knitted or crocheted)

Men's or boys' shirts -

6205300000 ) 12.0 51692 1083 BGD | 51566 | KHM 220
man-made fibres

0306135010 | Frozen shrimps & 12.0 710 -620 ARG 1868 MOZ | -1185
prawns

0306135020 | Frozen shrimps & 12.0 710 620 ARG 1868 MOZ | -1185
prawns

0306135090 | Frozen shrimps & 12.0 710 620 ARG 1