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Abstract

This study examines the comparative advantage of agricultural products using the Balassa
index, which measures the degree of specialization of export products. The study compares
the export performance of five agriculture commodities before and after the establishment of
the Economic Cooperation Organization (ECO) bloc and the ECO trade agreement. The re-
search found that Afghanistan has a strong comparative advantage among five selected agri-
cultural commodities, but the flour of pulses and other fresh vegetables will have no ad-
vantage after 2021. Instead, the country can focus on producing cereals and cotton, as these
products display strong index values. The study suggests that Afghanistan should accelerate
export promotion policies, increase participation in regional trade fares, and improve product
quality to remain competitive in regional and international markets.
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Introduction

International trade enhances a country's welfare by increasing consumption and invest-
ment, positively impacting employment, income allocation, poverty, and foreign exchange
resources. Global trade plays a crucial role in economic development, and deepening eco-
nomic integration is essential for increasing world trade. Intra-regional trade and expansion
are direct forms of regional economic cooperation, developed as an alternative to free trade
policies. Regional integration is crucial for promoting economic growth and development (1).
In 1964, the Islamic Republics of Iran, Pakistan, and Turkey proposed an Economic Coopera-
tion Organization (ECO) for regional cooperation for development (RCD). The ECO expand-
ed to ten members in 1985, including Afghanistan and six new independent countries in
1990. The bloc now comprises nearly 6% of the world population and covers over 8 million
square kilometers, connecting regions like Asia, Europe, and the Arab World. The ECO's
membership expanded to include Afghanistan, Azerbaijan, Kazakhstan, Kyrgyzstan, Tajiki-
stan, Turkmenistan, and Uzbekistan (9). In 2013, the trade of ten member countries of the
Economic Cooperation Organization (ECO) reached $827 billion, with exports of $371 bil-
lion and imports of $456 billion. ECO accounts for 2.2% of global exports, below its poten-
tial. Turkey is the top exporter within ECO, accounting for nearly 49% of total exports. Other
major exporters include Kazakhstan, Iran, Pakistan, and Azerbaijan, which together make up
94% of ECO's total exports (5). Studies indicate that despite some limited efforts to reduce
trade barriers for certain commodities, such as preferential tariff arrangements, no significant
concerted efforts have been made (9). Therefore, a preferential trading arrangement was con-
cluded in 2003 in the region. Agreement ECOTA [1] was contracted between five states of
the bloc, namely Afghanistan, Iran, Pakistan, Turkey, and Tajikistan. ECOTA noted that up
to a 15 percent tariff is reduced on 80 percent of the traded goods over eight years. The im-
plementation of ECOTA will enable its members to enter into a free trade agreement (5). In
2021, Afghanistan's top exports were gold (419 million USS$), grapes (197 million USS$), trop-
ical fruits (164 million US$), raw cotton (159 million US$), and other nuts (140 million US$)
(8). In the first two months of 2023, export performance reached USD 0.3 billion, a 16% in-
crease from 2022. The growth was primarily due to increased exports of food (59%), coal
(20%), and textiles (15%), with food exports increasing by 7%, coal by 19%, and textiles by
84% (14). The study examines the agricultural export performance of Afghanistan in the re-
gion, as it is a crucial source of foreign exchange earnings, a driver of crop diversification,
and a driver of farm income improvements (11).

There's a mounting focus in recent research on comprehending the revealed comparative
advantage of commodities in various countries. Helleiner (6) used the revealed comparative
advantage index to measure the business strategy of exporting some goods in the short term.
The study reported that if the RCA criterion indicates fluctuations in comparative advantage
and strength of export goods, then the set of commercial policies of the country that are effec-
tive on RCA fluctuations can be measured. Therefore, the researcher believes that the trend of
comparative advantage changes over time and can indicate the export strategy for that prod-
uct.

Smyth (11) examined comparative advantage in seven products, including food and live
animals, beverages and tobacco, raw materials, mineral fuels, animal and vegetable oils,
manufactured goods, transport equipment, and various machinery in Ireland during 1997—
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2002. The results show that in 2002, Ireland was only in two sectors: food and live animals,
and manufactured goods have been highly beneficial.

Anoueh Tekeh (2) investigated the revealed comparative advantage of Iran's apple exports in
comparison to the major exporting countries of this product during the period of 1995-1999
using the RCA measure. The results of the study indicate that Iran has a revealed comparative
advantage in relation to the apple product, but the export structure of Iran's apple has weak-
ened the competitive position due to the large fluctuations and the lack of a fixed and specific
plan for the export of this product in Iran.

Karbasi and Piri (7) determined the comparative advantage of apricot production and ex-

port by using the RCA and Revealed Symmetric Comparative Advantage indices. The results
showed that between 1994 and 2000, Iran had a comparative advantage, but in 2000-2005,
with a significant decrease in apricot exports, this advantage was lost.
Serin and Civan (10) investigated the revealed comparative advantages of three products: to-
matoes, fruit juice, and olive oil in Turkey. Two indices, RCA and CEP (Comparative Export
Performance) have been used in this study. The results showed that Turkey has a high com-
parative advantage in the European market in terms of exporting olive oil and fruit juice and
lacks such an advantage in the European tomato market.

Bano (4) investigated the export growth and production of New Zealand kiwi during 1984—
2009. For this purpose, he used the RCA approach. The results showed that New Zealand al-
ways had the highest amount of export advantage, and Chile, Greece, and Italy were in the
next place with high comparative advantage, but the trend of the advantage index of these
countries was decreasing from 2000 to 2009. The advantage index of Iran has experienced a
lot of fluctuation in the years 2000 to 2005, and in Portugal and France, the advantage num-
ber tends to one, but it is not possible to distinguish its advantage or not. The United States,
Japan, and China have no advantage, and the main competitors of New Zealand are Chile and
South Korea.

