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Introduction

THE sustained high level of Ireland’s balance of payments deficit on
current account in the late sixties has given rise to a certain amount of
concern and discussion. Various suggestions have been put forward to

account for this phenomenon: rising external trade prices, the changing
structure of the economy, the increasing importance of industrial exports
which have a high import content, etc.1

Yet, as Kennedy putsit:

¯.. ever when all these~ factors are taker into account there remains a suspicion
that imports have also remalned,higher than might ~be expected on past experience
due to reduced competitiveness in the widest sense. This would include not
only the deterioration in unit wage costs but also other factors such as the effect
of lowering tariffs under the Anglo-Irish trade agreement.

The present study focuses on the effects of the change in competitiveness
referred to by Kennedy on manufactured imports from the UK (hereinafter
to be taken as synonymous with "UK imports") since the mid-sixties.’

Undoubtedly, a major factor favouring UK manufactured imports during this
period has been the Anglo-Irish Free Trade Area Agreement,(AIFTA). This
Agreement, which ~came into effect in July 1966, represented a very significant
move towards free trade for Irish industry. Under the terms of AIFTA, Ireland
undertook to eliminate, subject to certain conditions, all existing protective
duties on non-agricultural imports from the UK by ten annual tariff reductions
of IO per cent each. Quantitative import restriqtions, and the "protective"
element in certain revenue duties were also to be eliminated before the end of
the ten-year period,~ Average nominal tariffs on UK imports subject to the
terms of AIFTA (after the first IO per cent reduction in I966) were estimated
by McAleese ([22] Table A2) as: I2.7 per cent for capital goods, 18.6 per cent
for consumer goods and 7"9 per cent for intermediate goods.

At the time of writing~ the full range of statistics required for our study was
available only up to the year I97O. This enables us to examine the effects of
AIFTA half-way through the transitional period. Although a longer period of
observation might have been desirable, the year 197o is a reasonable vantage
point from which to review the effects of the Agreement on imports, and in
¯

1For a brief, incisive discussion of these points, see Kieran A. Kennedy, [i 2].
~Ibid, p. I6.
3Separate agreements,were made covering trade in agriculture, forestry and fishing" products

(including certain processed foodstuffs). For further details the Government White Paper, Free Trade
Area Agreement and Related Agreements, Exchanges of Letters and Understandings, [9] may be consulted.

9
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particular its implication for domestic manufacturers. At this Stage, the Irish
Government had the right to exclude a certain proportion of imports from the
free trade arrangements, Or to extend the transitional period, if the continued
growth of’these imports Was likely to create exceptional difficulties for Irish
industry.*

Several attempts ~have been~ made already to evaluate post-AIFTA trends!ini
Anglo-Irish: trade;s These analyses have mainly:concentrated on assessing

AIFTA from the Irish’viewpoint by trying to quantify the:exPort gains and
domestic market losses of Irish producersinorder to produce a "balance~-sheet"
of the Agreement tO date~ ~ ......

The present study deals primarily with one: aspect’ of AIFTA,. namely,¯ its
effect on UK manufactured imports, The,, effects of~the Agreement on agri-
cultural and industrial exports are thus not explicitly considered until towards
the end of the paper. No attempt is made to:quantify the so-called :,’dynamic"
effect: of a -free trade area; These dynamic"effects’:relate to ?the’. effects of

~inCreased competitiveness in a previgus!y protected m~/rket on investment
decisions, monopolistic cartels and ability to exploiteconomies of scale, all of
whichhave in turn a~ bearing on the growth rate of tl~e economy"concerned,
In the absence of an’ acceptable method of quantifying !these dynamic: effects,
we are ’forced:to .follow: the:-conventional practice/of investigating~ only the
"static" import effects of’the agreement; ..... " : ~

It is our .contention .that the UK’S export performance was, significantly:.
improved by AIFTA. At the same’ time; we recognise that many factors other
than AIFTA were at work in determining the UK’s share :0f Irish,, imports:
Devaluation, relative cost ~differentials, changes in competitiveness-in-the
broad Sense are just three of the factors We have in mind.:A~major methodo-
logical difficulty, therefore, running through this paper is that of isolating the
AIFTA effect from the effects’ of these other factors on imports from .the UK..
There is, in fact~ no single fully Satisfactory method of:achieving this task,6

’The excluded goods were not to exceed 3-per ~ent of.the value~ Of tota! Irish:-imp~~rts,,ia the year
preceding-’the review. Following neg0tiations With the British Gove/-hment on this quesUon, the
transitional period has been extended by up to two years in the case 0f certain iron and steel products,
certain types of agricultural machinery, s0~e do/i/estic appliaxiceS, furniture; roi~es,:brnshes and brbo/ris
etc. It’was decid~i also’to exclude outerwear ibther than outerwear With a weight/containing 5° per
cent or more Cotton), bed-linen~and candlewick bedspreads altogether~ from tl~e Agreement, as tile
Irish GOvernment is entitled t6 do’under Article I. Excluded goods~were estimated as’x’4’ per cent. oi
the value of UK imports (July :I969 to June 197o): and extensions 0fthe trar~sitional period were
granted to products comprising 2.8 per cent of UK ~mports during the Same period. "This informati0n
Was supplied’ by the Departmer~tof Industry and Commercei " ¯ -:: ~-~ ~: ’ : ~:,

¯ nThese attempts have appeared-in the’form of newspaper articles., The best that has come to our
attention is an impressive article by Garret FitzGerald (Irish~Times,I4January’i972).     " ’

6See, for example, Kreinin’s recent review, of the various techniques used to estimate the effect of
the EEC on international trade flows. After examining ttie difficulties associated~ with each technique
he concludes: .

"eachaOr~roach , is frai~ht With dahgers arisirig from:its owfl heroic assumptions~ The only:hope
Of arriving at approximateordei-s of magnitude lies’in util~sing a variety of methods and comparing
the results." [i6], p. 9oo. ¯ ~ ’~’ - " :- ’ " "
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Gonsequently, the approach we have adopted is to apply a number of different
independent or quasi-independent techniques, each with its own limitations
and defects, in the hope of arriving at a reliable estimate of the approximate
order of magnitude of the AIFTA effect. A remarkable feature of the paper is,
in fact, the compatibility of the various estimates obtained in this way.

The paper is divided into five parts. In the first part, we discuss the methodo-
logy employed in this study. The second part contains an analysis of Anglo-Irish
trade flows during the sixties and provides some provisional estimates of the
effects of changing British competitiveness in the Irish market. The third
section investigates the problem in much greater detail by combining trade
data with domestic production statistics. An attempt is made to divide the
total trade effects of AIFTA on British imports into trade creation and trade
diversion effects. The implications of our results are examined in the fourth
section. The results of the study are then summarised.



Methogotogy of Study    :

~’~ TUD~ES designed io measUre the effects of economic integration on trade
"~ flows can be separated into two types,: those which employ ex-ante methods

and those which’ employ ex-post methods. A detaile¢[ discussion Of these
methods and the problems larising fromthem is contained in Appendix i a~nd
also in McAleese [2I], so it is proposed to give only ashort summary of them
here.

Ex-ante studies are concerned with forecast!ng the effects of trade lit~eralisa-
tion in advance of the event. :Two hypothetical.trade flows are estimated: one
assuming nochangeJn commercial policy and the, other assuming a reduction
in the protect!ve structure. Ex-po)t studies by contrast.yiew the Consequences of
trade liberalisation in retrospect. Actual post-liberalisation trade flows are
compared with hypothetical or "expected" trade ,flows i.e. estimates, of ~rade
flows as they" would have been in the absence of the change in commercml
policy. The derivation oF ihe :l~ypoihetical.trade flow is, ,of course, a crucial
element in.the Whole exercise and there is:as ,yet no universally agreed way of
estimating them. Since this study utilises an ex-post approach, the major
methoddlogicai problem to be considered is that of estimating hypothetical
trade flows?

Hypothetical trade flows are estimated by market shares analysis. Changes
in the market share of the UK are examined between some pre-integration
year (or period of years) which is considered "normal" and a post-integration
year (or period 0fyears). This method is used extensively in studies of export
growth and in studies of regional growth anti,employment patterns.2 It is,,,of
course, not the only method available for~ estimating ’hypothetical trade flows,
but we Ci3nsidered it to be the m0si appropriate in ~e’ present~ circumstancesJ

Two variants of market shares analysis are used: (i) the constant.shares
method and (2) the share change method. With the constant shares method,
hypotheticai market shares ’£re taken to be equal to the actual shares of some

1Some experimentation with the ex-ante approach was carried out but the results’were £in~eliabie
owing to the absence of any direct estimate of the price elasticity of demand for Irish imports from: the
UK. In any event, the standard partial ex-ante approach must be deemed igferigr to the ex-post approach
in a situation where,non-marginal’ tariff reductions spread over a wide range ofproducts are takirig

g" y                      -       , ...... .               ¯
~’See for example Rich~trdson [28]. Recent applications of the method to Irish regional and employ-

ment data dan be found in O’Farrell [24] and Walsh [3I]. "~

~This point is further explained in Appendix I.

I3
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previous "normal" year. This method is designed to indicate the change in
total "competitiveness" (due to changes in tastes, reductions in tariff barriers,
exchange rate adjustments, .changesjn relativ, ecosts p f production at home and
abroad etc.). The share change method by contrast attempts to isolate the
effects of the reductions in tariff barriers. It does this by taking past behaviour
of a country’s market share into account in estimating its(hypothetical share,
IW th~Way~ the~effectsof s~stemauc long-term changes mcompetmveness are
neutralised ~and one as left with a much narrower range of competitive factors to
exahtin’e ek~ligifl~;’ Ill~e’pfes¢iit’ ’iiist’inde; ’the. XIFTA;ti/iiff red/iCti6hs, are
comaderedthe,most arnportant resxdual fiictor, alttiougli the effects of the I967
dev~uatmn and ’of: changes an. UK/Insh labour cost differenUals have also to
be investigated.
-~ A"C0n~rete example, taken f¢om Table ? of, the next section, wal! serve to

iifi~ort~:(SITC :56)~f Wl~e"tsK"iha~ :6f.th!~e ili~~ ~r~gd~i ~’~ i:’peti.~:~"f~n;
"~ : :’ ,’~-,~:~ ::’-:~" ;~ "’ ~i’ ’;’-’v" ,:’:"V!~;: !’".,’/~’. ¯ ’~i)~’ "~ ’,’ ,F,..::. ,:% ti,’;!~’i:~; I~V~. iA:i~, ": .~ ¯ t ,;~
the two years 1959~0, 66"9o percent:n 1964\-q65 and 61.29 per cent an 1969-7o.

Our purpose.~s to examme changes, an competauveness during the permd ~ 964-
6~’to I969-7o.:To" estama~e the change an total compet~taveness, the actual
ig~7oUK’share~ (6I.~ per cent) as subtracted from the hypothetmal share,
Whmlf is ’assumed equiil to tie actual !964:5 level’ (66"90 per cent). The result
su~ests’a loss re:total UK competmveness of ~’6I percentage DOmts. Usmff
theshare change metlJod~ account as taken of, the fact tha~ unfav0urable

competlttve trends were an ewdence prmr to I963~-65. The 12 per cent dec!me
in the UK share-i959-6o to 1964-65 as thus-extrapolated .forward to ymld .an
expected share of 58"88 per cent for i969-7o. :Th~s figure as, lower thanthe
actual .share 0f:61.29 per cent, andlcalng that the downwardcompetmve trend
h~ been offset~ by: 2"41 percentage points due to the mtroductmn of some
f~/-~oura, ble fn’ctor an the’ pqst I96t::65 period :(namely,"m the present~ case, the
reduction’of tariffs on imports from the UK): Obwously there as no queshon
of’tlle constarit shares method being ’supermr" to the share change method or
~/~e’ versa.: Th’ey’ bbth’i~e~iire differetit thing’s; ........ .. ’ . ’ :, .... .

In addmon to the two types of competatwe effects, this:study also includes an
exannnatmn of the composl~on effdCt, on Anglo-Irish trade; The comp0s!tlon.

effect rs aterm f~’maiiar m studies of.the present kind. It refers to the .effect of
c~anges in the,product composition of a country’s market (due to, say, structural

sMfts in the economy- or,some> other.,exogenoui~:infldence)!~)on~-the-~share: of
supplier countries ,m,that country.,s market., Thus,, if the, demand: for products
in, ~Vhich:~ 6ne Toreign Supplier.~has:a.’ disprOpd£tiofiatel~ ~.:.l’ai:g6 ’shaTe~ e~xpands
i;nuch f~t’er th’an, all,other ,products; one~would:.expect,’ceteris,paribus~ that~ this
supplier’s, share ~Of~ the ~total~;rri~i~ket:~v0uld; iiicrea~&: The ’siip,~li~r’s’:incre~sed

¯See Appendix x for a simple graphical explanatioh oLth~s point.:       -’~
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sharelof the recipient:cou,ntr,y’s ,total,market .may have nothing! to do with
competitiveness.                     .,~,3         ,!::,,,i:,~ ’:~, ,,~ ~,., , ~;

Competitive and composition effects, are, calculated’in: this paper,with, respect
to’ two categories of’UK~ imp0rts and~two types,of market,’ FKst~ in Section 3
attention’ ,is :focusedl on total manufactured imports: (SITC ~ 5,-8;, excl, 56: arid

73)-and on~ ~he share,of corresponding UK imports in that,totM.: Secohdly, in
Section-4 a narrower~range of UK imports is corisidered, namely; :those which
could be described a§ Ycompeting’!,imports, and -the behaviour ,of these imports
in,relati6n td,/tpparent~ consumption (i.e.’. domestic production:less:exportsplus
competing4mports) rather.than total importsi is investigated. : i,.:.,

On’:,ttieoretical ~grounds, the: apparent6 cofisumpfi6n share, approach is
undoubtedly ttiei more satisfactory., It ,t~tkes, explicit:account of changes!in the
share ;:of domestic ,producers ,in. the ,total, market;. It als0 enables the .trade
creation and trade diversion effects of AIF, TA to be’clearly" separated::(trade
creation represents,the repl~tcement of Irish s6urces Of supply by cheaper UK
products, and trade diversion represerits the substitution’ef UK sflpplies: for non-
UK ,arising as a’: re’sult, of,the ~liscriminatoryieffedtff of.,the tariff reductions).5

However, ,the use of apparent:consumption; shares is, frequently beset with
severe :data problems, In’, the~present,paper, ,the. chief difficdltydiesAn,obtainifig
reliable up-to-date .,grois, output-data, for Irish industries. ~The import share
approach, by dontrast; gi~es.rise to muck fewer ldata problems but ’is,subj ect to
limitati0ris on,~heoretical,gr0unds. ’.While capable of capturing trade !diversion
effect§;2~the approach ;may, :well underestimate i fhe total trade, ’effed, t,, if. trade
creation effects are. signific’ant, and the share :of.the partner’ country’s imp0rts
(in our case the UK)’ in: total’ imports ~is large26 In .the limiting~ case,;where,the

.~See Appendix I for a more detailed explanation of these concepts.     . i ,~, ~ , ~ ! "i~
~This" point can be illustrated" witk the’aid Of an arithnletie~ii exai~iple Jr/wtlidh, for slmphclty sake,

past trends in market sh.ares areignored ..... ~, ~.. ~ .... ,,~ )! ;. ~, , , ,
’~ ,~ ~ . ~ . ,, ¯ .

Abtual Imports , : ,(in £’s) ~ .,. ; Expected Imports

DP., 35° 335 35°
C ’-’~ :~ ’ ¯ " 500 " ’    500 500’ ’

Let perio£t i represent the pre-AIFTA situation, With UK, n0naUK and domestic producers .(DP)
supplying ’~o 15e~ cent, i o per: cent and. 7° per, cent i, espectively"of Irish’ apparent :consumption* (G).

¯ o. o f ¯ ~ , o .Period o represents the sltuatmn a ter the effects’of the agreement, are fully worked out. Using a constant
share method, combined with apparent consumption ratios, expected imports’are as indicated in
column (3). The shares in ’apparent consumption, in other.words, are expected to,remain*constant and
since total app~arent consumption has not changed, expected period ~ imports will be exactly i~he same
asaetual period ~ imports. The AIFTA effect, therefore, would be.£imo-£ioo ---- £~o, i.e. following
formula (i) in the text, composed of trade creation of £I 5 and trade diversion of £5. This result can
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UK share of imports was:1 DO per cent (i.e.~all imports cam6 from the UK), the
¯ m thod obviously breaks ¯down. .-    "~import Share. e -~

: Regarding the two import categories,,:the: competing imports referred, to. in
Section,4 of this’ Paper ~can!.be, regarded~ as ,a subset Of manufactured ,imports
(SITC 5-8). used inTtheimport share- analysis ~of Section 3, Three,fact0rs suggest
that :this Study,should: cover m9re:than competing imports :, ;(a)-the:possibility
that~some: imPorts~ were ~ affected by AIFTA. but ,were : excluded from the
definition Of competing: imp0rts; ,(b) the-lack of.a continuous time :series of
competing imports;rwhich was~readily available¯ and from~mhich~ UK ~shares
could be easily computed~i and~(c) the:desirability of examiningi~British
performance in .the Irish market, in manufactured, goods genefally~ including
those;iproducts whiChwere not immediately affected- by:AIFTA, anti, hence, of
facilitating ¢omparis0n between the:results of:this study:::and, those ,0fBritish    .:
manufacturedgo0ds export performance elsewhere., ,~ ’-.: ..... ,:.; ¯ ¯ -,

Regardless of Which share is.:being considered,~ imp0rt:shares-or:apparent
consumption :shares~, the methbd ~of .calculating :competitive ~ andS,composition
effec~ remains;the same; ThUs, in:the .case~of~the import~ shares apprO~ich, the
competitive effect, is ,Calculated in, two ~steps. First,: expected imports: from: the
UK are ~calculated 0n the,basis Of the.end-year eommodity:comp0siti0n of :l

imports (referred to as hypothetical :UK imports A): These, represent imports
as they. would ::have been if. the: UK’s share of each~comm0dity group had
remained Constant’.(or in the ~Case Of ¯the share, change method, had: followed
past; trends),:-but without taking:account, of changes. :in the, composition of
imports ,during. the ! period:’under ~review; i Second, actual UK ,imports. are
subtracted from~ hypothetical UK-imports.~. The, difference represents ,our
estimate of the competitive effect.

To calculate the. comp0sifi0/i)effeCt, we estimate UK imports as they Would
have been if (a) UK share of each product group had.remained constant (or
followed past trends, in the context Of the share change approach), and (b)
the product composition of total imports had remained.constant (or followed
past trends). The resultant estimates are ’termed hypothetical UK imports~ B.
The composition effect is then the difference between hypothetical UK imports
A and hypothdticalUKimp0rts B. ,. ’

be compared with the estimate which emerges on ithe basis Of an lmpqrff share analysis.:T0 derive
expected imports bythis method, actual imports in period 2 of£x65 are apportioned between UK and
non-UK according to their pre-A!FTA sharesbf total IV[ (66} percent and 33~per cent respect~ely~.~
The AIFTAeffect is then dalculated as actuatminus expected, tJK imports from c0mmn 4~lk, I20-
£x Io ~ £Io. In this example, therefore, the import share approach captures only half the tots effect.
It dan easilybe .verified that the discrepancy bet~,,.een .the two estimates would havebeen sma!ler had
the UK share been lower or the amount ot trade dlverston been greater. " ~    ¯ :: ::; ¯ ,: ....

rrechrtidally, it’ would be possible to~construct such a seri .es,’but We four~d it.an extremely: laborious
task to compute~the necessary figures forAhe.stx years usca m tins stuay. 2~nother pro.Diem m that the
definition of’competing imports is likely to change oyer time; so~ also is the import lint classification



The UK Share of Irish Manufactured lmports

Expected and Actual UK Shares

THe. UKshare of total Irish imports has been very stable during the last
four decades. As Table I shows, 53"5 per cent of Irish imports were of
UK origin in 197o compared with 52"9 per cent in i95o, and there were

no large changes in the intervening years. With five exceptions, the UK import
share stayed within the band 49,54 per cent in each year during the period
I95o to I97O.1 The average UK share over the twenty.years was 52"o per cent,
the standard deviation and coefficient Of variation were 2"6 percentage points
and 5" i per cent respectively.2

A different picture emerges, however, if imports are divided into a manu-
factured goods component (SIT� 5-8) and a food, drink and raw materials
component (SITe o-4), The UK share of manufactured goods imports fell
from 78 per cent in 195o to 67 per cent in I959, and declined further to 62 per
cent by 197o. The behaviour of food, drink and raw materials shares was
rather more erratic, with the UK share of these" products showing no evidence
of the steady decline noted in manufacturedgoods.

On the basis of Table I data, it appears that the rate 0f decline in the UK
share has decelerated somewhat since 195o.8 Thus, the UK share fell by on
average i.5 per cent per annum between I95o and 1959, compared with a
corresponding figure of 1.o per cent between I959 and 1965 and o.6 per cent
between 1965 and i97o. The higher rate of declinein the fifties may, however,
reflect Certain residual effects of the post-Wa~ European recovery i~nd the
restoration of convertibility etc.4 This conjecture is ’stipported by the extraord-
inary risein the EEC’s share of Irish manufactured:imports from 9 per cent in
195o tO 20 per cent in 1959. An important factor underlying this increased
share was the rapid expansion of purchases of machinery (SITe 7) from

1Three of the five exceptions were observed in the years 1956-58. Special import levies were imposed
at that time which discriminated heavily against non-preferentlal imports and which therefore are
contribut0k~y factors in explaining the exceptionally high British import shares in these three years.

~The UK’share was also regressed on time to tesf for linear and-log-linear trends but the coefficients
were insigifificant at any reasonable confidence level.

3The choice of years in Table 1 may be explained as follows: 195o was early enough to antedate the
Korean war’arid yet late ~nough to avoid reflect*rig the gross ci!stortions in trade flows caused by the
immediate post-World War period; 1959 marks the beginniIig of Ireland’s industrial recovery from
the troughs of the mid-fifties; 1965 is the pre-AIFTA year, and 197o :the latest year for which fully
comprehensive trade data was available at the time of writing this l~aper. Our choice of years is, of
course, arbitrary but the trends revealed in’Table i are, we hope," ne,certheless fairly representative.

*West Germany’s share of SITCI 7 imports increased from roughly o per cent in I95O to 12 per cent
in 1959. The low initial share reflects post-war supply constraiiats meiationed above.
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Germany,:during the,decade.,5;For ¢his rea~oh; we ¢0nhider the i§~9~5 trend
in the UK import share l as more,relevant,to,the;present study than the ~om-
parable-’,i95o~59 frend.~:... ~ ~.,,. ,-.-.~,.;.;; ~ ...... ~ ,.,,i " J ? ..... ~.

