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Abstract
Since 1975, Bangladesh has been listed as an LDC by the UN. Bangladesh has officially got approval by UNGA to become a developing country by 2026. One of Bangladesh's most important achievements was moving out of the LDC category. In addition to enhancing Bangladesh's reputation in the international arena, LDC graduation comes with new responsibilities, challenges, and a preference cut. Bangladesh has achieved remarkable economic success where export-led growth plays a vital role. Bangladesh is providing policy support and fiscal incentives to exporters to encourage exports. Export subsidy becomes an important policy strategy to boost export. The research paper has intended to examine export subsidy program and its impact on export earnings and growth in the last ten years during 2012-2013 to 2021-2022.  It puts focus on the six main export sectors, namely, RMG, leather sector, agriculture sector, fishery, jute goods and light engineering sector. It is observed that there was a significant rise in export and growth with the rise of budgetary outlay in subsidy. Six main export sectors showed positive results whereas RMG was the both the highest receiver of subsidy and the highest export earner. Furthermore, the paper is willing to shed light on whether export subsidy given to export sectors are in line with the WTO subsidy related Agreements such as Agreement on subsidies and Countervailing Measures (SCM) and Agreement on Agriculture (AoA). Subsidy practice has been analyzed in accordance with the two said WTO Agreements to find conformity. It is evident from the analysis that subsidy practices in Bangladesh require to revisit and transform. The paper conducts a content analysis of various secondary sources and data. Secondary data and knowledge were gathered from published literature from both domestic and foreign sources. It covered a variety of published and unpublished research materials on the topic, including referred journals, WTO documents, research papers, websites, and other online resources.
Keywords:  LDC graduation, Export Subsidy, WTO Agreement of Agriculture, WTO Agreement of Subsidies and Countervailing (SCM).


















1.0 Introduction: 

The United Nations General Assembly (UNGA) granted Bangladesh permission in 2021 to move from the least developed country category to the developing country category by 2026 with a 5-year transition period. It is noteworthy that Bangladesh is the only nation to meet all three of the UN's requirements for graduation (UN, 2021). This outstanding accomplishment will improve Bangladesh's reputation and show the world its strength on the social and economic fronts. 
As an LDC, Bangladesh now enjoys Special and Differential Treatment (S&DT) under various WTO Agreements and Regional Trade Agreements (RTAS). It has privileges to have Preferential market access including duty-free quota-free (DFQF) market access with favorable Rules of Origin criteria in many developing countries and almost all developed countries except USA. Bangladesh is enjoying Services waiver and TRIPS waiver. Though Services waiver could not be utilized due to lack of capability, TRIPS waiver plays significant role in Pharma sector. Moreover, WTO grants Bangladesh prohibited subsidies to use for enhancing its exports. 
However, Bangladesh will lose its eligibility for LDC-specific market access and other preferences in many export destinations after graduation. However, the European Union has a policy under the Everything But Arms (EBA) scheme to give LDCs an additional three-year transition period toward graduation in order to ensure a smooth and sustainable graduation. Bangladesh will therefore continue to benefit from market access preferences in the EU market through 2029. Since other trading partners have not yet formally made such commitments, the expiration date for those export destinations is 2026. Additionally, some partners' development cooperation with Bangladesh may experience relatively minor adjustments, such as Japan's ODA loans having slightly worse terms and some partners, like Germany, gradually switching from grants to loans. Bangladesh will lose access to a small number of mechanisms, such as the LDC Fund (climate change), in some cases (UNESCO, 2020). 
Moreover, WTO and EIF (2020) assumes that exports of the 12 graduating LDCs receive 12% of the LDC specific market access preferences. While Bangladesh’s exports receive70% of such LDC-specific preferences. LDC graduation will therefore have the greatest effect on Bangladesh's exports, which are predicted to fall by 14.28%. While the impact will be quite little for the majority of graduating LDCs. The loss of preferences is expected to result in an increase in tariff duties for the 12 graduating LDCs including Bangladesh of US$2.9 billion, assuming that the preferences are completely utilized. Nearly three-quarters of this expenditure increase would fall on Bangladesh. The expected increase in duty expense is less when preference utilization is taken into account. Average tariff increases for Bangladesh and Nepal would be the highest (8.9% and 8.1%, respectively).
Rahman and Bari (2018), estimate that Bangladesh would face additional tariffs of about 6.7% in absence of preferential treatment, resulting in a possible export loss of USD 2.7 billion. According to Razzaque and Rahman (2018), who cited UNCTAD as saying that Bangladesh would suffer a preferential export loss of 5.5-7.5% and losses in apparel exports will be more than US$1.6 billion, the loss of duty-free access to the EU and the ensuing 9.6% tariff increase will have a negative impact on Bangladesh's export competitiveness. 
Export contributes significantly to foreign currency earnings and has a positive effect on economic growth in particular. A sizable portion of developing countries' needs for capital equipment, technical services, and other goods necessary to the accumulation process are typically met by export receipts (Roy, 1991). Bangladesh is pursuing an export-led growth strategy to increase employment significantly through industrialization and export growth, bring about a just balance in import-export trade, and strengthen Bangladesh's position in global trade share (Ministry of Commerce, 2022). Bangladesh is offering various forms of policy support and fiscal, non-fiscal incentives to boost export competitiveness. Cash incentives against FOB export earnings are one support that has a significant impact on improving price competitiveness of Bangladeshi exports. Currently, export subsidy/ cash incentives cover 43 goods/service sectors (Bangladesh Bank, 2021).
Export subsidies fall within the purview of some WTO Agreements. Nature of services’ export is different from goods. Therefore, export subsidy mainly dominant in goods trade in Bangladesh. LDCs have development needs and their constraints regarding human, institutions and capital resources in trade are recognized by WTO and various international fora. Therefore, WTO urges members to use ‘reasonable restraint’ when bringing up issues under dispute settlement procedures involving an LDC Member (WTO, 1995). In this backdrop, Laws, rules, and policies of LDCs with regard to trade are very rarely challenged in WTO Dispute Settlement Body (DSB). However, Bangladesh is the only LDC that took part in the WTO Dispute Settlement when India was alleging that Bangladesh was practicing Anti-Dumping Measure on export of Batteries. A mutually agreed solution was reached through consultations and was notified to the DSB on 20 February 2006 (EIF, 2020). Thus, inconsistent measures would frequently face Dispute Settlement Body after graduation. Since export subsidy plays a significant role on export of Bangladesh, therefore, practice of subsidy needs to be revisited.

