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Abstract

The impact of changes in the Generalized System of Preferences of the European Union, on the EU GSP
imports from beneficiary countries in ASEAN and China, and Latin America respectively, and the
utilization of GSP benefits by these countries is investigated for the period 1994-2007 using model
specifications with unlagged and one year lagged reactions. We find that EU GSP agricultural imports are
negatively affected by the changes in the EU GSP system, but these of industrial products seem to have
positively reacted to changes in the EU GSP. For imports of textile products, the results are not
significant. It is also found that ASEAN plus China are significantly benefiting more from the EU GSP for
industrial and textile products than the Latin American countries, but the changes in the GSP had no
significant different effect on both groups of countries. Our estimations also show that the graduation
mechanism in the EU GSP, against beneficiary countries with higher EU market shares, seems to be
effective for industrial products, but in contrast, is working in favour of such countries for textile products.
By and large, the other graduation mechanism in the EU GSP linking GSP benefits and level of
development of the beneficiary country has not been effective.

Keywords: Generalized System of Preferences; Exports; Utilization; Developing Countries.
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1. Introduction

The structure of protection of the advanced nations in the forms of either nominal tariff rates or effective
rates of protection is considered as an impediment to the economic development of less developed
countries (LDCs). In 1968, the United Nations Conference on Trade and Development (UNCTAD)
recommended the creation of the preferential treatment of LDCs under a so-called Generalized System of
Preferences (GSP) scheme implemented by the developed countries (Panagariya, 2002; Cuyvers and
Verherstraeten, 2005; Ozden and Reinhardt, 2005). As a result, the EU (then the European Economic
Community of six member states) was the first to implement its GSP in July 1971 (Sapir, 1981), which
was subsequently extended and renewed (Cuyvers and Verherstraeten, 2005). The other industrial
countries, and Central and Eastern European countries implemented their GSP schemes soon after the
European Union, except the Soviet Union whose GSP schemes were implemented in January 1965
(Sapir, 1981).*

In the present paper we investigate the effect of the EU GSP scheme and the regulatory changes it
underwent, on the GSP exports to the EU and the utilization of the EU GSP benefits by Asian (the
ASEAN countries, plus China) and Latin American developing countries.

The paper is structured as follows. Section 2 provides a brief description and lists the major changes of
the EU Generalized System of Preferences from its inception. Section 3 presents the model for testing
the statistical existence of an EU GSP effect on the developing countries under study, while data
description and methodology are given in Section 4. Section 5 presents and discusses the results.
Section 6 concludes.

2. A synopsis of the EU Generalized System of Preferences®

The Generalised System of Preferences (GSP) was initiated to grant designated beneficiary developing
countries a preferential or even duty-free access to developed nations, with the primary aim of assisting
the beneficiaries in their economic development efforts. As endorsed by UNCTAD in 1968, the aim of the
GSP is to support the industrialisation of developing countries by providing preferential treatment of their
exports to rich nations. Under the GSP, developing countries are given unilateral and non-reciprocal tariff
reductions for their exports of manufactured goods and particular agricultural products to the developed
countries. The EU has applied its GSP since 1971, with regular extensions and renewals (Cuyvers,
1998).

Since its inception, the EU GSP scheme offered preferential or duty-free access for most manufactured
and semi-manufactured products coming from eligible beneficiary countries. Certain processed
agricultural goods enjoyed full or partial tariff exemptions. Separate regulations were in place for textile

products and products covered by the European Coal and Steel Community (ECSC) Treaty. The amount

* The United States implemented its schemes in January 1976; Japan in August 1971; Denmark, Ireland, New Zealand, Sweden
and the United Kingdom in January 1972; Switzerland in March 1972; Austria in April 1972; Australia in January 1974; Canada in
July 1974; Hungary in January 1972; Czechoslovakia in February 1972; Bulgaria in April 1972; and Poland in January 1976 (Sapir,
1981).

® This section is largely drawn from Cuyvers and Verherstraeten (2005).



of preferential imports was originally also limited through quotas and ceilings, which differed depending
on the origin of the imports and the product group. Beyond these specific thresholds, MFN duties could
be levied again by the EU. Such quantitative restrictions, and other preconditions specific to certain
countries and products, were prolonged or revised every year. The different product classifications, the
complex quantitative restrictions and the yearly adaptations made the GSP scheme into a rather

incomprehensible and unstable policy instrument.

A drastic reform in 1995 removed all quantitative restrictions on preferential GSP imports. Moreover, the
scheme was no longer to be revised annually, but only once every three years, to enhance the
predictability of preferential market access for the traders. New graduation rules based on the interaction
of a beneficiary country’s development index and its specialization index at product level were introduced
and applied. Different GSPs were established for industrial and textile products, and for agricultural
products, and products were granted a preference margin which decreased with the degree of
"sensitivity" of the product groups involved. The introduction of a social clause in the 1995 GSP enabled
the EU to grant additional preferences to countries that respect specified international core labour

standards of the International Labour Organization.

The EU GSP system was revised again in 1998, when one single regulation came in place for all
products, and in the 2001 GSP the complicated categories of very sensitive, sensitive, semi-sensitive and
non-sensitive products with distinctive tariff preferences, were reduced to two categories for sensitive and
non-sensitive products on the European market. The 2001 reform also included the introduction of a
distinctive GSP arrangement for the least developed countries, aiming to reorient preferences to those
developing countries that need it the most. In July 2004, the European Commission presented its plans
for the functioning of the GSP scheme during the next ten-year cycle from 2006 to 2015. The new
regulation, enacted in Council Regulation no. 980/2005, provides for three different GSP arrangements: a
general arrangement, a special incentive arrangement for sustainable development and good
governance, and a special arrangement for the least developed countries, the ‘Everything But Arms’
(EBA) initiative.