Considering UK.manufactaFed imports~by SITG section, ~it is .interesting to
note that, whereas th’e UK share .of alli sections, fell substantially between ,i 950
and I959, a significant irierease,fn!ttie~UI~ share, ocdurred~between I965 and
197o in Sections 5,~ 6 ands8..The small decline°in ,the overall ?IAK share of
manufacture’d imports :w~s attributable wholly toa, decline ,in the ,UK’s share
of Section 7. This may, be~ regarded as ;prinia facie:evidence ,that the decline in
the UK, share of most ~Ifish,;marmfactured’ imports betweent’195o, and. 1965
has ,been partly reverged: duicing theperiod, of the A~IFTA:tar~ff, rdductiens, It ’is
-this pervasive downward: trend in.:the UK share of~Iris!iimanufdctured imports
prior tO AIFTA, which :r~nders ?the use of’,a market ’share change, ;analysis
imperative,’ if,the ,effect~ of AIF;TA~ are::to ,be ~sei~arated from other competitive
~influedces" duririg thisiperiod-.-~ :,~ ~ " . .,i.,,~.., : :, " , .... ~’: ,’, ",!..- ....... ~

As already.noted, the: ,market; :shares appmach,’depends ,critically: on .the
assumption tha£, the base" period or.the~gase, ye~ri import, shares (according
to. whether:a share, change ,’or. coflstant share method, is being ’used)"ale
"normal’", i.e.: are hot di§torted by some excepti0nM factor: Which one would
not expect to be replicated, in),§ucceeding years[, In.applying .the constant
shares method we use the average import shares in 1964 and 1965 as our
reference base. The use of a two-year average lessens the risk of distortions,
while the choice of years is dictated by their being the last two years’before,the
Agreement came into operation in 1966..6 In the share change analysis, we
decided’ to use import share trends, during the period 1959-6o t0 i964-65 as
base.* The, choice of i959-6o as0ur starting, pointmay not be altogether
appropriate since both .years witnessed above’average growth in GNP."Due,
however, to ii~e cyclical~elemen(in ihe recovery from the 1955 recession and to
the existence ofabnormai trade restrictions ~ai- ihat time, the extension of tile
period t0’.include i956-58 would not h(a~e been ad~/i’sable. Pre-i955 years aie
also ruled out by the lack of data and,~.’in’ par~ticular by difficulties relating to
the comparability ofpre-i955 arid ’ ~’ ,. " .’" ""~ " ’ " ’post-I955 trade statistics and the ldentlfica-

~McGeehan [23] in her study of UK competitiveness points out that the-long2term decline in theUK
share of world .trade in manufactures was halted briefly after the,Second World War while Germany
and Japan were temporarily off the international trade map. The steep rise in the nineteen fifties in
the share of world trade, of these t~�o countries, which was paralleied by a fall in.the share of the UK
and USA, is attributed by her to "the recovery o[a previously achieyed :position". ,

6The imposition of Special Impb’rt Levies in November I965 was kssumed to have lied no effect On
imports in ~965. These levies were imposed for-balance of payments’ purposes. For details, see Irish
Statistical Bulletin, December ~965.

~ ,
witting a trend line between’die first tWO and thb last two olahe~rvations to pr6ject an "expected"

share could be criticised as it takes no.laccount’of tt~e trend in the other years in the base period. This
problem can be overcome by fitting a time trend to the data using least squares regression procedures.
We applied this regression approach to the UK share over the period ~959-65. As it gave very similar
results to the share change methodi,-Oe relegate discussion of this method and its results to Appendix a.
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¯ - .                               .          .

don o£SITC items~with Import,I~st~ numbers. :Furthermore, as~ already :noted,
we have some doubts as to the,representativeness of the dccelerad0ffin the !UK

share during the fifties. Although Kennedy and Dowfing[XS] suggest that 196
was the first ycarlto,.,be largely free from the :effects of the 1955 rccessionand~the

subsequent recovery, we decided against ~using: 196I-6~ as ~base because :it
would have.meant too short, la time period before :the Agrcementl ~

An implicit: assumption of oUr:analysis ,is that theperiods selected:represent~
¯ comparable stages of the business~ cyclein Ireland~and, the UK. This assumption
is necessary ibecausc :the re!ati0nship betwe6n ,imports, exports~and domestic
demand probably varies during the cYcle.,~Anotheriimplicit assumptior~ is that
the unilateral:tariff reductions: of. I 0~,per cent each in ,the,: Irish~ tariff in 1962
and., 1963’ ,had:a, negligible effect on .market shares,:,:Since ~ they ~:were..’non-

discriminating asbetween UK and non-UK’ supp!iersiand~:wefe,:inSufficiently
large to,cause any: seriOus shift in, competitiveness of foreign, goods .relative tO

domestically produced Irish goods, this assumption=was felt: t0:be ,qUite reason=    - -
able. In summary,~therefore; we have selected ,the ,period~ 1959=60 to-i 964-65 as
9ur~pre-integration period-.because of dam classificatiori pr0Nems involved .in " ’ ’
using, any .earlier years;, doubts .-as to... the- representativeness of .the: earlier
,period and also,because Of the need. to-have a--sufficiently long pre-integration
period, to permit identification of any trend-in,imports :from the UK. ;

Ghoice :of ProduCts ..     ’ : ..... ’~’,: ~ :; :;-~ ~5;; ~-~: " " ........ _, i~-~/.. -~ " -

The desifalJili~rfso~ede~eeofdis~g~gr~ga~’i~fi~ha~alreadybe:~n mentioned.
iia:determiningthe’cov+~ag6 ana’~d~ii ~fthis~smd~, ~we "w~rrqfiflhellced botfi
fiy~ ~heim/tui)e. 6i~ihe ’Agre:6~nent~ ]~ei?)tnd ~by~:he a~aflabii]ty’::of d~ita. ’. :
: The ’Agre~meh}plbviaed"tor: tfi~:di~fiatign’ o?/[all: iar]ffs"afid: ;qU0ta~ ’on

Irish amports by I975Wxth: certain exceptmns. The products to,be excluded are
!~sted an Annex ,A ’to :the Agreement ~and mainly c0mpnse: agncultura!,
a~icultiiral-bKsed and; iisiilry ’pr0du~? Ah: ’th’e;e[i3r;dtict; .~icri~/rit’ form0st hi"
Irish ~mports m Sectaon O (Llve:Ammals, Food and Food Preparatmns) it
seemsobwous that thas section should be excluded from the analys~s, Another
candidatefor~ exclus{on~ is iSecti0n, i (B~verages, and Tobacco)!imports, partly

because 6fthd high"p~oporti61iof’doiaiestic ~excise:’dfliies-in’:th~ir ~wice,~ ~an’d
party because the ’¯’:proteetive-~:eiementin’theseexgise:clti;iesii.e."itile differencebetween, ’ tariffs ie~zied :6n impdrts,[ land eS~is~’ ; d~u0~s ~i~y~ed :~fi: 00meStlcall)

produced products)&ad,nOt:fieenremoved~by:i ~97d,s :since-most;.~imports in
Sections ~-4 are allowed into Ireland dutycfree, these are’al~o’eXeiuded’from

the study. Furthermore,,:the!change in the,UK share,~ofmineral, fuels and

The. protectiv, e., duty on UK spirits was, removed in July ,~ 97~. -~ ¯ ;"- ¯ ~ ~,’
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lubricants. (Section 3) can for the m0st part be attributed to a single event~

the establishment of the Whitegate Oil’ Refinery in i959. Section 9 (Parcel
Post and Special Transactions) imports are likewise omitted, for obvious
reasons. All told the excluded imports came to 33 per cent of total i969-7o
imports.

In analysing the effects of AIFTA, we wish to consider only those imports
on which UK exporters had to pay duty prior to AIFTA. Some manufactured
goods imports, included in SITC 5-8, were allowed duty-free entry into the
Irish market before 1966 and hence were unlikely to be affected by the Agree-
ment. For the purposes of the AIFTA exercise, therefore, we would have liked
to classify manufactured imports into dutiable (or concessionary) and non-
dutiable (or non-concessionary) imports. In the absence of any such strictly
unambiguous list of imports, we opt for a relatively liberal coverage in this
section of the paper. A much smaller set of imports is considered in the next
section.9 For the present, therefore, we concentrate attention On SITC 5-8
(Chemicals, Manufactured Goods Classified by Material, Machinery and
Transport Equipment and Other Manufactured Goods).

Two divisions of manufactured goods are, however, excluded. Manu-
factured Fertilisers (SITe 56), Which accounted for 1.8 per cent of manufactured
imports in 1969-7°, were omitted from the study first because allsuch imports
from the UK faced a zero duty during the pre-integration period and to leave
them in might distort our assessment of the effects of AIFTA, while secondly
the prevalence of "dumped" fertilisers in the international market makes their
inclusion in a study of overall competitiveness rather unsatisfactory. The other
exception is somewhat different because of the nature of the problem. Imports
of Transport Equipment (SITG 73) are a very substantial item in our total
import bill accounting for 13.3 per cent of manufactured imports in I969-7o.
Approximately 3° per cent of these imports are ships and aircraft which were
allowed duty-free entry to this country prior to the Agreement and which are

purchased by one buyer (aircraft) or very few (ships) often under quite special
agreements and circumstances. The remaining 70 per Cent are alm0s£ entirely
accounted forby motor vehicle imports, most of which were protected by a
quota arrangement up to June I966. As imports prior to that year were
negligibly small, it is impossible to attach any precise significance to share
changes in the period up to I97O.1°

The last step involves deciding on the level o!" aggregation to use in the
study. It might have been possible to disaggregate the import data to a four-

9The implicit assumption, of course, is that there are no systematic cross effects between the excluded
imports and those subject to the process of trade liberalisation under the Agreement. This assumption
becomes less tenable as the classification o~ "affected’/ imports becom6s nari:ower. This constitutes
an additional reason for considering two groups of imports, one more extensive than,the other.

1°Motor vehicle imports will be discussed in greater detail in a later~section, ~, z



!~ 7.THE:ECONOMIC,:AND SOCIAL "RESEARCH :INSTITUTE .

TABLE 2: :The: UI( share of Irish manufactured .imports, by~ two-digit~ SITC, heading,
¯ +            ,,- +, ~,~ ~:i A959-~6, p:to x969~70’,+, : ........ ~, =~,~:           .

Description

+,, ., -, :, .... ’Annual! UKShaie ~+ "
(Percentage) Expected, Actual+

UK Share UIf Share
+~ , _ . i :.x959--6o.’ I964--65 x969-70~ t969:7o

51 Organic and in0rganic.qhemicals ,i,+ ~8x’24 : ,68~x8,. ; 57’22 .:6I.I6
52" Mineral tar and crude chemicals _,

"i:: ,.
98"oi’’ 9+7"62 "97"k3, 96"29‘. [

53 Dyeing, tanning, colouring;materials::: "+76.3o: ,~

7x.54’/,. 67.o8‘

64.74
54 Medicinal, pharmaceutical:g00ds~,; 7+6.ox - 66.90 + 58~88 61.29
55 Oils, perfume"materials,c6sriletiea’etc; ’: 80.b2 ’ 8g;38 ’+’ :’ 86~88 ’ 88.55 :-
57 +Explosives,,Pyrote’qhm’c;pr°ducts : ’~ .... 96"96 ¯: ~9I’48/: :,’86~3t: ’ :88.02
58 Plastic ma{erials, etc. " 76"96 . 69"89. 63"47 " 67"87
59 +Chemidal materials, products,iri.e.s.: : " +’ ", i~ : 7x’29 ~, " 6i’46 - ’ ~52:88 64’08

Manufantured Goods Class~d by Materiai5" ’ . ~
6x Leathe~manufa~dres ’:     " ’ :;" " ¯
6~. Rubber’manufactures, n.e.s~ : -. ~ ..... . ....
63 Wb6d’m~nufactures’m’(~/xcludi~g fumiiu~e) [ ...... -
64 Paper and paperboard m~tnufadtures+ + ,.;.. ~.
65 Textile yarns and fabrics (excluding clothing)
66 ’.’ Non-metailic’ inii/dral fiianufactures" + ~: <:
67, .Iron:and steel +, ~ ,~ . -¯,~ :, +, ,., ~ .....,: ;:~¯:~.
68 : +NOfi:ferrom metals ’
69 - Metal manufactures; :me.s:

"?’:97:3i ;~ 74"4~ !17I:62+ : +69"3t
8o.82 . 83.58 ~86"43 ,, : 74"75"’ ~ ~2"3O, ’ 3I’~2 43"’H " 28"96
43~89’:::: 45"59~ "47"36 45"6~
67"x5 ,.59"56~ 5~:83 : 6o’7:
8’2.69 .:+7~.43 "6i’.7o - 72.15

:+: ,,,67.38 :),i53,.87:,,~8.~6-;, 62.95
6o:76’ + 58:19    55"73 76.o6

.... : ’- 78"3x ": ,77%2 :;76"54; ¯74"73

" Secfioh:6 ....... : .... : ....... ~ 65;66 60:88"’ " ~7;62 " 63:3~’¯
. 27~-, + . , -_.. - ~ ,

Manhfi~ry and 2-ransport Equip++~t’

[" .- + " " -
7i Noff-ele~triCmachinei-~7 .......... ;:] ~ ’ ¯ + 65"5,~v 6i-45 ~"57~62’~ ’58"o57~ Electrical m~chinery,, g ood~ and’ apparatus’ ....

69;87+ .... 6o:83 :.~ 5T96: :: 56.24 :

Seeti0n 7 (¢xclud!ng~73) -+ :+-,;,, +:" ’ :,: -" ’: 66"59 : 6t’26:+z~-56"m8 : 57"54

Madufaciuied :ArtiCles, ~.eJs. " ..... " :" : "
8X Plmnbing, heating, ljghting~fixtures~ ~ : 82"x3’;, +’ 72:77 ~ ¯ .64 48, ’ 7o’~3
82 Furniture, travel goods, etc. 85"33 75"99 67"67 8o’5t
83 Clothing and.headgear : ....... : " - :+ " -+ :7; :73.87+ : +82.52 ’:+, 9~.I8 "- 88"34
84 Footwear .......... :. : . 68"25 56:88:47"4o,+ 64.8
85 " Professional, scienfific,Photographifi~ etc’.’, goods’; : ’ " ’: ......

watchesand’cl0cks~ , :-’,;. : i : ¯ ~ ~ .... ¯ 1.56:o4: 5x’43 :+’47,’20~ 53"8I’.
86 .Miscellaneous manufactured articles .... + ........ 75"99 66-x8 .57~64: 68-34

Section 8.:+, ,.~ : ~. + :, [ ;72"9r. :[66:73 63"82 + : 7o’72-:

Total Manufactured imports (excluding 56 and’:73)+ \! 68.o6 62.84~ ~ ", 58.7o 62-8o :

..~i~ce : Trade and Shi~ing Statistic’s, x959, 196o, x964,, i965,.External Trade’ Statistics, .’t 969;+ x97o.

.hi’ores: (x) The "expected UK" share is calculated by the Share change method in the text.

(2)~S!TG 56, .(Manufactured l~ertilisers) and73 (Transport Equipment) areexcluded for
teas9r~ _explained in text. ~ : ~, ’ :,, + ..... , ..... -,

,~ . ~(3) ,,E, xpected"UKsharesattheSeetionandTotalManufaeturedImportslcvelare:calculated
as weighted average,,of, the[individual 2-digit "expected",UK.shares, using the actual
x969-7o import shares as:weights. + . .... : ,
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digit SITC as far back as 1959 but this would have involved many classification
problems and a vast amount of calculations in an area where diminishing
returns may set in early. In the end we settled for analysing the data at a two-
digit SITC level. We feel that it represents a reasonable compromise between
the desirability of further disaggregation and the practical difficulties involved.

Tables and Results

The basic data on the UK share of Irish manufactured imports for the three
two-year averages under examination are presented in Table 2. The fourth
column in the table shows the "expected" UK share in 1969-7o which is got by
a simple extrapolation of the growth rate in the UK share between 1959-6o and
1964-65.11 The table shows quite clearly that there was a strong tendency for
the UK share to decline during the pre-integration period. There was a
decline of almost 5 percentage points in the overall UK share of manufactured
imports (excluding SITC 56 and 73) between 1959-6o and 1964-65. This
decline in the UK share was paralleled in twenty of the twenty-five two-digit
headings over the same period. The declining trend is naturally reflected in the
"expected" UK share in 1969-7o which points to a further decline of 4
percentage points between 1964-65 and 1969-7o in the absence of integration.

If AIFTA had any effect on trade flows this should be clear from a com-
parison of the last two columns. The actual UK share of total manufactured
imports (excluding 56 and 73) in 1969-7o was 62’80 per cent compared with

an "expected" share of 58.7° per cent. This indicates a reversal of the declining
trend in the UK share apparent prior to AIFTA. This reversal of trend is also
apparent at the two-digit level. The "actual" UK share is greater than the
expected UK share in 1969-7o in seventeen of the twenty-five import headings
in the table. This result suggests that some general factor or factors were
operating to reverse the decline in the UK share in the second period which
had not been operative in the first period.

The composition and competitive effects on manufactured imports from the
UK in 1969-7o calculated by the share change and constant share methods are
presented in Tables 3 and 4. It will be recalled that, in order to assess the
UK’s loss of competitiveness in the Irish market and how much of this loss was
recovered by trade liberalisation, one needs the results of both methods. If, on
the other hand, one is interested solely in assessing the effects of AIFTA then
the share change method gives the more accurate picture.

The results of the share change method are outlined in Table 3. The AIFTA
effect emerges with the "correct" sign in most divisions and in all section totals.

11Table BI in Appendix ~ shows a comparison between these "expected" UK shares in 1969-7o and
those derived by the regression approach. Both methods give very similar results.
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TABLE 3 : Irish ma~factured imports from UK: comaOosil~n and, competitive e~ec~; ~ 969~70,
-: j by share change method,(£m:) ~ . :

.................. i (6) ~
~

(,) ¯i ¯ ~::,(2)~ (3) / ¯    (4) (5), ¯ ¯ ,: ~’ (7)

.: ~ ,Total Irish ~ , : Manufactui’ed ’ : Hypothetical Hypothetical, ;Composition i Co~etitive
Manufactured Imports from UK Imports UK Imports Effect Effect

SITG Imports UK (A) (B) 1969-7o 1969--7o
I969-7o 1969-7o x969-7o 1969-7o (4) = (5) (3) = (4)

51 to’9
5~t - o.2
53 3:2
54 " I,,o
55 3"5
57

¯ ~ 0.6
58 15.,
59 5"2

Section 5
(excluding 56) 49"8

6x
62
63
64
65
66
67

Section 6 !35"4

7! 85-8
72 34"7

Section 7
(excluding 73f t2o.5

¯ 8, 3"9
82 2.6"
83 IO"7
,84 1.9
85 " - ¯ 8"5
86 23.x

Section 8 - 5o.7

Manufactured
Imports
(excluding 56
and 73) 356"4

6.6
O’~

2"I

¯ 6.8
3:x
’o.5

IO’2
3"4

6"2 4"4 + t’8 +o’4
o.2 : .0"3 . ---oq --
2.~ ,.8 +0.3
6.5 ..6.4 ’: +o.I",’     :+o’3
3.0 3"5 --0.5 . . +o.,
0"5 0.4 ¯+o.,

,9:6 ,1"3 #’I"7 +0.6
2.8 2.2 +0.6 +0.6

"° : ’32"8 3I’O 30"3 + 0-7 + ,.8

4"I 2"9 3"0
4"8 3"6 - "4"2
4.1 I’~ 1"8

t7"2 7"9 8.2
40-9 24.8, 2t.6

9’5: 6’9 ’5"9
2I-O I3.2 IO-,
,i1.9.~.~ -9q 6~6
2x.8 .    x6.3 . 1617

2"~5 +0"5
°’5 +"7
1.8
.7.6 +o.6

’9"3 +2~3
6"I -----0"2

x, .o ---o’9"
7"6 ¯ ~,-o

I8"2 --I "5

(--O’I)

( ---o.6)

I--o.6)
--~’3)

,+3"2
+ I’O

+3"
+2"5

(=0"5)

85.8 78"0 ~ 76.’5 + ,’5 +7"7

’ 49.8 49 "4~ ;~8"4 ÷ x .o +0"4
x9.5 ,8"4 25"2 ---~6.8 + i.x

69"3 67"8 73"6 5.8 + ’ "5

2.8
2"I

- 9"4
I’2

4"6
,5"8

2"5
i-7

.9.8
0.9-4.0

’3"3

3"2 --’-~;7
3"0 --"3

- 7.6. , +2.2
0.4 +0.5
4" ---0" I"

¯ x2.5 ÷o-8

+0"2
¯ ".-+O.4
~;(--o.4)

+o.3
÷o.6
+2"5

(x) Hypothetical UKImports X : ~ Calculated on the’ basis of actuM i 969~76 :strudture of total: manu-
factured imports, assuming the UK’S share of each two-digk SITC follows past trends,

(~) H.xpott~ticalUK Imports B: Calculated on the basis of hyp0thetigal I969~7ostmcture of total
manufactured impol-ts (i.e. extrapoldted stixmtui’e Of imports fr6m~ allareas),’assuming the,UK s share
of each two-digit 8ITC follows past trends.

(3) Totals may not add exactly due to rounding ...... . .... ~ -.

(4) Negative competitive entries are put in parenthesis. :.:    ~ .... ’ ...... ’~ .....
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The AIFTA effect for all divisions amounts to £14.5 million.12. As indicated in
Table 5 (col. 2), this amounts to 6.5 per cent of average UK importsin 1969-7o.

At a two-digit level, we note that although: the positive,competitive effects
are: small’in absolute values, they can be quite 1 arge in proportion to individual
division imports. In~ Section 6, for example, there is a significant clustering of
the positive competitive effects in SITC 65-68 (textile yarns and fabrics, non-
metallic mineral, iron and steel and non-ferrous metals manufactures) which
amount toan increase of £9.8 million or 18.1 per cent of 1969-7o imports
from the UK in these categories.18 The competitive effect comes "to 15 per cent
Of imports in divisions :85 and 86 in 1969-7o.

Negative competitive effects appear in divisions 61-64, 69 and 83. It is clear
that, insofar as the share-change competitive effect is a measure of the AIFTA
effect, negative entries make no economic sense.14 This line of reasoning led the
EFTA Secretariat to ignore all negative numbers intheir esdm’ates of the
EFTA effect:~Although fro indication is given of the sensitivity 0ftheir results to
this adjustment, in our case the difference would not be very large. By excluding
negative items, the AIFTA effect would increase from £I4.5 million to £i 7"3
million--in percentage terms, an increase from 6.5 per cent to 7"7 per cent of
total 1969-7o UK imports. In view of the high probability of error in calcula-
tions~of this type and the uncertainty surrounding the "normality" of pre-
AIFTA extrapolated trends, the inclusion of negative items can be regarded as
a sort of compensation for any overestimation of the AIFTA effects in other
divisions.

Although the relationship between AIFTA effects and the reduction in
tariffs will be explored in greater, detail towards the end of this paper, the
proportionately large AIFTA effects observed in Sections 6 and 8 imports are
worth noting. Commodities included under these headings tend to be the most
heavily protected, both in Ireland and elsewhere?5 The estimated AIFTA
effects amount to 9 per cent of Section 6 imports and IO per cent of Section 8
imports from the U!K (See Table 5).

Table 4 presents the results obtained by using the constant shares method,

I~All the basic valuations were done to the nearest £’ooo but the results are presented in the tables
to the nearest £o. I million so that some rounding errors are present.