1.1 Problem Statement: 

Bangladesh is proving export subsidies or cash incentives to the promising sectors to enhance their price competitiveness in the export destinations since the late 1970s. Export diversification and expansion are accomplished through the use of export subsidies. Therefore, subsidies play an important role to engage exporters in export-oriented activities. Both the budget for export subsidies and the number of export sectors under the coverage of subsidy are rising. Bangladesh spent 8784.54 crores as export subsidies in FY 2021–2022 to support 43 sectors where with export subsidy ranging from 2% to 20% (Bangladesh Bank, 2021). In place of duty-drawback and duty-free importation of raw materials, export subsidies are offered. Due to a lack of funding, not all export sectors are receiving export subsidies. Additionally, export subsidies are subject to a minimum value-addition requirement, such as a minimum 20-80% value addition. Currently, minimum value addition requirement has at 30% for all export sectors to be eligible for subsidy. Manufacturers and exporters are eligible to receive export subsidies for manufactured goods, but only exporters are eligible to receive export subsidies for agricultural products. It is notable that Bangladesh has been in the list of UN- LDC category. However, the UNGA has set Bangladesh will be coming out of LDC category by 2026. Bangladesh have to follow the trade rule as followed by other developing countries. Otherwise, Bangladesh may face trade related dispute at WTO Dispute Settlement Body. Therefore, the way Bangladesh provides export subsidies to different export sectors will be scrutinized after LDC Gradation in accordance with pertinent WTO agreements like the Agreement on Subsidies and Countervailing Measures (SCM) and the Agreement on Agriculture (AoA) by any WTO member. Therefore, export subsidy program of Bangladesh needs to revisit. 

1.2 Rationale of the Study: 

Bangladesh was recognized as developing country by UNGA in 2021 with 5 years transition period for smooth graduation.  However, current LDC specific preferences under WTO will remain open for Bangladesh up to 2026. Though there is no specific cutoff date. However, Bangladesh has to face many challenges where consistency of trade related policies and practices with WTO will be major issue. Export subsidy is used as a policy tool to boost export. Bangladesh has achieved double digit growth year on year since 2009 with the expansion of export subsidy. However, export subsidy is considered as a trade distorting measure. Since LDCs lack the capacity to meet developing needs, their trade policies and measures are typically not challenged at the WTO. Therefore, post LDC situation will be different. There are some agreements under WTO dealing with export subsidy such as SCM and AoA agreements. Now it is high time to review the conformity of export subsidy program of Bangladesh and find alternative ways of export subsidies.
 


1.3  	Objective of the Study: 


The paper is designed to investigate the following objectives:


1. To analyze export subsidy scheme of Bangladesh and its impact on export; 


1. Whether the export subsidies given to export sectors are in line with the WTO subsidy related Agreements such as Agreement on subsidies and Countervailing Measures (SCM) and Agreement on Agriculture (AoA).