Under the general arrangement, tariff preferences are available to all countries in the list of GSP
beneficiary countries®, and also to China and most transition economies. Beneficiary countries will be
excluded from the list once they have reached high income country status as defined by the World Bank,
while also being sufficiently diversified in their exports to the EU. In addition, if a country has concluded
an agreement with the EU that offers at least the same preferences as the GSP, the 2006 GSP regulation

also provides for the beneficiary country’s exclusion.

Under this arrangement, GSP-covered imports of non-sensitive products are fully exempted from tariff
duties, except the agricultural products. Duties on sensitive products are gradually being reduced. This

method is supposed to help protecting the most sensitive sectors in the EU, while avoiding complete

® See Council Regulation No. 980/2005.



preference erosion for beneficiary countries’. Ad valorem duties are reduced by a flat rate of 3.5
percentage points of the MFN rate, with an exception for textiles and clothing products which will be
proportionally reduced by 20%. If the previous GSP regulation offers more generous tariff reductions
than the new three-yearly regulation 2006-2008, the rates of the former regulation will apply. Specific
duties on all sensitive products are reduced by 30%, unless these products are affected by a combination

of ad valorem and specific duties. In that case, only ad valorem duties are reduced.

The special arrangement for sustainable development and good governance, also known as the “GSP
Plus” incentive scheme, considerably simplifies the GSP regulation, as it combines three different
arrangements from the previous ten-year cycle 1995-2005. Under this new arrangement, vulnerable
countries are granted additional preferences if they have ratified and implemented 16 selected
international core human and labour rights conventions (United Nations/International Labour Organization
Conventions) and at least 7 out of 11 selected conventions relating to the environment and to good
governance principles (with the commitment to comply with the missing ones by 31 December 2008)8.
Candidate countries have to request inclusion in the list of countries eligible for preferences under the
GSP Plus incentive scheme. Once accepted, their status will be monitored and regularly reviewed by the

European Commission.

Three conditions have to be fulfilled for a beneficiary country to be considered as a vulnerable country:
Firstly, the country should not have been classified as a high income country by the World Bank for three
consecutive years. Secondly, the five largest sections of its GSP-covered imports in the EU should
represent more than 75% of its total GSP-covered importsg. If this condition is met, the country is
considered to be too dependent on the GSP with exports that are too specialized, indeed adding to its
vulnerability. Finally, the GSP-covered imports from that country should represent less than 1% of total

GSP-covered imports in the EU.

The third arrangement, known as the ‘Everything But Arms’ (EBA) initiative, is available to all countries
classified as Least Developed Countries (LDCs) by the United Nations. The EBA initiative was introduced
in February 2001, and contrary to the above two other arrangements it is laid down for an indefinite period
of time and therefore not subjected to the normal three-yearly revisions. This is an additional measure
taken by the EU to enhance the stability and predictability of preferences for this group of countries that

most need them.

Under the EBA, both ad valorem and specific duties are fully suspended on all dutiable products, except
for arms and ammunition (chapter 93 of the Harmonized System). Duties on bananas, sugar and rice
remain, but are gradually being phased out to completely disappear as from 1 January 2006, 1 July 2009
and 1 September 2009, respectively. The EBA initiative is the most generous of all three arrangements as

the product coverage is extended to all dutiable products, while the general arrangement and the GSP

" As MFN tariffs have been brought down in successive rounds of multilateral trade liberalization, preferential tariff rates also have
to decrease in order to maintain the same preference margin for beneficiary countries. If preference margins are eroded, the
incentives to make use of the GSP scheme disappear, thus turning it into an inefficient policy instrument.

8 An enumeration of all the specific conventions can be found in annex Il to Council Regulation no. 980/2005.

® The term ‘section’ in this respect, refers to the 21 product sections of the EU’s Combined Nomenclature.



Plus incentive scheme are restricting preferential treatment to products explicitly included in the list of

GSP covered tariff lines.

However, in order to allow the EU GSP to keep focusing on countries most in need of preferences, a
mechanism of country exclusion (country graduation) has been built into the scheme. Beneficiary
countries that have reached a level of development allowing them to compete internationally with
developed exporting countries, will be excluded from the EU GSP once two criteria are met as follows.
First, during three consecutive years the country has been classified by the World Bank as a high-income
country, and second, the five largest sections of its GSP-covered imports to the EU represent less than
75% of its total GSP-covered imports. Therefore, a country will only disappear from the list of

beneficiaries, when it has reached a satisfactory level of diversification in its exports to the EU.

GSP preferences are not only discontinued because of exclusion or graduation, as both individual EU
member states and the European Commission can appeal to a ‘safeguard clause’ in the GSP system,
which states that when GSP-covered imports from a beneficiary country cause, or threaten to cause,
serious problems to a producer in the EU, normal duties may be reinstalled at any time. This clause
seems to open the door for an arbitrary withdrawal of unilateral preferences granted under the GSP. Its
main disadvantage for beneficiary countries is therefore an adverse effect on the predictability of future
preferences, which in turn might well discourage sustained investment in the supply capacity of

beneficiary countries.