13The increased competitiveness of textile yarns and fabrics imports from the UK may be related to
the expansion of textile exports containing synthetics from Ireland to the UK as a result of AIFTA.
In order to comply with the rules of origin, Irish importers may have been obliged to import UK raw
materials. The point is further discussed below.

l*This statement is rather strong. For example, in division 63 (rubber manufactures n.e.s.), consider
the case of imports of tyres and tubes which account for about half the value of the division’s imports.
In May x967, following representations,from domestic producers, a quota was imposed on imports
from the UK while the minimum specific duty on imports from non-UK sources was substantially
increased from £o.6o to £3"oo. Consequently, actual 1969-7o UK imports may be distorted down-
wards. This could result in a negative competitive effect which makes economic sense but has little
affinity .with the classical trade creation or trade diversion.

l~McAleese [22] Table AI and European Community, June 1973, p. oo.
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i.e. this approach takes the UK share in i964-65 as base and ignores previous
trends in the,share, This .method suggests a negative "total .effect" of £0"4
million on Irish imports of manufactures (excluding 56 and 73) fromthe UK
:in r969-7o~ made UP o£ a : small positive composition: effect of £ I "4; million
’and a negatiVe competitive effectof £1..8 million. Inother wordsr if the UK
had maintained its 1964-65 share and the structure of ¯Irish: manufactured
imports had remained constant at the 1964-65 distribution, the level of manu-
factured imports from the UK (excluding 56 and 73) would have been 0-2

per cent greater than it actually was in 196970. The negative competitive effect
of £I.8 million suggests that the considerable competitive advantage afforded
to ~UK exporters by virtue of the AIFTA tariff reductionsle was not sufficient
to overcome the structural and other competitive forces which have tended
since the ,War to progressively reduce the UK’s share of the Irish market.
Although this ¯conclusion does not apply to all Products--significantpositive
competitive,effects ,were noted in clothing and headgear .(83),’~ir0n,and steel
products, (67),. and,’ n0n.ferrous metals ,(68)-.nonetheless, negative, or zero
competitive: effects were recorded in no less than fourteen .out of twenty-five
SITC divisions ., : ..... i:

Turning to the composition effect we note that this effect is small, regardless
of how it is calculated. Thus,: the constant share :method yields an estimate of

X6The sterling devaluation in x967 was, ol ~:ourse, another factor favouring UK products in the Irish.
inarket and its’influence is discussed belocv. " ’ ..... ’" ’~ ~ " " ’ ! ~ "

TAsLr 4i Irish manufactured~ imports :from the UK: composition and competitive effects,
, : I969-7o, by cbnstaht share method (£m.),

(4), .... (5) -~ : ’(6)

SITC

¯ Manufactured . Hypothetical
imports from UK imports

UK (a)
I969-7o 1969-7o

Hypothetical
UK imports

,(B) .
i969-7o"

compoBtion ’_competitive
~t effect

1969-7o x969-:7o
(3)-(4) , (2)-(3)

5I’

5~
53
54
55
57
58
59

, 6.6
0"2

2’I
6"8
3.1

,. 0.5
IO’2

3,4

7"4
0"2

¯ 2"3.
. 7"4

2"9
.. 0"5

IO"5
" 3"’:’

*2 ~ -

0"4
2"7 .

2.71
o.6
9.i

,+I’3 :
’-- 0"2

-: o.4
¯ 2[-0"2

+ 0.2 :
mO’I

+ 1"4 .....
--’0"2 ;

--O’8

-- 0"2
:--o.6
, ~, 0°2 . ¯

--, o.3
: ~ o’2-

Section 5 .... .....
(excl. 56)         32:8        34’5        32.3       + 2:2 ¯,. -- I.7
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TABLE 4:--continued.

(1) (2) (3) (4) (5) (6)

SITC

Manufactu~d Hypothet~al Hypothet~al Composition Competitive
importsfrom UKimports UKimports effect effect

UIC (A) (B) I969-7o 1969-7o
1969-7° 1969-7° i969-7° (3) - (4) (2)- (3)

6I °’9 3"1 3"2 -- o.1 -- 0.2
62 3"6 4"I 3"2 + 0"9 -- o 5
63 1.2 1.3 1.4 -- o.1 -- o-i
64 7"9 7"9 8.2 -- 0.3 --
65 24"8 24"4 26.6 -- 2"2 + o.4
66 6.9 6.8 6.5 + o.3 + o.i
67 13"2 11.5 12"7 -- 1.2 + r’7,
68 9"1 6"9 7"6 -- 0"7 + 2.2
69 16’3 16.9 I8.8 -- I-9 --- o.6

Section 6 85"8 82"7 88"2 -- 5"5 + 3"0

7I 49"8 52"7 5o’4 + 2"3 ~ ~’9
72 I9.5 2I’I 22"4 -- I"3 ¯ 1.6

Section 7
(excl. 73) 69"3 73’8 72"8 + i.o -- 4"5

81 2’9 2"9 3"8 -- 0"4 -- o.i
82 2.1 2"0 1.6 + 0"4 + o.1
83 9"4 8.8 5"1 + 3"7 + 0.6
84 1.2 I.i 0"7 ’~ + 0"4 + o.i
85 4.6 4"4 4"o + o’4 + o.2
86 I5"8 I5"3 I4"7 + o.6 + o.5

Section 8 35.8 34"3 29"4 + 4"9 + 1.5

Total manu-
factured
imports ’
(excl. 56 and
73) 223"6 225"4 224"0 . + I’4 -- 1.8

Notes:
(1) Hypothetical UK Imports A : Calculated on basis of actual 1969-7° structure of

total manufactured imports, assuming UK share of each division constant at 196465
level.

(2) Hypothetical UK Imports B: Calculated on the basis that the structure of total
manufactured imports 1969-7o was the same as in 1964-65, and assuming UK share
constant at i964-65 level.

(3) Totals may not add exactly due to rounding.
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TABLE 5 : Composition ar~ ¢ompelillve effects as a proportion of Irish,;mdhufactured imports
from UK 1069-7o (in percentages)

.Share G~ge Method : " : Consta~ifShaie Method

’ SITC Cbmposition Competitive m" ~p "" .’ ~p "ive Total
Effect ’", ~Effe~t Effed~’" Effect, ~ .....~ Effect Effect

v:+5.5 +’-7:6 +6.7., --5.2 + I’5

i::ii~9"o +iqi7 --6"4~.’ +S’5 ~2"9

’t*
Sect~on 5
(exgli]ding 56) " +2.1

Section 6 " ~1"7

Section 7
(exCifiding73) :-                --8.4

Secfi0h 8 +4.1

MamJfactured ; ":
imports from UK
(excluding 56 and:i’:
73) ": " ~ ~-°"4 ’~6"5 +6.9 ~o.6" --o.8

. . .- ., - . ....

+ £I"4 million,i’compared With the share:change estimate in Table :3 of
£I.0"million, for’~otal manufa’~tured import. The lat~er estimate, ho~cever,
represents the eff6ct of. deviations from past trends in composition and con-
sequenfly is less:easy to interpret economically thaff’tthe constant:share
estim’ate.~ The r~sfiltS indicate that the U~’~0mmodity s~t~Ucture was "favour-
able’?, i.e. concentrated in fast,~owing import product-grgups, but only to,a
minor extent. An examination Of the product composition of Irish manu-
factured imports (see Table AI in the Appendix) shows that this 60mpositi0n
has not altered markedly since i964-65. Our finding may be compared wit~

that of Major, who in a study of Britain’s share of world trade during the
period 1954-66 also found the’ composition:effect to be a Very minor factori
capable of explaining only a small proportions-less than lO per cent---of
Britain’s total loss of world manufactured goods trade between these tWO
years 18         "                                     . , ,

,Before ,completing*this presentahon’ of’results,’at may be useffil to place the
composition and competitive effect ,estimates in the perspective of overall’

x~rhe difficulty, arises because there is no particular reason to expedty.or any convincing way to
explain, changes m composition trends in the post AIFTA~pefiost.’ :

~Major [18], p. 5o.
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import growth during the period i964-65 to i969-- 7o. Todo this, we separate
the growth in imports from the UK over the period: i964-65 to I969-~7o into
parts attributed to :, (I),,thegeneral rise in Irish imports; (2) changes in the
commodity composition of imports from the UK in"the base period; ’ and :(3)

changes in competitiveness.19 This framework can be ,appliedin either a share
change or a constant share framework o£ analysis.

The actual increase in the value off manufactured imports from the UK
(excluding 56 and 73) between i964~-65, and I969:-7o was ~I I I million, -or
98.6 per cent. The share change method~partitions this increase into a growth
effect of ~95"5 million, a composition effect of ~I.O milliori and an AIFTA
effect of ~I 4"5 million. Thus, the growth effect accounted for 86 per cent of the
increase in imports from the UK while the composition and AIFTA effects
accounted for 0.8 per cent and ~i3.2 per cent of the increase respectively.

Thus; as is frequently found in comparable studies ,of other countries’ ’trade,
flows, it is the growth of the total Irish market which explains the.bulk of the
increase in the UK’s exports to Ireland, with changes in competitiveness
playing a secondary, although by ,no meansan" insignificant, (and perhaps ,a
more analytically interesting) role.

The AIFTA Effect and Relative Pric~ Changes

A number of difficulties are associated with market shares analysis, the most:
important of which centres around the validity of the ceteris paribus assumption.
In a share-change context, the assumption is that the chief influence on relative
UK competitiveness (or more precisely on the change in relative competitive-
ness) during the second quinquennium was the AIFTA tariff i~eductions. To
check this assumption, two sets of relative prices are examined: (I)UK’ prices
relative to price of non-UK exporters to the Irish market (both prices defined
exclusive of Irish tariffs) and (2)UK tariff inclusive prices ,relative to prices of
comparable Irish products. The first price-relative is relevant in the present
discussion of UK import shares in total Irish imports. Thus, for example, the
favourable effects of AIFTA on the UK import share could have been offset
in the p0st-i966 period by a rise in the ex-tariff price ofUK products relative
to non-UK products. This possibility is investigated by studying trends in price
relative (i). The second price-relative relates to the UK share of total domestic
market sales. Thus a rise in, Irish prices relative to ,UK~import prices wouldl
affect the UK’s share of the Irish market, but not necessarily the UK’s share of

total importssince both, UKand non-UK imports will be stimulated by the’
Irish producers’ loss of competitiveness. The discussion of UK Irish :prices,
therefore, pertains more to the analysis of the next section than to the present.,
However, for the sake of convenience, both price-relatives are discussed here.

l~The method is outlined in detail in Learner andStern [i7], Chapter 7~ and Richardson [28].
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3 :Severe data; problems are ~encounte~redi in. finding p’roxies ~ for: ’the,prices of~
producU ~importe~ ~from~UK and non,UK~isOurces~,regpeetively. ’Export"price
series for manufaetured:ggods, ~calculated, 0n-a,"countr~by-couritr~basis,; were
utilised ~ for~this purpose. !.Nine.countries, ,were chosen~ (wh0se~ Combined ~. manu-
factured ¯ exportsito the Irish market accounted :fo~ .more, than:.9o, per cent~of,

our total manufactured imports of non-UK-~origin)~ and!~their,~price ’experience.
compared ~with ~e, UK’s in.,., ~able ,6:~ As might~ be~ expected,~ ,the betiaviour! of
export~prices d~ring,:th¢ last, decade: ~v~ies considerab!y,~ between coiintries,
with~ very l~ge~ (doll~), :price increases being observed’in~. USA, Canada and
Sweden and much~loWer~increases~in Japan,~:France, UKi;etc: (.,the~last tWO
countries’, index! being,.~of~,course; :heavilyAnfluencedby: the~deval!iations Of~

1969~and"I967 respectiVely):.:~ In: order to facilitate comparison between"UK’
and other~ suppliers’~ experience, a:weighted ~.average expor~price index for
the .latter: countries ,was, computed., Comparing ithe,aggregate~n0n-UK~::index
with the iUK index, we, find: ~that the-. price,of UK exp0rts,, which in the: earlier
period had~ risen faster, than~non-UK export prices~(i~,3 per dent compared with
6 per, cent), rose by less :in,~the period,~1964.-65 :tO ii 969=70. (7: per~ cent: as against
the non-UK suppliers’ I I per cent). At the z same’time, We’/n0te:that the
percentage fall in the UK share of world tradein manufactures was much
the same in the AIFTA period as in the~e~Arlier p~riod~(i 7~’2 i~r’~ent in i 959"--6o;
i4.i.per, cent in,~964:-65, and;:I~I.o per centin i969-70)~°,;;!i! : ~,~:

The, change in: UK/non-UK eoiaipefifive ~trends is~almost ~eertainly linked
with~.the~ :i967 devalu~/fion t0f sterling,: ,Although:,perhaps coincidental~ it is
interesting to note~that :had~UK prices maintained~ their pre-AIFTA~ ~relation-
ship with~ n0n-UK priCeS they:would have t risen:by about 2o per cent: in the
POst-AIET~ period i instead :of:,by¢~the ,actual 7~per cent~ a~divergence of

~:3 per, cent ,whieh~is ~remarkably :dose to the :,percentage devaluation [, The~
improvement:in~!the.Ui~’s Competitive position in~the postaAIFTA period
suggests that our ,estimate ofthe AIFTA effect is :eapturinga:devaluation’effect
in addifion,:to~the,effect:of the A~IFTA ~tariff:-redUcfions~andI t0’,thig extent
overestimates’the h~ue,:AIFTA;effect~ ~; ~ ’, ~ ~,, i~ ~ :=~-~ 1, :,.: :
.~ While it, fisdmpiJssible tcdisentangle:the~two,effects,~tlie foU6wing~’poin~s,

may be,noted: First’; ,the de~,aluation ~h~ a bearing on~ trade*diversi0n~ effects
only,,, since~Ireland, devaliiedat the same time ’and by the same:amoiint as the
UK: .It is ~shown,:in~ the ~next section, that ,trade ~diversi0n ~effec/A amounted to
0nly,4o per: cent~ of ’the total AIFTA effects, Seeond~ too much/ reliance must
not be placed, on~ the ~precise magnitude, of~ the-;figures ,:in~ Table" 6 because,
exportunit,valties are:being uged and also;because of thenegligible;pr0p6rtions=
of~.the exportsof~the countries listed iii:thetable absorbed by th’e~trishm~/rl/ets.

.In,,the~ absence/of Irish ,imp0rt, ,price, or-uriit" Value idata: on: ~ a country:by-

toSee Major’ and Ha~,[~9]i Table t9 of Statistical Appendix; i " ~ . , :--~ , i ,~, ¯ : -
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-TABLW6: Export price (unit value) index numbers of manufaciures of major suppliers of Irish marl~et

7"’

’: ~" : Base i963 ~ Ioo

~ " ~ Country West’. Belgium] 7: Weighted Average
.... : : Germany USA Netl~rlands: France Canada Luxembourg Sweden Japan ltaly for the Nine .UK

: .. .. ,. CountiesYear " "

I959-6o, : 92 xoo 97 - 97 IO9 IOI : 96    Io8 IOO. 97    " 94
i964-65." Ioi Io3 Io4 xo4 I.o3 x~3 Io3     99 ioI Io2 . Io4
i969-70’ ~ II2 x2I Io5 II2 I23 Iio . Ix9                                                                                             .~    Io9IO5 i’I3 ~ "iix

Percentage change I959-60 to I964-65 . ÷IO " ÷3 +7 ~, +7 --5 .. ~2 ÷7. --’8 -~" ~+I +5 "~xI~

Percentage change i964-65 tRx969-7o : +xi, ’-+i7 +i~ +8 +r9; ’ +7 "’" +15 +io ’ ~+4 ..... +ix ~ . +7

o

~o
0

o~

: Source: Vm’ious issues 0f.National Institute E~onomie Review, UN:Monthly Bulletin of Statistics.. - : :
: .Noles : ¯ ~ . .-~ " ;

"(x-) .The index immbers are computed in US dollars. Because of the i967 UK devaluation, the large rise in s~erling export prices is concealed. ""
(2) The avegage export price of non-UK suppliers was calculated by v~eig/dting each COUntry’s ~dex number by its share of the ~value of total

Irish manufactured imports supplied by the nine countries. For theperiod as a whole these countries accounted for about 31 per cefit oii average
of Irish manufactured imports. For the years I959 and I96o, it was not possible:to derive manufactured imports by country so we applied an
average-of each country’s share over the period i963-q55 instead.    " . -, - -
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country basis, relative changes in unit wage cpsts in manufacturing were taken

as proxies for changes in price competitiveness between (the UK and Ireland.
Comparing pre- and p0st-AIFTA trends, we found that:Irish wages costs per
unit of manufacturing OUtpUt increased from 88 in 1959-60 to 106 in 1964-65,

to 136 in I969-7o, while the comparable figures for the UK were 93, lO3 and
125 respectively (basei i 963= ioo)~21 In percentage :terms, therefore,:     ,it appears
that Irish unit wage Costs increased by more in relation to’the rise in UK cost
in the pre-AIFTA period (21 percent increase in unit wagesin Ireland, as
against II per cent in the UK i959-6o to 1964-65) than in thepost-AIFTA
period (28 per~cent increase in Ireland., 2’2 per cent in the UK). This result
suggests that, provided ~ differences in unit wage costs can be accepted as a

reasonable proxy for changes in relative: price competitiveness (admittedly a
strong proviso), the: share change method may have tended to underestimate
the AIFTA effect:Expected 1969-7o UK imports will be too high being based
on the assumption that this relative unitc0sts trend will be maintained in the
period from 1964-65 onwards, and hence the actual minus expected flows
will be too small. In 0ther-~vords, instead of the expected relative decline in
Irish competitiveness between 1964-65 to .I969-7o of 8.8 per cent, there
occurred an actual declineof only 5"7 per cent.

It is worth noting, however,¯ that if an Irish import unit value index had been
chosen as a proxy for UK,prices on the Irish market and hadthis then been
compared ~71--th an Irisfi output of industry wholesale price index, the above
conclusion would have been reversed since Irish domestic wholesale prices
relative to import prices rose faster in the second than in the first period.~~

While one cann0f beii dogmatic as-:to which of the various possible proxies is
most reliable,m the fact that both Calculations indicate only small absolute
divergences between expected and" actual price trends provides some reassur-
ance that, despite the uncertainty as to the direction of bias, its magnitude is
unlikely to be so large, especially in relation to the large reducti0ns in Irish
tariffs during the p0st-AIFTA period.

Trade Deflection ~ :
In a free trade area, the members agree to remove tariffs and quotas On

products traded among themselves and originating in the union, but each

aXThese figures were derived by idividing output per man hours into earnings per hour in manu-
facturing industry and Calculating t~,o-year averages for 1959-6o etc. The sources of the statistics are
various imues of.Nat/onad Institute Economic RevieW, Irish Statistical Bulletin and Review of ~r97x and Outlook
for x97e.

ttSource: Irish Statistical Bulletin (v~/rlous issdes). The import index used was the "other goods" import
index which excludes non-manufactured goods: The domestic wholesale/import price ratio rose by
6.2 per cent in the first’period as against xo.6 per cent in the second.

t3Others were tried, with varying results, such as UK export price index of manufactures, consumer
goods imports price index etc. all related to Irish (wholesale price indices, viz. output of industry and
home production for personal consumption. Movementsin the last two indices are, however, virtually
identical between our three quinquennial observations.
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member is free to determine the level of its tariff against imports from non-
members. This gives rise to the problem of trade deflection,which is defined by
Shibata [29]~as:

¯ ,. the redirection of imports from third Countries through the partner cotintry
with the lowest tariff, with the aim of realising tax advantage by exploiting the
rate differentials between themember countries within~an economic union.

The ’need tO minimise shctl trade’ ’deflection in afree trade ~area leads, to"the

adoption of certaifi measures, chiefly roles of origin, i.e. (I) Percentage rules,
and (2) qualifying process’rules. Origin rules’are designed to’ensure that not only
must products come from a member countr~ b{lt ’that they must also have been
produced in that country or, at !east, that certain processes of manufacture
were performed there or a certain Specified proportion of the value of the
product should be accounted for b~f the co~f of materials’ from within the area
plus the value added in the area. In the ~ase of percentage rules tl~e minimkim
percentage required by both the Irish and British authorities varies between 25
and 75 per cent depending on the product, but most commodities w0uld fall
into the 25 per cent category.~4 On the other hand, the qualifying process
rules, which apply especially to textile or garment exports to the UK, require
that a certain minimum number of processes be carried out within the area.
These qualifying process clauses in practice have a more restrictive effect than
the minimum value added requirements.

In evaluating the AIFTA effect, as estimated in this study, it is relevant to
ask whether part of this effect can be attributed to "artificial" factors, such as
discrepancies in tariffs on non-member country imports in the two countries,
rather than genuine comparative cost differences. We would argue that trade
deflection has not affected post-AIFTA import shares in general to any great
extent, although it probably has exercised a significant influence on particular
SITC divisions. Three factors support this conclusion. First, an artificial
incentive to buy British materials had already been in existence prior to the
formation of AIFTA, since in order to qualify for British Commonwealth
preference rates Irish producers had to satisfy rules of origin requirements
very similar to the present rules.25 Second, the range of goods of Irish origin
which were subject to protective duties on entry into the UK prior to the
Agreement was very limited. They cohsisted chieflE of textiles and clothing
containing synthetics, and a few other goods such as watche.s, spare parts for

~-4The Stockholm Convention, which established ]~FTA, pr0vides for a proportion of 50 per lccnt.
This may explain why the treatment of trade deflection for the purposes of article 5 of EFTA is more
restrictive.than the AIFTA treatment~ The former requires that the increase in imports tO onemember
through another for purposes of tariff evasion "would cause serious injury to production" ’in the
importing member state before remedial action is considered, whereas no such stipulation appears in
the comparable Article III of AIFTA.                                , ....

*SAt the same time, Irish rules of origin had also to be satisfied prior to the Agreement before a
British exporter could be granted preferential duty rates on his s~tlesto the Irish market.
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-motor cars etc~ It is ,the impbrts resulting from the,rise in exports0f these, goods
to the UK, Which, alone c0nceria~ us ’here., ,T, hird;~;it is! therefore: quite likely �that
the post-AIFTA expansion of Irish exports of textile-based producis such :~
knitted garments, tufted carpe~ etc..to the UK did indeed boost imports of
textile inputsi~o£ UK origin (i,e. division 65) ai56~e their,:!’expected’! level.
Nevertheless~ these intermediate go0ds-imports .may :have ~ been purchased
simply,because they were ~ cheaPer than those of non-Area origin.,~ The desire
to satisfy UK origin or:qualifying process rules need not necessarily have been
the only, or even the most .important, motiv~iting, force behind.these purchases

. Another aspect of the deflection ,pr0blem~ conc,erns ~e.i’possibi!ity.i Of UK
imports:becoming artificali)~.�0m, petitlve 0n~the irish~ marke~ because’or lower
UK tariffs on impg. rtcdlintermediate:goods. This situ~iti0n,-ofcourse, constitutes
the �la~� type of ~ade’ ~ie~lecti0n. Generaii3;:spe’akingI ’this",:sort~0f tra~e
deflection does not appear to have occurred.~S ,, ,

’t’See Appendix XI’of the Agr,~,nt,[9].      ¯ :.                     ¯ :     ,~ ~- :    :.
t~Non;area origin imports would not have been subject to Irish tariffs provided they wereincorporated

into finished products destined for export markets: .... : .........
"Due to th&relhx£tion-of UK irhport controls 6n’juie in 1:972 the Irish alitla0ritids ilave,i-e~6r/tly

amended the rules of origin to offset any artificial increase in competitiveness accruing to British
suppliers on thisaccount(Atoti, e’b~.ai~~Reoeni~Commission~rs, No. :i I78,-April’t972). Similar:-;iction:has
been taken by both governments inregard to cotton’ products. Prior to this, ,Irish exports to the UK
had beenlim|ted by.the Cotton Textiles A .~ment appended to,AIF~A, in order topr0tect-the UK
market agaimV any undue:expansion of Itaah exports of cotton goods created asa result of:the more
advantageous terms on-which Irish exporters could acquire raw materials. ,On, x January, t97~; the
UK imposed duties on certain cotton textiles originating in the Commonwealth:Area in~ addition to
existing quotas..Simultaneously ,the Cotton ,Textiles Agreement lapsed. ,Hence the need for a.new
arrangement. See Trad~ and Industry, HMSO, 3 FebruarY’X97~. "    . ~, i i~. ~.,    . .~, ,’,, ~-:,"



The UIt ShaCe of Irish Apparent Gonsumption

TH~ purpose of this sectionjs to examine in further detail the magnitude
and implications Of the:AIFWA effect’. To-acc0mplish this, we set out a
new formula for estimating the ,AIFTA effect, based this time on com-

peting imports and ,apparent consumption data rather than exclusively on
manufactured imPort statistics as in the previous section. Then the AIFTA
effect is divided into its trade creation and trade diversion components. The
trade creation estimates will reflect the size of the adjustments to the formation
of AIFTA required of the two member countries, whereas the trade diversion
estimates will indicate the size of this impact on ixoh’-members Up to the end’ Of

I97o.
.The difference betweeh’~ ~the forrriuia ofth6"last §ecfion arid ’the pi:e’sent

section is that (x) expected imports from the UK are calculated in this section
as the product of end-peri6d apparentconsumption’ ~/nd the UK import/
apparent consumption ratio, instead of as the produqt ,of end-period manu-
factured imports and the UK share of manufactured imports; and (2) competing
imports rather than manufactured imports are used. For theoretical reasons~
explained earlier, the two formulae will not generally yield the same estimate
of the AIFTA effect.¯ .~ , .... : ,.