2 Literature Review:
The paper's review of the literature aims to examine the challenges faced by graduated LDC in maintaining export subsidies and possible solutions. Additionally, it sheds light on Bangladesh's cash incentive practices and related policies.
2.1 Effect of LDC graduation on export subsidies in relation to the WTO Agreement on Agriculture (AoA):
After graduation, implications under AoA are rather limited. A graduated LDC would continue to avail the original flexibility it received during the establishment of its bound duties. However, graduated LDCs are subject to more stringent notification obligations in the field of domestic support. Every two years, LDCs are expected to report to the WTO on how they use domestic support. Members from developing nations must submit their domestic support notifications on an annual basis. Therefore, a change in the frequency of domestic support notifications would be necessary upon graduation from LDC status (World Trade Organization and Enhanced Integrated Framework, 2022).
According to the 2015 WTO Ministerial Decision, in accordance with Article 9.4 of the AoA, agricultural export subsidies for LDCs and net-food importing developing countries (NFIDCs) would gradually end by 2030, and the maximum repayment period for imports receiving export financial support will be between 36 and 54 months (longer in exceptional circumstances). Contrarily, developing countries will only have a maximum repayment period of 18 months and a phasing-out period from agricultural export subsidies up to 2023. (World Trade Organization and Enhanced Integrated Framework, 2022).
In addition, to redress short or long-term food deficit requirements or to address insufficient agricultural production situations that can give rise to chronic hunger and malnutrition, LDCs and net-food importing developing countries, along with certain developing country members, can benefit from the monetization of international food aid.
Any developing country member that is a net importer of basic foodstuffs can request, supported by the required statistical data, to be included in the list. Thus, graduating LDCs have the option to be included in the WTO NFIDC List as per the agreed procedure. For example, Maldives, upon graduation, was included in the WTO NFIDC List in 2011 (World Trade Organization and Enhanced Integrated Framework, 2022).
According to the most recent Trade Policy Reviews (TPRs) and responses to a questionnaire on LDC graduation, Bangladesh provides export subsidies for various agricultural products, which is in accordance with Article 9.4 of the AoA (WTO and EIF, 2020). 
It can be seen that the WTO members referred 607 disputes to the Dispute Settlement Body between 1995 and 2021. But not all of these disagreements needed formal judgments to be settled. Many of them found resolutions through mutually acceptable means. However, a sizable number of AoA disputes have been brought before the WTO. Most recently, DS541 is connected to the sugar and sugarcane dispute brought by Guatemala against India of violating the AoA and SCM Agreement's subsidy provision. Rulings were issued against India (WTO, 2021). Thus, DS541 was brought to the WTO-DSB in violation of SCM and related to India's export-related measures.
2.1.2	Effect of LDC graduation on export subsidy under the WTO Agreement on Subsidies and Countervailing Measures (SCM):
In the case of SCM, LDCs and other developing country members included in Annex VII will need to gradually phase out export subsidies provided to products over a period of eight years when such products have reached export competitiveness, based on self-notification or a computation by the WTO Secretariat at the request of any member. According to Article 27.6, a member has reached export competitiveness in a product when member’s share in world trade of that product is at least 3.25 per cent for two consecutive years (WTO and EIF, 2022).
The LDC Group submitted a proposal to allow graduated LDCs with a GNI per capita below US$ 1,000 (constant 1990 dollars) to remain eligible for providing non-agricultural export subsidies under Article 27.2(a) and Annex VII(b) to the SCM Agreement. The proposal is under consideration by the relevant WTO bodies.
Whether Bangladesh would remain under the USD 1000 threshold (GNI/GNP per capita) would depend not only on economic and population growth, but also on the way the methodology to calculate GNI/GNP per capita in 1990 dollars is be applied (UNESCO, 2020)
Since the SCM Agreement contains no provision regarding LDC graduation, in the absence of a decision or clarification, graduated LDCs would cease to be covered by Annex VII. The impact of losing access to this flexibility will depend on whether a graduating LDC provides any export subsidies (WTO and EIF, 2022).
Article 27.3 of the SCM Agreement allowed LDCs an exception from the prohibition of the so-called "local content" subsidies i.e. subsidies granted contingent, whether solely or as one of several other conditions, upon the use of domestic over imported goods (Article 3.1(b)). This exception was available for a period of eight years, from the date of entry into force of the WTO Agreement. This period has expired and is no longer available to LDCs. Therefore, it is of no relevance to Bangladesh's graduation (UNESCO, 2020).
2.1.3	Export Subsidy and its impact on Export:
According to Roy (1993), government incentives for exporters have an impact on promotion. Important factors in Bangladesh include exchange rate adjustments, lower interest rates, duty drawback programs, export performance benefits (XPBs), previously known as export performance licensing under the bonded warehouse program, tax holidays for export-related industries, and back-to-back letters of credit. It is clear that these policies have benefited exporters, even though they haven't resulted in a significant increase in exports overall. According to some data, incentives have not been implemented in a way that will promote the sustainable growth of manufactured exports of a wide range of commodities. From Indian experience, Panagariya (2003) asserted that export subsidies have little impact on exports, and comparative data from Mexico and Brazil shows that export subsidies are an expensive tool for export diversification. It is not justified to use export subsidies to reduce import taxes. Furthermore, it is better to abolish tariffs than to continue using them. Theoretically, if externalities exist, emerging export industries could be protected. When applied to both exporting and substituting industries, the empirical relevance of externalities is still misleading.
Ahuja (2004) stated that while there is sufficient evidence to support the association between an export promotion policy and stronger economic growth, the same cannot, regrettably, be said for the relationship between export subsidies and export performance. As exports depend on a variety of other factors, including macroeconomic policy, the exchange rate, foreign direct investment (FDI), infrastructure facilities, and other considerations, it is challenging to separate the effects of export subsidies from exports. In essence, a country's export success is influenced by both internal supply issues and global demand dynamics. Nevertheless, the scant evidence generally indicates a considerable positive relationship between subsidies and exports, assuming that the latter are targeted and discriminating enough to achieve the goal.
On the contrary, Rahman (2021) in his paper affirmed that export subsidy is one of the key policy interventions in developing countries that offer incentives for exporters to export in international markets. Bangladesh is an emerging economy and will be graduated from LDC to developing countries by 2026. Export subsidies must be eliminated after graduation. Supporting export industries is compelling Bangladesh to spend a large amount, which could be used for various development programs that may bring more significant benefits for the country. However, his analysis showed that both exports and imports will drop substantially if the export subsidies are eliminated. The elimination of export subsidy will affect the RMG sector substantially. The analysis indicates that there is a huge opportunity cost of export subsidies, and welfare could be increased by redirecting the spending to more productive channels.

ILO (2013) revealed that export policies of Bangladesh identify thrust sectors with a view to promoting the development of potential export items. However, many of the thrust sectors are probably not in a position to reap the benefits of the incentives reserved for them. However, so far only the RMG sector has been the prime beneficiary of this facility. Therefore, it is important to undertake sector-specific diagnostic studies so that structural and policy constraints can be identified in order to formulate most appropriate incentives policies and schemes. On the other hand, a number of cash subsidies, tax incentives, and duty concessions have characterized Bangladesh’s export policy. However, the availability of different provisions makes the trade regime complex and could raise the rent seeking opportunities that do not help the growth and development of productive sectors. It urges to conduct careful examination of the effectiveness of these incentives and to harmonize the incentive structure taking into consideration of subsidies and concessions offered for their effective operation. 


Hossain and Aladdin (2005) stated that export-promoting incentives have been in place in Bangladesh since the late 1970s, a structured and concerted effort has been underway only since 1986. The domain of the export assistance spread to value added, intermediate inputs as well as gross output. Until 1986, the Export Performance Benefit Scheme (XPB) coverage was mostly limited to non-traditional exports especially the readymade garments (RMG). In 1986, the XPB coverage was extended to include all exports excepting raw jute and unprocessed leather, and in 1987, the scope was further extended to accord incentives to indirect exports with a view to promoting backward linkages. Bayes et al. (1995) show that most of these incentives had positive impacts on various categories of assistance. However, it is claimed that these incentives also helped reduce the anti-export bias during the 1980s.

