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ABSTRACT

e United Kingdom has adopted a new Developing Countries Trading Scheme (DCTS) which
comprises three di erent regimes — one for least developed countries (LDCs), one for nen-1.DC eco
nomically vulnerable low-income and lower-middle-income countries, and one for other low-income
and lower-middle-income countries. Compared to the previous scheme, which largely mirrored the
European Union’s, the DCTS makes it easier for an LDC to accede to the intermediary “Enhanced
Preferences” scheme when it graduates. For most countries, graduation from the LDC category wil
have little impact on trade with the United Kingdom, and less impact than it might have had under
the previous regime. Impacts will be greater for countries whose main exports are not covered b
Enhanced Preferences, such as certain agricultural products, or whose exporters are unakle to com
with the more stringent rules of origin than those applied to LDCs.
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What the United Kingdom’s new Developing
Countries Trading Scheme means for

least developed countries (LDCs), including
countries in the graduation process

|. Introduction

In the immediate post-Brexit period, the United King
dom adopted a scheme analogous to the European Un
ion (EU)'s Generalized System of Preferences (GSP),
pending the formulation of its own preferential trade
scheme. In 2022, it launched the Developing -Coun
tries Trading Scheme (DCTS), due to come into e ect

in early 2023. e new scheme shares many similarities
with its predecessors while at the same time incorpo
rating signi cant variations. Like the current EU GSP,
the DCTS comprises three di erent schemes: i) DCTS
Comprehensive Preferences are the most generous and
reserved for the countries in the United Nations' list of
least developed countries (LDCs), i) DCTS Enhanced
Preferences, the second-best preferential regime, which
will bene t economically vulnerable low-income (LIC)
and lower-middle-income (LMIC) countries, and iii)
DCTS Standard Preferences, designed for other low-
and lower-middle-income countries (United Kingdom
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, Product-specic rules (PSRs) are processing
rules that export items need to comply with to
be considered as originating from the country
that claims preferential tari rates. e United
Kingdom has speci ed more liberal product-spe
cic rules (PSRs) only for LDCs (Razzaque,
Baker, and Elder, 2022).
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United Kingdom were $13.3 billion or 1.9 per cent of
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with Bangladesh being the most dominant exporter
(Table 3). eir combined market share in United
Kingdom imports rose to 1 per cent in the mid-
2010s before gradually declining to about 0.7 per
cent. After graduation, they countries will move
from the DCTS Comprehensive to the Enhanced
Preferences scheme.

e share of the United Kingdom as an export desti
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Bangladesh is the largest exporter to the Unitedother two Asian countries in the graduationpro
Kingdom among the LDCs, and more than 9@ess, Nepal and Bhutan, are relatively small exporters
per cent of its exports comprise clothing products. the United Kingdom. In 2021, Bhutan exported
Among the countries in the graduation procesk).1 million to the United Kingdom (less than 1 per
Cambodia and Myanmar are the second and thicegnt of Bhutan's total exports) while Nepal shipped
largest exporters to the United Kingdom, expor$21.4 million (less than 1.3 per cent) (Figure 6). Pre
ing about $800 million and $370 million in 2021,cious/semi-precious stones and other miscellaneous
respectively, three quarters of which are of appaterhs are major exports of Bhutan. Nepal predomi
products. e United Kingdom accounted for 2.6 nantly exports clothing and some specialized textile
per cent and 1.8 per cent of all exports of Cambitems to the United Kingdom.

dia and Myanmar, respectively. Lao PDR is anothgfih jimited productive capacity, the exports from
apparel exporter among the Asian countries in i four Paci ¢ countries in the graduation process
graduation process. Its exports to the United Kin(kiribati, the Solomon lIslands, Timor-Leste, and
dom in 2021 amounted to $28 million, just 0.4 pefyya|u) are highly volatile. eir combined exports
cent of its overall expofts. to the United Kingdom in 2021 were around $10

e million, almost half the corresponding value in 2015.

15 e signi cance of the United Kingdom market in the
overall exports are gradually declining for Banglade
Cambodia, and Lao PDR.