The apparent consumption formula has greater theoretical appeal than the
formula based on shares of total imp0rts. In applyiflg"it "to tile Irish ’situation,

however, the former,’s .theoretical superiority, must be,balanced against .the
considerable limitations of the basic data on which the calculations are based.
The taSk of obt~iining’relittble and Up-to’-date’ Statistics on indhstrial l~roducfion

at the requisite level of aggregation proved extremely difficult. The statistical
underpinning of the trade flow analysis is a great deal more satisfactory, both
as regards the dependability of the.’I969L70 data and the’ degree of disaggreg~i-
tion obtained. Conse~tuently, we"w0uld ¯~ee the results of the last section as
constituting a useful countercheck on this section’s’ estimates. ’:

Methodology and Statistical Base                          ,            ~ ’

The basic methodological ,approach is very similar to that ,ufilised ,in the
previous section. The key concept,is, ,of course, apparent consumption which is
defined as: : ’

Apparent Consumption = Gross Output plus Competing Imports minus

Exports.

35
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The AIFTA effect (A) is Calculated as:1

a = F,o_~. : [(i +:r).A,+.d c,.:,o , (i)

where

,subscripts refer to the two-year, averages.

’F’ ’: comp~etiffg irrip0rts fr~ the UK:: ...........

, C = apparent consumption . . -. ~,

’: r = rateof growth Of UK Share ifi" ’app~’reiat consumption

in the :base tJtribd, i959260 t6"I964-65. :

. . , . . ..
"[!

T̄he trade creation (TC)and trade .diversion (’,TD)¯formulae, are .as follows:
¯
’/’ ’-?÷c = .....

¯ ’"’ " + ):~n.i=,d (s).... ~ TD -- W,,-,o ’-- [(i" "t .’:C,,2~b ....

where : ...,~ -:i .... ,. . .: .... , .... - ........ ~.

aV -- actual competing !mports from non-UK countries ’::

’tot Om eti impg"rts (i.e. :M,,: F,+.dV),
vj

’~m = "M/C~ s"= i~afe ’of grox~/th~ 6f m in’ the:b’ase peHod.:ig~9=6o to i964-65

= rate of growth of n in the b~e period 195~o to 1964=65; ....

If trade diversion occurs, actual �ompeting’imports from non-UK countries
" ....i969770"must be ]ess"thail’ ~exp’ecte~l’, so thesoiuti0n .of.equa{i0n (3) mUstIn ¯ ,,                          .
have i~ negative sign. ’’ "’ 2Hence )1"- TG TD, i.e. the AIFTA, effect is the sum
of the trade creation anff ~ade diversJ0n effect., In our ’calculations we define
trade diversion as the residual between our estimates of the total effect and
the trade creation effect. If a constant share approach is being used instead¯
of the share change method, the only modification of~th~ f0rmuiae required is
the elin~inatitin ofthe ~tren~l’ :term.’ The :logiC 6Pbfir chb~Ce:bf, base"period and
end-period has already’been e~tplained in.the.previot/s’ §ec/Jon: ....... ,

Having specified the estimation formulae, one encounters the problem~of .

~The derivation of these formulae is explained in Appendix L                                    i
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securing the data necessary to apply them. At first sight.this might appear easy.
In the annual pre-Budget economic review, the Department of Industry and
Commerce publishes, separate estimates of gross output, exports and competing
imports classifiedby broad manufacturing industry :group for each year. since
196o. Unfortunately, however, difficulties arise with respect to both the trade
data and gross output data. ~                          ¯          ,

Regarding trade data, the competing:import series is derived by the:Depart-
ment of Industry and Commerce after consultation with industrialists in the
various sectors as to what constitutes a competing import.9’ There is, of course,
no hard-and-fast definition of competing imports. A degree of arbitrariness is
inevitable and the official list of import-c0mpeting products reflects an
authoritative:but not an indisputable viewpoint.8 There isi a sense in whichall
goods are substitutable for each other to some degree. At the same time, it
has been suggested that, in the Irish context at least, a crude, but on the whole
reliable, indicator of the presence of dose domestic substitutes is the existence of
protective tariffs or quantitative restrictions on impOrts,l A glance at the list of
competing imports suggests that this type of pragmatic definition, of sub-
stitutability corresponds~ to a substantial extent with the official estimates.

In addition.to the problem of definition, the competing import series has the
disadvantage of not being disaggregated by country or trading area of origin.
Such a breakdown is necessary for this study because, in order to estimate the
magnitudes of trade creation and trade diversion due~ to AIFTA, we need,to
distinguish between UK and, non-UK sources of supply, It is also desirable to
disaggregate the basic data beyond the level of the ten broad industry .groups
used in the annual review, to an,individual CIP industry level at least. This
meant that we were obliged to compute our own competing imports and exports
series, which would tie in with the CIP industrial output data and which would
distinguish between competing imports of UK and non-UK origin.

As a check on our calculations, estimated competing imports of the individual
CIP industries included in each of the industry groups w~ere added together
and our totals then compared with, the figures presented in the pre-Budget
economic review. Generally the agreement between the two sets of data was
excellent, but the comparison did reveal certain discrepancies between our
estimates and the published figures which could not be explained by rounding

2The competing import series and the export series lists for each Census of Industrial Production
(CIP) industry were kindly supplied to us by the Department of Industry and Commerce. The lists
are classified on the basis of the Official Import and O~cial Export Lists respectively. Relevant values fo~
each year can be computecl from Trade and Shipping Statistics and External Traddvolurr~es.

3                                              "       ~’Competing imports are much the same as similar imports, as defined,in the 1964 Irish input-
output table. The coverage of the similar import list is slightly wider however. Our competing imports
total of almost £78 million in I964 for the 27 CIP industries used in this study compares with a total
ot"£98 million for "similar" importsin the comparable I964 input-output industries. See Henry [I I],
P. 9.

*McAleese [2o], p. 21.
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k

,errors~ alone., A idetailed i exaraination ofthese industry -estimates Was carried
out with the help of,theTndusfrialReorganisation Branch-of the:Department
:ofIndustryand Commerceand both series Were reconciled for:i969 and i97o
to allow,for double counting and theomission of certain items. We als0 adjusted
Our series for:the earlieryears as far as possible ,to take account of these’ errors,
so our figures differ somewhat from the unadjusted’ ,figures published, in the

I97I Review .for tt/e years prior to,. r968.5 A basic problem,,, of coursei, is tha( an
imported good may ehangeiwith the, process ofindustrialisati0n from,being a

non-competing,.import at 0ne ;stage to become a.:’competing:import.later on

The CIP contains output data for 45 manilfacturing industries, Many of
these had’ to be excluded :from the analysis, some because they 4ay outside,he

scope Of AIFTA (food industries), othersbecause the~" received zero protection
against UzK imports prior to~ AIFTA (ferfilisers), or:else ’had~nO influx, of
Competing imports to: concein them in the’~first place ’(railroad equipment,
ship and boat building); In view of the special circumstances surrounding the
protection of the motor vehicle industry, we~ decided’ to analyse this ’industry
separately. ’This ’left 26 industries in, all~, which together ~ccounted: "for about
47 per cent of the value ~of gross output in the manufacturing sector in i969.7

Gross output data’for the ’years .i959-6o, :I964565:and i969 were obtained
from the’ relevant CIP reports. As~ i969 was~the,. lasv year .for which a full
Census rep0ri:’was available at the time of writing, we had!to obtain estimates
for i97o. Preliminary volume estimates for ’i97o are available from the
Quarterly Industrial, Production ,Inquiry reports and ’we experimented with
rising these Volume figures and the trend,in’the ,implied pi’ice of~ gross, output
(i.e. index.’of value of gross output divided by index of Volume of output) from
r965-69 to .derive value estimates’for each individual industry in i97o. This
procedure proved ,unsatisfactory because ofithe arbitrariness of:the assumption
about the price Change’ in,each industry. AnalternatiVerprocedurei Which .we
eventually adopted; was touse the~unpublished gross 6uti~ut valUe’-estimates
derived by the Department of Industry’ and COmmerce for all manufacturing

:SThus, our estimat~ of comp~’ting .imports for the ~6 CIP industr!es,in x964-65 is ~77rX million
compared with an estimate in the Review of ~75"7 million.

*Even’ afterthe abo~,’e reconciliation, however, a numbe~-0f small differences" remains between oui"
estimates and the industry groupsfigures published in the Rem~w. For example, we adjusted the published
figure for cement imports in x976 tO allow for the effects of the cement ’s(rike. (See notes to Table A2
for details.) This m~am that our, estimate ’0f’c0mpeting imports for the ’Stri~ictural ciay Products,
ConCrete and cement’industrq/iia i 97b’ is ~.8 million compared With the figure of ~3"9 million in’the
Rev/ao. Also, theRev/e/v figure f0~competing imports for the Stap, Detergents and Candles industry
includes an adjustment to all0w for the fact that competitive and non-competitive items’are included
under the same import list headings: As’there was rio information.available 9r~ the adjustment factor
prior to x968i we decided to use our orlginal’estimates for all years: : .... ~" ," ~
¯ VThe soui’ce of’this fi~n~reis~the/i969:CIP (see Irish Statistical Bulletin, December’~9~).’The Census
data underestimate manufacturing output somewhat as establishments which employ less than three
persons are not covered, ’ ’. + : ,.: + ."
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industries,s However, the use of a two-year average would, it was felt, reduce
the impact of any errors in the 197o estimates. The need for an assessment of
AIFTA as nearly up-to-date as possible was another factor which encouraged
the use of the 197o estimates.9

The computations of this section are based on thedata contained in Appendix
Tables A2 and A3. Table A2 shows gross output, competing imports, exports
and apparent consumption for each of the 26 CIP industries for each of the
years used in this study. Table A3 shows competing imports from the UK
distinguished separately for each CIP industry. It is from these tables that we
derive the shares in apparent consumption that are essential to the calculation
of trade creation and trade diversion.

Tables and Results

Table 7 shows the share of competing imports from the UK ]n apparent
consumption for i959-6o and I964-65 and contrasts the "expected" share in
I969-7o with the actual share in i969-7o. The UK share rose slightly during
the base-period, from i4.8 per cent in I959-~6o to I5.2 per cent in I964-65.
This increased penetration of the Irish market in the first half of the sixties was
not confined to UK suppliers alone. On the contrary, the share of �ompeting
imports from all sources in apparent consumption reveals an even more marked
upward trend (see Table A4). Between i959-6o and I964-65, the share of
competing imports in apparent consumption rose from 23.2 per’cent to 25"2
per cent, a rise of 8.7 per cent. The implication is that non-UK suppliers
increased their share of apparent consumption at a much faster rate than the
UK. It can be shown that the non-UK share in fact increased from 8-4 per cent
in I959-6o to IO.O per cent in i965-66, an increase of 19.4 per cent.10 All this
ties in with our earlier examination of the trade statistics. Both UK and non-
UK suppliers, were increasing their share of the domestic market, but the
latter at a more rapid rate than the former. Hence the UK share of total

SThese estimates form the basis for the aggregated manufacturing industry data published in the
pre-Budget Review of z97x and Outlook for z97~ [o7]. If one compares the estimates published in the
Review for gross output in the manufacturing sector as a whole for the years i967-69 with the actual
Census data for these years, the results reveal a tendencyfor the Review to underestimate the correct
output position by about I.5 per cent on average.

9An anomaly common to both our series and the Review’s estimates is that the gross output data
includeShannon production but the competing imports and exports series exclude Shannon trade.
The difficulty is primarily one of classification. While import and export trade totals for Shannon are
available for each year, no commodity breakdown of this trade is published. Thus, it is impossible to
align Shannon trade flows with the corresponding industry output data. No allowance is made for the
fact that in some industries a degree of double counting occurs in respect of intra-industry sales. The
absence of import-content data on interfirm sales within the industry precludes any attempt to adjust
for this factor. It might be added that by confining our import coverage to competing imports, we
validate the use of our particular measure of import substitution. Thus Farley [8], in his interesting
study of Irish economic development up to i966, employs an import/gross output plus imports ratio
rather than an import/apparent consumption ratio, since his imports include complementary imports
and consequently the effects of increases in exports have to be explicitly taken into account.

a°Derlved by subtracting the UK share in Table 7 from the corresponding share of competing imports
from all countries in Table A4.
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imports fell ~in, the base period,, notwithstanding the~fact,,- tha~ iits share, of
apparent consumptionAncreased. : :-; - ~. :,:~ ~ :/ ~, .... .... ¯ ....~ ;~

This decline’ in .the :shard,.of~the, domestic market suppiied by ,d0mestic

producers between 1959=6o and 1964-65 can be - attributed ,primarily;,to the
high income elasticity of demand :for ~ imports;. McAleese’s ,[2o] .estimates: lie
within the range 1.87 to 2.15 on the basis of 1956-66 data; ’theincome elasticity
for~ imports of;consumer goods 0,¢er,,the, same ,period Was also estimated tO be
greater than, ~. E!astici~,,va!ues, of, this magnitude imply that the. imports/,
domestic consumption ratio can be expected to:rise over time simplyas a:result
of ,the process of economic ¯:development.. Indeed; ,this trend appears ¯to be
paralleled by the experience of most major,industrial countries in ,the Sixties.
Following their analysis for all OECD countries of five majorproduct groups
(food, consumer durables, consumer non-durables, passenger cars and capital
goods) n Branson arid Jfifi~ conckided that !"~’ ...... i. .....

.... the share of domestic markets supplied by domestic producers has declined
¯ almost everywhere in almost every category. For a!1 categories and all fourteen
countries together, itfeU from an average of 92"7 per cent in i96i-64 to 9i.3
per cent in I968, a~iI~..pcr~ icent decrease. In other.~words;: consumption has
becomeincre~inglycosmopolitan.12,,; . !, ..:, .~ ...~., ,, :. ....

The next ,step is ,to project forward the.trend in the UI( competing imports
share to get ~ the ,,"expected" share in 1969-7o.-The,.method,.employed in
Tables 7. and A4 ’is a simple extrapolation, of, the percentage rate Of change in
the,share observed in the pre-integrati0n period. However,’ different procedures
have been used in certain casesto derive the "expected" 1969-70 share. First,
there are two~ industries. (men’s and boys’:~ clothings, and ’assembly of non-
mechanically- propelled!road vehicles) Which recorded negligible competing

imports in i959-6o. In these cases, the ."expected" UK share is ddrived by
multiplying the 1964-65 shareby the base~peri0d percentage rate of change in
the share of total Competing imports from theUK. Secondly, because our share
change method extrapolates the growth rate in the share,¯ an element of
exaggeration could be introduced into our estimate of the "’expected" share,

particularly ~the rate of change in the share is very large in the :base Period?s
Examination of the "exPected" shares in Tables 7, and A4, Calculated by the

share change ’method, suggests thatthis problem was present in,a number of
cases. If the increase in the share for anindustr~!~n the base period was greater

than’ IO0 per’cent, we derive the "expected" share in i969-7o by’a simple
extrapolation 0f the absolute change in the share between 195o-6o and 1964-65~

a tThese groups taken together accountedI for 50 per’ cent Of all OECD ’exportsir~ the sixties .....

ItBrauson and Junz [4], P. 297 ..... "~ ’ " : ..... : "
1*For imtance, if the sha~ of competing imports in apparent consumption of an indiastry rose from

2o per cent in’ 1959-6o to 50 per cent in x 964-65, our share change method would predict’an "expected"
share of x25 per cent, indicating.that the share would have reached too per cent prior tO ’x969-7o--a
highly implausible expectation.

¯
’,, ~.; ~- . ., ~ ..... .
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TABLE 7 : The percentage share of competing imports from the ’UIf in apparent consumption
classified by GIP industry, 1959-6o to I969-7o

Actual share of
competing imports

GIP industry fiom the UK in ’Expected Actual
Apparent" share share

¯ consumption

I959-6o 1964-65 196977o 1969-7°’

(1)
(2)
(3)
(4)
(5)
(6)
(7)
(8)
(9)

(Io)
(ii).
(12)
(I3)
(i4)
(15)
(i6)

(i7)
(i8)
(I9)
(20)
(2i)

(22)
(23)
(24)’
(25)

(26)

Woollen and Worsted 19"92 22"55 25"53 26"5i
Linen and cotton 24.56 22.02 19.74 25.i8
Jute, canvas, rayon etc. 7’76 6.oo 4.64 6.22
Hosiery~ 4"76 Io’79 I6.82 23.36
Boot and shoe 2.82 2"73 2"64 8"94
Men’s andboys’ clothing1               -- 2"3° 2"36’ ’ 9"33
Shirtmaking 3"9o 4"36 4.87 I 1.31
Women’s and girls’ clothing2 5.6o 11.2o i6.8o ,21.98
Miscellaneous clothing 6.86 11.o9 I7.93 ’ i9.87
Made-up textile goods .18"91’ 20"23 " ’2I-64 23"I4
Wood and, cork 2.46 ~ 4"84 , 9"52 5.Ol
Furniture; brushes and brooms 4"44 , 7"92 I4"I3 I3"89
Paper and paper products 16.o2 I8"3o 2o’9o 2o’44
Printing and publishing 12.38 I5"37 19.o8 15.7°
Fellmongery and tanning 8.35 9.o6 9.83 i9.5o
Manufactures of leather and leather

substitutes~ I 1.3° 23’75 36"20 35"27
Oils, paints, inks and polishes 6.53 6.43 6.33 7.5°
Chemicals and drugs 37"91 37"29 ’ 36"68 33"85
Soap, de.tergents and candles2 11"23 25"26 39"29 38"66
Glass, glassware, pottery, etc. i4.18 14.92 i5-7o i9.54
Structural clay products, concrete,

cement, etc. Io’23 6"67 4’35 7"53
Metal trades 22.81 18.02 ~ 14.24 i7.31
N0n-electrical machinery               38.48 37.o6 35.69 41-58
Electrical machinery 17"82 18.49 19" 19 18.94
Assembly, construction and repair of

non-mechanically propelled road ,
vehicles1 , -- 2.92 3.00 5" 15

Miscellaneous manufacturing industries I4.24 lO.72 8.o7 17.2o

Total for the 26 CIP industries 14.79    15-18 ’ 16.o48 18.63

Source: Tables A2 and A3.

Notes: XTh6 expected share in 1969-7o was derived by adjusting the actual I964-65 share by the
growth in the share of total Competing Imports from the UK between i959-6o and 1964-65.
~As the increase in ,the share of the UK between 1959-6o and 1964-65 was > Ioo per cent,
the expected share,ln 1969-7o was derived by extrapolating the absolute change in the share
between I959-6o and 1964-65.
3Igxpeeted share of the total calculated as a weighted average using as weights the actual
1969-7o apparent consumption shares.
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This method is:rather~ arbitrary but we fee! iris preferable to using the original
"expected" shares. ’ ii~, , ~ ~ ",, .... ~,~,~ ¢~

Table7 shows that the actual share of competing imports from the UK in
apparent consumption for the 26 industries was I8.6 per cent in i969-7o
compared with an ,expected"’ share of I6.O per cent. Thus, the actual share

rose by 22"7 per cent over i!s ,!§64-65 level compared with a predicted increase
of only 5"7 per cent. By contrast, the actual share of total competing imports,

29"4 per cent in i969-70 compared with an "expected" 27"9 percent, increased
by i6.8 pertent Over its !964:-65 level as against a predicted increase of
I I.q .per cenL The~ greater proportionate divergence between expected and
actual UK imports is~iespecially significant. The share ofnori-UK countries
increased from io.o per centfin I964-65 to only IO.8 per eefiFin i9697-7o (arise of 7.8 per cent)‘ compared with an "expected" share of ;I’i.9 p,er Cent

(a rise of I9.2 per cent over the I964-65 level).1� Thus, the ’main conclusion
from Tables ’7 and A4is that~the share of competing impoffh ff0in~the UK,
haVifig increased at a much less’rapid rate thanthe share iof nbnrUi(’suppliers
in the base period, reversed, its position during the integration period. The
actual share~ of non-UK suppliers, while greater than its I964=65 level, fell
short of its expected level. This differing gr0wtia ’pattern :0f UKafld ii0n-UK
suppliers constitutes p rimafaa’eevidence of a process 0f!,b0th trade,creation
and trade diversion due to AIFTA. ~: ...... ~ ’/ w ..... !~," ~ ’,

Further examination of Table 7 shows ~that actual ~ha~eg of impolts’ from the
UK exceeded/expected shares in I8 of the:26 industries., This confirms the
impression conveyed by our .trade statistics analysis that the ~AIF,T,A~ effect
made itself felt ¯over a wide range of products and:industries! At tl~’e same time,

the degree of concordance between the "except!onai,’sITC d’ivisiens~(where
actual, turned out to be less than expected) in Table ~ and exceptional
industries in’Table 7 appears to be rather tenuous. Industries Such as weod
and Cork (I I), :paper and paper products (I4), ~nd manufactfires 0f/ieati~er
products (16) can indeed be linked with SIT(] divisions 63, 64 and .6!¯xespect-

ively, but in the remaining cases no such �orrespondence ds:~apparent. Thislack of correspondence, can, however, easily be explained. In ttiefirst place,

competing imports for any one industry Usually ’come from ~m0re than one
division. Competing imports for the chemicals and drugs’(i8) industry, for
example, consist of products classified in SITC divisions 5 I, 53, 54, 58 and 59.
Secondly, the range of imports included in the present analysis is much smaller
than in the trade analysis. As Tables 3 and 8 indicate manufactured imports
from the UK amounted to ~224’million:in~ i969~7O, but �ompetingdmports
from ’the UK am0unted to, only ~95, million. This’;differen~e incoverage

t’This "expected" non-UK share was derived as’the residual~ between the, expected shares of
competing imports from all suppliers and competing imports from the UK.’ ..... ’’ " ."
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probably goes much of the way to explaining why a, "normal" product group
such as electrical machinery (72) in the trade statistics emerges as an "abnor-
mal" industry (24) in the industry statistics,is

Table 8 shows the AIFTA and competitive effect on UK imports in I969-7o,
as calculated by the share change and constant share methods respectively.
The AIFTA effect amounts to £I3"3, million; the competitive effect totals
£I6"9 million. The difference of £3"6 million represents the increase in UK
imports which would have occurred in the absence of the Agreement due to
increased competitiveness of the UK: The apparent contradiction between this
result and that of the last section, where UK imports appeared to be experiencing
losses in competitiveness in the absence of AIFTA, can easily be resolved by
keeping in mind the fact that the results of this section refer to the performance
of UK producers vis-a-vis non-UK and Irish suppliers. It is possible for a loss
in UK competitiveness vis-&vis the non-UK suppliers to be more than .com-
pensated for by a gain in competitiveness vis-&vis Irish producers. This is, in
fact what we are witnessing in the ,present instance. Imports as a whole,
irrespective of their source of supply, have been making inroads on the Irish
market.

At a general level, we may also note that the composition effect totalled
£o’9 million and £o.8 million under the share-change and constant’ share
assumptions respectively16 thus confirming the last section’s conclusion to

the effect that changes in the composition of total imports were riot such as to
affect UK imports significantly in either a positive or negative direction.

When the AIFTA effect is examined industry-by-industry, it is clear that
not all of the industries had the expected positive sign in i969-70. Five
industries emerge with negative AIFTA effects totalling £3"2 million. The
major negative contributions come in Wood and Cork, Printing and Publishing

and Chemicals and Drugs. Three other industries (Furniture, Brushes and
Brooms, Leather and Leather Substitutes and Soap, Detergents and candles)
show negligible competitive effects in I969-7o.17 At the same time, one notes

l~Division 72 imports from the UK amounted to £I4 million compared with the UK competing
imports figure of only £7 million for the electrical machines industry.