EU GSP beneficiaries have to meet the rules of origin. If an imported GSP-covered product originated
from a single production stage in a beneficiary country, it obviously enjoys preferential access. Most
products, however, are produced in a multi-stage production process, with inputs procured in various
countries. Therefore, specific requirements are laid down specifying when, where and how much
processing has to be done to consider a product as having originated in a specific country. Various
methods, such as a change of tariff heading, the percentage of value added and other economic and

technical criteria, are currently used in this respect by the EU.

A possibility for cumulation of origin was introduced by the EU to support regional economic integration
initiatives between developing countries. When the cumulation rules are strictly respected, inputs from
other countries of the regional grouping that are used during the production process can be regarded as
having originated in the exporting beneficiary country. Three regional groups currently qualify for regional
cumulation under the EU GSP: ASEAN, the South Asian Association for Regional Cooperation (SAARC),
and a third group of countries encompassing all member countries of the Andean Community and the
Central American Common Market (CACM). With respect to ASEAN, it is important to note that Myanmar
is not allowed to participate in the cumulation of origin, contrary to Singapore in spite of its exclusion from
the EU’s GSP.

A number of studies have examined the effect of GSP on the exports of the GSP beneficiaries. In their
investigation into the US GSP effect on exports of Bolivia and Brazil, Truett and Truett (1997) found that

the US GSP positively affected the manufactured exports of Bolivia into the United States, but no



evidence was found for Brazil over the period under study. In contrast, Truett and Truett (1989) found no
evidence that GSP was positively associated with exports of Malaysia and Mexico over 1967-1985. Using
a sample of 29 countries over 1967-1978, Sapir (1981) examined the effect of the EEC GSP on flows of
manufactured imports in the EEC from the GSP beneficiaries, and found that the EEC GSP has

generated a positive effect for ten of the countries in the sample.

3. Model

The present study attempts to empirically examine the effect of the EU generalized system of preferences
on the GSP exports and the GSP utilization of Asian and Latin American countries into the EU markets
over the period 1994-2007. The Asian countries considered in our analysis are the ASEAN countries, plus
China.

Following Aitken (1973), Sapir (1981), and Truett and Truett (1989, 1997), the following semi-log linear
equation is estimated:

In Xijt = a; + BiIGSRy5_g9 + S2GSPyo_o1 + S3GSRy2—_05 + BaGSPRys—_g7 + f5 I GDPEU; )

+ By In RP;; + £7 In EX + g ASIA+ Sijt
In addition we test the impact of GSP changes on the degree of utilization by the following equation:

DUijjt = aj + f1GSRss_g9 + SoGSRyg_01 + S3GSRyz_05 + BaGSPye o7
+ B In RPy + fB In EXy + 37 In GDPPCEU; + /3 In GDPPC;
+ BoIMPEU;; + B9 ASIA+ Eijt

@)

In (1) and (2) In refers to natural logarithm; X is exports from GSP beneficiaries to the EU markets; DU is
the degree of utilization of the EU preferences, defined as actual GSP beneficiary exports divided by
GSP eligible exports to the EU by each country; GSP is a dummy variable for trade between the EU and
the GSP beneficiary countries of Asia and Latin America, divided into four sub-periods corresponding to
periods when the GSP of the EU was changed'®; GDPEU denotes gross national production of the EU-15
member states’’; GDPPCEU is per-capita GDP of EU-15; GDPPC is per capita GDP of the exporting
country; RP is the relative price level in the exporting country compared to the EU weighted price level;
EX is the exchange rate of the exporting country’s currency to the EU currencies; ASIA is a dummy
variable which intends to capture a difference in the impact of ASEAN and China, as compared to the
Latin American countries; IMPEU is the share of the beneficiary country in the total GSP imports of the
EU.

9 The first period for agricultural products is 1997-1999, as it was only in 1997 that the new GSP regulations for agricultural
Broducts came into effect.

EU-15 includes the Netherlands, Belgium, Luxembourg, Germany, France, Italy, Denmark, Ireland, United Kingdom, Greece,
Spain, Portugal, Austria, Finland and Sweden.



Equation (1) is largely a reduced-form of the demand and supply function, which implies that bilateral
trade flows from country i to country j is a function of supply condition in country i, demand condition in
country j, relative prices of country i and j and trade resistance between i and j. The export supply of
country i depend on income and population of country i. All else being equal, the larger the population of
exporting country i, the larger the market size of exporting country’s market relative to foreign market,
resulting in smaller export supply of country i. Likewise, the import demand of country j depends on the
income and population of country j; that is, the larger the income and population of importing country, the
larger the import demand is. The dummy GSP variable is hypothesized to have a positive impact on
bilateral trade flows between GSP beneficiaries and the EU member states. In specifications (1) and (2)
we also introduces the GSP dummy variables in order for us to test whether the changes in the EU GSP

has had impact on bilateral trade flows and the degree of utilization.

We will also test these equations with a one-year lagged reaction of GSP exports and the degree of

utilization to changes in the EU GSP, as follows:

In Xij t41 = @i + LiGSRy5_gg + B2GSPy_o1 + B3GSPy_o5 + BaGSRys_o7 + S5 IN GDPEU 4 (3)
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(4)

In addition, we will also test whether changes in the EU GSP had a significantly different impact on Asian
than on Latin American countries by introducing in the equations (1) to (4) interaction terms: GSPgs.
9oXASIA, GSPg.01XASIA, GSPg,.05sXASIA and GSPyg.7xXASIA.

