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THE EXPORT COMPETITIVENESS OF PAKISTAN:
A Constant Market Share Analysis, 1973-1995

Mohammad AKBAR

Export eamings are of immense importance for a third world country like Pakistan, cspe-
cially in the given grim cconomic situation and alarmingly low foreign exchange position.
Since the early seventies, Pakistan has been incurring a terms of trade deficit of more than
3 per cent a year. Pakistan’s share in world trade has remained under 0.2 per cent through-
out the period under consideration. Subsequent governments have placed increased em-
phasis on the expansion of export camings. In the light of this growmg awareness about the
importance of exports in a developing country like Pakistan, an in-depth analysis of the
export performance in a historical perspective is essential for any meaningful future plan-
ning in this regard. The purpose of this paper is to examine whether and to what extent,
low share of Pakistan’s export in world trade reflects the lack of its international competi-
tiveness. This is achiéved by using Constant Market Share Analysis.

I. Introduction

For a developing country like Pakistan, export is a major source of providing
much needed foreign exchange for economic activities in general, and for eco-
nomic growth, in particular, Export receipts usually cover a considerable part of the
needs of developing countries for capital equipment, technical services and other
goods essential to economic growth. An increase in exports helps to achieve greater
capacity utilisation, permits the exploitation of economies of scale, generates incen-
tives for technological improvements and brings efficient growth due to a competi-
tive advantage. Therefore, long term, sustained, GDP growth requires a strength-
ening of the competitive foundations of the economy to capture a larger share of
the world market.

At a very broad level, Pakistan’s export growth performance over the period
1985 to 1995 compares reasonably well with the dynamic East Asian developing
countries. Export volume growth rose from 6 per cent a year during the period
(1973-1983) to 10.5 per cent during 1984-1995, while East Asian export volumes
increased from rates of 8.5 per cent to 11 per cent. The volume of goods exported
has risen by almost 6 percentage points as a proportion to GDP. Nonetheless,
Pakistan's share in world exports has remained small, as declining prices for its key
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exports have eroded dollar earnings. As a result, Pakistan’s share of global exports,
since 1972-73, has not exceeded 0.2 per cent. Moreover, there has been little diver-
sification of exports both in terms of commodities exported and the regions of des-
tination of exports.

Except for the initial year (1972-73) when a massive devaluation of the
Pakistan’s rupee took place, Pakistan has been incurring a trade deficit of more
than 3 per cent a year. Subsequent governments have placed increased emphasis
on the expansion of exports. In the light of this growing awareness about the impor-
tance of exports in a developing country like Pakistan, an in-depth analysis of the
export performance in a historical perspective is, therefore, essential for any mean-
ingful future planning in this regard. '

The purpose of this paper is to examine whether, and to what extent, this low
share of Pakistan’s exports in world trade reflects a lack of its mtemational com-
petitiveness. The Constant Market Share model has been used to look into this -
issue. Constant-Market-Share (hereafter CMS) analysis is a popular and simplified
method for examining a country’s export growth by ascribing favourable or
unfavourable export growth either to a country’s export structure or to its competi-
tiveness. '

However, the CMS model is not a trade model. It does not establish any causal
relationship nor does it provide any explanation of the factors that lie behind the
behaviour of exports. But the technique helps to identify the areas in which a pos-
sible explanation for good or bad export performance of a country could be sought.
In this paper we have applied the CMS model to Pakistan’s aggregate exports,
traditional exports (SITC 0-1), non-traditional export (SITC 2-8), and also to the
textile group exports. _

The paper is organised as follows: Section II presents an overview of some of
the striking trends in Pakistan’s exports since 1972-73 (first financial year after the
separation of the east wing of combined Pakistan, now Bangladesh). A comparison
is also made between Pakistan, developing countries, and the world taken as a
whole in respect to the trend in exports. Section III presents the CMS model along
with its limitations and a brief review of literature. Section IV analyses Pakistan’s
export competitiveness and present the CMS model results. Section V summarises
the findings and concludes the paper.