& six African countries in the graduation process —
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Senegal, and Zambia — together exported closant®021. Precious stones
$100 million to the United Kingdom in 2021. -An products have comprisec
gola is the largest African LDC exporter, shippirBambia’s total exports to
around $33 billion worth of goods, mostly fuels.

However, at just $7 million, the United Kingdom’scomoros and Sao Tome .

share in Angola's total exports is negligible. Amalffipnd LDCs whose respe
African countries in the graduation process, Sendgijgdom are smaller tha
was the largest exporter to the United Kingdom fEnt Of Djibouti’'s exports
2021, with $70 million, followed by Zambia ($12Kingdom market. Co ee,
million) and Djibouti ($4.5 million). e United Products, oil seeds, fruits,
Kingdom’s share in Senegal’s total exports wasIgpexport items.

proximately 2 per cent, three quarters of which W<t Asian countries in tl

agricultural products.

o ==

are apparel exporters fare
Despite experiencing steady export growth to tAwarket. Over the past dec
world market, Zambia’s exports to the United Kingshare in the United Kingd
dom have declined recently. Consequently, the Urdbout 37 per cent to abou
ed Kingdom’s share in Zambia’'s exports declinpdrtion of the market sha
from 3.6 per cent in 2006 to less than 1 per ceoaptured by Bangladesh,

—

letals, and agricultural
ore than 95 percent of
United Kingdom.

Principe are two small
'e exports to the United
. million. Only 1.2 per

bound for the United

mate, spices, wooden
1 sh are DjiboutFs ma

jraduation process that
Il in the United Kingdom
', China’s apparel market
declined sharply from

. per cent. A signi cant
ost by China has been
lich doubled its market
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More than 90 per cent of exports of Bangladesimd EU-Paci c Economic Partnership Agreement,
Bhutan, and Myanmar enter the EU under thevith some preferences accessed through those FTA
LDC-speci ¢ duty-free preferences, as do at leastangements.

two-thirds of exports from Cambodia, Lao PDR _ _ , .
Nepal, Senegal, and the Solomon Islands. On tﬁgme importing countries report what is known as

other hand, as much as 95 per cent of Angela’s@? ‘preference utilization rate’ for the bene ciary

ports (mostly fuels) are of products that are MFRpuntries, de ned as the percentage of GSP-el

duty-free, and for which there is therefore no scolgéPle exports that use trade preferences. Table 4

for tari preference. e same is true of a highpro shows that most countries in the graduation pro
portion of the exports of Comoros, Dijibouti, Kiri €SS have high preference utilisation rates in the
bati, Sao Tome and Principe, Tuvalu, and ZambigU market. Nearly 100 percent of Bangladesh’s
Djibouti, Kiribati, and Tuvalu do not enjoy any€Xxports to the European Union are GSP-eligible,
LDC tari preferences, with 33 per cent, 63 per cer@nd 97 percent of goods can use duty-free mar
and 54 per cent of their respective exports subjet access; the remaining 3 percent are subject to
to MFN tari s. is could be attributable to lack of MFN tari s because the goods do not ful I rules
capacity to ful | the rules of origin conditions forof origin. Djibouti, Kiribati, and Tuvalu have the
export products that are dutiable. Comoros and thevest GSP utilisation rates, as re ected in their
Solomon Islands are members of the EU-Eastérigh MFN-basis exports.
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IV. Implications of graduation In moving to the Enhanced Preferences, along with
under the DCTS for the tari changes, a country that graduates also faces
more stringent rules of origin to make use of any

16 countries currentl : . O
y tari preferences. While the changing circumstanc

in the graduation process

As explained above, it will be easier for a country
that graduates to accede to the DCTS Enhanced
Preferences scheme than it was to accede to the En
hanced Framework in the previous system (or than

it is to accede to the GSP+ in the EU, as per current
rules). All countries currently in the graduation pro
cess meet the economic vulnerability criteria for En
hanced Preferences. ey will therefore move from
Comprehensive Preferences to Enhanced Preferences
after graduation and a three-year transition period.

e Enhanced Preferences scheme oers less fa
vourable market access conditions than those under
Comprehensive Preferences, though still more fa
vourable conditions than the Standard Preferences.
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For manufacturing sectors (HS25-97), there-is al
most no tari di erence (at the HS 2-digit level)
between Comprehensive and Enhanced Preferences.

