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Empirical Study of Bangladesh’s International Trade and
Factor Mobility: A Gravity Model Analysis
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This research investigates the determinants of trade and factor mobility and
also the interrelationship between these flows from the perspective of Bangladesh.
In order to model the export determinants, this study develops a reduced form of
export function to unveil the export effect of regional trade agreements (RTAs)
with an application of the augmented gravity model. Besides, revealed comparative
advantage (RCA) of exports is analyzed to pinpoint dynamic patterns of
comparative advantage. In relation to the determinants of FDI, it explores the
investment impact of bilateral investment treaties (BITs) and institutional factors.
Finally, the gravity model is extended to unearth the factors that motivate
emigration from Bangladesh and to ascertain linkage between export and
emigration.

Empirical estimations on trade effect of the RTAs uncover that export flows
from Bangladesh have not been benefitted from the preferential and free trade
agreements. Assessment of RCA unveils that Bangladesh possesses comparative
advantage mostly in unskilled labor intensive products.

The estimated results of FDI find significant role of BITs and of institutional
quality. Bangladesh demonstrates low level of institutional quality and inability in
negotiating BITs with countries that seek locational advantages for vertical FDI.
Therefore, this country remains one of the least recipients of FDI although there
has been an FDI boom in developing Asia.

The gravity model of emigration determinants unearths that likewise goods
export, manpower export is also positively determined by income difference
between Bangladesh and destination country. Nonetheless, skill composition
profoundly determines potential locations for export of goods and labor. Both the flov
consist of low level skills and therefore, two distinct set of destinations
serve as the potential markets. Due to similarity in skill composition of goods
export and manpower export, these two flows appear to act as substitutes and
demonstrate congruence with the standard neoclassical trade theory.