4, Data and estimation methodology

The data used for estimating the above equation are made available by the European Commission in
Brussels. It provides information on the amount of exports under the EU GSP allocated to each exporting

country and the actual exports of each exporting country to the EU markets over 1994-2007.*

Figures 1a and 1b depict total GSP imports in the EU from ASEAN plus China and Latin American
countries respectively. Figures 2a and 2b show the degree of utilization of the GSP benefits by ASEAN

plus China and Latin America respectively.

12 The 1990-1993 data for EU eligible imports are not encoded by Eurostat yet. It also should be noted that the data of eligible and
actual GSP imports in the period 1994-1996 are not fully reliable as they are based on calculations using varying exchange rates.



Figure 1a: Total GSP imports in the EU from ASEAN plus China (1994-2007)

35000000,00

30000000,00 /A\
25000000,00 A\ N

20000000,00 - Seriesl
Series2
15000000,00 - Series3
Seriesd
10000000,00 —_—
5000000,00

0,00 T T T T T T T T T T T T T 1
1 2 3 4 5 6 7 & 9 10 11 12 13 14

Series 1: Agricultural products
Series 2: Industrial products
Series 3: Textile products

Series 4: Total preferential imports

Figure 1b: Total GSP imports in the EU from Latin America (1994-2007)
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Table 2a: Degree of utilization of EU GSP benefits by ASEAN plus China (1994-2007)
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Table 2b: Degree of utilization of EU GSP benefits by Latin America (1994-2007)
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The figures indicate great volatility and therefore instability from the point of view of the beneficiary
countries. By estimating equations (1)-(4) we endeavour to test whether the changes in both GSP imports
and degree of utilization are affected by changes in the EU GSP, controlling for likely determinants of
both variables.

Pooling twenty-seven beneficiary countries over the period under investigation, we obtain a panel data

set for estimation of econometric specifications (1)-(4).
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Panel data have several advantages over the usual cross-sectional or time series data (Hsiao, 2003,
2005; Plasmans, 2006). Plasmans (2006) has shown that panel data are more efficient with respect to
random sampling and ease of identification, present less multicollinearity, and are better for aggregation
as the aggregation may vary over time. Similarly, Hsiao (2005) has indicated that an important advantage
of panel data is that it allows to control for the effects of missing or omitted variables. Wei and Liu (2001)
have argued that the use of panel data takes into account the diversity and the specificity of unobservable

behaviour of different country, which is not shown in a regression equation.

Panel data sets allow for the use of three estimation procedures: pooled OLS, fixed-effects, or random
effects estimations. If the assumption holds that the unobservable individual country-specific effects are
not very different, pooled OLS estimations are the most simple and efficient method. The fixed effects
estimator allows for the unobservable country heterogeneity, and is always less efficient than the random
effects estimator, but the latter may suffer from endogeneity bias (Hausman test) so that the fixed effects
estimator is preferred in that case. Like the fixed effects model, random effects estimations take into
consideration the unobservable country heterogeneity effects, but incorporate these effects into the error

terms, which are assumed to be uncorrelated with the explanatory variables.

To choose the appropriate model for the panel data set from these three competing models, three tests
are available (Plasmans, 2006): the F test, the Hausman specification test (Hausman, 1978), and the
Lagrange multiplier test (LM test) (Breusch and Pagan, 1980). The F test is used to carry out a test for the

FE model against the pooled OLS. The null hypothesis of the F test is that all individual effects are equal

(pooled regression), or algebraically, HO a,=a,=..=ay =a , with the F test statistic for the joint
significance of the individual effects as follows:

(REE - Rgz)ooled) /(N _1)
(1-R2£)/(NT =N -K +1)

FN_LNT-N-K+1 = %)

where N is the number of FDI-investing countries, and K is the number of explanatory variables. A

large value for F will lead to the rejection of the null hypothesis in favour of the FE model.

Since the regression equations (1-4) contain both time-variant and time-invariant variables, the use of FE
estimation is deemed inappropriate as it will drop the time invariant variables. Therefore, we will opt for
the estimation of pooled OLS and RE models. One model against the other model will be tested using the
LM test. If individual country-specific effects do not exist, the pooled OLS model is known to deliver the
best linear unbiased estimators (BLUE), while RE estimators are not efficient. The opposite is true if

individual country-specific effects do exist in the panel data set.

The pooled OLS model assumes that the individual specific effects, «;, are equal and different from zero,

while the RE model assumes that they follow a random, independently and identically distributed

stochastic process, that is, &; ~ iid (0,02); Ui, is assumed to be normally distributed with zero mean

and constant variance, that is, U;; ~ iid (O, 0'2). It has been shown by Breusch and Pagan (1980) that,
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under the null hypothesis Hy 10'2 =0 against the alternative hypothesis Hl:oé >0, the LM test

statistic is as follows:

NT %1(:21 A"T 9

AT

: (6)

which is asymptotically ;(2 — distributed with one degree of freedom; €;; denotes OLS residuals obtained

under Hg(pooled regression). A large value for the LM test statistic will reject the null hypothesis in

favour of the RE model.

The Hausman test is for testing the appropriateness of the fixed effects model against the RE model. The

Hausman test statistic is computed as follows (Verbeek, 2004):

Wy = (ﬁFE _BRE)’[VA{BFE}_\;{BRE}]&(BFE _ﬁRE) , (7)
where \73 denote estimates of the true covariance matrices. Under the null hypothesis that the
explanatory variables and ¢; are uncorrelated, the Hausman test statistic y/, is asymptotically Chi-

square distributed with K degrees of freedom, where K is the number of slope coefficients in the random

effects model. A large value of /|, leads to the rejection of the null in favour of fixed effects model.