Exporters of apparel products will see tari rates

unchanged between Comprehensive and Enhanced
Preferences. However, duty-free access under En
hanced Preferences will require a double transforma
tion (i.e., in the case of woven garments, the used
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Preferences, indicating that these countries—given
their current export structures—will unlikely to
su er any signi cant impact from graduating te En
hanced Preferences (Tablé &verall, much of the
narrow export base of most LDCs is covered with
duty-free treatment under Enhanced Preferences.

Most of the excluded products belong to three HS
chapters: 03, 10, and 19, including such products
as sh, cereals, ours, starches, and milk products.
at is, among the products exported by the coun
tries in question, the exclusion facing graduation
to Enhanced Preferences is mostly in agricultural
goods. erefore, as mentioned earlier, the agricul
tural products of the respective economies will have
a greater likelihood of being impacted by tari rises.

18 Table 6 also provides the information on the hypothetical
situation of these countries facing Standard Preferences as
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Table 8
Most impacted products due to tariff changes after graduation under Enhanced Preferences

Initial exports Enhanced
(avg. of 2019-21) Preferences
(‘000 $) tariff rate (%)

Country CN code Description

Angola 23023010 Bran, sharps and other residues, whether or not in the form of
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three groups of developing countries, with the LDCs requirement of countries to ratify and implement
receiving the most generous treatment. However, thenumerous international conventions has been
DCTS has simpli ed provisions and provides more

generous terms of market access, particularly for

countries that are not LDCs.

Among the main di erences in the LDC-specic
regime are:

, €eDCTS Comprehensive Preferences, designed
for LDCs, retains the same level of duty-free
market access as the EU’s EBA provides but
o ers more liberal and simpli ed rules of origin
provisions.

, € minimum value addition requirement to
benet from duty-free preferences for LDCs,
except for textile and clothing, has been reduced
from 30 per cent to 25 per cent. LDCs will-con
tinue to bene t from single-stage transformation
for textile and clothing exports. Exclusively for
LDCs, product-speci ¢ RoO requirements have
been simpli ed, and alternative rules have been
added to many HS chapters.

e United Kingdom has expanded cumulation
for LDCs with DCTS countries and countries
with Economic Partnership Agreements (EPA)
with the United Kingdom. e current provi
sions that allow LDC cumulation with the EU,
Norway, Switzerland, and other regional group
ings will continue to exist. us, there are now
more than 90 countries from which the LDCs
can source intermediate inputs, and their n
ished products will still be eligible for duty-free
access in the United Kingdom.

e DCTS Enhanced Preferences—targeting the
non-LDC low-income and lower-middle-income
countries, including the countries in the graduation
process—have also been simpli ed and made more
generous.

e United Kingdom will employ a simple ad
missibility criterion based on bene ciary vulner
ability to be determined by the share of the seven
largest broad export groups in the country’s total
exports to the United Kingdom. e previous



CDP BACKGROUND PAPER NO. 55




WHAT THE UNITED KINGDOM’'S NEW DEVELOPING COUNTRIES TRADING SCHEME MEANS...




CDP BACKGROUND PAPER NO. 55

REFERENCES

Commonwealth Secretariat (2018) A Guide to Leaving
Least Developed Country Status — e Global Value Chain
Perspective: Adapting to Competitiveness Challenges, Com
monwealth Secretariat, London.

European Commission (2021). Proposal for a regulation of
the European Parliament and the Council on applying a gen
eralised scheme of tari preferences and repealing Regulation
(EU) No 978/2012. European Parliament and the Council of
the European Union, Brussels.

ITC Trade Map (2019). ITC Trade Map database. Interna
tional Trade Centre (ITC), Geneva. Trade Map.org/Index.
aspx.