Ahmed (2020) claimed that cash incentives have been a major export promotion strategy for a fairly long time. Unfortunately, a sound econometric analysis of the determinants of exports in Bangladesh including the role of subsidies is not available. More generally, the analytical and empirical basis for the government’s export subsidy policy is not known. Moreover, there is no analysis whether any export subsidy is achieved its intended objective. The absence of a systematic analysis of the effectiveness of subsidies on export performance is a major gap that the government needs to address immediately. Anti-export bias and over valuation of real exchange rate have been identified as the main reasons for low export performance and non-RMG exports have fail to take off despite subsidies. Likewise, Helmers and Trofimenko (2009) found the existence of export subsidies in Colombia which they termed as illegal under WTO regulations. They apprehended that subsidies may lead to trade partner retaliation, misalign pricing, and distort the distribution of resources. They found subsidies are effective with little influence, and maintaining them can be very expensive. In absence of appropriate auditing mechanisms, the money is left for the discretionary use by the firms. Moreover, economists are mostly opposed to export subsidies because they are (1) not well targeted, (2) not easy to administer, and (3) open to rent-seeking.


Ministry of Commerce (2021) highlights LDC graduation as the most significant circumstance in the export trade scenario in its Export Policy 2021–2024, and it reveals that Bangladesh will lose duty-free and quota-free market access in developed and developing markets. Preferences under the EBA program will be curtailed in the EU market, and Bangladesh will need to pay an average 10% import tariff, which could hurt its ability to compete in the EU market for exports. However, export policy places a strong emphasis on making incentives and programs in conformity with WTO rules. 

However, 35 products were found to be covered by an export subsidy program when the WTO reviewed trade policy of Bangladesh. Certain local content requirements, ranging from 20% to 40%, must be met in order to qualify for the export subsidies (cash incentives). Additionally, it was observed that the subsidy amount has been increasing since 2012/13 and reached almost BDT 4,480 crore in 2017/18, with the textile industry receiving nearly half of the subsidy outlay (WTO, 2019).





3.0 Research Methodology: 
[bookmark: _Hlk111209561]

Research is a planned, cautious, systematic and reliable way of finding out or deepening understanding (Blaxter, et al. 2010). In other words, research is an organized and systematic way of finding answers to questions to establish facts or principles.  Research methodology is known as the sets or series of techniques used for a research study upon a specific topic. In a broad category, there are two types of research e.g. qualitative and quantitative. Moreover, quantitative and qualitative research can be differentiated on three main points. First, quantitative work seeks to explain while qualitative work seeks to understand.  Second, the personal and impersonal role of the researcher differs in the two research styles.  Third, the quantitative researcher seeks to discover knowledge while qualitative researcher seeks to construct knowledge (Stake, 1995). Selection of research method is very important to reach the conclusion successfully that indicates validity of the research. Likewise, Sapsford and Jupp (1996) took validity to mean the design of research to provide credible conclusions.

The research work is predominantly conducted through qualitative analysis and in some cases qualitive analysis.  The research paper aims at analyzing export subsidy scheme of Bangladesh and its impact on export earnings as well as growth. investigating subsidy related WTO Agreements such as Agreement on subsidies and Countervailing Measures (SCM), and Agreement on Agriculture (AoA). The nature of the objectives is completely qualitative, more specifically explorative and descriptive type. The paper will try to construct logical framework and find output through fulfilling the objectives of the research.  With a view to interpreting the objects, existing policies and practices of Bangladesh in the field of export subsidy will be compared and contrasted with pertinent WTO rules. In this way, analysis of export subsidy scheme and related WTO agreements will be basic source of obtaining the answers to the research objectives. Moreover, document can be used together with other methods, yield valuable insights into societies and the dynamics of social life and be subject to different forms of analysis (May, 2011).
Finally, although there is a mixture of qualitative and quantitative approaches, qualitative approach is dominant. However, the world is full of alternative research methodologies. According to Crabtree and Miller (1999: 346), the best way to judge the merits of a methodology is by how well the method relates to the problem at hand. 
 
3.1 Data Sources:

In this research, secondary data is mainly analyzed to reach a satisfactory and logical finding.  Different books, policies, reports, documents, national and international journals, outcome documents of seminar, workshop and meetings, WTO trade policy review, relevant WTO agreements, WTO ministerial conferences, WTO dispute settlement body report, WTO annual report, UNGA, UNESCO and UNCTAD reports have been the principal sources of secondary data. Newspaper reports and websites are used to conduct the study.

3.2 Data Analysis:
 
Qualitative and quantitative data will be analyzed which are related to the research objectives. Policies, programs and present situation of export subsidy of Bangladesh will be discussed and compared with relevant WTO agreements. Secondary data collection will be kept at the heart of this proposed research. Desk study and relevant literature review will give further insight in the issue.


4.0 Result and Discussion:
4.1 Impact of Export Subsidy:

One of the objectives of the paper is to analyze export subsidy scheme of Bangladesh and its impact on export. It is suggested in the reviews that the abolition of tariffs is a much better solution than using export subsidies to balance import levies. It is not appropriate to use export subsidies to safeguard infant export sectors and to eliminate import-substituting ones. Furthermore, export subsidies are an expensive means of diversifying exports and have little effect on exports.