16The detailed figures are not reproduced in the tables, but are available from the authors on request.
17It is possible that some of these negative and zero competitive effects occur because changes in

other aspects of competitiveness were unfavourable to the UK vis-a-vis non-UK suppliers over the period.
In that case, the share of non-UK suppliers should he at least equal to’br greater than their "expected"
share in i969-7o. Examination of Tables A4 and 7 indicates, however, that this is so for only one of
the eight industries, namely Paper and Paper Products. Therefore, for seven of the eight industries
with negative or zero competitive effects, the first-period trend in the share of apparent consumption
satisfied by domestic output seems to have gone into reverse. Moreover, the domestic output share has
actually increased in no less than three of these industries (,Wood and Cork, Chemicals and Drugs and
Electrical Machinery). This suggests that a. degree of import substitution continues to be undertaken
in certain industries despite the general trend towards higher import/domestic output ratios and greater
specialisation by firms within industries. This is partly a consequence of the influx of grant-aided firms
in the sixties. Even though such firms are concentrated in the export sector, in ~966 about o5 per cent
on average of their gross output was sold on the domestic market; See McAleese [22], Table 4.
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TABLE 8: Gom~tii~.,iml~’~from.~ UIf-.AIETAand.com~titive effeets~ i969-7o, ~/ng
" " s.hq.r¢ c h~ge:aM co mtant share.ra, tho~ (£ million), : .~i ~ s ,-,.

" " . .......

Share C.Ikan, ge" Method Constant Share Method’-

,:’i : i " Clp.Ina~. . tty : " ~ ~ :, ,qonsumptiofi ~ i ~ " ",Hypothet/cad, . , ’ i ! , HypothotieM i ~, . ....
x969-7o from the; "competlng AIFTA. competitzg. Gompetitibe ’;

¯ . ¯ ’ . . :~ ,, ’ : .’, , ".,’ .:,i~ ..~,:UIC ;,:,; iimpots ’>-:effect~:’:’."imports:, ’: e, ff’ect ’ t
. .. : ......... I9697~70/-- from,!tho. 1969=,7° "d~om the . I969--7O. "pr .......... . ,. :: ~’’ ...... :’ ,’ ........... UX ’ ~’.F’ (3):(4) ’ " " UX .... (3)__(6) ..

Linen and cotton : . " ¯ , :-22.2 .... ": 5.6 : .... , 4"4 :,:,, +x.2 : 4’9 , +0"7
Jute, �~V~,’ raybn, etc. , 15’3 , . " x.o o.7 q-o,a o.9 --’

(4): Hosiery’ , ,, .... ’ . ..: 29"~,: .i., 6.9. :~..-4.9,:~ ,i+~.9 .... :"/3"2 ,, +3"7
(5) P~ot and shoe, , ¯ , x2.5 - . :, x.x . ,o’3 ., +0.8. ’ .-.,o.3 , +0.8

"(~) "Men’sand’b6~’cl0thlng" ’ xb’q’ : ~"f.6 """~’ ’o.~’: -~o.7" ~’~.’o:2’ +0"7
(7) S~g.. :’ ¯ : . ;., , -’4"3, ’" r " ’ A" 0:5 " : ’ ~ = ¢’ 0"~ z " ~@9:3 ’ ’ =~ 0~’:’ ’ ’ ~0"3

"(8) Women’s and girls’ clothing I5.6 3"4        a,6 +0.8 x.7 + x.7
(9) Mi~llan¢:om¢lothirig ¯ ,:’: ’. m9 - ’- , 6.6 ’ ,,o:5 ~: +0q :~: 6"3 " +o’3

(to) Made-up textile goods ’ 4"5 x.o,. : ~.o i+,o.x " o.9 +o~t ~ i
(~x) W0od and cork ~’ 2i-5 xrx ,o.o --I.o i.o --

(xa) Furniture; brushes and ’ . " ,,
brooms . ¯ ¯    x.6 x.6 -- ..... ; ~ 0"9 +0’7

8.’o::’ -7"o¯
" 7"ff :" " ’ +0.8

6"81~: --~.o : +o’tx4 lh’intingandpub~ ..... ’-35"8 ;-..~!5"6,i>~, :
’6’4 /’:’

-~!5"5

It51
F¢lffriongeryand}.arm~ng ...... 4"3"’ 0’8. +o"4 o:4

+0’4. ’"
16 iglanufacturesofqeather, , ~ .~;; :� : ~i~-.-~ ,~, ’ ".,,~ .... j,:" ~ i ,,.: ’. ’,

and leather substitutes ~-o 0"7 -0"7 ! ~:,o:5 ’ +0.2 ;
(~7) Oils,’pain/J)~inl~’and’" ’:,,i ’~ r ’ ff . . ’’ : : ~ ~ : ~ ff ’ " : : 7 " J a .......

poli.~aesi.: ," : :::-:’, .,, ~iI’9 ,: , ’:o’9:i-,, .’: ’o’.8~ " /%o.1. . o:8: ..: +oq:

x9 Soap,detergents afid~6mdlesi"~- ’.4’~ ’ :;": ’ f’8~" ’:’ ’ 1,8 : ’ "’Z:- ’ I’2’~ ~’ +6"6’
~O Glass, glassware, pot~eryetc.:,.;.8.6 .... ;~’7.~ x73 .+o,’3’):,,-,i- I’3r ’-. +0"4 ,:
2 t ’ ’ stimettL.:al’clay p~liiets, ¯ ..... ~ ’ ’ ......
- .... concrete, cemeg, tetc.~, r’~) 24~8 , , / t.ff)z: ’ .,i,x; ",’. 440.8 ’ ~f:x’7: ’ .+o-i .’ .:

/~). Metal~trades -, :,,: :. 57"4, ~ x0,o _: 8.~ , +!.8 to’3 . --0’3
~3)" Non~elect/’icMrii~idairlery .... x5’7 ...... " ’6"5 ’:~ ’ .... ’5.6 >~ ~Je6"9 ...... 5"8 ’--; +o’7 ’:

la4).,Electriealmachin~,i,’ ~,38"7~,~,~ :’:7~4’ :’:’.:i7;~t:-:.,.--o.’~ :~; 7"~;.!". -Fo.2..
(25) , A~mbly, c6nstruct~6r~ and i ’,, " ’. .... ’ - "

¯ ¯ !,repalrofnon.meehanib.allyi::~ : , , ....... ,; :,,:.-, :~,:i,:.’,,’ ,.~,: ’:’,:i.. , .... ’. :

. propelled road v,e~cles. : 3"8 ¯ o-~ .:,,’o,x    ",q~o’x    . o.x" " ’.,+o.x ,~ .
(~6) Mlscellaneotm’rrmfiU’- .’ ~:    ’ " ; ’: ...... ~"~ .............

faeturing industries 62.4
~o.8 5.0 +5"7 6"7 +4"x

Total for the 26 CIP indmtries i,: 5o8~’9 ~;-94.9,1 .... ,8x.6-,,: +13-3 " 78,6’, .... +x6’9’

aVote: Totals may.n0tad, d exactly due to.r0undi :. ! . i, ~21 . ’ " ?: .... ,~ ¯ . ,
’ . , . .

that-no less:than77 per cent’ Of the’ total"AIFT.A;"effeet of’£~’r3’3 million was,
accounted fdr’. by fou~ .ihdus’tri6si .Miscell~.neous-ivi~}iufacturln~, :.Metal .Trades,"I-Iosiery’ !and : n0n-Electrical"Mai:hinery.: "Mofe6veri:~ ’Miscellaheous ,’..Manu-’.

facturing, which accounts,for,x~ per. cent,ofapparent,consumptiohisrecorded
in’ the’sh~tre"ehahge ie;’61ts ~v~th’ ~i"c6mlSetitiv6 effect equai to~tbiSut ~3’.Pef cent
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(~5"7 million) of the AIFTA effect. There are, however, grounds for doubting
the "normality’~ of the first period downward trend in this industry’s competing
imports apparent consumption ratio.18 This point serves to underline the fact
that, generally speaking, more confidence is to be placed in the aggregate
figures of this study than in the individual industry results.

Regardless whether share change or constant share method, are used, the
highest competitive effects in absolute terms are observed in Miscellaneous
Manufacturing and Hosiery. Another striking feature of Table 8, which again
appears in both sets of results, is that all nine industries in the Textiles and
Clothing group emerge with positive AIFTA and total competitive effects.
The AIFTA effect comes to £5.6 million or 4’3 per cent of Textiles and
Clothing domestic consumption in ! 969-7°. The corresponding figures for the
competitive effect by the constant share method are £8.6 million and 6.6 per
cent respectively.

Table 9 shows the size of the AIFTA, competitive, and composition effects
calculated by both methods as a proportion of apparent consumption and
competing imports from the UK for the twenty-six industries in 1969-7o.
Competing imports from the UK for tlaese industries were estimated to be

~95 million in I969-70. The AIFTA effect, it can be observed, accounts for a
sizeable proportion (i4 per cent) of.these imports. The significance of the
AIFTA effect naturally decreases markedlY,when it is considered in relation to
apparent consumption, estimated at ~5o9 million in I969-7o., The share
change method puts the AIFTA effect at 2.6 per cent of domestic consumption.
The total competitive effect, as measured by the constant share method,
amounts to 3’3 per cent. Thus, our conclusion is that, even at its half-waystage, AIFTA had a highly, significant impact on UK exports to ireland

although relative to apparent consumption it remains quite small.

Trade Creation cind Trade Diversion

The AIFTA effect is divided into trade creation and trade diversion effects
in Table !o. Trade diversion is estimated by examining the non-UK share of
competing imports in apparent consumption. The trade creation effect is then
exactly equivalent to the difference between the AIFTAeffect and the amount

¯ ;
18For example, the development of the plastics sector (included in the Miscellaneous Manufacturing

group of industries) at this time took the form o~ a highly import-substltuting activity--the competing
imp0rts]apparent consumption ratio fell from 74.I per cent in "x959-6o to 42"4 per cent in x964-65.
This trend was obviously unlikely to be continued into the next quinquennium. The actual I969-7o
share of competing imports turned out to be 43"7 per cent instead of the "expected" 24’2 per cent.
We fur ther calculated that over ~1.6 million (oi~.~9 per ce’nt) of the competitive effect could b~"attributed
to this one activity which accounts for only 12 per cent Of the iIid~stry’s gross output. Detailed investiga-
tion of rubber products, also included in the miscellaneous manufacturing group,.showed that a
distortion of base period trends is likely, due to the quotas on tyres imports in operation during that
time. A further ~i million of the comp~fltlve ~ffect ’could be allocated to this activity which also
accounts for about 12 per cent of gross output in this industry.
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T.ABLE 9:. Composition, A!FTA and competitive effects:as a proportion: of. competing, impor~
from the UK and apparent consumption, 1969-77o (in Percentages).

’ Sharekh~Mge : method, " Constant Shari iriethbd ~ , " ,

26 CIP Industries (i)     (2)    (3) (4) , ’ (5i ": (6)
Composition AIFTA :Total: Composition:CompetitiVe Tot[~l

effect effect effect : effect effect . effect

i .o i4.0 z5.o 0.8 17.8 18.6

0.2, 2.6 . 2.8. 0-2 ,~,3"3 - 3"5.!

Competing imports from the UK,
1969--79,

Apparent consumption, 1969-70

of trade diversion. As already noted, the theoretical exl~ectation is that AIFTA
will inVolve both trade creating and trade divertifig effectsl

On the basis of the share change method it appears that the £13-3 milli0n
AIFTA’effect was corriposed of a’ £7.5 mllhon :tradecreatson effectand a
£5.8 million trade diversion effect. The ~result �onforms s atisf~ictorily with
theoretical expectations. Significant amotints of ~/de diversion’ h a~)e al~peared
in certain import groups, e.g.Electrical Machinery ~(£2.7 millioia)’,Woollen
and Worsted (£1-2 million) and Chemicals and Drugs (£I.O million). For the
Textiles and Clothing group as a~ whole, trade diversion amouff~S tO £2~8
million. The tradecreation~ effects are heawlyconcentrated rathe Miscellaneous
Manufacturing, Hosiery and Metal Trades industry.             ~ -

A disappointing feature of the Share-change results’is the’ nUmber’of "wrong"
signs found in the industry-by-industry’estimates Of trade ,creation and trade
diversion. Negative sign trade diversion could in some cases (Boot and Shoe
Industry ’for instance) be attributed tb the :relaxation: of quotas on hon:UK
imports in the post-AIFTA period.19 Likewi~se the negative trade 6rOation
effects in Electrical Machinery, Wood and Cork etc. may ,merely reflect
increased import substitution related, to a certain e)ttent~ tO the greater levd
of industrialisation in Ireland during the second periodup to 197o. Whatever
the explanation; the inescapable~ implication is that ex-post the method~’’of,

projecting share changes failed in s’everal instances to isolate the’ trade creation
and trade diversion effects Of AIFTA" from the 0ttier f~/ctors affecfifig import
shares.9° A second feature of the share change results to cause Some disquiet is

lq’he’ quotas were removed and replaced by ad valorem duties which most likely had tlie effect" of
lowering :the degree of protection against imports, A case in point, referred tO in the (~6mmitt~e on
Industrial Progress (COIP) report on the Footwear’Ifidustry, relates~t0’ the rerdbval of the "rubber~

footwear quota" in 1966 Which had included not 0rd~, rubber To0’twearlJUt also plastic’ footwear’. The
result of this relaxation was that imports Of plastic t~ootwear increased dr~imatically from £3,0oo in
1966 to £666,ooo in 197o, and almost ~o per ceixt’0f tl~ese impo/~ cam6 from ngn-UK countries. See
COIP Report [5], PP. 27-~8. ’ ’ " .... " " ¯ " : ...... " " ~ ’ :~’ "

t°This point is brought out even more forcibly by the fact that the devaluation effect~ wouid ’have
supported the AIFTA effect in encouraging products of,UK ortgmt
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the preponderance of Miscellaneous Manufacturing in the total trade creation
effect. This one group of industries is responsible, according to our figures, for
£6.4 million out of a total trade creation effect of £7"5 million. We have, of
course, already had occasion to comment on the estimates for this industry.
These two factors--the incidelIce of "wrong" signs at an individual industry
level and the heavy concentration of_the trade creation effect--would again
suggest that the individualindustry results ought to be treated with a great
deal more reserve than the aggregate trade creation and trade diversion estimates. 21

Although the difference between the AIFTA effect and the total competitive
effect estimates are small, it is clear from Table IO that the two approaches
lead to radically different estimates of the composition of this effect. This last
fact is scarcely surprising, since what we have called (for want of a better
expression) trade creation and trade diversion in the constant share context
has no formal connection with the classical concepts of trade creation and trade

diversion. In a constant share context, in fact, "trade creation" represents the
amount of foreign (UK and non-UK) penetration of the Irish market over tile
"expected" base 1964-65 level; and trade diversion represents the extent to
which non-UK imports have penetrated the market at the expense of UK and
Irish suppliers.

The differing results of the two methods can be further clarified by reference
to Table IO.

The first point to note is the low rate of increase of UK imports in apparent
consumption in the base period. Projecting the growth rate in the UK share
left an expected share of 16.o4 per cent, compared with the 1964-65 share of
15.18 per cent.

The second point to emphasise is the high growth in the non-UK share of
almost 20 per cent in the base period. This trend is taken into account in
computing the "expected" non-UK share with the share change method. Even
though the actual non-UK share in 1969-7o is greater than its share in 1964-65,
it is still less than its "expected" share so that we observe trade diversion in

1969-7o7... The constant share method, on the other hand, ignores the pre-
integration trend by taking the non-UK share in 1964-65 as base. Hence the
positive "trade diversion" effect of £4"9 million. While the trade creation
estimate of £21.7 million cannot be accepted as a valid indicator of trade
creation in the classical sense, it possesses considerable intrinsic interest. This
figure represents our estimate of the amount of foreign penetration of the Irish
market for the 26 CIP industries since 1964:-65, due to increased competitiveness
in the broad sense, including not only the effects of AIFTA but also those

~lThe same stance is taken by Kreinin who, in his study of the integration effects of the EEC on trade
flows finds that: " . .. it is only when the results are aggregated over all industries that the random
errors may be expected to cancel out". [I6] p. 9o6.
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TABLE IO :.The AIF.TA :effea, Jrade creation;trade diversion and the ~competitive ,effect. 1969-7o,
calc ula~d by share change, and constant share methods (£ million)

(I) "      ":

: CIP Industry,

(~) ’ ~ (3) "(4)    (5)    in)    (7)
-~ ~ ’ Share,Change:Method ~ ,., ~ , ~ - Gonsttmt,Share Method

~ "~ TrMe ’ ~’.’Tiade : AIFTA - "-Trade ,’,"Trade Competitive
Diversion" Creation" :Effect Diversion!’ Crea¢ion" Effect
t969-:7o 196927° i969-70" :i969_7o i969~27o t969-7o

.,~.. :~: ~ (2)+(3) , ~ (5) 4(6)

(2o)
(23)
(24)
(25)

(o6)

Wooilen and worsied
Linen and cotton 4o,6 -~ ~ 4o’.7
Jute, canvasi’iayon, etc. " ’ -Lo.3* ~ +o.5 +0.2

¯ Hosiery: +o"x ,: ,+,1.8., : +1.9
Boot and ahoe . --o.2" -i-’x .o +0"8
Men’s and boys’ clothing. : : ,~ ,’, -=0.2*- 4o.9 +o.7Shirtmaking . 40"2 +oq. 4o:3
Women’s ~d girls’ clothing- 4o’8 ’" " "’ 40’.8
Mhuzdlaneous=clothing~ - 4o.3t --o.3’- , +o.1
Made-up textile goods " +oq " +o.x

.Wood and~cork ’ " , - +0.6 " i~.-’~i~6* ~--:i.O*
Furniture brushes and brooms ,, :. . ," .... --
Paper and paper products~

---°’5" : ~4=6"3 ’ ~ --0-2*
rVrintJxlg and publishing; i ~ ~,~ ,~-o.2:, - -=-x.4~’ ;- --x..-,*
Fellmongery and tanning . . --o.I* ; +o.5 4o.4
Manufactures of leather and ~ "- ¯ ’~ .

leather substitutes ¯ ~ +0.2. --o.2" --.
Oils, paints, inks and polishes --0.2* 4-0.3 4o.1

-i.’. ,+I’2 , _’,’: --~-I’O*~:FO:3, ~’+o"5+ 1.2 ; --1.4,
---o.4
-=-O’8
"--°’3

~’-:-0.o

"7"-
---0" I

+O’I

- ÷0.6
,--tO’2 .

~1,0

----0.o

--0"I

~0"5
+2.1
+o.4
44"5
+I’0
+z.o
40.3+z.8
40"I

+o.i
:=o.5
+o.9,
+1.8
.40"1

+o-7

5-0"3.,
+0.3Chemicals and drugs + 1.o

Soap, detergents and candles
Glass, gla.~aare,pottery, etc. +o.3 ’
Structural clay products,

concrete, cement, etc. ---o.2*
Metal trades ’ , .... ~ , " --=o.5"

¯ Non-electrical machinery .~ 4o.2.
Electrical machinery .+:617 ~
Assembly,’construction and . r. ..... ~

repair of non-mechanically
propelled road vehicles

Miscellaneom manufacturing.
indmtries --o.71.

--1 "7"    --°’7"
_, . -’7.~

..... +o~3

+I’O +0"8

42"3 4I’8

, +0"7, +0.9
~’.8" ----0.x*

40"1 4o,I

46.4

--o "4 -,-o "5
~-o’7
40"4

---o.2 +o.4
+o.4 ’ ---:o.7

--I’O +I.7
+0.4 --0.2

+I~I

+o~7

+3"3
+0.8
+0"7
4o’3
+I"7
+0"3+o.i

+0"7
+o.8
+O~I

+0.4

+0.2
+0"I
---O’8
+0.6
+o.4

+0.2
---o.4
+0"7
+0.2

-- 40"I +O’I

45"7 --0:4 44"5 +4"I

Total for the26 GIP indttstries +5.8 ,+7"5    +13’3 ~4’9    ..+2z’7 +I6:9

¯ *Denotes "~axmg": sign, Le. opp0~te to ,that expected in :columns (2)-(4).
)�otes: (x) The AIFTA and Competitive Effect on the OK in columns (4) and (7) ai:~ve are derived

- fr0niTablds8~ *:.’,’i. ~- " . . " - ¯.,

If ti:ade diversion bc~urs it"will’laavca n6gati~-e sigli (see Fbrmula~ (9))" However, as
trade diversion is a substitution’gaih in favour of the.UK; it is represented in column
(2) with a posidve sign.

’(4) Trade diversion and trade c/’datio/i!iri columns (5) and( ’6),are placed,in parentheses
in Order to indicate that the trade diversion and. trade creation formulae were used
tO der~’¢ the/’dlevant estimatcs’~ in ’the’context of the constant share method it is clear
thatthe concepts ’ate not the same as in the’context Of the share change method:

¯    Import shares ~ i959--6o i964-65 1969=7o i969-7o
........ (act.)    (exp.)

Total imports/apparent consumption (%) ~3.i6    o5.i7 ~9-4o
UK imports]apparent consumption (%), 14.79 ¯ i5.18 t8.63
N0n-UKimports/apparent e0nsiimptibn(%). ~8"37 .’ 19"99 I’9’77:

Source: Computed from Tables 7and A4. . ~’ ’ r" : a . ’ : = 4) ’ .... " r ’ ’

~7"95
16,o4

, I 1"91
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factors (desire forvariety, quality of product, price etc.) which haye contributed
to the expansion of the total competing imports’ share of the Irish market in
the last half of the decade. It can be observed that the "competitive" :increase
in competing imports amounts to almost 15 per cent of the I969-7o level of
total competing imports (£21.7 million as a percentage of£i49.6 million) and
to 8 per cent of domestic production for the home market (i.e. gross output
minus exports).

, i

Motor Vehicle Assembly Industry

In view of the special arrangements for :implementing freer trade in motor
vehicles, it was considered advisable to c ompfite the AIFTA effect separately
for this industry.

Prior to July 1966, importation of fully assembled vehicles was subject to
quota. The quota was combined with tariffs0n fully built up (f.b.u.) vehicles,
parts of vehicles and completely-knocked down (c.k.d.) aggregates, whose net
effect was to afford substar/tial protection to Irish ~issemblers. Although the
quota was removed in 1966, the tariffs were retained. Provision was made in
the Records of Understandings attached to the AIFTA agreement for full
elimination of the protective element in’ the customs duty On motor cars by
July 1975. After the Agreement was signed, however, discussions were held
between the Irish Government and interested parties both here and in Britain
which culminated in an entirely new accord. The new agreement came into
effect in late 1967 and the necessary legislation was incorporated in the motor
Vehicles (Registration of Importers) Act 1968.

