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A Natural Experiment

@ Data concerning apparel exports from Bangladesh

e Two industries: woven vs. non-woven apparel
e Two sets of policies: EU vs. US.

@ Differences in trade policies and industries.
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Trade Policy Differences

o FEurope: @ United States:
@ ROOs restrictive @ ROOs not so restrictive
e Yarn forward e Assembled in country

Tariff 20%

Country specific quotas

o Tariffs 12-15%

@ No quotas

o EBA preferences No preferences
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Industry Differences

e Non-woven apparel:
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Industry Differences

o Non-woven apparel: o Woven apparel:

e Can use yarn to @ Must use domestic cut
manufacture garments fabric

@ Low cost of EBA @ High cost of EBA
preferences preferences
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Choice of Export Market

Choice of Export M arket

—

0 one market firms
8 two market firms
O three market firms
O four market firms

number of firms

888828288 8

o

%@

US-quota US-no quota EU Others
export destinations
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Choice of Markets

@ More firms export to EU than US
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Choice of Markets

@ More firms export to EU than US

e non-woven (60 vs. 7)
o woven (94 vs. 68)

@ Exporters to US: multi-market firms

@ Exporters to EU: single-market firms
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Predictions

@ More productive firms can afford fixed costs to get benefits like larger
markets & lower tariffs
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@ More productive firms can afford fixed costs to get benefits like larger
markets & lower tariffs

@ Additional fixed costs incurred as move from domestic to exporter to
exporter meeting ROOs so natural productivity hierarchy:
Poor productivity — exit
Low productivity — only domestic market

o

o

o Medium productivity — export without preferences
e High productivity — meet ROOs and get preferences

@ If meeting ROOs is easy, as in EU non-wovens, most should do so.
The fraction of firms who sell to the EU and invoke ROOs is 58%
which is higher than that in wovens which is 40%.
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@ In multi-country setting, more restrictive trade policy makes market
less attractive for exporters as price index lower (more competition for
them) and tariffs higher (less revenue for them). So productivity
cutoff higher.
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@ In multi-country setting, more restrictive trade policy makes market
less attractive for exporters as price index lower (more competition for
them) and tariffs higher (less revenue for them). So productivity
cutoff higher.

e Firms that export to the US should be more productive than exporters
to the EU, export cutoff higher.

e This should be more so in non-wovens: large difference in cutoffs for
US and EU exporters in non-wovens.

e Firms that export to both markets should be more productive than

those who do not.

Kala Krishna (Penn State and NBER) Heterogeneous Firms and Trade Policy



Evidence on Productivity

@ Productivity estimated from survey data of 350 firms (710% of all
garment firms) using product and materials price information.
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Evidence on Productivity

@ Productivity estimated from survey data of 350 firms (710% of all
garment firms) using product and materials price information.

@ Productivity differences among firms exporting to US and EU are
greater in non-wovens.

e Controlling for industry and year fixed effects, firms that supply a
majority of their products to the EU market are, on average, 24% less

productive.
o For woven firms, the productivity difference is statistically insignificant.
e Firms that supply a majority of their products to the US market are
42% more productive.

@ Productivity gap is not statistically significant in woven industry.
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Evidence on Productivity

@ Firms that meet ROOs are more productive than other exporters.
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Evidence on Productivity

@ Firms that meet ROOs are more productive than other exporters.

e Non-woven: Majority EU significantly less productive, but no
significant difference in productivity for those firms that satisfy ROOs
as most exporters meet ROOs..

o Woven: Majority EU not significantly less productive, but firms that
invoke ROOs are significantly more productive as most exporters do
not meet ROOs..

@ Multi-market firms are more productive and have larger sales.
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Policy Implications

@ Preferences provided by EU under EBA may be far less beneficial than
they seem.
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Policy Implications

@ Preferences provided by EU under EBA may be far less beneficial than
they seem.

@ ROOs raise costs. In the woven apparel sector they essentially undo
preferences. Limited domestic supply of woven cloth in Bangladesh,
so 20% higher price for domestic cloth which effectively undoes EBA
preferences.

@ Windfall for Bangladeshi textile producers—higher prices for
cloth—who are not competitive in the world market. These producers
then lobby against polices like regional cumulation which would allow
greater use of textiles made in much of South East Asia in
Bangladeshi apparel exports, which would enhance their
competitiveness.

@ Effects of SAARC Regional Cumulation: Indian low price/quality textile

demand higher.
® Reverse Origin: Bangladeshi high price/quality textile demand higher.
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Policy Implications

3. In both woven and non-woven sectors, firms exporting to the EU are
much more capital intensive than firms exporting to the US. This
distortion of technique is costly to the economy as a whole, the more so
if credit constraints binding and capital relatively scarce (as in
Bangladesh).
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Policy Implications

3. In both woven and non-woven sectors, firms exporting to the EU are
much more capital intensive than firms exporting to the US. This
distortion of technique is costly to the economy as a whole, the more so
if credit constraints binding and capital relatively scarce (as in
Bangladesh).

4. Liberal preferences given by the EU to Bangladesh reduces average
productivity of firms exporting to it in non-wovens. As a result, such
preferences have spurred less of an increase in imports in non wovens
than might have been expected.

@ Thus, even seemingly liberal trade preferences may have hidden costs
and should be designed with caution.
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