5. Estimation results

Tables 3-8 provide the estimation results for the impact of the changes in the EU generalized system of
preferences on exports of beneficiaries of ASEAN member states and China, and Latin America, for
agricultural, industrial and textile products. Breusch and Pagan (1980) tests for testing the
appropriateness of OLS model against the random effects model were carried for all specifications, with
the results showing that random effects model is statistically better for all specifications (Tables 3-8).
Therefore, all the results reported are obtained from the RE model.

For agricultural products, the estimated coefficient of GDP of the EU is, as expected, positive and
significantly different from zero at 1% for specifications with no lags, lags, and interaction terms
suggesting that GDP of the EU and agricultural exports of the beneficiaries are positively correlated.
However, other variables, such as relative price changes and relative exchange rate changes, are not
significant at any conventional significance level, implying that these variables do not affect exports of
beneficiaries to the EU markets. Column (2) shows the estimation results with interaction terms of EU
GSP reaction with the Asian dummy, which intends to investigate the differential effect of the reaction to
changes in the EU GSP between Asian and Latin American countries. None of the interaction terms are
statistically significant at any significance level, implying that there is no evidence showing a differential

impact of changes in the EU GSP on the export performance of these two groups of countries.
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It is believed that, on the basis of conventional wisdom, exports of the EU GSP beneficiaries may not
simultaneously respond to the changes in the EU GSP, therefore equations are estimated with and
without one-year lagged reactions. Controlling for the effects of relative price changes, the relative
exchange rate changes, and the EU15 market size, there is strong evidence showing that changes in the
EU GSP have caused a significant drop in the GSP agricultural imports into the 15 European member
states. Similar to the unlagged EU GSP reaction, no statistical evidence is found to support a differential
impact of changes in the EU GSP between the two groups of developing countries considered (Column
4).

Table 3: Export Equation for Agricultural Products

Variable Q) 2) 3) (4)
(interaction) (one-year lag) (one-year lag with
interaction)
Constant 3.114 3.026 -9.989*** -9.980***
(2.493) (2.701) (2.654) (2.719)
GSP97-99 0.542%* 0.420*** 0.117 0.037
(0.175) (0.156) (0.166) (0.180)
GSP00-01 -0.152 -0.205 -0.572** -0.603*
(0.266) (0.315) (0.270) (0.337)
GSP02-05 -0.293 -0.412 -0.946*** -1.030***
(0.318) (0.330) (0.284) (0.302)
GSP06-07 0.048 -0.070 -1.165*** -1.242%**
(0.333) (0.345) (0.303) (0.325)
ASIA 0.591 0.304 0.483 0.314
(0.962) (1.029) (0.964) (0.980)
INnGDPEU 0.957*** 0.983*** 2.439%+* 2.450%**
(0.315) (0.353) (0.328) (0.349)
InRP -0.429 -0.379 -0.240 -0.203
(0.507) (0.540) (0.466) (0.502)
InEX 0.102 0.049 -0.045 -0.089
(0.432) (0.479) (0.411) (0.462)
GSP97-99xASIA 0.451 0.300
T (0.435) T (0.406)
GSP00-01xASIA 0.159 0.102
o (0.505) o (0.469)
GSP02-05xASIA 0.438 0.337
o (0.585) o (0.499)
GSPO06-07xASIA 0.407 0.293
T (0.617) T (0.561)
No. Obs 378 378 378 378
LM test statistic 1712.40%** 1722.19%** 1693.31*** 1699.29***
Notes:
1. Inrefers to natural logarithm.
2. Standard Errors are in parentheses.
3. * ** and *** refer to significance at 10%, 5% and 1% respectively.
4.  ASIA is dummy variable for ASEAN and China.
5. Equation with one-year lag refers to specifications with a one year lagged reaction to changes in the GSP.
6. GSP is the dummy variable for the Generalized System of Preferences of the EU; logGDPEU is the logarithm of the

GDP of the 15 European countries; logRP is logarithm of relative price level of beneficiary to the weighted price level
of the EU-15; logEX is the logarithm of relative exchange rate of beneficiary to the EU currency.

Regarding industrial products, there is no statistical evidence suggesting that GSP exports of the
beneficiaries are affected by the changes of the EU GSP. The same is true for textiles. Like in the case of

agricultural products, we interact the Asian dummy with the dummies for changes in the EU GSP.
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However, there is no statistical significance evidence to support any effect of these interaction terms
(Columns 5 and 7), thus suggesting that both groups of developing countries are not differently affected
by such EU GSP changes. Yet, there is some evidence for industrial products, and strong evidence for
textile products, that ceteris paribus GSP export performance of ASEAN and China seems to be better
than their Latin American counterparts, as the parameter value for the ASIAN dummy is statistically
significant at the 10% level (Columns 4 and 6 of Table 3 and Table 4). This might reflect the impact on
industrial and textile exports of differences in industrial structure and industrial development between
these two groups of developing countries. The disappointing results for GSP textile imports of the EU
might be due to the very sensitive nature of many textile imports from developing countries, for both the
textile sector in the EU and the EU policy makers. Also, we should not forget that during a large part of

the period considered the protectionist Multi-fibre Arrangement was still in effects.