II. Trends in Pakistan Exports

Pakistan has had an average export share of GDP (in constant dollar value of
1981) of 6.4 per cent during the period 1972-73 to 1994-95. Export receipts have
also increased over this period. The trend growth rates of export receipts in con-
stant dollar values were more than 10 per cent which is more than the trend growth
rates of the world (9.61) as a whole (Table 1).
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Table 1 also compares traditional, non-traditional and textile exports from Paki-
stan to that of the world. The trend growth rates of traditional exports for both
Pakistan (6.53) and the world (8.6) are less than that of total exports, however,
world traditional exports have grown at a faster rate, compared to the rate at which
Pakistan'’s traditional exports have grown.! The growth rate of non-traditional (manu-
factured) exports from Pakistan (10.92) is higher than the growth rate of the world’s
non-traditional exports (9.34). Similarly, the trend growth rate of textile exports for
Pakistan (11.9) is higher than the world’s trend growth rate for textile exports
(9.44).

Table 2 compares the growth rates of exports of individual commodities from
Pakistan vis-a-vis world export of individual commodities. The table reveals that
Pakistan’s two major exports (raw cotton and cotton yarn) which account for more
than a fourth of Pakistan’s total exports have had stagnant or falling demand in the
world market. Raw cotton has almost zero growth in the world market whereas the
demand for cotton yamn in the world market is growing at half the rate by which
Pakistan’s export for cotton yan is increasing. The share of these two commodi-
ties together in total world exports is 2 mere 5 per cent. This suggests that to some
extent Pakistan has concentrated its exports on commodities, which were “falling
stars’ in the world market. Export growth of Pakistan for value-added products,
readymade garments, made-up textiles, and synthetic textiles is faster than the
world export growth of these commodities. However their respective share in total

TABLE 1
Trend Growth Rate of Exports from PakistaryWorld (1973 — 1995)
Growth Rate (%) S.EE. Adjusted R?

Pakistan  World Pakistan World. Pakistan  World

Total 1022 961 2063 253 09183 08971
Exports (1576)* (13.53)
Traditional 6.53 860 4166 B0 05207 08638
Exports @499)  (1185)
Non-Traditional 1092 934 B35 AT 09100  0.8379
Exports (1495  (10.71)
Textile Group 11.90 9.44 2598 2450 0905% 08715
Exports (1456)  (1225)

*t-statistics in the parenthesis.

! Trends growth rates are obtained by using OLS techniques.
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exports for the country are less than half when compared with the share of these
commodities in the total world exports. Synthetic textiles account for 27 per cent of
total world exports, while the share of readymade garments and made-up textile is
16 and 13 per cent, respectively. The share of readymade garments in Pakistan’s
exports is only 7 per cent, whereas for made-up and synthetic textiles, it is around
11 per cent each. 2

II1. The Constant-Market-Share Model and its Limitations

In order to study the underlying issues and examine the impact of price and
non-price factors relating to internal supply and external demand of exports, one of
the most widely used techniques in the literature is the Constant Market Share
(CMS) model. It is not a trade model but it helps to identify the areas where pos-
sible reasons for good or bad export performance can be sought. This model exam-
ines export growth attributable to:

1) Commodity Composition Effect, (CCE);
i) Market Distribution Effect, (MDE);
i) Competitiveness Effect, (CE); and
1iv) World Trade Effect, (WTE).

This approach was first applied to export growth by Tysynski (1951), followed
by Balassa (1962); Collein (1969); Leamer and Stern (1970); Richardson (1971);
Banerji (1974); Bishwas (1982); Tiwari (1985); Agarwal (1988); Roy (1991); and
Kapur (1991). In the context of Pakistan; Mahmood [(1981) and (1989)], has done
work on this issue. :

The basic model initially used by Tyszynski (1951) rests on the assumption that
a country’s export share in the world market remains constant overtime. Tyszynski
used this analysis to study changes in the market share of countries exporting manu-
facturing goods from 1899 to 1950. The analysis was further developed and ex-
tended by Leamer and Stem (1970) and Richardson (1971). As exports from a
country can be differentiated by destination as well as by commodity groups,. ac-
cording to Tyszynski the actual export growth of a country between any two peri-
ods can be decomposed into the four above-mentioned effects. Balassa (1978),
following Leamer and Stern (1970) has used the Constant Market Share approach
to estimate income elasticities of demand for exports for 13 industrial countries.