The main features of the agreement, which covers motor cars and commercial
road vehicles, are as follows:

(i) All imports of f.b.u, vehicles must be channelled through registered
importers.                              ~

(2) Registered importers who are assemblers must maintain their 1965 level
of assembly, in return for which they may import f.b.u, vehicles for
which they are registered at a reduced rate of duty.~2

22The concessionary duty in I967 was 20 per cent for British cars and 32½ per cent for non-Brltish
cars (compared with non-concessionary rates of over 6o per cent), but the British rate was raised to
2°½ per cent in May I968 and still further to 25 per cent in April i97o with equal absolute increases
to 35 and 37½ per cent on non-Britlsh cars. A single rate of 05 per cent is applied to comrafrcial vehicles
irrespective of their origin. The British preference covers only private cars. In the case of registered
importers who are not assemblers, there is no restriction in the case of cars of British origin of a value
equal to or greater than £i,3oo c.i.f, and the rate of duty is now 02.2 .per cent. Facilities for limited
numbers only are granted in respect of British cars below ~’x,3oo in value and non-Brltish cars (irre-
spective of price). The current duty payable on the cars is 36.5 per cent preferential, 75 per cent full.
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i

(3) British imp0rters/assemblers mayimp0rt f.b.u.:vehicleswithout restriction
provided such,imports donot prejudice the 1965 level of assembly. Non-
British importers/assemblers,~are:. restricted t0! a ratio arrangement related
to their ’assembly. .... " ...... .     . .... :             ’

The effect of.the arrangement~ ~herefore, was tO liberalise ’s~bstantially the
importation of British vehicles in return for which the domestic assembly

industry’s survival at 1965 level of operation was guaranteed for a period
"generally understood" to be not less than 25 years,z~ It was also agreed at the
time that a difference between the f.b.u, duty and c.k.d, duty, equalt0 12½ per
cent ,would be gradually introduced in order tO ensure continued profitability
of the assembly operation in Ireland. While the c.k.d, duty was reduced from
20 to 17½ per cent in November 1967, no further reductions ha~ge been made.
Since 197o, therefore, the duty differential hasremainedat 7½Per cent (25 per
cent minus 17½ per cent). As assemblY costs constitute 0nly about One quarter
of final ex-fact0ry price, this still leaves the domestic assembly indpstry with aneffective rate of protection equal¯ to 46 per cent on British vehicles and 120 per

cent on non-British vehicles3a~ : ¯, :.~,. ,~ :, : ,
Themain feature of Ireland’s fully-assembled ,vehicles imports since I959-6o

areoutlined in Table I I. In line with expectations, we find extremely large
absolute and~ proportionate increases in fully assembled vehicle, imports
between ,i964-65 and I969~,7o. AlthOugh the low initial base combined with

the pre-I966, method of protection make share :change pr0jecti0ns virtually
unusablet one notes that fully-assembled, vehicle imports as, a percentage of
apparent consumption~ increased to i5 per cent, by 1.969-7o, compared with
an expected 5 per cent. The UK share of apparent consumption exceeded
expectations by about 7 percentage points (I I.5 per cent actual; 4"6 per cent
expected), and the non-UK share rose to over 3 per cent in contrast to an

expected, share, of only one half 9f, I per cent. Contrary to what, one might
expect, the UK share of total vehicle imports (row 4, Table I I) rose rather less
than expected (78 per cent actual as against 9° per cent expected) but again,
consideringthe low :level ofimp0rts, prior to 1964-65, too much must,not be
made of’ this discrepancy. The main point is that the !iberalisation of trade

2SMinister of Industry and c~mmerce’s.Speech for Second Reading, in Motor Vehicles (Registration
of Importers) Bill, 1967, Seanad Eireann.

2*See McAleese [22] for a discussion of the effective tariff concept. The necessary input-output
data on the assembly industry are,takenfrom the December I97t issue of the IrishStatistica! Bulletin.

Tobrmg thin accour/t fully up to date, we need only note that, as.a .member 0f the EEC, Ireland
will be obliged to extend the concessions n0wprovidedfor British.carsto all member-country vehicles.
This means the elimination of the ratio restriction by .I January i973 and the elimination of the 12-~ per
centpreference by January x974. Although the 1968 arrangement is tO be permitted to continue in
operation until J 985, some additional liberalisation measures will be put into effect in theintervening
period. Import qu0tas for member country Cars not assembled in Ireland will,be increased and the
"protective elements" in the ~ustoms duties in domestic assembly are to be removed by I977.

2*Apparent consumption data are contained in Table A5.
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TABLE I I : Assembled vehicle imports into Ireland, 1959-7°
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I. Total imports c.i.f. (£ooo)
2. UK imports c.i.f. (£ooo)
3. Non-UK imports c.i.f. (£ooo)

Average Average Expected Actual
I959-6o I964-65 I969-7° I969-7°

¯ 149 689 3,022 8,762
I 13 568 2,713 6,824
36 121 3o9 1,938

4. UK share of total imports
(2) + (i) 75"8    82"4 89"8 77"9

5. Total imports as percentage of
apparent consumption

6. UK imports as percentage of
apparent consumption

7- Non-UK imports as percentage of
apparent consumption

(5)--(6)

0-74 1.94 5"09 14"75

0.56 1.6o 4"57 I I’5°

o.18 0.34 0.52 3.25

Source: Same as Table A2.
Notes: Assembled vehicle imports are defined to include Import List Numbers 732. oI, o5, Io, 5o.

Only those products which are competitive, i.e. capable of being assembled in Ireland, are included.

after the i968 agreement ought to have benefited both UK and non-UK
suppliers.

The estimated trade effects are calculated, as in the previous section, by
deducting actual from expected imports for area and non-area sources respec-
tively. We find that trade creation effects as estimated by the share change
method amounted to £5"7 million of which internal trade creation accounted
for £4" I million and external trade creation amounted to £I.6 million.~ The
constant share method yields the following estimates: a total effect of £7.6
million, divided between internal trade creation of £5"9 million and external
trade creation of £I.7 million. Because of the difficulty of interpreting pre-
AIFTA share trends, our constant share results are less ambiguous than the
share change (AIFTA effect) results. They can be viewed in relation to the
gross output of the Irish motor vehicle assembly industry of £5 I. i million in
I969-7o. The AIFTA effect amounted to 9"7 per cent, and the total competitive
effect to 12.8 per cent, of apparent consumption in i969-7o.

The insertion of the protective clause "without prejudice to the existing level
of assembly" has ensured that these trade effects constitute a response to
increases in domestic demand rather than a shift from domestic to foreign

~Where a free trade agreement involves a decline in protection against members and non-members
the theory would foresee a replacement of domestically produced suppliers by member country imports
(internal trade creation) and also by non-member country imports (external trade creation).
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production. Perhaps the’ best way .of interpreting ,the ~5’7 million or £7.6
million increase in imports is tO comider it as replacing the increased production
which would have occurred domestically in the absence of the Vehicles agree-
merit:’ The income elasticity 0~’ demand for motor vehicles is high2s and we
would have hxpected large increases in the output and a corresponding increase
of employment in the assembly industry during the’;last few years’had trade
not ’been liberalised.

, .. v-

¯k

iSlt has been estlmated that the elasticity Of car ownership with respect to real
incomeper capita isabout 3. See Blackwell [3], p.8. ,: ,,, ....... ,:~, ,

~ersonal disposable



.... Impl{cations of Results

Compatibility of Results

E
STIMATED on thebasis of apparent consumption shares, the AIFTA effect

(excluding motor vehicles) emerges as £13 million. This can be com-
pared veith our two estimates of the AIFTA effect based on import shares

data: £14 million using the market’ share-change method of extrapolation and
£i3 million using regres~sion techniques (see Appendix 2).

In Sections 3 and 4, percentage changes in market Shares in the base period
were used in computing hypothetical end-period shares. An alternative pro-
cedure, (the EFTA method), described in detail in Appendix I, is to Use

absolute changes in market" shares. Had this pr~ocedure;been used, the AIFTA
effect would have been emerged as (I) £i6 million on the basis’ °f apparent
consumption shares ’and (2) £I 7 million on the basi) of import shares. In view
of the close c’orrespondence of these estimates with those’ab0ve, we consider it
unnecessary to provide details of our calculations in this paper.

Estimates of hypothetical trade flows, based on "what might have been",
are necessarily spechlative. Ttie’~strategy’ adopted- in’ this paper has been to
compute a number, of estimates, making them as independent as possible. If
these estimates turn’Out to be ’compatible, We can feel reasonably confident
that at least the correct order of magnitude of’the AIFTA effect has been

computed.The approach is, of course, non-stochastic andthe different estimates
are only quasi-independefiL Despite~ this, we i~re satisfied that this approach
despite all its limitations is the best available~ given our present state of
knowledge. ~ -~

Viewed in this way; the results of the Various methods of estimating the
AIFTA effedt;exhibit a satisfactory degree of conformity. Admittedly, one
would on a’priori gr0unds have expected the estima~ies based on import shares
to be rather lower than those based on apparent consumption shares, due to
the former’s failure to capture fully the trade creation effect. Instead the two
sets of estimates are roughly the same. It is highly unlikely, however, that the
expected divergence betweefi the two sets of estimates would be large in
absolute terms. This is because the UK shares of total imports and of apparent
consumption are such as to justify the expectation that at least half of the
trade creation effect is already captured by the import shares method? There-
fore, in absolute .terms, if not porportionately, it would take only a small
adjustment Of our estimates to reconcile the two’ sets of results.

1This point emerges from the figures in the arithmetical table of footnote (i) p. 9 above. The magnitude
of the shares in that example are approximately the same as the actual shares.
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The Balance of Payments Effect

The results suggest that th%trade creation effect of AIFTA amounted to

£7"5 million (see Table’ii"0)~:’fbCW~cfi/~’!"ma~:t}id~’ £4.I million for vehicles.
This represents the increase in manufactured imports directly attributable to
the Agreement. Offsetting thesei we ha,¢e the gains ontheex, pprt; side~a, t tribut-
able to improved access for Irish manufactured and agricultural products in
the UK maxket.. .          ,     :, ~ ’

~’ :The.e!irninati0n of~tariffs b~: ~e, BOtish ~yernment made ,little difference
to the competitiveness of the bulk oi" IriShmanufacturers. :The affected products
Consisted primaxily oflex~e materi~ a~d e!qth,ingeonCain’,m: g~sflk0rma~-made
fibres. The small Irish share’ of:~e-comm0dities affected]n’the UK ~arket makfs
thditandard’mirketihare an~ys~’, :Wtiiefi ieiidon, avdrage trle/ias and ~verage
market:behaviour of commodity ,groups, more them normally-hazard0,us.
However, using a market, share change~ analysis of the Irish share Of:,total
imports into the UK of textiles (SITC 65) and clothing and footwear ’(SITC
8~), we estimate the AIFTA effect on exports tO, be about £~ ,l~fi’lfion.~ ,
¯ We are of course, aware of the fact that if;ofie looked excluswe!y ~at those

products which:were ;Sugje?t ~o B’ri:~l(:duties ola:e’Wouid(arr]ve ata mu:c~h
larger estimate’ ol~~e A[F;r)~:eXp0rt effecti’¯TJaus, accor(ilng to 0ffiaiai records,
the value ofgotxts, previously dutiable, admitted free of dutg into the UK
under AIFTA ro~e from £5 rmllion’m July I966-=67, to £I9 ~hon m July
I9~7o.8 To ascribe ~all this to AIFTA is clearly inadmissible, since;, at this
level of disaggregation, zero cross ,elasticities, of supply Slmply~ cannot, be
~sSUmed~. In:other Words, iiae: removal:g( Uff t~i~ff;ba~ie’rs in mid-i 966" must
have"ieii io a~ �onSideraile de~ee bi~ Substliuti’0ni~rom ’pr0&c~ with ’iowman,
made fibrecontent (kept low in order to avoid’ the duty)to prodiacts which
would enter the dutiable range. Equally important, part of this £t4,mllllon
increase simply reflects the growth in: UK importdemand and anytrends in
the Irishshare in thelpreiAil+TA period’m~st be ,taken "into account., 2 i i
~’ Owing }o :the high imporf c;ntent Of industrial:, producfionl.in ireland,. ,{he

£i ~i,6 rnillilJn trade �)eati0n has iess severe repercu~i0ns onthenet import bili

’-Themarketshare dat~areasfonowsi ..:;’:; ,..i ~ .~! ~ ~ ,:,-_ _ ’:. ~ - .... ,,i~ . ....

Share (Percentage) of Irishexports in UK imports          . i i, ~:

65: " ~ 3q5 ..... " .... " 4.66.    ’ ¯-’ " 6.ii9 : .... " ’i3"76 ’
8~ ,:. 8roe’ .: 8"35"(,, ii~ ,,., ~ 8"69 ,~, 9"9I,",

The AIFTA effects were--:£o.32 million" and’ ,@ £moz million for. SITC 65 and "84; respectively,
(Sources: computed from Trade and Shipping Statistics and. F,x.. ~Wn~, ~ Trade,Stat~tks. Brit~h,data obtained
from Annual Abstract of Statistics i967 and x97o.) ...............

~Figu~ computed, by, British-authorities and’kindly~supplied,to the’authorsby~the Dewirtm’entof
Industry and Commerce. ~ -. ~ :, , , -. .... v~.., - =. ’,- ~:. ~,,.., " : , ""
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than might~ be expected. Givens- an average (direct plus indirect).import
conteiit ;in Irish industry of 39 per cent, the. net ,6ffect ~on the ,imports,bill may
reach only £7 ¯million. If, from this figure, we,deduct roughly £I million
representing the net increase in manufactured textile,and.clothing exports,4 we
are left with a net balance of payments effect on the manufacturing side of
"roughly £5 million.
’ Thee contr~ibution of the agricultural concessions of/~iFTA to the balanc’e of
payments must also be considered at this stage. This is extremely difficult to
quantify. One cannot assess the Value of guaranteed access to’ the UK market
(one of the major concessionS( Under AIFTA) without speculating on what

would hgghappened in ’the absence of the Agreenien{~ Oiven the Volatility
of agricultural,prices, one’s assessment of the worth .6f this condessi6n can vary
significantly from year to gear. To carry out a full-scale investigation of this
aspect of the Agreement would carry us well beyond the purview of the present
study. The immediate gains of AIFTA can however be roughly, quantified in
the following manner:

(i). the British fatstock guarantee was extended under AIFTA to =5,ooo tons

. oi~ carcase beef and 5,5o0 tons of carcase lamb.~ Tiffs brought in about
.£i million from .the :British Exchequer in i969-7o.5 :~¯ < . ... , . ¯

(2);the r~dficti0fi from3 ’months to = months in the waiting;period on
Biitish farms’ before’ Irish store cattle exports ’could qualify for British
deficiency pa}ments resulted in" an estimated increase in the value of

exPorts of £I ½ million in I969-76.e

(3) the enlargement of the butter quota enabled Ireland to sell 32,ooo tons
of butter in t_he UK in I97O as compared with :I8,00o tons in I965. This
butter fetched on average over £2oo per. ton more in the UK market
than in non-UK markets, Hence the increase in Irish export revenue due

to the improved access to the UK market c~uld be placed at on average
£~:~- million in ,the years 1969-7o,     .,~.

(4) the growth in Irish exports of cheddar cheese to the UK market can also
be attributed in large measurg to the UK’s AiFTA commitments. The
price differential between Irish exports to the UK and to non-UK is not

*The source of these import content figures is E. W. Henry [i’x], Table ~, p. i6. For exports, we used
the import content of the textiles/clothing/leather sector; for the,AIFTA ;import effect, we calculated
an average import content for all manufacturing industries.

5Figures supplied by Dei~artment of Agriculture and Fisheries.
6Calculated as follows: given an average British deficiency payment of i.i3 per cent, it took only

2 months for the British farmer to earn what had previously taken 3 months. This increased the price
he received by o.38 per cent. Assuming half this amount was passed on to the Irish exporter and that
the average weight of store cattle was IO cwt., we arrive at the £I½ million estimate.
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as large as, in’~ the ,case: of,butter. Nevertheless, by attributing all of the
,~ ~ increase in Irish :cheddar cheese exports to, UK since~, 1965 to:AIFTA and

"multiplying this amount by, the average price differential of t969and
I97o.’of£5 per; cwt.,-we-estimate~a gain of£~I million: : ~" : ’ ,"

doOne could ubtl~ss~d~S any or even’ all ’0£the ab0veestimate~s.
But the general order of magnitude is in our View about right~. Neediess~tosay,
as world agrxcultural prices strengthen, the AIFTA gain falls; and~vwe, versa -- ’

for’a we~akening’ in Woridi~a~icultura!’ prices. Forthe year i§69’-70, h0wever, ......
it ’appea~s that tie~a~cerage:gairi~ was r6ugh~y ~6 miiiion~f: 7"i ..... ~ "):f ~ ~

~aissuming a"hegligibieVimpo~t "content ill th~s figure,~ the :increase in agri-
cultural exports:i of ~6milliofi uncler:AIi~TA ai~proximatel~ offsets,the flet
impor~ increase’of £5 ~li0n~. The’ AiFTAeiTeci( in-:~he: irlsi~ balai~ceofpay-
ments at,themid-waysiagg Was, therefore,: acCgrdlng t0"0ur~caiculations}jt;St
about..neutral. ’, ......

The Employment Effect
’Ace0rding to c0mparative’cOst theory, t~/e:;s~afic gains~ frOm:itrgde arise

because of a’ redeploymentjof.’a’glven stock of resources and a gxven level of
employment. In the context of a free trade area, the theory would: enwsage a
process whereby,as, trade creation replaces output in relatively ’inefficient
domestic industries, the labour force which is released is fluicklY absorbed into
other more efficient: indus~e~. ~Real income invreases, but.not the number of
people employedY Even if the. analysis were, extepded/,t0 cover the so-called
dynamic trading gains, the same conciusion holds. These gains (suCh as the
benefits of, incre~ed:competition and~inc~reased expioitation ;of ~eon0mics Of
~cale):improve the Standard~ of:liVing ~of those ~who: remain, employed;, but they
are not nedessarilyiemployment,creating, Effoi~ts tO modernise ;and rationalise
industries in response t6 the tariff, rediicfi0ns may~ of �ourse, ’raise- the ;level of
investment. This in turii~may ,bring about Some increase~ in eniployment but
not as much in a small country like Irelafid with fewinvestment g0ods-industries
as in a large bloc of countries such as ,the EEC. Even in, theoretical terms,
therefore, Static and dynami’� gaips:(r0n~/freer"trade �~n iSe;expe~&ed to appear
in ’the guise~ of increases~jin real GNP rather than in tile-form ofincreased
manufacturing employment.

To assess the domestic emplOyment equivalent of these Sums, we proceed as
foli0ws. Initially, ~an av:eragegrOss ~out~ut/empioyhient~ rKtio is, calculated::£or
~969-7o, by adding gross output over ~i!127 industries, dividing by total

:The increase in real income reflects~both ~ production gain (reflecting a mote ~fficient’allocation’ of
resources) and a consumption gain! (due,-to tiie .greater choice ’of’consumers: attd .the equalising of
marginal rates of domestic substitution.With the international price r~itio). " ¯ ; ~ " ’ : ,-
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employment in these industries for each of the two years, and then taking an
average of the two years 1969 and 197o. Data for the year i969.are obtained
from the Census of Industrial Production ’and employment estimates for 197o

are derived from the Quarterly Production Inquiry.8 The gross output/employ-
ment ratio was £3,844 in 1969 and £4,152 in 197o, giving an average 1969-7o
ratio equal to £3,998. Dividing this last figure into the AIFTA trade creation
effect of£I 1.6 million, we obtain a domestic employment equivalent of 2,912
jobs.9 In a comparable manner, we estimate the domestic employment equiva-
lent of the AIFTA "gain" in textile and clothing, exports by Irish producers as

about 7oo jobs. The direct employment equiv, alent of the increase in agri-
cultural exports due to AIFTA is taken to be insignificant.1°

These calculations suggest that the net employment equigalent of AIFTA
amounts to no more than 2,ooo jobs. It must be emphasised, hoyeever, that
this employment figure indicates the number of potential jobs lost as a result of
the expansion of imports attributable to AIFTA and other competitive factors.
It does not suggest that manufacturing emp!oyment actually fell by this
amount. A part of the employment equivalent may indeed have been reflected
in increased redundancy or by failure to replace natural wastage, but it could
also have taken the form of jobs not created in the affected industries i.e. employ-
ment could have been expected to increase in these sectors had the domestic
producers’ share of the Irish market not been eroded. Hence the estimate is
rough-and-ready, suggestive of the order of magnitude of the employment
effect rather than a precise quantification,n

That the net employment effect of AIFTA should be unfavourable to this
country is scarcely surprising. It merely reflects the fact that, at the time the
Agreement was signed, the UK had extremely few concessions on-the industrial
side which it could grant ;to Ireland, ,since the vast majority of Irish manu-
factured goods already enjoyed duty-free access to the UK market. The Irish
market by contrast had been. heavily protected from UK competition for
several decades prior to AIFTA. In such circumstances, a certain strain on the
employment situation (relative to what it would have been in the absence of

SThe 26 industries listed in Tables 8-io plus the Motor Vehicles industry were covered in this
exercise.

"It can easily be verified that the average gross output/employment ratio calculated in this way is in
fact a weighted a~,erage, weights being proportional to the total employment in each industry. To test
the sensitivity of this statistic, an average based on net output weights was also computed, which
yielded an average gross output/employment ratio of)~4,477, and an employment equivalent estimate
of 2,600 for the AIFTA trade creation effect.

1°Of course the increase in the value of agricultural output has secondary or "multiplier" effects on
the economy. These are assumed to be roughly Of the same order of magnitude as the industrial
multiplier effects.

nThe implicit assumption of equivalence between average and marginal gross output/employment
ratios is something which would have to be investigated in a comprehensive study of the employment
consequences of the Agreement.



AIFTA) was, inevitable.!Z Import~anv agriculturalconceSsions ~were;~ of:course;¯
extracted from: the~,British; but, iin~ our, view;, these have succeeded: only in-
modifying the,secondary or, "multiplier"J effects; 6f the, manufacturifig employ,:
menteffect.::;, -¯ ~-,, : , " : " , s , . : ~ . : . : ~ , . : ,-~ i-,. ::,,. ~.~.~-~. .~,~

BritishExportPerfdrnlance::: ,-;: :’: :’ : ,:~!i ’~ :, .,~: .:,:. ::), ,:~:, ! .... ~, , -,,
- .. , .

, The UK’s export ,performanCe has’been eXtensively studied in recent ’years.
Several hypotheses’have been ad#aneed, tO. explain~’ the, ldeclinein the’- UK’s
share ’of World ’manufactured-’ e~Po~ts duHngthe :six’ties:~ Tiae relevance of"
these aftempted explanations tO the experience’of UK "producersqn ~the Irish
market merits some, consideriiti0m ................ *’:’ : ’

The withdraWal of Special’taXiff prefererices f0r Brmshgo0ds in.some sterling
area countries has’been citedas an important factor contributing :to the British

. share decline.’ This~ �~e~ is: ,obviously inapplicable’ :ill’ the :Irish~&)nteXt. The
AIFTA Agreement implied; an augmented, degree 0fpreference f6r :pi~oducts
of UK o~’igin; and’ tariffreductions pribi~t0i966 were n0n-discriminat0ry.:
Throughout the decade; the Irish tariff structure actively favoured thd-importa-
ti6n Of UK ~rather than ri0n,uK ’goods: The full.’(nOn-preferential); tariff rate}

it. has beeni noted,. !frequentiy~ exceeded the ’,UK rate. by x0 to "20, percentage
points evenin, i966.x4 ’: ~ " ", " ’ ;’ ~ "~:;,"-; : ..: :,, -, ’ ...... -

: Another’ p0ssibility-is that the commoclity �0nlpositibn 0f UK ~xports to
Ireland was weighted t0wards product groups with ’,lbw iiacome :elasticities of
demand and poor growth prospec~.:The analysis of this sttid)/stiggests that’
this emphatically’,was’iaot ia,-sign~fi~�ant factor in the sixties, The~: c0~position
effect ttirned Out tt)’b6 extremely small no matter’whether it:was measured by
reference tO~:apparent comtimpti0fi: rati0s"0~ import Shareratios. " ’ -~ .
" In their ~stUdy. 6f British exp0rts;:PaniC~’arid iRajar/~ [25] laid stress, on ’the
share losses Britain sUstainedinProductgrodps;whi~hwOreexpahding:rapidly
in world’ trade..Their ai~alysis was’based ~0ia a different ,leVel-of disaggregation
to ours Which makes :direct c0mparison~betweenotir results and,theirs extremely
difficult. It is mterestang to note, however, that road. iTi0tor’vehidlesj ~0ne.0f the
fastest-growing product groups in international trade, was an area in which the
UK. recorded .. one ,of its .worst .relative export:performances .in;; the. ;~960s.~

.. :arrheoretically speaking, these,initial adverse-employment effects could be offset by d6mestic wage
and price flexibility and/or exl~amionary, gov~aarncnt fiscal, and monetaiT policies;. In ,Ireland’s case,
with’a fixed exchange rate v/s-drds sterling and domestic money wages,rising, atJeast,as fast as those
in; the UKi~,~thc~whole burden, of:restoring equilibriiam is; effectively, placed on government policy:,
However, an expamionary government policy, unless it is geared Specifically. to encouraging exports,
will quickly,com,e UP, against a balance of payments constraint. Thus the range of policy options open
to a ~nall olin economy, is not ~ large in P,vactice ~ts it maYlappear in ~tla~=oxT.: ,, ’ ,. ~’.,

X~The UK ~tare in the manufactured exports of the ten largest industrial countries fell from x5.9 ,per cent in x960 to ~ ~.o per cent in I968. Panic and Rajah. [~5],, Tabl,e A6, p. 44.. ,:, ~: i :> +, ,,. : : ’
X~MeAleese [2~], p. 56..v.. ... ’i’- ,.~ : ¯ 1: : ~ , , a : ~ ~ ~ ’ r ~; x: ~ ’ " ~ ~ ’ ’’ ..... : 1" ’ ""

~Panic and Rajan [~5], Table A~. ~- : ,:: ’ ....... :’ ’ ’ " ~ ’
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According to our figures; the UK actuat "t 969~7o ~share in th~ ’Irish market also
fell substantially below ,its ’~’expected,":level: A’rapid share decline was likewise
observed, in, Irish imports ,from the UK~’of electrical machinery (SITC 72),
another, fast-growing product by international~standards.