Table 4: Export Equation for Industrial Products

Variable 4) (5) (6) (7)
(interaction) (one-year lag) (one-year lag
with interaction)

Constant 14.260%** 14.232%** 5.063 5.079
(2.699) (2.705) (4.256) (4.310)
GSP95-99 0.465** 0.307* 0.274 0.135
(0.189) (0.133) (0.199) (0.118)
GSP00-01 0.369 0.064 0.206 -0.068
(0.354) (0.217) (0.316) (0.180)
GSP02-05 0.439 0.172 -0.069 -0.237
(0.351) (0.223) (0.342) (0.265)
GSP06-07 0.761* 0.584** -0.021 -0.159
(0.413) (0.283) (0.408) (0.369)
ASIA 2.230* 1.519 2.286* 1.787
(1.234) (1.486) (1.238) (1.397)
INnGDPEU -0.473 -0.438 0.566 0.592
(0.349) (0.344) (0.490) (0.499)
InRP -0.187 -0.152 -0.224 -0.171
(0.335) (0.314) (0.326) (0.292)
INEX 0.238 0.185 0.256 0.186
(0.293) (0.269) (0.292) (0.266)
GSP95-99xASIA 0.608 0.519
o (0.415) o (0.466)
GSPO00-01xASIA 1.155 1.029
T (0.792) T (0.735)
GSP02-05%ASIA 1.036 0.659
o (0.817) o (0.788)
GSPO06-07xASIA 0.657 0.515
o (1.052) o (0.979)

No. Obs 378 378 378 378
LM test statistic 2043.55*** 2063.18*** 2036.26*** 2054.85***

Notes:

1. Inrefers to natural logarithm.

2. Standard Errors are in parentheses.

3. * * and *** refer to significance at 10%, 5% and 1% respectively.
4. See notes in Table 3 for variable names.
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Table 5: Export Equation for Textile Products

Variable (8) 9) (10) (11)
(one-year lag) (one-year lag
with interaction)
Constant 4.837 4.896 5.688 5.671
(3.368) (3.412) (4.991) (5.022)
GSP95-99 0.220 0.277 0.128 0.123
(0.281) (0.346) (0.190) (0.204)
GSP00-01 0.457 0.490 0.208 0.159
(0.345) (0.391) (0.251) (0.245)
GSP02-05 0.362 0.353 0.287 0.222
(0.337) (0.372) (0.254) (0.245)
GSP06-07 0.376 0.371 0.211 0.157
(0.379) (0.408) (0.326) (0.305)
ASIA 4.243%+* 4.309*** 4.192%+* 4.076***
(0.735) (0.913) (0.732) (0.817)
INnGDPEU 0.458 0.447 0.394 0.398
(0.402) (0.404) (0.554) (0.554)
InRP -0.053 -0.076 0.112 0.104
(0.407) (0.418) (0.423) (0.434)
InEX -0.063 -0.042 -0.205 -0.198
(0.361) (0.374) (0.373) (0.389)
GSP95-99xASIA -0.205 0.018
o (0.489) o (0.427)
GSPO00-01xASIA -0.100 0.194
T (0.659) T (0.564)
GSP02-05xASIA 0.053 0.247
o (0.609) T (0.494)
GSPO06-07xASIA 0.071 0.208
o (0.673) T (0.589)
No. Obs 375 375 375 375
LM test statistic 1770.77** 1772.64**  1766.43*** 1768.61***
Notes:

1. Inrefers to natural logarithm.

2. Standard Errors are in parentheses.

3. * * and *** refer to significance at 10%, 5% and 1% respectively.
4. See notes in Table 3 for variable names.

Tables 6-8 report the results for the impact of changes in the EU GSP on the degree of utilization for
agricultural, industrial and textile products. As in the previous case, in order to choose the
appropriateness of the model, the Breusch and Pagan (1980) tests were performed, the test results of

which favour random effects model for all specifications.

Controlling for other factors that may affect the degree of utilization, it is found for agricultural product that
the degree of utilization shows strong evidence of a negative impact of changes in the EU GSP, which is,
however, not found for industrial products. The EU GSP graduation mechanism seems to be effective for
agricultural products as it is found that the level of development of the beneficiary country has a
significant negative effect on the degree of utilization of these products. Like in the previous case, there is
no estimated slope difference in the reaction to EU GSP changes between Asian and Latin American

countries for agricultural products (Table 6).
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For industrial products, the estimation results show that the EU GSP during 2000-2001 exerted a
significant positive effect on the degree of utilization. However, the results suggest that there is significant
evidence showing that the share of the EU GSP imports of a beneficiary country has a negative impact on
the degree of utilization, thus pointing to the effectiveness of another EU GSP graduation mechanism. As
expected, relative price changes are negatively corrected with the degree of utilization while relative
changes in exchange rate changes have exerted a positive impact on the utilization. Yet, they are not

significant at any conventional significance level.

On the basis of the results shown in Column (17), the interaction terms of GSP changes and the Asian
dummy are significant at the 10% level, which indicates, for industrial products, that the degree of
utilisation of GSP exports of ASEAN plus China into the European markets has changed proportionately
more than that of the Latin American countries for industrial products. In other words, ASEAN and China
benefited from EU GSP more than Latin America does. This again might be due to higher industrial
development and a better- suited industrial structure in the former group of countries to take advantage of
the EU GSP.