The basic technique is to treat all exports as a single commodity and describe
the share of a country’s exports as follows:

S =x/X o))

where S is the share of a country’s exports in world exports to a given market. x
and X are total exports of the country in question and of the world, respectively, in
the given market. Then, symbolically, the CMS model can be expressed as:
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Ax = e+ X(rxe, - x°) + ZI(rx®; - Zrx°) + {2 - x°) - LIr X}
that s,

Total Change in Exports = World trade effect (1st term) + _
Commodity composition effect (2nd term) +
Market distribution effect (3rd term) +
Competitiveness effect (4th term).

The superscript one and zero refer to the terminal and initial years, respectively,
while the other notations are defined below:

= Exports earnings from commodity 1 to country j.

= Total value of exports of commodity i to all the markets.

= Total exports in value term (2Zx, = Zx).

= % change in world trade from time zero to one.

= % change in world trade for commodity i.

= % change in world export of commodity i to country j from period zero to
one.

X..
1
X.
1
X
T
I.
i
T
i

]

a) World Trade Effect; (r2X°, ):

The magnitude of the world trade effect shows the change in the country’s
exports if it has maintained its share in world exports.

b) Commodity Composition Effect; 2(rX°,— rX°,):

This is basically the weighted sum of the value of exports of different com-
modities. The weights are the deviations of the growth rate of the individual
commodity exported from the growth rate of world exports in the aggregate.
The change in exports due to the Commodity Composition Effect (CCE) mainly
depends on the factor endowments of the country and the price and income
elasticities for the product it specialises in. This effect would be negative if the
country concentrates its exports on commodities for which the world demand
expands at a slower pace than the average growth rate of world exports in
general.

c) Market Distribution Effect; E&.}X} - &I}X"i )

This 1s the weighted sum of the value of each class of exports going tc each
market. The weights are the deviations of the growth of a particular market for
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a particular commodity from the average growth rate of world exports for that
commodity. The change in exports due to the Market Distribution Effect (MDE)
depends on trade policies and income growth of foreign countries. A positive
sign indicates that exports are concentrated in the relatively growing areas in
world trade.

d) Competitiveness Effect; {Z(X' - X°,) — ZZr X, }:

LN,

This is basically a residual term. A negative sign means that the country fails to
maintain its market share because of a lack of competitiveness. This residual
term indicates the improvement or deterioration in overall export competitive-
ness. It is possible that the Competitiveness Effect may provide a biased mea-
sure of general competitiveness. For example, in a fast growing export market
the country may experience a declining share even with rising exports if it
cannot cope with export growth in the market. The net effect will be reflected
in the negative sign of the competitiveness effect because of a favourable
market and commodity growth.

Taken as a whole, the CMS analysis seems to provide a powerful taxonomic
device for grouping the major components of export growth and gives a single
aggregate measure to reflect upon the changes occurring at a disaggregated prod-
uct level. The technique can be used to find the extent to which stagnation in ex-
ports of less-developing countries is due to adverse commodity and market effects.
Given the structure and direction of exports, it can also be useful for projections of
exports in the short-run.

Although the CMS approach has been widely used by the researchers, how-
ever, it has some fairly serious shortcomings described by Richardson (1971). He
has questioned the very theoretical foundations of the model. However, recognising
the limitations, which such research poses due to the paucity of data, he has sug-
gested some improvements in the standard CMS model. In his empirical work, he
found that the magnitude of the different components were changed, by:

1. changes in the level of commodity disaggregation,

2. changes in the base year,

3. changes in order in which the commodity composition and market distribution
effects were estimated, and

4. choice of world or norm use for comparison.

The first is the well-known aggregation problem, and the second is analogous
to the choice of a base year problem in the construction of index numbers. Al-
though, these problems are not unique to the CMS analysis, nonetheless, we have
tried to overcome these 1ssues. However the third problem is specific to the CMS
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end, and the world markets suffered the first oil price shock in 1973-74. The second
sub-period (1978-1987) in Pakistan was dominated by General Zia-ul-Haq’s Mar-
tial Law. During this period denationalisation of the industrial and banking sector
was set-off. This period was also marred by the Soviet invasion of neighbouring
Afghanistan, which resulted not only in the massive influx of Afghan refugees and
with them the smuggling of arms and narcotics, but massive infusion of foreign aid
to help refugees and also to help the Afghan resistance aganst Soviet occupation.
Therefore, these 9 years of Soviet occupation of Afghanistan have significant im-
plications on the performance of Pakistan’s economy during this and subsequent
periods.