It also points out that no reliable econometric analysis of the factors affecting exports in Bangladesh, including the significance of subsidies. More generally, it is unclear on what basis export subsidies are offered because the analytical and empirical underpinnings of the government's export subsidy policy are unknown. Furthermore, there is no evaluation of whether any export subsidies achieve their intended goals.  Additionally, anti-export bias of trade policy and the over valuation of the real exchange rate has been identified as the main cause of declining export performance and failure of non-RMG exports. 

It reveals that Bangladesh's export policy has been characterized by a number of cash subsidies, tax incentives, and duty concessions. The availability of various provisions, however, complicates the trade regime and may increase opportunities for rent-seeking, which is detrimental to the expansion and development of productive sectors.  Therefore, sector-specific diagnostic studies are required in order to pinpoint structural and policy limitations and create the most suitable incentive policies and programs.
 

Moreover, some analyses disclose that by 2026 Bangladesh will be a developing country and after graduation, export subsidies must be terminated. Termination of export subsidy may result in decrease of both imports and exports. The RMG sector will be affected to a great extent.  However, it urges that export subsidies have a significant opportunity cost and welfare could be raised by shifting the spending to areas that are more productive.


Reviews of the literature reveal that despite having little influence, many countries use export subsidies, and that keeping them in place can incur a lot of direct financial costs. The money is left up to the firms' discretionary use in the absence of adequate auditing mechanisms. Furthermore, export subsidies are generally disliked by economists because they are (1) poorly targeted, (2) difficult to manage, and (3) susceptible to rent-seeking.


It is abundantly clear from the review literature and numerous government circulars that export subsidies are used as a policy tool in various countries despite having inefficiencies.  Therefore, Policy makers of Bangladesh, employ the export subsidy as a tool to encourage exporters to take part in export-related activities. In the late 1970s, structural changes from import-substitution to export-led industry may have been influenced by export incentives. Bangladesh has adopted an export-led growth strategy as a result, and it's likely that subsidies played a major role in this development. Export subsidies are therefore a tool for increasing export diversification.

Bangladesh introduced export subsidy during late seventies through Export Performance Licence (XPL) scheme in 1978 and Export Performance Benefit (XPB) in 1986.  Bangladesh offers export subsidies to a few promising export sectors. The export subsidy program grows and includes more sectors over time. The government of Bangladesh has set aside a sizable amount of money for export subsidies. The amount allocated for export subsidies has increased from the fiscal years 2012–2013 to 2021–2022. According to Bangladesh Bank's FE Circular No. 29 in the financial year 2021-2022, export subsidy was offered to as many as 43 sectors that was amounted to 8784.53 crore taka. The paper examines the connection between export subsidies, export growth, and export earnings across sectors during the financial year from 2012-2013 to 2021-2022. 

Figure:4.1.1 illustrates that, with some exceptions, export growth and earnings rise as export subsidies rise. Export revenues and growth were 27027 million USD in FY 2012–2013 and 11.12% against a subsidy of 2400 crore taka, respectively. In FY 2021–2022, export revenues and growth were 52082.66 million USD and growth 34.38% against a subsidy of 8784.53 crore taka. Export growth was modest in FY 2014-2015, 2016-2017, and 2019-2020. However, due to the pandemic, low demand, and austerity measures in export destinations, export growth saw a negative growth in 2019–2020. 


Figure:4.1.1

 

Source: Bangladesh Bank and Export Promotion Bureau (EPB)

 Figure 4.1.2 shows that the subsidy to export earnings ratio for the RMG sector in 2012–2013 was 1:18.6 and in 2021–2022 it was 1:8. The subsidy and export earnings in 2012–2013 were 1204.61 crore and 22431.77 million and in 2021–2022 they were 5547.9 crore and 44549.75 million USD respectively. Additionally, in the years 2012–2013 and 2021–2022, the export earning to export earning ratio was 1:1.99 and the subsidy to subsidy ratio was 1:4.6 respectively.




Figure:4.1.2

Source: Bangladesh Bank & EPB

Figure:4.1.3

Source: Bangladesh Bank & EPB

Figure 4.1.3 for the leather industry shows that export markets were not successfully exploited by subsidies despite an increase in export earnings. Subsidies and export revenue in 2012–2013 were 287.18 crore and 561.35 million, respectively. Subsidies and export revenue in 2021–2022 were respectively 548.4 crore and 1245.18 million. The lowest performance was seen during the pandemic in 2019–2020, when export earnings and subsidies were 717.41 crore and 797.6 million, respectively. The leather industry achieved the best results in 2014–2015, earning 1397.28 million against 460 Crore.

Figure:4.1.4


Source: Bangladesh Bank & EPB

Figure: 4.1.5

Source: Bangladesh Bank & EPB



Figure:4.1.6

 Source: Bangladesh Bank & EPB
 Figure:4.1.7
 


Source: Bangladesh Bank & EPB
 
Figures 4.1.4, 1.4.5, and 4.1.6 demonstrate that, despite being wholly obtained, exports of goods related to agriculture, fishery, and jute from 2012–2013 to 2021–2022 did not meet expectations when compared to the subsidies used. Effectiveness of subsidy was not established. Figure 4.1.7, on the other hand, shows how the light engineering sector could successfully use export potentials in opposition to subsidies. Additionally, figure 4.1.8 shows that there is an increase in export earnings with the rise of subsidies in the case of six chosen sectors, including RMG, Leather, Agriculture, Fishery, Jute Goods, and Light Engineering, even though the increase in export earnings varies across the sectors. Figures 4.1.9 and 4.1.10 demonstrate that among six sectors over the past ten years, RMG earned the most (88%) and received the highest subsidy (58%) of all. However, export is dependent on the capability and competitiveness of the supply side as well as the demand, requirements, and compliance of international markets.
Figure:4.1.8
Source: Bangladesh Bank & EPB

Figure:4.1.9
 
Source: Bangladesh Bank & EPB


Figure:4.1.10

Source: Bangladesh Bank & EPB

4.2 Compatibility of Export Subsidy with WTO subsidy related Agreements such as SCM and AoA:

To fulfill the second goal of the research paper, the section investigates whether export subsidies are compatible with WTO Agreement SCM and AoA.