A-detailed investigation .along the lines of Panic and Rajan’s study would be
unlikely to prove fruitful. ,It can be observed that the UK share of Irish imports
fell in all but 6 of the 25 SITC divisions for which data are presented in Table 2,
between 1959-6o and 1969-7°. The share losses were most severe percentage-
wise in chemicals (section 5) and machinery¯ and transport equipment (section

7). During ’the same decade, the’Tastest growing~ Categories of In’sh manu-
factured: imports were sections 5 and 8. Hence, it is not possible to attribute
the UK’s share decline solely ~to the failure to maintain its share of Irish import
product-groups which had the highest growth rates.

The AIFTA Agreement has, of course, affected the-behaviour of post 1964-65
shares quite appreciably and by no means in a uniform way. ’The UK shares
of Sections. 6 and 8 increased in the post-AIFTA period, thus reversing the
I959-6o to 1964-65 downward trend. This.reflects the influence of a combina-
tion of two factors: high tariff levels combined perhaps with a greater sensitivity
to tariff reductions in these sections. The ,non-unif0rmity of share changes in
the pre-and post-AIFTA periods was further tested by calculating the rank
correlation coefficient between~ changes in shares at~ a divisional: level during
the two periods i959-6o to 1.964-65 and 1964-65 to I969-7o. we found the
correlation coefficient to be statistically insignificant at any reasonable level of
confidence.1~ Thus, those divisions which were characterised by relatively high
UK share declines in the pre-AIFTA: period did not in general tend to
experience relatively high, UK share declines in the post AIFTA period. This
confirms our, a,priori expectations that not all manufactured imports from the
UK were affected by AIFTA to the same extent.

Prospects for the Future
Studies of the integration effects of the EEC and EFTA have established the

existence of two tendencies which have an important bearing on the present
investigation of A!FTA. First, it takes time for a series of annual tariff reduc-
tions tO take effect. EEC trade effects, t~or instance, were negligible prior to
1961, three’ years after the Rome Treaty was signed. Second, the trade effects
of integration tend to gather momentum as time progi’esses and to become an
increasingly large propor~tion Of total trade effects.~This last point is clearly

leThe correlation coefficient was :--0.09 when all divisions (ex’chiding ,56 and 73), Were included.
The exclusion of divisions with positive share growth in the first period or of those divisions whose
competitive effect turned out to be negative makes no significant difference to the correlation coefficient.
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illustrated in Williamsonand Bottrill’s study.!7. Theintegrati0n effects~Of the
EEC are estimated by them~to have increased steadilyfrom .2 p~r ~ent 0f totalI
"expected" intra-EEC imports in i96 i~to 53 per cent in 1969.!8 The existence
of these two tendencies~ elsewhere: in the~world~ thus~ lends support to: the~view,

widely,held in Irish; circles,, that the AIFTA, tariff redflcti0ns had just begun
to ’,’bite"by ’about~ 1970 and that the AIFTA-~effect,canibe~expected~obe’ much’
larger in the future than it has~been prior.t01197O~         ’ ¯ :.~ ! ~ i~i ~’~

Further light has been, thrown :on theseissues b3~/the,:recently::published:
report of the EFTA Secretariat which �ontaifis, revised .estimates 0i~,the EFTA
effect, ~both.for. individual members of EFTA land for the free trade’ area as a
whole. The EFTA report,pursues its investigations Up to the year i967 by~

which time the official transitional period had~ ended. Gonsequently~the results
of the EFTA study provide a useful, backdropi against iwhich:to evaluate:our,
estimates of the AIFTA effect at.the half-way stage ~0f, that Agreement:

First, the EFTA~ effect in- 1967, Came .,tO 28. I, per-cefit of total intra-EFTA’

imports,which~,were accorded EFTA:~tariff treatmenL (i.e, mostly:industrial.
goods)., According to our estimates, th6AIF~A effect by 1969=70 amounted

to.I 4 per:cent of UK competing imports, and’ 7 ,per cent of:.UK, manufactured~

goods (SITC 5=8 excl.~56 ahd~:73) imp0rts2~ Since’the commoditygroups
included in. the-EFTA study approximate’-cl0sely: to, S,ITC sections ~5~8, the
latter figure of7 per:cent.is more nearly comparable:to the EFTA’s 28 per c~nt. 19~

Second, the~ average EFTP; :figures were depressedbythe disproportionately
low EFTA! effect for Britain, . thus concealing the: high:El~TA-~ratios~ of 3Tper
cent’ for Austria and Denmark and 32 :per cent for~ Sweden.z°, It is’ interesting,
to note:that Portugal,. whose tariffs ini967 had been reduced:(follOwing the
extended.-transitional arrangements .for .that �oufltry)~ tO only: ~40: per, cent, of
their, basic rate, recorded an EFTA effectequal, to,!4,5 per~cent~of Portuguese,
imports from EFTA members. ~

Third, trade creation and trade diversion effects amounted to 60 per cent

and 4°. per cent respectively of the totalEFTA effect. This result �,qnf0rms yery
closely to our own estimates of the distribution of the AIFTA e~i;ect l~etween

trade creafi6n (56 per cent) andtra’cie dlVei:sion (44 per cent)’. "
Fourth, the EFTA"effeCtOf 28r per cent in i 967 has b~en found to be: r0hghly’

in line with those 0f’6ther’ studies (Willittmso:n aria Bottrill [32], ~tkeli [:I]
for instance)’despite their riseof different methodologi’es. Effortst6"’meahfire

x*Williamson and Bottrill [3~], Table I!L See also Aitkem’s study, [z] and the ,I~FTA. Secretariat
Report [7] for fm~er �onfiri~ation-of the existence Of this fendeticy..        ¯ ~’ ....

xV’Expected’.’ imports repre,ent-intra-EEC’imports"iiSithey’~v01xld ha96 beeniri th~:absence’~o’f
integration.

x~rhe relevant EFTA products are listed in Annex x of the EFTA Report [7]- We recognise, of
course, that the p roporti0n of manufactured~imports likely, to be affected by free trade is,much Smaller
in Ireland than it a bloc of, c0unttTies like, EFTA. ..... ," ,! ,:. , ~. , : ’ ,.;.~ ::.. ’

¯ 0The EFTA effecthere refers to the propoi’tion of Swedish etc. imports WhiCh c0me from EFTA. -"
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the integration effect of the EEC have also tended to turn up high estimates of
this effect--according to Williamson and Bottrill’s study, the EEC effect had
risen to nearly 35 per cent of current intra-EEC imports by 1969.~1

While subject to the many limitations of international comparisons of this
type, the results are nonetheless suggestive. One important inference we would
draw is that the AIFTA effect on imports from the UK was by I97O, at the
half-way stage of the tariff reductions, a good deal less than half the total effect
that one would expect on the basis of experience elsewhere. Moreover, in the
Irish context, the exceptionally high tariff levels prior to AIFTA would suggest
that the percentage AIFTA effect should eventually exceed that of EFTA and
EEC countries by the time the tariffs have been fully eliminated. On the other
hand, the high initial import share of the UK tends to restrict the possibilities
of further trade diversion. This point will be given further weight by the
obligatory tariff cuts on products of EEC origin which are scheduled to take
place over the next few years in accordance with EEC regulations.

The relevance of these remarks to the actual behaviour of the UK import
share during the next few years is difficult to pin down. So much depends on
such imponderables as relative rates of inflation in the UK vis-a-vis competing
suppliers (Irish included) on the Irish market. This point is underlined by an
examination of preliminary trade data for i97 I. By applying the share change
technique, we found that the fall in the UK share of manufactured imports
(excl. 56 and 73) to 61.47 per cent in 197o-71 implies an estimated AIFTA

effect of ~13.4 million compared with an AIFTA effect of ~I4.5 million in
I969-7o (both effects in current prices). At first sight, this appears to run
counter to the prognostications of the immediately preceding paragraphs. On
closer examination, however, it appears that much of the UK loss of import
share since i969-7o could be attributed to the very rapid rise in UK export
prices in 1971. By that time, in fact, it has been observed that the 1967 devalua-
tion was insufficient to counteract the effects of the rapidly rising unit labour
costs in Britain relative to competing countries.2~ Hence what we are observing
is a reversal of the trade diverting influence of devaluation. At the same time,
if data on apparent consumption were available, our guess is that internal trade
creation effects would be greater than the I969-7o effects estimated in this
paper, partly because of the effects of further AIFTA tariff reductions and
partly as a result of the continuing deterioration in the Irish unit labour cost
position relative to that of the UK.

*lThe base is actual 1969 imports, not hypothetical 1969 imports as in Table III of Williamson and
Bottrill’s article. The latter’s estimate of the EE(] effect comes very close to the figures of Aitken,
Kreinin’s estimates, when suitably adjusted, also show EEC trade effects similar to the estimates of
Williamson and Bottrill (see [32], Table III and IX). The EFTA Secretariat’s estimate is much lower,
but we tend to place less reliance on these results.

2~See Ray [o6], p. 57-



SummaTy

(I) Although the UK share of total Irish imports has remained constant at
around 52 per cent since 195o, its share of Irish manufactured imports has
declined from 78 per cent in 195o to 67 per cent in 1959 and further to 62 per
cent in 197o. This long-run tendency for the UK manufactured imports share
to decline had to be expressly incorporated into our analysis of the AIFTA
effect.

(2) The AIFTA effect was measured first by reference to changes in the
UK’s share of Irish manufkctured imports (SITC 5-8 excl. 56 and 73) and,
second, by reference to changes in the UK’s share of Irish apparent consump-
tion. The latter share is defined as: competing imports from th6 UK divided
by the sum of total competing imports plus domestic production less exports.
The AIFTA effect indicates the extent to which imports from the UK were
higher than they would have been had tariffs not been reduced.

(3) The AIFTA effect, calculated with import shares, amounted to £14.5
million in I969-7o. In percentage terms, imports of manufactured goods
(excl. divisions 56 and 73) from the UK during these years were thus on average

about 7 per cent higher than they would have been in the absence of the tariff
reductions. The AIFTA effect accounted for 13 per cent of the total increase
in UK manufactured imports to Ireland since 1964-65.

(4) The major AIFTA effects were observed in the textile yarns and fabrics,
non-metallic mineral manufactures, iron, steel and non-ferrous metals manu-
factures product groups (SITC 65-68inclusive). Pronounced increases in UK
imports of certain consumer product groups (SITC 85 and 86) were also noted.
We estimated that the AIFTA effect pertaining to divisions 65-68 and divisions
85-86 came to 18 per centand 15 per cent respectively of the corresponding
UK imports in the years 1969-7o. The increased competitiveness of UK
imports due to AIFTA thus appears to have been exploited to a much greater
extent in some product groups than in others.

(5) Using apparent consumption shares analysis, we estimated the AIFTA
effect (excl. motor vehicles) as £13 million. This came to r4 per cent of UK
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competing imports and to 27 per cent of the increase in UK competing imports
since I964-65. These relatively high percentages reflect the fact that the pro-
portion of British imports actually likely to be affected by AIFTA was smaller
than was implied by our trade statistics.:. :,(~

(6) The largest AIFTA effects were observed in the Miscellaneous Manu-
facturing, Hosiery, Textiles and Clothing¯ sectors.:Due to:the narrowerproduct
base and tO .the lack of a !0ne-to-one correspondence ~ between individual
industries’, competing imports and ~e; 25 SITCdivisions, a comparison between
the~ disaggregated results of the import and apparent consumption ~ share
,methods emerged as inc0nclusiye.:, , ; .~ : ¯ ,,: ,,:: ...... !

(7) A prospective advantage Of the apparent consumption method is its
capabiliW of yielding trade creation and trade diversion estimates. The former
estimates ,indicate that extentto,which improved UK ex~ort performance took
place ’at the expense, of Irish producers, whereas trade diversion estimates
indicate the magm,’tude of the c0,mvetitive losses sustained by~ non-UK exporters
to the Irish; market: Our stUdy ’suggests that the AIFTA effect of, £i 3"3’ million,
was fairly evenly divided .between trade creation (£7"5 million) and trade

diversion (£5.8 million) effect., The individual industry,,results were, however,
disappointing due to the incidence of "wrong" signs in many cases.

, (8) The increased foreign penetratiofl 0fthe Irisff marketwas alluded to. at
various stages m the study. The exarmnataon ot apparent consumptmn siaares
made It posslble to quantify th~ extent 6f this foreign per~efration’ sirjce the
mad-s~xtaes. According to our figures, the "share of domestic producers m
apparent consumptmn fell from 75 per ,dept in I964=65 to 7,1 lJer cent in
x969-7o. We further ’esUmated that the share decline imphed a "loss" m
domestic sales (i.e. a reduction over what they would have been had their share
of’apparent ~tmsumpfibn’refii;aifl~cl:’cbnstant) eqfial ~oi £2,~ fifilli6n; Roiaghly
6ne~tfii~dbr ~7"5 ;millibli~ 6f this ....... t6ss i~ ’attribut~bi& t0 AIFT~t’, ~he ~emaifiing
tw0-thirds t6 sUcia factbrS:~s de~i~ :foi ~increased Variety ’and ~mpro~;emem 0f
foreign’ comp’etlti@n’ess in~’tlie broad ’sense ;(i~iciuding the’ relaxati0n Of trade
restnctxons on non,UK lmportsm certain sectors), whmh have tended to.
increase the ’share ’of C0mpeting’ i.iriiJbrts ,in :the Irish mai:ket throt/ghout the
last d~cade2Th~ ’industries most l~eavily hit by<the inroads: 6f impoit,,competi;-

fion flare b&’en: th’e;H0Si’e~, Mi~&ellane0us~ M’aiitifacturihg, Lineii arid C0ttofi~
non-Electrical Machinery, Paperand Pap~boa~d industries. ’ ’ :r : :

/ (9)~ The’ Mot0r Vehicles industry~has’ also been, ~tffected by ’trade iiberalisa-
tion measures. Although the p//niu/n, mobile t~f these r~easurds was the: AIFTA’
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agreement, a separate accord was reached in 1967 which granted concessions
to both UK and non-UK vehicles (weighted more heavily in favour of the UK)
and which on that account had: to be .analysed separately. Our analysis
indicated that an increase of £6 million in motor vehicle imports could be
attributed to the I967 trade liberalisation measures. About £4 million of this
increase took the form of increased imports from the UK. This estimate is
highly tentative. Past trends were difficult to interpret owing to the presence
of quotas in the pre-AIFTA period. The constant share method results are
much more readily interpreted: a total "loss" of £8 million in domestic sales
(relative to what they would otherwise have been) took place due to increased
foreign competitiveness, of which £6 million came in the form of increased
imports from the UK.

(io) If the motor vehicles industry is included in the calculations, the two
basic results of this study can be amended as follows. First, the AIFTA effect
was responsible for an increase (over what it would have been otherwise) in
the I969-7o level of UK imports of roughly £I 7 million, £i 2 million of which
was at the expense of Irish producers and £5 million at the expense of non-UK
importers. Second, the increased competitiveness of imports of both UK and
non-UK origin since the mid-sixties has implied a loss of Irish producers’ sales
on the home market (relative to what they would otherwise have been) of
£3° million on average during the years i969-7o.

(I I) Analysis of the long-run share losses of the UK in the Irish market
provided no evidence that these could be ascribed to an "unfavourable" change
in the commodity composition of Ireland’s manufactured imports, i.e. an
expansion in those product groups in which the UK share was relatively low
at the expense of those product groups in which the UK share was relatively
high. The competitive advantage afforded to UK exporters by AIFTA tariff
reductions was simply not sufficient to overcome the other competitive forces
which have progressively reduced the UK’s share of the Irish market. Although
the share of the UK in manufactured goods imports continued to fall up to
I969-7o, our results demonstrate that the UK share decline would have been
considerably greater had the AIFTA concessions not been granted.

(12) The net balance of payments effect of AIFTA in I969-7o was about
zero, net increases in imports being offset by net increases in Irish manufactured
and agricultural exports to the UK attributable to the Agreement. We estimate
an increase in manufactured exports of £2 million caused by the elimination of
UK tariffs and a £6 million increase in agricultural exports as a result of the
improved access to the UK market for these products.
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(I 3) The i effect : of AiFTA ’ on i Irish employment was unfavourable; our
calculations put the net employment,equivalent:in 1969--7o at, aboflt 2,ooo
jobs. ~Two factors :are responsible forI this:¯ (a) the increase in employment
directly attributable to the rise in agricultural exports is: very small (b) the
imbalance on the industrial side; reflecting, the fact that the UK had already
granted-virtually unimpeded,access to Irish products to~ the UK market prior
to’ AIFTA and ¯consequently had few: concessions to reciprocate for those
offered by the Irish. ¯ ~,      ’ .... " ’       .

¯ (i 4i Although an examination of UK import shares since 1976 suggeststhat
theAIFTA import effect has ’not increased, our guess is that an apparent
Consumption share analysis would show .the opposite resfllt. Experience else-
where tends to corroborate our impression that by I969-7o, the full effects of
AIFTA on imports~ wereiess than half the magnitude;t0 be expected, in 1974-75.



Appendix i

Notes on Methodology

Trade Creation and Trade Diversion

A FR~.~. trade area can be expected to increase imports from partner
countries at the expense of, first, competing domestic producers and,
second, non-partner suppliers. In our case, the relevant parties are

Irish and non-UK suppliers respectively. The replacement of Irish sources of
supply by cheaper UK producers is termed "trade creation". "Trade
diversion", on the other hand, refers to the displacement of non-UK suppliers
by UK suppliers, as a result of the discriminatory effects of the tariff reductions.

Although the concepts of trade creation and trade diversion are thoroughly
familiar to international trade specialists, a more elaborate definition may be
desirable for the benefit of non-specialists, since a full understanding of these
concepts is essential to much of this paper. We illustrate with the following
simple arithmetical example.

Suppose a free trade area is formed between two countries A and B and
that C ~represents the rest of the world. Costs of production of a single com-
modity, M, are £5o in A, £4° in B and £3o in G. If, prior to the formation of
the free trade area, A had levied a too per cent ad valorem duty on imports of
M from all sources, we assume that the tariff-inclusive price of M in A would
have been £8o, if imported from B, and £6o if imported from G.1 Thus, A’s
relatively inefficient producers would have been protected against imports.
When the free trade area is formed, however, the duty on M from B is
eliminated and its price in A’s market will fall to its true cost of £4o. Country
A will now import M from B at a cost of £4% compared with the cost of £5°

in the pre-integration period when M was produced domestically. This is an
example of trade creation, in which the formation of the free trade area leads
to a reallocation of purchases from domestic producers to partner country
producers.

To illustrate a case of trade diversion, assume that A’s initial tariff was
5° per cent: ad valorem. The tariff-inclusive price would then have stood at
£6o for imports from B and £45 for imports from C. Country A would thus
have been importing from C prior to integration. When the free trade area is
formed, however, the price of M from B drops to £4° in A’s market while
C’s price remains £45 (as she must still bear the 5° per cent tariff). This leads
to a shift in the locus of production from the low-cost producer C to the higher-

1Thus, we assume constant costs in all three countries.
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cost producer B. This is an example of trade diversion. In this case, the
formation of the free trade area results in the ~substitution of partner country
imports for non-partner imports.

In the classical full emp!oyment model of international trade, trade creation
and trade diversion tend to be Considered: as beneficial and harmful consequences
respectively of economic integration. In this theoretical context, trade creation
releases domestic resources from inefficient Producti0n’in import-stibstitution
industries for redeployment in the more efficient export sector.. Trade diversion,
on the other hand:,involves the substitution of expensive partner.~sturces:for the
cheaper non-partner sources from whom imports were purchased in the pre=
integration period. The conventional view, in its crudest and most simplified
version, is that the free trade area has a favourable or unfavourable effect on
welfare depending on which L of the two effects (trade creation or, trade
diversion) predominates. :, ~ ,

During the last decade and a half the theory of economic integration has
been extensively developed. The necessary and sufficient: conditions for an
increase in welfare to result from :integration are now seen to be a great deal,
more complicated than any simple balancing of trade creation and trade
diversion effects would suggest. First, it is realised that once the constant
costs assumption, is relaxed, the impact in terms of the volume of trade created
or diverted is not the same as the efficiency ,gain ’or loss from the extension of
trade.S Second, the consumption effects of integration must: generally be
included in the calculations. These latter~ effects reflect ,the shifts :in~ domestic
consumption patterns towards ,imports frompartner,countries and away from
imports ’from non-member Countries in, response to the changes, in¯ relative
prices.3 Third, the so-called "dynamic" effects~ of integration must be assessed
before any definitive conclusions regarding the Welfare effects of integration
can be reached, These and related points areweU-d0cumented in theqiterature,
and need not detain us here . .... ~. ’ .;:~~ ~. , ~,

As already noted, ’,the . welfare: implications Of economic integration are:
usually discussed in.the context of a fully-employed economy, where resources.

rI’hus, as Triiman puts it : " ", " ’ *~’:: ~’ ¯ ’: " " * ’ ~’:
L’ ,~ ;,~, :i

¯ ¯ ¯ a large dollar magnitude of trade diverted represents a smaller loss in real income .since the
efficiency 1o~ is only the margin between the low-cost producer’s and the actual supplier’s supply
price on the total volume of trade diverted [3o], p; 203.    . ’ : ~ :

rI’hus, except in the slmpleVinerian modelwith fixedpa~oportiomin consumption, it is misleadling
to label ~axstoms uniom after their production effects alone. The more meaningful approach is to define
the concepts trade creation and trade diversioii as comprising a production arxd’consumptioti cbmpotlent/

4Krauss [I4] points out that this is a misuse of the word dynamic’because thesi~ effects are susceptible"
to orthodox static analysis. As an example of this, Gorden [61 has analysed the effects of economies of
scale and Ihown that the traditional trade creation and trade diversloh.i:oncepts ~ire stilLrelevant but’,
they must be supplemented by tWO new concepts: the.’,’cost reduction’! effect and the ’,’trade suppression",
effect of an economy 0f scale. The former xqefersto the increase’in welfartdile to the fall inthe average
unit cost of domestic output when such output expands ~after’ the formation of the customs ,ufiion and,
average unit cost is falling; the latter refers to the decrease in welfare due to the displacement of the
most efficient source of import supply by less efficient,domestic’produetion:~’ ";’ ’ ,’- ~ ~ , ’,, ",";

¯ i\.
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can move easily from import-competing industries to export-oriented activities.
If this assumption is relaxed, it is conceivable that trade creation, viewed as a
"favourable" factor in the theoretical context, may be seen in an entirely
different perspective. For example, in certaincircumstances, trade creation
might be regarded as adding to the, importing country’s Unemployment
problems. Trade diversion, an "undesirable" factor in the conventional
model, may also be :seen in a different light, being regarded as a factor
alleviating ~the strain on domestic producers (i.e. non-partner countries’
producers rather than domestic producers are displaced in the market). The
implications to be drawn for the distribution of the gains from trade, therefore,
from any given set of estirnates~ of trade creation and trade diversion depend
very much on the circumstances of the economy being studied.5

Estimation of Integration Effect by~ Ex-Post Methods

¯ Ex-post estimates of the effect of free (or freer) trade compare actual trade
fl0ws ’after the tariff reductions have taken.place with hypothetical trade flows
calculated:on, the basis of a continuance of the pre-integration situation.
Empirical studies of integration have Used a variety of methods to estimate the

¯ hypothetical trade flows and a useful summary of them can be’ found- in
Williamson and Bottrill [32] and also’in a study of the effects of the European
Free Trade Association (EFTA) carried out~ by the EFTA Secretariat [7].
Three of the most important, are: (i) the income elasticity approach, (2)
import functions approach and (3) the market shares approach.