Mendez-Parra, M. (2022). “ e United Kingdom’s new-De
veloping Countries Trading Scheme: a welcomed change?”
Overseas Development Institute (ODI), accessed from
https://odi.org/en/insights/the-uks-new-developing-coun-
tries-trading-scheme-a-welcomed-change/

Razzaque, M.A. (2022a). Graduation from LDC status:
Trade preference and development nancing implications
for Asia-Paci c countries. United Nations Development Pro

gramme (UNDP) Bangkok Regional Hub, Bangkok.

Razzaque, M.A. (2022b). Textiles and clothing in Asian grad
uating LDCs: Challenges and options. Enhanced Integrated
Framework, International Trade Centre, United Nations
Department of Economic and Social A airs, United Nations
Conference on Trade and Development, Executive Secretar
iat at the World Trade Organization, Geneva. https:/www.
wto.org/english/res_e/publications eftextcloth2022 e.htm

Razzaque, M.A., Baker, P., and Elder, A. (2022). How
Exporters From Developing Countries Will Be Treated
Under e United Kingdom’s New Trading Scheme- In
ternational Economics Consulting Ltd. London. Retrieved
from: https:/www.mondag.com/international-trade-invest
ment/1231214/how-exporters-from-developing-countries-
will-be-treated-under-the-uk39s-new-trading-scheme

Razzaque, M.A. (2020a). Graduation of Bhutan from the
group of least developed countries: potential implications and



https://odi.org/en/insights/the-uks-new-developing-countries-trading-scheme-a-welcomed-change/
https://odi.org/en/insights/the-uks-new-developing-countries-trading-scheme-a-welcomed-change/
https://www.wto.org/english/res_e/publications_e/textcloth2022_e.htm
https://www.wto.org/english/res_e/publications_e/textcloth2022_e.htm
https://www.mondaq.com/international-trade-investment/1231214/how-exporters-from-developing-countries-will-be-treated-under-the-uk39s-new-trading-scheme
https://www.mondaq.com/international-trade-investment/1231214/how-exporters-from-developing-countries-will-be-treated-under-the-uk39s-new-trading-scheme
https://www.mondaq.com/international-trade-investment/1231214/how-exporters-from-developing-countries-will-be-treated-under-the-uk39s-new-trading-scheme
https://repository.unescap.org/handle/20.500.12870/1221
https://repository.unescap.org/handle/20.500.12870/1221
https://www.gov.uk/government/publications/developing-countries-trading-scheme-dcts-new-policy-report/developing-countries-trading-scheme-government-policy-response
https://www.gov.uk/government/publications/developing-countries-trading-scheme-dcts-new-policy-report/developing-countries-trading-scheme-government-policy-response
https://www.gov.uk/government/publications/developing-countries-trading-scheme-dcts-new-policy-report/developing-countries-trading-scheme-government-policy-response
https://www.gov.uk/government/publications/developing-countries-trading-scheme-dcts-new-policy-report/developing-countries-trading-scheme-government-policy-response
https://www.gov.uk/government/publications/trading-with-developing-nations/uk-generalised-scheme-of-preferences
https://www.gov.uk/government/publications/trading-with-developing-nations/uk-generalised-scheme-of-preferences
https://www.gov.uk/government/publications/trading-with-developing-nations/uk-generalised-scheme-of-preferences
https://www.documents-dds-ny.un.org/doc/UNDOC/GEN/N21/070/41/PDF/N2107041.pdf
https://www.documents-dds-ny.un.org/doc/UNDOC/GEN/N21/070/41/PDF/N2107041.pdf
https://www.documents-dds-ny.un.org/doc/UNDOC/GEN/N21/070/41/PDF/N2107041.pdf
https://unctad.org/topic/trade-agreements/trade-preferences-utilization
https://unctad.org/topic/trade-agreements/trade-preferences-utilization
https://www.un.org/development/desa/dpad/least-developed%20country-category/ldc-data-retrieval.html
https://www.un.org/development/desa/dpad/least-developed%20country-category/ldc-data-retrieval.html

WHAT THE UNITED KINGDOM'S NEW DEVELOPING COUNTRIES TRADING SCHEME MEANS...