Khalid et al. (16) delved into the measuring the global trade competitiveness of Pakistan’s

cotton crop. The results of the study portrays that Pakistan has a competitive and comparative
advantage in exports of cotton while having a disadvantage imports of cotton and also no
specialization in its exports. Ahmad et al. (15) studied the analyzing export competitiveness
of major fruits and vegetables of Pakistan. This study utilizes Balassa’s index of revealed
comparative advantage for the period 2001-2018. The findings of the study displayed that
Pakistan enjoyed RCA index in case of fruits and vegetables.
The study aims to identify Afghanistan's export priorities of agricultural commodities and
compare its export performance before and after the ECO bloc and free trade agreement for-
mation. It also examines the export performance of agricultural products after a 15% tariff
reduction of 80% of traded goods. The goal is to propose policy measures to boost agricultur-
al commodity exports to the bloc.

Data source and methodology

As stated in the previous chapters, the objective of this study is to determine the export priorities of
Afghanistan’s agricultural products. To achieve the aforementioned goal, secondary data on the coun-
try’s exports for the three years of 1980, 1992, and 2021 have been compiled from the Food and Agri-
culture Organization. The data were analyzed using functional analysis. To determine the revealed
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comparative advantage in the export performance of agricultural commodities, the Balassa index was
computed.

Balassa Index

In 1965, Balassa developed the comparative advantage index, which measures a country's export ad-
vantage for a specific commodity by dividing its share of exports by the total agricultural product ex-
ports of a region. This index is used to determine a commodity's comparative advantage in trade (1).

Xt /
Xa
RCA, =—1— )
Xk /Xe
m

Where, RCAL, s the revealed comparative advantage of the i country for the a™ commodity.

XL s the total export value of a commodity, for example, Cereal, by the exporting country i".

X¢ is the total export value of the same commodity by all member states of ECO.

XL is the total value of the export of agricultural commodities by the exporting country.

X§g, refers to the total value of all agricultural commodities by ECO bloc.

When evaluating the relative advantage, this index performs exceptionally well by taking other export
commodities' statuses into account (13). The Balassa index is an indicator that indicates a country's
comparative advantage (RCA) in a specific commodity, with a value less than unity indicating no
RCA, and higher values indicating comparative advantage.

RESULTS AND DISCUSSION

The revealed comparative advantage (RCA) in agricultural trade was analyzed using the
Balassa index, which is divided into four groups: no comparative advantage (RCA < 1), weak
(RCA < 2), medium (RCA < 4), and strong (RCA > 4). The index was calculated for three
years, 1980, 1992, and 2021, to assess the volatility of RCA indices and determine their sta-
bility as comparative advantage indicators.
Table 1 reveals the RCA of some agricultural commodities in Afghanistan by comparing the
results of the years 1980, 1992, and 2021. After the establishment of the ECO bloc, as is evi-
dent from the available data, the comparative advantage of exporting five agricultural com-
modities. In the case of Afghanistan, the index indicates that flour of pulses and other fresh
vegetables have no comparative advantage after the ECO trade agreement in 2021. Afghani-
stan can focus on exporting cereals and cotton due to their strong index value in the region. In
other words, according to the agreement to reduce the 15 percent tariff on 80 percent of
commercial products, the export performance of agricultural products has increased signifi-

cantly for all selected products. These results substantially accorded with antecedent literature
of Ahmad et al. (15) and Khalid et al. (16).

Table 1. RCA for five agriculture commodities of Afghanistan in ECO bloc, 1980, 1992 and 2021.
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Commodity Commodity Afghanistan
code 1980 1992 2021
1199.9 Cereals 0.00 0.00 20.58
1921.02 Cotton 0.77 0.96 5.10
23170.03 Flour of pulses 0.00 0.00 0.89
21419.99 Other dried fruit 0.00 0.53 1.36
1290.9 Other fresh vegetables 0.00 0.00 0.11

Source: FAo.org/faostat/en/#data/TCL

Conclusion and policy imlications

The Balassa index is an indicator used in export performance of commodities for calculat-
ing the relative advantage and disadvantage of a certain country in particular category of
commodities as evidenced by trade flows. In this study for data analyzing in agricultural trade
Balassa index was used. Economic Cooperation Organization is one of the vital bloc that was
established in 1985. The objective of the study is, a comparison of the export performance of
the member countries before and after the formation of the ECO union and ECOTA. The re-
vealed comparative advantage of five agricultural export commodities, which include cereals,
cotton, flour of pulses, other dried fruit and other fresh vegetables, has been evaluated. In
case of Afghanistan, cereals and cotton displayed strong index value while before ECOTA, all of
the selected agricultural commodities have a comparative disadvantage in the bloc. The study also
concluded, cereals is the most valuable export commodity for Afghanistan in 2021 with the record of
20.58 RCA fallowed by cotton, other dried fruit, flour of pulses and Other fresh vegetables. It
is usually observed that, the Afghanistan did not enjoy a strong, medium and weak compara-
tive advantage for flour of pulses crop and other fresh vegetables.
Based on the obtained results, it is suggested that:

» After the establishment of the ECO bloc and ECOTA, the comparative advantage of
exporting five agricultural commodities for Afghanistan significantly increased.
Therefore, ECO union should reduce the trade barriers among themselves.

» The study reveals Afghanistan has strong, medium, and weak RCA in five agricultural
commodities. To boost export promotion, the country should support export-oriented
firms in international trade fares, encourage product quality improvement, and opt for
insurance policies to protect exporters from commercial and political risks.

» Afghanistan should stop the export of agriculture commodities with no comparative
advantage and focus on exporting more, which have a relatively better position in
RCA in a particular commodity.
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