It is clear from reviews of the literature that Bangladesh continues to offer export subsidies, and after it graduates from the LDC category, its subsidy policies will be strictly governed by WTO agreements like SCM and AoA. SCM Agreements cover subsidies for commercial or industrial goods, whereas AoA agreements cover subsidies for agricultural goods. The SCM Agreement's Part 1, Article 1 defines what constitutes a subsidy.  As per the SCM Agreement, subsidies are defined as "direct transfers of funds, fiscal incentives, providing goods or services other than general infrastructure, provided by a government or any other private body directed to do so, which confer a benefit to the exporters". 
Two types of subsidies are prohibited under Article 3 of the SCM Agreement: (a) subsidies shall not be provided based on export performance, including those illustrated in Annex 1; and (b) no member country shall provide subsidies based on the use of domestic rather than imported goods in the production of goods. However, developing country members listed in Annex VII, including LDCs, are eligible for providing prohibitive export subsidies mentioned in 3.1.a as per the provision of Article 27.2.a under the SCM Agreement. On the other hand, other developing country Members must phase out the subsidies using the prescribed procedures within a period of eight years following the WTO Agreement's entry into force (Art.27.2. b). 
However, pursuant to Article 27.5 of the SCM Agreement, a developing country Member that is mentioned in Annex VII and has achieved export competitiveness in one or more products shall gradually phase out export subsidies on such products over the course of eight years. A developing country Member has achieved "Export Competitiveness" when its exports of that product have attained a share of at least 3.25 percent in global trade for two consecutive calendar years, according to Article 27.6.
According to the Article 3.3 of Agreement of Agriculture (AoA), Member shall not provide subsidy in respect of any agricultural produce not specified in its Schedule. Bangladesh has submitted a blank schedule regarding export subsidies under the agreement, so Bangladesh cannot provide export subsidies to agricultural products. However, in accordance with Article 9.4 and the decision of the 10th WTO Conference held in Nairobi, Least Developed Countries (LDCs) and food importing developing countries (NFIDC) are allowed to provide assistance in reducing marketing costs for agricultural exports until 2030. This includes handling, upgrading and other processing costs, domestic and international transport costs, freight and transport costs and freight for shipping export goods.
From literature review and WTO Agreement on Subsidy and Countervailing (SCM) it is obvious that being an LDC, Bangladesh is eligible to provide export subsidy even if prohibitive as per Articles 27.2.a under SCM Agreement. Moreover, as per Articles 27.5 and 27.6 of SCM Agreement, Bangladesh is getting privileges to continue subsidies for not achieving “Export Competitiveness”. However, by this time, Bangladesh has achieved “Export Competitiveness” in some HS Heading of Knit and Woven. Therefore, it has gradually to phase out export subsidy in those items of RMG. Moreover, after LDC graduation, benefit from Annex VII under Article 27.2.a of SCM Agreement is not automatic. Twenty countries are included as Annex VII countries. Bangladesh is required to get registered as an Annex VII country. On the other hand, to be included as Annex VII country, Bangladesh’s GNP per capita has to lower than $1,000 per annum. If Bangladesh’s GNP per capita goes up to $1,000 per annum, it will not be allowed to be treated as Annex VII country. Therefore, Bangladesh will not be allowed to continue export subsidy for non-agricultural goods under SCM Agreement. Furthermore, subsidies based on the use of domestic rather than imported goods in the production of goods known as “local content” falls under Article 3.1.b is no longer applicable for Bangladesh through the provision of Article 27.3 because of the termination of the implementation period.
From reviews of literature and WTO Agreement of Agriculture, it is evident that Bangladesh is not permitted to continue export subsidies for agricultural products because it confirmed in its Schedule that it had no subsidy programs. Even though Bangladesh offers export subsidies, they will be closely scrutinized in post-graduation circumstances. According to Article 9.4 of the AoA and the 2015 WTO Nairobi Ministerial Decision, Bangladesh cannot provide export subsidies after it graduates from the LDC category. These subsidies relate to internal transportation and freight charges for export shipments, marketing costs associated with handling, upgrading, and other processing, as well as costs associated with international transport and freight. Bangladesh must therefore be listed among the developing nations that import net amounts of food (NFIDCs) in order to be eligible for the export subsidy under Article 9.4 and the 2015 Ministerial Decision. 
4.3 Subsidy Scheme of Bangladesh: 
Bangladesh provides export subsidies for both agricultural and non-agricultural goods. Every financial year, the Bangladesh Bank's FE Circular announces an export subsidy. According to the latest FE circular no.29, 2021, as many as 42 products are under subsidy package receiving from 2% to 20% assistance. Main objectives and conditions of cash assistance are as follows:
	a.    Export incentives are provided against foreign exchange repatriated at fob value from	       	       exported goods;
            b.    Government provides export incentives to encourage export trade;
c. There should be minimum 30% domestic value addition for availability of export incentives;
d. In most sectors, cash assistance is provided as an alternative to duty bond/ duty draw back. Besides, cash assistance is provided in different sectors with different sector-wise conditions.
e. Export subsidy is provided with a view to have price competitiveness in the international market.
[bookmark: _Hlk113383442]However, domestic minimum value addition falls under the SCM Agreement's Article 3.1.b, which is forbidden. Additionally, under Article 27.3 of the SCM Agreement, developing countries were given 5 years to maintain domestic minimum value addition as an eligibility criterion while LDCs received 8 years. However, both for LDCs and developing countries, the exemption period for maintaining value addition has expired. Bangladesh will no longer qualify for the maintenance of the domestic value addition criterion as a result.