Annexes

Annex 1
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Exports (thousand $) Share in United Kingdom’s imports from DCTS
Country 2010 2015 Comprehensive Preference countries 2021
South Sudan = = 3 108 0.002
Tuvalu 11 4 33 30 0.001
Central African Republic 105 228 98 20 -
Kiribati 8 28 11 10 -
Guinea-Bissau 2 10 1 1 -

2,319,855 3,360,252 6,632,527 4,948,662
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Annex 4

Share of the United Kingdom market in the total exports of individual countries
in the graduation process, 2000-2021

Angola Bangladesh Bhutan

N A OO

0
2005 2010 2015 2021 2005 2010 2015 2021 2005 2010 2015 2021

Comoros Djibouti Lao PDR

2005 2010 2015 2021 2005 2010 2015 2021 2005 2010 2015 2021

Myanmar Nepal Senegal

2005 2010 2015 2021 2005 2010 2015 2021

Solomon Islands Timor-Leste

. 0.
2005 2010 2015 2021 2005 2010 2015 2021

Source: Author’s presentation using ITC Trade Map data .
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Annex 5

Export composition of the leading exporters of apparel to the United Kingdom among
the countries in the graduating process, HS 2-digit level

Source:
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Annex 6
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Bangladesh
% of total
exports to
Exports the United
Commodity (million $) Kingdom
61 Articles of apparel and clothing accessories, knitted or crocheted 1913.3 58.0
610910 T-shirts, singlets and other vests of cotton, knitted or crocheted 437.8 i3
610462 Women's or girls’ trousers, bib and brace overalls, breeches and shorts of 205.1 6.2
cotton, knitted or crocheted
611020 Jerseys, pullovers, cardigans, waistcoats and similar articles, of cotton, 201.0 6.1
knitted or crocheted
62 Articles of apparel and clothing accessories, not knitted or crocheted 1100.1 33.3
620462 Women'’s or girls’ trousers, bib and brace overalls, breeches and shorts of 246.1 7.5
cotton
620342 Men’s or boys’ trousers, bib and brace overalls, breeches and shorts, of 203.5 6.2
cotton
620343 Men'’s or boys’ trousers, bib and brace overalls, breeches and shorts of 78.2 278

synthetic bres
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Bhutan

% of total
exports to

HS Exports the United
Code  Commodity (million $) Kingdom

95 Toys, games and sports requisites; parts and accessories thereof 0.005 4.5
950720
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Cambodia

HS
Code  Commodity
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Lao PDR
% of total
exports
Export to United
Commodity (million $) Kingdom
64 Footwear, gaiters and the like; parts of such articles 13.3 47.3
640391 Footwear with outer soles of rubber, plastics or composition leather 5.9 20.9
640299 Footwear with outer soles and uppers of rubber or plastics 5.5 19.7
640399 Footwear with outer soles of rubber, plastics or composition leather 1.5 5.2

62
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Myanmar
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Nepal
% of total
exports
Exports to United
Commodity (million $) Kingdom
61 Articles of apparel and clothing accessories, knitted or crocheted 6.6 30.6
611011 Jerseys, pullovers, cardigans, waistcoats and similar articles, of wool, knitted 2.4 11.0
or crocheted
611012 ‘Jerseys, pullovers, cardigans, waistcoats and similar articles, of hair of 11 5.1
Kashmir “"cashmere™
57 Carpets and other textile oor coverings 5.5 25.4
570110 Carpets and other textile oor coverings, of wool or ne animal hair, knotted, 4.7 21.8

whether or not made up (excl . those containing greater than 10 percentage
silk or waste silk other than noil by weight)