The third sub-period (1988-1995) was the most unpredictable and uncertain
period as far as the policy issues are concerned. This period corresponds to the end
of the 11 year long Martial Law and renewal of elected governments in Pakistan.
During this period Pakistan has witnessed three general elections, four elected
governments and three caretaker governments. Economic policies were drastically
changed by subsequent governments during this period. In addition, the law and
order situation, especially in the port city of Karachi was poor during this period.

Results

Results of the yearly CMS analysis of total Pakistan’s exports are reported in
Appendix-I. The graphical representations are given in Figure 1[(a) to (d)], which
show the trend of changes in Pakistan’s total exports in constant prices of 1981 vis-
a-vis the 4 CMS effects: the World Trade Effects, (WTE); Commodity Composi-
tion Effect, (CCE); Market Distribution Effect (MDE); and. the Competitiveness
Effect (CE); respectively. It is observed that the WTE, barring a few exceptional
years, has been positive and favourable [Figure 1(2)] for Pakistan’s exports growth.
But this positive effect seems to have been totally lost and offset by the unfavourable
commodity composition of Pakistan’s exports. As can be seen in Figure 1(b), the
concentration in Pakistan’s commodity composition has pulled down what would
have been a much greater positive change in total exports from Pakistan.

The CCE has remained, except for the few years when it was marginally
positive or zero, negative, throughout the period 1973-1995. However direction of
Pakistan’s exports, as depicted by the trend of Market Distribution Effect [Figure
1(c)], has been to the right regions. MDE seems to be balancing the unfavourable
Commodity Composition of Pakistan’s exports. Although this MDE is not strong
enough to change the sign and direction of the over all Competitiveness Effect
[Figure 1(d)]. It appears that the loss of Pakistan’s export competitiveness in the
world market during this period was primarily due to the wrong commodity compo-
sition of Pakistan’s export basket. Because of this very reason, Pakistan could not
reap the full benefits of growth in the world markets and as a result its share in the
total world trade is stuck at around 0.16 per cent.
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In order to zero down on the causes of stagnation and low share in world
markets, we have also calculated these effects for traditional, non-traditional and
textile products, separately. Appendix-II and Figure 2[(a) to (d)] compare the trend
of the changes in the traditional exports and show the four CMS effect. Figure 2(a)
reveals that the world trade effect in case of traditional goods has almost been
neutral for the first 15 years of the period under consideration. It was only positive
for about 5 years towards the end of the period. As compared to the WTE of total
exports, traditional exports WTE is less significant and the growth in world trade of
traditional exports has been marginal. However, in case of non-traditional goods
export, the WTE seems to follow a similar pattern and it is positive for most of the
vears [Appendix-III and Figure 3(a)]. Commodity composition of traditional goods
too does not have any significant effect in either direction on the export growth at -
least during the first 15 years and after that it follows a mixed pattern. In case of
non-traditional exports, CCE was highly favourable for a couple of years in the
beginning, but as shown in Appendix-III (column 3) and in Figure 3(c), the market
distribution effect was almost of the same magnitude but of opposite signs. The
market distribution effect, in case of both traditional and non-traditional exports, is
somewhat neutral throughout the period 1973-1995. It does not seem to contribute
to enhancing either type of exports. Pakistan’s traditional goods exports seem to be
performing better compared to non-traditional exports. However, in general, both
types of exports have failed to show any significant competitive power in the world
market [Figures 2(d) and 3(d)].

Constant Market Share analysis of the third sub-category, the textile group
exports, shows more or less the same pattern. The commodity composition even
within the textile group, is not correct and as shown in Figure 4(b), the CCE is either
neutral or negative throughout the period. As a result, Pakistan fails to maintain its
share m the world trade of textile exports and could not take full benefit of, when-
ever there was high demand for these products in the world market. As revealed in
Figure 4(a), changes in Pakistan’s export are greater than what would have been
its share otherwise, only in the years when world demand for textile products is
down. However, the direction of these exports seems to have had a favourable
impact on Pakistan’s textile exports. MDE [Figure 4(c)] is positive throughout the
period. The competitiveness effect is everywhere below the change in the value of
the textile export graph [Figure 4(d)] which implies that the lack of competitive-
ness, together with wrong commodity composition, are the causes of the low and
stagnant share of Pakistan’s exports in the world market.