For textile products, there is weak evidence for a negative impact on utilization of changes in the EU GSP
during 2002-2005, but stronger significant statistical evidence for such a negative impact of the changes
in the EU GSP over 2006-2007. The degree of utilization for textile products appears to be positively
related to the GSP imports share of the beneficiary country into the EU, which seems to contradict the
existing graduation mechanism of the EU Generalized System of Preferences. Similar to the case of
industrial products, there is a weak evidence for EU GSP over 2002-2005, but a stronger evidence over
2006-2007, that Asian countries have benefited proportionately more than Latin American countries from
the changes in the EU GSP.

It should be noted that the model specification without a lagged reaction to GSP changes leads to
somewhat more significant results for the EU GSP imports of industrial products and the degree of
utilization of the GSP benefits for these products. The GSP imports of industrial products seem to have
positively reacted to changes in the EU GSP. That the unlagged model specification is largely performing
better for the industrial products might suggest that producers and exporters of agricultural products, due
to the specific nature of these products, react more slowly. Moreover, it is found that the changes in the
EU GSP had a positive impact on the degree of utilization of the GSP for industrial products and textile
products. Also the working of the graduation mechanism via the GSP imports share of the beneficiary
country is vindicated, but the less developed countries do not show significantly higher degrees of
utilization, thus somewhat questioning the effectiveness of the EU GSP as an instrument to help the less
developed economies in the development of their industrialisation. The positive impact of changes in the
GSP for the EU GSP imports of industrial products is probably due to the competitive advantage of the
middle-income developing countries of Asia and Latin America, rather than to the effectiveness of the EU

GSP in promoting industrialisation in these less developed economies.



Table 6: Degree of Utilization of EU GSP Benefits for Agricultural Products

Variable (12) (13) (14) (15)
(one-year lag) (one-year lag
with interaction)
Constant 0.996* 1.038* 0.314 0.338
(0.534) (0.571) (0.499) (0.518)
GSP97-99 -0.068* -0.082%* -0.082%** -0.078*+
(0.036) (0.023) (0.024) (0.023)
GSP00-01 0.016 0.022 0.016 0.013
(0.029) (0.035) (0.032) (0.043)
GSP02-05 0.005 -0.024 -0.076 -0.094
(0.046) (0.049) (0.064) (0.076)
GSP06-07 -0.019 -0.027 -0.103 -0.117
(0.041) (0.046) (0.074) (0.080)
ASIA -0.046 -0.099 -0.072 -0.105
(0.081) (0.121) (0.089) (0.121)
INGDPPCEU 0.024 0.041 0.178 0.197*
(0.089) (0.075) (0.114) (0.109)
InGDPPC -0.055 -0.070 -0.080* -0.096*
(0.045) (0.051) (0.047) (0.053)
InRP -0.050 -0.039 -0.022 -0.014
(0.058) (0.046) (0.061) (0.050)
INEX 0.040 0.029 0.013 0.005
(0.059) (0.045) (0.062) (0.049)
IMPEU 0.100 0.120 0.097 0.150
(0.281) (0.266) (0.282) (0.279)
GSP97-99xASIA 0.053 -0.019
o (0.115) o (0.058)
GSP00-01xASIA -0.026 0.007
o (0.060) o (0.054)
GSP02-05xASIA 0.102 0.056
o (0.112) o (0.085)
GSP06-07xASIA 0.027 0.043
o (0.087) o (0.088)
No. Obs 378 378 378 378
LM test statistic 587.58% 596.51***  592,49%* 594,59%*

Notes:

ok wNE

In refers to natural logarithm.
Standard Errors are in parentheses.
* ** and *** refer to significance at 10%, 5% and 1% respectively.

ASIA is dummy variable for ASEAN and China.

Equation with one-year lag refers to specifications with a one year lagged reaction to changes in the GSP.
GSP is the dummy variable for the Generalized System of Preferences of the EU; logGDPPCEU is the logarithm of
per-capita GDP of the 15 European countries; logGDPPC is logarithm of per-capita GDP of beneficiary; logRP is
logarithm of relative price level of beneficiary to the weighted price level of the EU-15; logEX is the logarithm of

relative exchange rate of beneficiary to the EU currency.

7. IMPEU is the ratio of EU GSP imports from each beneficiary to all EU GSP imports.
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Table 7: Degree of Utilization of EU GSP Benefits for Industrial Products

(16) 7) (18) (19)
Variable (one-year lag) (one-year lag
with interaction)
Constant 0.816 0.951 0.736 0.813
(0.554) (0.591) (0.517) (0.523)
GSP95-99 0.035 0.015 -0.011 -0.016
(0.036) (0.034) (0.026) (0.023)
GSP00-01 0.105** 0.061 0.047 0.016
(0.049) (0.040) (0.037) (0.036)
GSP02-05 0.069 0.011 0.001 -0.042
(0.054) (0.050) (0.050) (0.056)
GSP06-07 0.064 0.011 0.012 -0.020
(0.064) (0.053) (0.067) (0.066)
ASIA 0.187* 0.022 0.165* 0.067
(0.097) (0.129) (0.094) (0.124)
INnGDPPCEU -0.125 -0.058 -0.078 -0.018
(0.169) (0.150) (0.138) (0.131)
InGDPPC 0.031 -0.024 0.016 -0.030
(0.084) (0.080) (0.078) (0.074)
InRP -0.177 -0.131 -0.132 -0.097
(0.144) (0.125) (0.135) (0.120)
InEX 0.171 0.119 0.130 0.090
(0.151) (0.132) (0.141) (0.126)
IMPEU -0.469*** -0.423** -0.471%* -0.413**
(0.169) (0.186) (0.165) (0.170)
GSP97-99xASIA 0.076 0.016
o (0.083) o (0.061)
GSPO00-01xASIA 0.149 0.100
o (0.112) o (0.072)
GSP02-05xASIA 0.193* 0.133
o (0.107) o (0.083)
GSP06-07xASIA 0.179* 0.092
o (0.108) o (0.115)
No. Obs 378 378 378 378
LM test statistic 89430+ 923,734+ 894.61%** 917.39%**

Notes:

1. Inrefers to natural logarithm.

2. Standard Errors are in parentheses.

3. * * and *** refer to significance at 10%, 5% and 1% respectively.
4.