570310 “Carpets and other oor coverings, of wool or ne animal hair, tufted 0.3 15
“needle punched™
62 Articles of apparel and clothing accessories, not knitted or crocheted 8.5 16.5
620442 Women'’s or girls’ dresses of cotton (excluding knitted or crocheted and 0.6 2.7
petticoats)
621420 Shawls, scarves, muf ers, mantillas, veils and similar articles of wool or ne 0.4 1.7
animal hair
56 Wadding, felt and nonwovens; special yarns; twine, cordage, ropes and cables and articles 0.9 4.4
thereof
560290 Felt, impregnated, coated, covered or laminated (excluding needle loom felt 0.8 3.9
and stitch-bonded
65 Headgear and parts thereof 0.8 3.7
650500 Hats and other headgear, knitted or crocheted, or made up from lace, felt 0.8 8.5
19 Preparations of cereals, our, starch or milk; pastrycooks products 0.6 2.8
190410 Prepared foods obtained by swelling or roasting cereals or cereal products, 0.4 1.7
e.g., corn akes
620462 Women'’s or girls’ trousers, bib and brace overalls, breeches and shorts of 0.3 1.2
cotton
95 Toys, games and sports requisites; parts and accessories thereof 0.3 14
950510 Christmas articles (excluding candles and electric lighting sets, natural 0.2 1.0

Christmas trees

Source: Author’s presentation from ITC Trade Map database .
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Sao Tome and Principe

Exports
Commodity (million $)
85 Electrical machinery and equipment and parts thereof; sound recorders and reproducers, 0.44
television image and sound recorders and reproducers, and parts and accessories of such
articles

% of total

exports
to United
Kingdom

98.2

854239 Electronic integrated circuits (excluding such as processors, controllers,
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Solomon Islands
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Tuvalu

% of total

exports
HS

Exports to United
Code Commodity (million $) Kingdom
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Annex 8
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Annex 9
The Partial equilibrium model 23

e trade e ect of graduation from LDC status can be estimated by comparing the unit price received by the
preference-receiving country with that of the MFN exporters:

where is the unit price of product k received by country i (i.e. preference recipient),iaiie world
unit price of the same product. It is assumed that markets are perfectly competitive and there is no product
di erentiation. e above equation can be expressed as:

where is ad valorem equivalent MFN tari for product k, ands the export-weighted preferential
tari faced by country i. e percentage changes in exports as a result of changes in the price of exports is
given by:

where is exports and is price elasticity of demand for exports. e formula can be utilised to estimate the
e ect of abolishing tari preferences resulting from graduation from LDC status. As a country graduates from
the group of LDCs, its tari preference regime changes, as it has to pay a higher tari . e changes in export
revenue as a result of graduation can be estimated from the following equation:

where, indicates the changes in preference margin. e rst component in the above equation com
putes the changes in unit price resulting from changes in tari preference. e second component calculates
the impact on export revenue for the given changes in price.

At the second step, to compute the trade-shift e ects it is assumed that the declining exports from the grad
uate country will be proportionally distributed to the other competitors (i.e., non-graduates) based on their
market shares. e implicit assumption here is that there is no product di erentiation among the suppliers and
that non-graduates’ exports will increase proportionally (i.e., cross-price elasticity of demand is 1). erefore,
the market share approach is used to estimate how other countries’ exports will be impacted.

23 Based on Commonwealth Secretariat (2018) as adapted in Razzaque and Rahman (2019).



WHAT THE UNITED KINGDOM’S NEW DEVELOPING COUNTRIES TRADING SCHEME MEANS...

Annex 10

Potential impact of graduation on exports of the countries currently in the graduation process
to the United Kingdom if they exported under the Standard Preferences scheme

LDCs get Standard Preferences after graduation

Initial exports

(avg. 2019-21) Estimated changes in exports Loss of exports as
($ ‘'000) after LDC graduation ($ ‘000) % of initial exports

Angola 10,947 -242.23 -2.21
Bangladesh 3,219,331 -295,730.84 -9.19
Bhutan 66 -0.48 -0.72
Cambodia 952,326 -86,798.32 -9.11
Comoros 415 -1.92 -0.46
Djibouti 5,627 -3.64 -0.06
Kiribati 37 -0.21 -0.58
Lao PDR 27,604 -2,404.16 -8.71

Myanmar 362,662
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