4.0 Limitations:


Due to short span of time, it has not been possible to collect extensive data and take expert opinions of some Key informant interviews. Export subsidy is completely being dealt under the purview of WTO. Therefore, it is obligatory to investigate subsidy package of Bangladesh under the scope of WTO. In the international arena, there is a comprehensive discussion on what are the challenges and how to deal with post LDC situation. Likewise, Bangladesh has put due importance and working on how to cope up with the post LDC situation. Government bodies, academia and research organizations are engaged in seminar, workshop and impact assessment researches. However, there are no formal declaration on alternative policy options against export subsidy. 

Conclusion:

By 2026, Bangladesh is set to be a developing nation. Bangladesh must give up some WTO preferences after leaving the LDC category. Additionally, it needs to align its trade-related practices with WTO standards. Bangladesh started providing export subsidy since late 1970s. Bangladesh has taken some policy measures to increase exports. The most significant policy tool to promote exports has been export subsidies. As a result, there was a change in economic structure where export-oriented industries were encouraged to grow. Bangladesh has embraced an export-led growth strategy in which export trade is in the pivotal role. Export subsidy coverage has increased in terms of product coverage and budgetary outlays over the period. Export subsidy has increased since the financial year 2012-2013. 
The research paper examines budgetary allocations for subsidies from 2012–2013 to 2021–2022 and their effects on total export earnings and growth. It has been noted that as subsidies rose, export revenues and growth also rose significantly. During 2019-2020, there was a decline in earning and growth due to Covid-19. However, overall export earnings and growth were 52082.66 USD and 34.38% against 8784.53 crore in subsidies in 2021–2022, as opposed to 27027.36 USD and 11.22% against a subsidy of 2400 crore in the year 2012-2013.
Additionally, it noted how subsidies affected six significant export industries, including RMG, the leather sector, agricultural products, fishery, jute products, and light engineering. All six sectors saw an increase in export revenue. In contrast to the subsidies allocated, export earnings from leather industry, agricultural products, fishery, and jute products did not look promising rather light engineering sector showed promising export earnings. But out of the six main export industries, RMG used the most subsidies (58%) a total of 26498 crores and made the most money (88%) a total of 270811.2 USD.
The paper examined the compatibity of export subsidy practice of Bangladesh in contrast with the subsidy related provisions of SCM Agreement and AOA Agreement. Bangladesh is providing fiscal incentive (in taka) against repatriated export earnings (foreign currency) at fob values. In case of non-agricultural goods, to be qualified for subsidy, needs to use certain percentage of domestic input, that is not permitted for a developing country under SCM. Being an LDC Bangladesh was allowed to provide export subsidy based on export performance. After graduation, Bangladesh cannot provide subsidy based on performance under SCM. It is eligible for a subsidy under SCM if it is listed in Annex VII and its per capita GNP is less than $1,000. Furthermore, Bangladesh was never allowed to provide subsidy on agricultural goods. It was not challenged due WTO’s provision of showing ‘due restraint’ towards LDC. After graduation, subsidy on agricultural products need to be removed and it cannot provide subsidy under Article 9.4 of the AoA and the 2015 WTO Nairobi Ministerial Decision. To take the opportunity under Article 9.4 of the AoA and the 2015 WTO Nairobi Ministerial Decision, Bangladesh has to be included in the list of NFIDC.

6.0	Recommendation: 

However, the following recommendations are drawn from the above discussion:	
a. Export subsidies have a positive effect on export revenues and economic growth. Therefore, subsidy should be replaced with the best alternatives in order to continue supporting exports.

b. The requirements for local value addition to qualify for subsidies under the WTO SCM Agreement are contradictory and have already been phased out for both LDCs and developing countries. Therefore, it is advised to avoid local value addition conditions;


c. Bangladesh needs to check on which HS Headings it has crossed the competitive threshold more than 8 years ago and Bangladesh should adopt ‘time bound phase out plan’ for products under those HS Headings;


d. After leaving LDC category, Bangladesh will not be eligible to provide export subsidy to non-agricultural products. Therefore, Bangladesh is required to include in Annex VII countries to continue with export subsidy under SCM;

e. Subsidies can be provided for agricultural products in accordance with Article 9.4 of the AOA and the 2015 Nairobi Ministerial Decision of the WTO in order to reduce the costs of marketing agricultural exports, including handling, upgrading, and other processing costs, as well as the costs of domestic and international transport and freight. However, in order to receive subsidies under Article 9.4 of the AOA and the 2015 WTO Nairobi Ministerial Decision, Bangladesh must make an effort to be added to the list of NFIDC after leaving the LDC category.

f. Finally, export subsidy-related WTO disputes can be considered to determine whether any of their components are present in Bangladesh's practices.


6.1	Implementation Plan of the Recommendations:


	Actions
	Responsibility
	Timeframe
	KPI

	Find best alternatives to export subsidy
	Ministry of Commerce, Finance Division, Bangladesh Bank, Bangladesh Trade and Tariff Commission
	1 year
	Expert Committee Formation to identify best alternatives to subsidy.

	Termination of the requirement of local value addition citeria
	Ministry of Commerce, Finance Division, Bangladesh bank
	1 year
	Issuing Go in this regard.

	Preparation of "time bound phase out plan" for HS products Headings whose competitive threshold have been exceeded for more than 8 years ago
	Ministry of Commerce, Export promotion Bureau, Bangladesh Trade and Tariff Commission
	1 year
	Issuing “time bound phase out plan”

	Inclusion in the NFIDC list and Annex VII
	Ministry of Commerce
	2 years
	Communications with relevant WTO and UN bodies.