Next, we estimated CMS analysis for the whole period, that is, between 1973
and 1995 and also for the three sub-periods. The idea was to analyse the export
performance of various types of regimes that have ruled the country during these
sub-periods. Results indicate that during the period 1973-1995 the opportunity to
expand Pakistan’s exports created by the growth in the world trade, as depicted by
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TABLE4

Constant Market Share Analysis of Pakistan’s Exports
Traditional Goods (1973 — 1995)

17

. 1972-73 1977-78 1987-88 1972-73

Sources of Change in Exports to to : to to
1976-77 198687 199495 199495
Change in Exports =2125 7489 2877 850
(over the period) (100.0) (100.0) (100.0) (100.0)
World Trade Effect -55.0 1548 1288.7 15458
(26.0) (-21.0) (-448.0) (1819.0)
Commodity Composition Effect —66.9 -105.3 -1065.2 -1032.8
. (31.0) (=140 (370.0) (-1215)
Market Distribution Effect 4525 236 309 498
(-213.0) (3.0) (-11.0) (5880)
Competitiveness Effect -543.2 6758 5421 -927.8
(256.0) (90.0) (1880)  (~1092.0)

TABLES :
Constant Market Share Analysis of Pakistan’s Exports
Non-Traditional Goods (1973 - 1995)

1972-73 197778 198788 1972-73

Sources of Change in Exports to to to to
1976-77 1986-87 1994-95 19%4-95
Change in Exports 204 1193.7 28853 45098
(over the period) (1000 (100.0) (100.0) (100.0)
World Trade Effect 71 8958 27615 52958
(35.0) (75.0) (96.0) 117.0)
Commodity Composition Effect -22.3 2432 -2494.9 -2621.4
(-110.0) (=20.0) (-86.0) (-58.0)
Market Distribution Effect 126.8 1024 24814 8480
(638.0) 9.0) (86.0) (19.0)
Competitiveness Effect 942 4387 1373 9874
(463.0) (37.0) (5.0) (220
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TABLE 6

Constant Market Share Analysis of Pakistan’s Exports
Textile Group (1973 - 1995)

1972-73 1977-18 198788 1972-73
Sources of Change in Exports to to to to
1976-77 1986-87 1994-95 199495

Change in Exports : 1295 14806 2945 38602
(over the period) 1000) (1000 (100.0) (100.0)
World Trade Effect 268 6912 21167 9143
(210) @10) 920) (109.0)
Commodity Composition Effect 81 90 - 959 160
a2 69) 80) (230 (580)
Market Distribution Effect 125.7 =268 280 744.1
(97.0) 2.0) (10) (190)
Competitiveness Effect -2203 939.1 698.9 113738
170.0) ©90)  (300) 29.0)

incentive seems to have been lost in the later period (1988-1995) perhaps due to the
musical chair kind of frequent changes of government.

V. Sﬁmmary and Conclusion

Export carnings are of immense importance for a third world country like Paki-
stan, especially in the given grim economic situation and alarmingly low foreign
exchange position. Since the early Seventies, Pakistan has been incurring a terms
of trade deficit of more than 3 per cent a year. Pakistan’s share in world trade has
remained under 0.2 per cent throughout the period under consideration. Subsequent
governments have placed increased emphasis on expansion of export eamnings. In
the light of this growing awareness about the importance of exports in a developing
country like Pakistan, an indepth analysis of the export performance in a historical
perspective is, therefore, essential for any meaningful future planning in this regard.

The purpose of this paper is to examine whether, and to what extent, the low
share of Pakistan’s export in world trade reflects the lack of its international com-
petitiveness. This is achieved by applying Constant Market Share Analysis.

It is worth mentioning here that the analysis carried out in this paper, unlike any
other earlier studies on the topic, is based on constant export prices. Earlier studies
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used current dollar value of exports. The change in export in such a case incorpo-
rates both price and quantity changes. It is, therefore, possible: that changes in
commodity X’s share could be attributed mainly to price changes. Therefore the
use of current dollar value of exports could distort findings of the CMS analysis. By
using a constant dollar value, we have, to some extent, minimised this problem.

Applied Economics Research Centre
University of Karachi
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