See notes in Table 6 for variable names.
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Table 8: Degree of Utilization of EU GSP Benefits for Textile Products

Variable (20) (21) (22) (23)
(one-year lag) (one-year lag
with interaction)
Constant 0.569 0.718 -0.137 -0.045
(0.582) (0.587) (0.628) (0.647)
GSP97-99 -0.048 -0.060 -0.069 -0.068
(0.060) (0.067) (0.050) (0.049)
GSP00-01 -0.057 -0.104 -0.064 -0.117
(0.071) (0.083) (0.062) (0.072)
GSP02-05 -0.082 -0.155 -0.150* -0.207**
(0.078) (0.098) (0.079) (0.094)
GSP06-07 -0.098 -0.162 -0.183** -0.236***
(0.087) (0.104) (0.080) (0.090)
ASIA -0.049 -0.226 -0.055 -0.184
(0.092) (0.156) (0.092) (0.140)
INGDPPCEU -0.170 -0.110 -0.046 0.014
(0.123) (0.123) (0.151) (0.145)
InGDPPC 0.110 0.057 0.108 0.059
(0.073) (0.073) (0.072) (0.072)
InRP -0.157 -0.119 -0.151 -0.119
(0.097) (0.088) (0.101) (0.097)
InEX 0.155 0.112 0.151 0.115
(0.100) (0.090) (0.103) (0.098)
IMPEU 0.638* 0.734* 0.640* 0.741*
(0.347) (0.340) (0.348) (0.369)
GSP97-99xASIA 0.032 -0.010
T (0.137) T (0.133)
GSPO00-01xASIA 0.157 0.184
o (0.150) o (0.123)
GSP02-05xASIA 0.243* 0.184*
o (0.125) o (0.096)
GSP06-07xASIA 0.219** 0.172**
o (0.095) o (0.076)
No. Obs 378 378 378 378
LM test statistic 704.52%** 736.12%** 713.22%** 744.68***
Notes:

1. In refers to natural logarithm.

Standard Errors are in parentheses.

* ** and *** refer to significance at 10%, 5% and 1% respectively.
See notes in Table 6 for variable names.

Pwn

6. Conclusions

In the present paper, we have investigated the impact of changes in the Generalized System of
Preferences of the European Union, on the EU GSP imports from beneficiary countries in ASEAN and
China, and Latin America, and the utilization of GSP benefits by these countries. We have run
specifications with a one year lagged reaction to changes in the GSP and with no lagged reaction, with
the former specification mostly performing much better than the latter. We control for bilateral relative
price changes, the bilateral exchange rate of the beneficiary country and the EU, and the EU15 market
size. Interaction terms of the Asian dummy and the dummies indicating changes in the EU GSP are also

introduced to investigate the differential impact between Asian and Latin American countries. For
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agricultural products, we find that changes in the EU GSP have exerted a negative impact on the EU
GSP imports from both ASEAN and China, and Latin American countries. However, no significant
differences in the reactions between Asian and Latin American countries are found for agricultural
products. For industrial products, significant reactions to changes of the EU GSP on exports of
beneficiaries into the EU markets are detected. However, there is no robust evidence that ASEAN and
China are proportionately benefiting more than Latin American countries. Although for GSP textile exports
of ASEAN+China and Latin America are not reacting differently to the changes in the EU GSP over the
years, the textiles exports of the former seem to be in higher demand in the EU (as indicated by the Asia

dummy).

Concerning the impact of EU GSP on the degree of utilization, we find for agricultural products weak
evidence of a negative impact of changes in the EU GSP. The EU GSP graduation mechanism seems to
be effective for agricultural products as it is found that the level of development of the beneficiary country
has a significant negative effect on the degree of utilization. For industrial products, there is, however,
significant evidence that the share of the GSP imports of a beneficiary country has a negative impact on
the degree of utilization, thus pointing to the effectiveness of another EU GSP graduation mechanism. As
for textile products, there is weak evidence for a negative impact on utilization of changes in the EU. We
find, for industrial and textile products, that the degree of utilisation of GSP imports of ASEAN plus China
has changed proportionately more than that of the Latin American countries, which might be due to higher
industrial development and a better suited industrial structure in the former group of countries to take
advantage of the EU GSP.

The present study shows that less developed countries are not benefiting greatly from the EU GSP in the
period considered. This might be due to the complexities of the Generalized System of Preferences of the
European Union’s, as well as its stringent Rules of Origin (including these on regional cumulation) which
the less developed countries find difficult to comply with. One should not forget that the less developing
world imports large quantities of inputs for final production to be exported. Reducing the complexities of
the EU GSP and a relaxation of the EU rules of origin is expected to be beneficial for the less developed

and developing countries alike.
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