	Analysis of export subsidy-related WTO disputes
	Ministry of Commerce,
Bangladesh Trade and Tariff Commission
	2 years
	Formation of a dedicated expert committee
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Export earnings of RMG sector against Subsidy  during 2012-13 to 2021-22   

Subsidy, Taka	
2012-2013     	2013-2014	2014-2015	2015-2016	2016-2017	2017-2018	2018-2019	2019-2020	2020-2021	2021-2022	1204.6099999999999	1273.57	2004.7	1901.27	2396.58	2283.84	2642.96	3428.08	3814.49	5547.9	Exp Earning, Million	
2012-2013     	2013-2014	2014-2015	2015-2016	2016-2017	2017-2018	2018-2019	2019-2020	2020-2021	2021-2022	22431.77	25393.17	23752.74	28955.89	29055.119999999999	31603.48	35128.92	28824.14	32719.66	44549.75	


Export earnings of Leather sector against Subsidy  during 2012-13 to 2021-22   

Subsidy	
2012-13	2013-14	2014-15	2015-16	2016-17	2017-18	2018-19	2019-20	2020-21	2021-22	287.18	365.57	460	371.29	705.7	652.33000000000004	420.53	717.41	465.3	548.4	Exp. Earning	
2012-13	2013-14	2014-15	2015-16	2016-17	2017-18	2018-19	2019-20	2020-21	2021-22	561.35	505.54	1397.28	1160.95	1234	1085.51	1019.78	797.6	941.67	1245.18	



Export earnings of Agriculture sector against Subsidy  during 2012-13 to 2021-22   

Subsidy	
2012-13	2013-14	2014-15	2015-16	2016-17	2017-18	2018-19	2019-20	2020-21	2021-22	216.96	247.68	413.89	400.56	476.79	606.34	595.04999999999995	913.84	781.87	781.81	Exp. Earning	
2012-13	2013-14	2014-15	2015-16	2016-17	2017-18	2018-19	2019-20	2020-21	2021-22	535.74	615.08000000000004	541.41	596.05999999999995	553.16999999999996	673.7	908.96	862.06	1028.1400000000001	1162.25	


Export earnings of Fishery sector against Subsidy  during 2012-13 to 2021-22   

Subsidy	
2012-13	2013-14	2014-15	2015-16	2016-17	2017-18	2018-19	2019-20	2020-21	2021-22	280.26	252.58	288.86	222.52	322.39999999999998	344.17	199.06	419.7	269.8	304.87	Exp earning	
2012-13	2013-14	2014-15	2015-16	2016-17	2017-18	2018-19	2019-20	2020-21	2021-22	543.84	638.19000000000005	529.91999999999996	535.77	526.45000000000005	508.43	500.4	456.15	477.37	532.94000000000005	


Export earnings of Jute Goods sector against Subsidy  during 2012-13 to 2021-22   

Subsidy	
2012-13	2013-14	2014-15	2015-16	2016-17	2017-18	2018-19	2019-20	2020-21	2021-22	350	378	700	500	395	480.75	494.09	500	800	984.54	Exp earning	
2012-13	2013-14	2014-15	2015-16	2016-17	2017-18	2018-19	2019-20	2020-21	2021-22	1030.6099999999999	824.49	794.25	919.58	962.42	1025.55	816.27	882.35	1161.48	1127.6300000000001	


Export earnings of Light Engineering sector against Subsidy  during 2012-13 to 2021-22   

Subsidy	
2012-13	2013-14	2014-15	2015-16	2016-17	2017-18	2018-19	2019-20	2020-21	2021-22	1.03	0.79	0	1.57	1.67	1.19	5.38	1.84	0.81	1.21	Exp earning	
2012-13	2013-14	2014-15	2015-16	2016-17	2017-18	2018-19	2019-20	2020-21	2021-22	367.47	366.63	416.64	510.08	688.84	355.96	341.3	292.92	529	795.63	


Export Earnings against Subsidy during 2012-1 3-2012-22 in major 6 sectors

Subsidy, Taka	
RMG	Leather	Agro	Fishery	Jute goods	Light Engineering	26498	4993.71	5434.79	2904.22	5582.38	15.49	Exp. Earning, million	
RMG	Leather	Agro	Fishery	Jute goods	Light Engineering	270811.2	9948.86	7476.57	5249.46	9544.6299999999992	4664.47	



Exp. Earning, million earned during 2012-2013 to 2021-2022


Exp. Earning, million	
RMG	Leather	Agro	Fishery	Jute goods	Light Engineering	270811.2	9948.86	7476.57	5249.46	9544.6299999999992	4664.47	







Subsidy, Taka Allocated during 2012-2013 to 2021-2022 for Six Sectors

Subsidy, Taka	
RMG	Leather	Agro	Fishery	Jute goods	Light Engineering	26498	4993.71	5434.79	2904.22	5582.38	15.49	

Correlation between export earnings and export growth in contrast to subsidies during 2012-2013 to 2021-2022

Budget Allocation (taka, Crore) for Subsidy	
2012-2013     	2013-2014	2014-2015	2015-2016	2016-2017	2017-2018	2018-2019	2019-2020	2020-2021	2021-2022	2400	2592	4000	3500	4395	4480.75	4495	6390.7	6645.59	8784.5300000000007	Export Earnings from goods (million dollar)	
2012-2013     	2013-2014	2014-2015	2015-2016	2016-2017	2017-2018	2018-2019	2019-2020	2020-2021	2021-2022	27027.360000000001	30186.62	31208.94	34257.18	34846.839999999997	36668.17	40535.040000000001	33674.089999999997	38758.31	52082.66	Growth (%)	
2012-2013     	2013-2014	2014-2015	2015-2016	2016-2017	2017-2018	2018-2019	2019-2020	2020-2021	2021-2022	11.22	11.69	3.39	9.69	1.72	5.81	10.55	0	15.1	34.380000000000003	
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