The~ income elasticity method, introduced by Balassa in I967� attempts to
isolate the effects’ of trade liberalisation by means of ex-post income elasticities.
An ex-post income elasticity of import’ demand is defined as the ratio of the
average annual growth rate of imports to that of GNP in real terms. Elasticity
estimates are calculated for partner country imports and non-partner country
imports for two periods, representing the pre-liberalisation and post-liberalisa-
tion periods respectively. Assuming c0ns’tant- elasticities in a ceteris ’paribus
situation, a fall in the income elasticity for non-partner country imports indicates
trade diversion while a rise in the elasticity indicates external trade creation.6

A rise in the elasticity of a partner country would indicate gross trade cre~ttion
i.e. the ~sum of new trade created and di~erte8 from non-member countries.
An important limitation Of this method, however is its reliance on the assump-
tion that, in the absence &integration, the income elasticities ’are constant
over time,                                                                               ~’

SCustoms union theory generally works in terms of a "eosrnopofitan" welfare criterion. Trade
creation is a gain to the union as a whole but this does not mean that each partner’s welfare must
necessarily improve particularly in a less than fully employment situation.

~For definition of external trade creation~ see footnote (i), p.,67 of the main text.



~ -The.. second method.=-the import l funCtions: ,approach" UseS ecOiaometriC
techniques to~ estimate <hypothetidal_ t/ate ,valu~s. i This iis, d0ne~ byestimating" " """ ’
import, functions for :the pre-integratioia! period; ~nd iusirig:the,,re~ultitig ¢equa~
tions to predict,, the~ hypothetical, ~non-integCration’ ~posltior/,i This~method.::has
been employed by~Aitken [ I ]! and~Kreiriin’ [I 5]~ ai,/iong ~oth’ers;~. to~ estirhate ~ the
static.integration: effects of:the’EEGiar/d:EFTA, sometimes using ’cross~secti0n
data; in other instances, time-series data.;iAlthough ~he.:usei of’fegr.ession~fech;

niques in this context has "much. to’ recommend: it; a recui’rent pr0blem~ is that
of0btaining adequate data; in particulai~ price idatw for. imports’ :frompartner

tri pe ly        " "      ’ " "
, The third, m&hod,-~the:one,used~in.,fhis~ study/thel m~irket,~shares appr0~cfi
has also been "#idely. used fore assessing~the quantitative ;,effects of integration.;
Changes in the market share of imports are examined between some pre-
integration year (or period of years) whithers eor/siderdd~,";fiormal"-and~apost-
integration ye~ ,(or~ period, of years); One ,of the. most detailed, studies 6£this
kind has ~ been , undertaken by Truman~[3o] in. ,his: r969 paper- on,.the EEC. ,He
�onsiders shares ,~0f imPorts’ in ,. total apparent: consumption and ’his ; basic
assumpfi, on is that, fin the, absence ofintegration, ithel, shares ini .total: apparent
consumpti0n of imports from partner~ and ,non,partner states Would: ,have
remained constant.. Two base years, ~958 and ~I96O,,were chosen andchanges
in sha~es between each base year :,and ’the ."final’,’ iyear,:1964‘ .were, i translated
into quantitative :estimates :of the EEG effect on, trade fl0ws;a ~,Trade~,creatib/a
and trade diversion were calculatedfor-:each individual,, member;state using
both aggregate manufacturing data and data disaggregated by. broad industrial
groups. The major criticisms of, Truman!s paper are-based.on ,his use of single
year: shar~,as base, with its implied assumption"that import shares, bfapparent
consumption would have remained constant, in: the absence of.ti’ade liberalisa-

An obvious way of overcoming the central~weakness in-. Truman’s, approach
is. to make’ an. adjustment, for. trends :in the: shares, prior to integration,,. These
trends, it .mightbe argued reflect changes:in taste, income levels ’.and economic
Structure, which i have. been,.operative i in,’ both the-pre, and~ post-integration
periods. Consequently, :their influence ought,to be neutralised .before estimating
the effects of integration per.se. The-EFTA Secretariat attempted to accomplish
this task by assuming .a continuance of pre-integration t~rends.: ~Their formula
for estimating the; EFTA effect ~ (E). on: imports~,i.e..the amount’ by Which
imports from member states in 1967 were higher as a result of the formation of
EFTA in x959, is given by the equation:

7Balassa, for example, experimented with~ regression’ analysis but Witliout~ success;’ du)el to "the’
shortness of the time series andthe variabiliw of data". [2], p. 87. ’~ ’ :’ - ~ ¯ ~: ’~ ....

~Truman’s estimates have ~ updated tO ~968 in a recent studyby Mfij6r and Ha);s:[i9].



IRISH MANUFACTURED .IMPORTS FROM .THE.:IJK. IN, THE .SIXTIES      ~71

Z. = F., +f59] ..... ,..

F = actual imports from EFTA,countries, ¯

C -- apparent consumptipn i.e., gross output !ess exports plus imports

f = F/C and subscripts refer to the years 1954, 1.959 and 1967.

Hypothetical i967 imports are expressed as the sum of two terms. The first is
the share of imports in apparent consumption in 1959 i.e. f59.CsT, and the

second is a.linear extrapolation,of the share change between i954 and i959
given by (f59--f54)8/5.

The EFTA method can be crit!cised on the grounds that extrapolation of
the trend in the pre-integration period Will bias the results if any abnormal

factors were at work in the ,base ,period.Also, as the trade :effect is a residual, it
will catch the influence of exogeneous forces other than those of lower tariffs,
such as competitive changes due to differing rates of inflation in the EFTA
countries. The EFTA study succeeded in counteracting some of these criticisms
by adjusting the estimated trad~ effects in instances where additional informa,
tion became ax~ailable regarding the effects 9f EFTA in specific sectors9 and/or
where the extrapolated trend procedure gave an al)riori absurd result. Although
these ad hoc adjustments create a. danger, Of bias, they are worth accepting in
order to obtain the best possible estimate of hypothetical trade flows.1° Weconcluded that, since‘ the data limitations, precluded, the econometric approach,

the adoption of a market shares approach: similar to that of the. EFTA
Secretariat offered, the best prospects for deriving an accurate assessment0f the
effects of the Anglo-Irish trade agreement also.

An important feature of the-EFTA approach concerns the division of the
total trade effects into trade creation and trade diversion components. Trade
creation is measured as the excess of total, imports in apparent consumption
over its expected value, while trade, diversion is measured as the excess of non-
partners’ hypothetical share in apparent consumpiion over the actual share.
Both measures are based on the observation that a free trade area agreement
involves no¯direct changes in competitiveness for domestic vis-&vis non-partner
countries. For instance, in the case of AIFTA,,tariff reductions apply only to UK
imports into Ireland. Since the non-UK/Irish price ratio is not directly affected
by the Agreement, it follows that any increase in total imports can ceteris par-
ibus be attributed wholly to incursions of partner imports into the domestic

9As examples of such factors the study mentions the discovery of new techniques, the opening of
new factories, the activities of firms controlled from outside EFTA etc.

l°Cf. Willlamson and Bottrill [3~], P. 331 ....
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market. Also, any diminution .in non-partner imports-must be; attributed
to loss of competitiveness, due to discriminatorytariff reductions,~ vis-&vis
partner imports. In algebraic terms, trade Creation (TG) is measured as:

TC=-M,,’[(rn’.--m~4)8/5:~-msO]’C~’i    " (A2) ;r,.::..

whereM =t0talimports ": ’ " ~             ¯ ....

and the trade diversion (TD) effect is measured With the formu!~:,

TD = n,)S/5+n,] q, i .:...! ..... :’

:where N’=actiial ..... ’ " "    " ~ .............amports from non-EFTA -members- .

It is easy to"sh0w from the above~ ~hr&g.;equations that ~E: ?:: TC--TD that is,
the total trade effect is the sum 0fttrgde cr~atibn’:and trade di+ersion effects

(allowing for’ the: latter’s neg~tiye sign); : ’~- ;: ~ :,~ : ’ "’;

Another aspect 0fthe EFTA pi~odedure t0 note is:the Choice 0f an"adjustment
factor~ The EFTA-pro:cediireinvolv~§~ the’extfapelation O£thel-absobite Share
change.in the base period~ This’implibsif.the import share.rose iiri the base

periOd from 20 to 3° p’er cent/itw0tild :ceteffs pa~ibus.’haii6 risen tO :4° per cent
¯ "    11i,’ ~;, . ’1 . , ., ¯ ;:. : . , !. ~ :,, ,ih the post free trade period. This method of extrapolatxon has different

implications for the rate of change;i/i:~ttle~,import Share depending on-the
directior/ of Change in the’ sharein the base peri0d: If the Share:rose fin the base
period,: extrapolating :the~absdlute change ~iri! the-share implies ’an expected
dedifie in the rate’of’change’in the sllare~ ifi. the integratioii periOd; and vice

versa if the’ UK’Share fell in the base period~ ........ ~’ :, ¯ .::    ’

The Unsatisfactdry nature"of th’e latteiS!implieafi0n l~edi:fiS~ t6. p0Stulate!a-
simple Variant of the EFTA ~/pproabti:.-we t60k a§~our~ ’adjtlstment. factor the
percentage’i:ate 6f change:iff(theUK/Sh~irein the base peri0d. ~/tid~extrapolated’

it forward ’t6 0btaifi :0ur’hyp0thefical ’U’K Share.- Thtis, t6-"fake a numerical
example,: if the UK ~hare Tell: fromi’60’ ~t0 48 ’per/dent~ in. thud;ipefiOd-Wior to::

integration (a negative gro~i/th rate of2o per’cent over tt/e period), our method
w0uldgivedn expected-UK Share of38:4’ per cer/t’compared:’Witll a;figure of
36 per cent using the EFTA method, Obviously, there is no objective Criterion

liThe two periods are of equal length (5 years). -. :
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for deciding which of the two methods is superior.12 Both are arbitrary and
perhaps the wisest course is to calculate the integration effect both ways, as we
have done in this study, and compare the results. Since the two sets of results
turn out to be much the same, we reported details of the percentage share
change method alone in Sections 3 and 4, but presented the various aggregate
totals in Section 5.18

/

The UIf’s Competitive Position: A Graphica! Illustration
We noted in our discussion of the share change and constant share methods

in the main text that only the former method gave an estimate of the effects
of the Free Trade Area Agreement in 1969-7o. ThisAs because it explicitly
took account of the long-term decline in the UK s~are of the Irish market
prior to AIFTA. On the other hand, the constant: share method enables us to
assess the effects of changes in allaspects of competitiveness (including AIFTA)
on the UK share since 1964-65. Thus, the tw06iethods complementeach other
With regard to changes ifl~the dbmlSeffti~e:posifion of the UK share in the
post-AIFTA period. This point can be illustrated with the aid of a simple
chart. F6r the purposes of the illustrati6n, we treat manufactured imports as if
they were a single commodity, i.e: composition effects are assumed to be
negligible. This assumption accords quite closely to the reality of the situation
over the: years 1964-65 to 196927o.

Chart I graphs the UK’~hare of manufactured imports (excludlng SITC

56 and 73) for each tw9-year average from I959-6o to 1969-7o. Points A, B
and C show the actual UK share in 1959-6o, 1964-65 and i969-7o. The
"expected" UK sha~e in 1969-7o, as derived by the share change method, is
represented by point E while point K represents the share as it would have
been in 1969-7o if it had remained constant as its 1964-65 level of 62.84 per
cent.

The decline in the UK share from its 1964-65 level of 62"84 per cent tO
what it would have been in 1969-7o if the long-term decline had continued
i.e., 58.7° per cent, is measured by EK. The actual UK share is 62.80 per cent
so that AIFTA offset 4" I o of the potential 4" 14 percentage points decline in the

12Nor are these the only two methods available. For instance, one could extrapolate the 12 percentage
points rise in the non-UK share from 4° per rcent to 52 per cent. This would imply a UK expected
share of 32.4 per cent. Since the absolute magnitude of share changes observed in the present study
are small, the results are not sensitive to the choice of non-UK trends rather than OK share trends as
normaliser.

13Coumries with large shares of a market are likely to encounter greater resistance to increases in
their share and/or to be more vulnerable to share losses than countries with low shares. Williamson
and Bottrill [32] considered four different formulations of the shares hypothesis to deal with this
problem. Three of them involved weighting the shares in various ways to take account of a country’s
market share while the fourth was a simple unweighted share exdctly’lik6 our own formula. None of
their weighted versions, however, emerged with demonstrably better results than the unweighted
approach.



Chart I : Actual and Expected Share of the UK in Manufactured Imports

(excl. SITC 56 and 73) 1959-60 to 1969-70
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U,K share from its 1964-65 level,, Thus, the AIFTA effect Offset 99 per’ cent of
the.. long,run,.., decline.., in- the. UK~ share, from its~ ~1964-~65 .level with the result
that theact~al UK ’ .....share,an 1969-7o as:just about the’ same as. it w/as in 1964-65.
These impor,t.share!osses: and gains due to AIFTA offsetting some or all of
the long-term competitive decline.since~ 1964-65 ,can ~,be.traflslated into import
vMues:: by referring’t0 the, results of Table 3 .and 4.ins the,main text.

Limitations ~and Q,uali, fications ~ ¯ ,~ i .... . .    ¯ ,
. (I)~, In~,this paper, i~e divide .the total, change in..the. ~UK ,share. of Irish

imports into a.. compefitive~’and~composifi0n effect. The change in the
UK share is in fact .the sum of three effects: the comoetitive effect, the

¯ composition effect and an interaction effect 4 In order to simnlifv the
calculatmns we ignored the interaction effect This effect is consequently

¯ . , iocgrp.orated in our es~mate.Of the composition effect, We were able to
’ ’~ veigy, however, that {he interaction effeci is ~in fact’very small ’ ’
¯ (=.) Sec,ond,. the market shares approach depends~,.on the, assump.tion that
~ : ~ .past .trends in market shares (or, ,if.the ,constaflt share, method, is being
.... used; ~that the" base-year market shares):~ar.e-an, appropriate indicator of
.;.: the expected market .pattern .in :the absence of any.special change in

" competitiveness. :The first period ¯shares. (or the :base period share) must
,, be assumed.to be in some isense :’normal". In practice, it is very difficult

:. ,tO ~ensure that the base-year,or ~period of}ears actually-chosen, possesses
¯ ,~,, the.requisite degree ot~"n0rmality"..    .. .... ,!.,. ,, . ¯ ¯ ..... , ,

¯ (~) Third, estimates ~Sf tiypothetical"imp0rts¯ and* Consequently estimates of
; *’ ’ composition aridc6mpetitive ~ffdcts iri any peri6d] can bd sensitive to

’ ’, the:, degr"ee of disaggregafi0n,"Ho~vevgr, the danger’ of seriOUs bias

X4The supporting mathematical argument is as follows.
IfS~ as the share of commodtty z m Irish ~mports and 8a the share of the UK m Irish ~mports, then

we.can write 8.t ~ -Xi,,s.~aS~, where s,~.is the sharoof the UK in Irish impbr.ts.0f commodi~y’i...

,jDifferentlating we get: ~ .      . :.:’ ’ ,. ’ },} ~~ . "    .~ " ., , i      ’ ,: ,.
AS~ = X (As~. S, + s~s.ASv + As,s.A&) ,

Thus the total change in the share of the UK in Irish imports is seen to be the sum of two effects
(competmve and composmon) and tlle mteractmn of the two.

~.In ithis paper; tthe .competitive,effect :is defined as X~ [ A~is.(S, +, A.Sd], andthe composition effect
as’Z’,s~sAO’,. To maintain strict consis{encyl i~ the competitive effect, was .calculated with end-year

c6mposition weights, the composition effect should also have been calculated with end-year weight,
i.e. as ~,(s,) ÷ As,.~)AS,, ieaving an interaeRbfi 4ffect ofZ,:/xs,aAS,.’Ks/aoted in the text, if this
¯ i. . :~ .. .., . ’ . i . {     , ~ ~, ,    .anteractmn effect as small, the loss of consistenCy ~s not an amportant ~ssue. ’ ’ ~ "

It may also be observed that, had we used base year composition weights for our competitive effect
(i.e; measuled.it as 2?, ~s ~ j.8 i), our definitiori ~f the composition: effed’t" would hard ’been ’consistent,

but thetwo effects would not have added’up t0:theltotal effect. The¯ difference ~vo~ald have represen’ted
the interaction effect. On apriori grounds, there is no re~/son for considering base yearweights "slaperior"
to end-year weights’ or vice versts..As a finM observation,’,note that the above formula ean’ea’sily’be
adjusted for past .trends and h~nce applied in; the share ¯change context. "
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arising onthis acc0unt emerges 0nly if large changes havei6ccurred :in

the product-composition 0r area-composition 0f imports, Als0fwhile the
desirability of ensuring a degree of disaggregation of total imports; prior
to applying the formulae deserves to’be ernphasised, it does not follow
that more disaggregation is always:superi0r t° less: After :a Certain~ point,
further disaggregati0n involves :th6 danger that idiosyticfaeies;in:the
behaviour of market shares in individual products, combined with
errors in data, may tend to obscure the general market trend.. Hence;
although a theoretical .possibility, we do:not :consider the reshlts of this

paper to be distorted by insufficient disaggregation. ’ ~ ~ ~: :’

(4) "If one ctnside~ the cOrd~e’titi~e’effect ~ beifig prim:ariiy’~the"result of
’divergent price trends’ betwee/a One~ supplier:an’d: ’ai[’0ther’ ~uppliers,~5

then’ market shares ought tO be:expre~sed:in’comtant prlce’s inorder to
satisfy the c0nditi0n that shafts:vary iS0siti~,ely’With ehafi~e~’ln com-
petitiveness (i.e:’ ~at: the:lowe# a ~Upplier’s"price ~reiative’ tb other’

suppliers, the greater its share of!t0tal imp0rts). If current:~valfles are
used, and elasticitiesi of substitution between suppliers are less than one,

¯ an increase in relative competitiveness (asmeasured-by a fall in relative
prices) could be associated with a decline in market~ shares in value
terms, although the:share had, inclZeased"in volume terms; :EVen if the
el~ticity of substitution is’ greateF than.one, ’SO that valUe: share ’changes
would have the same sign as volumeshare changes, ’the:magnitudes of
the value and volume changeswduld,be"different., M0st3market shares
analYsis have used Current values because of the problems involved insecuring reliable:volume data and this‘ studE is no exception. In this

instance, however, a. major element of the change in price competitive-
ness takes the form of tariff reductions. Since import value statistics are
expressed net of tariffs,, the fall ~in tariffs :does not¯necessaHiy resultin a
fall in the c.i.f, import price--infacf, if~the’ small �ouritry ~issumption
of infinite import supply elasticities over the relevant import range is
made; the c.i.f.’ import price Can :be taken as "constant, Then estimated
changes in the value of imports due to tariff redactions Will ihdeed be
proportionate to changes in the volumeOf imports. Thus, the problems
posed by lack Of import volume data and ~he potential biases arising
therefrom, while fiOf-eliminated, raise much less serious ObStacles in’thiS
study than in comparable studies elsewhere,1° .           ~ ......

x~rhis yiew has been widely crlticised on the gr0unds that market ’shares ’are ~ fulictioa Or com-
petitivene~ in the widest ~. Therefore to confine the definition fo one’aspect, relative prices,’ is tO
ignore the significant influence of such factors as quality differences, discriminatory changes in non-
tariff barrlers,.servicing and back-up facilities etc, :- :- .     ,... - ... ~ . -; .    ’

la The value,vs, volume problem is particula~ly eyident in studies Of export competitiveness, where i
changes in relative prices, rather than tariffs, are generally the subject of investigation. See Richardson’s
discussion of the problem [~8]. ’ " ~

),i.
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(5) The market shares model, as used in the present context, rests on the
assumption that total market demand is independent of any one
supplier’s price relative to other suppliers. Thus in the arithmetical
example in footnote (I) p. 67 of the main text, the trade effects are
captured with complete accuracy only because total apparent consump-
tion is not ~affected by the UK tariff reductions. For the same reason, the

fact that, in that example, AIFTA raises total imports means that the
estimates obtained from import share technique underestimate the full
AIFTA effect. Obviously the assumption of an independent total market
demand can never hold exactly. Distortions due to violation of this
assumption will however almost certainly be small in the apparent
consumption share analysis (since the UK share equals only 20 per cent) ;
in the case of the import share analysis, we would anticipate a downward
bias, due to the large UK share of total imports.

(6) The competitive effect, whether measured by the share change or the
constant share method, is a residual item, calculated on a ceteris paribus
assumption. The possibility inevitably exists that some trade effects
ascribed to "competitiveness" may in fact be due to domestic capacity
constraints, dock strikes etc. or other special factors which have no
relation to degree of competitiveness.



Appendix 2"

UK Import Share Predictions." Regressions

Trend vs. Simple Extrapolation
on a Time

T
wo market shares methods were used in the main text to derive the
"expected" UK share of manufactured imports in 1969-7o: the con-
stant share method and the share change method. The latter was

employed in calculating the AIFTA effect. The purpose of this appendix is
to outline an alternative to the share change method and compare its projec-
tions of the i969-7o UK shares with those reported in Table 2 of the main
text. Since the alternative technique--regressions of the logarithm of the UK
share on a time trend--is similar in general concept to the share change
method and since, as we shall see, the regression-based estimates of the UK

share come very close to the share-change projections, we felt that the proper
place in which to record the details of our results is in an appendix rather than
the main text.

Regression Approach

The share change method can be criticised because it fits a trend line between
the first two and the last two years only of the period i959-65 to predict the
UK share in 1969-7o. Any or all of these four observations could be significantly
abnormal in relation to the remaining three years 1961-63. Thus, in a discus-
sion of the various ways of calculating the rate of change in time series, Geary
describes the fitting of a trend between the first and last observations only as
"usually a highly inefficient method of calculation of the rate of change".1

If we make the assumption that the true rate of change of the UK share was
constant over the period i959-65, a more efficient method (in the statistical
sense) of deriving it would be to apply linear regression procedures to the data
i.e. to regress the log of the UK share on a time trend. This regression
approach has then the advantage that it utilises all the data in the sample
period. However, the use of a regression model with time as the sole independent
variable involves the crucial assumption that such a model gives a reasonable

1Geary [IO], p. 558. While in strict statistical terms it may be more efficient to use all the data in a
sample, if an independent source of knowledge casts doubt on the "normality" of certain observations
it would surely be best to omit these years from the calculation. In this study~ one of. the criteria used
for selecting the base years for the share change extrapolation was that the years should be "normal"
for the UK share, i.e. free as far as possible from underlying distortions.
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approximation to the behaviour Of the UK share over the period in question.
For instance, if deviations from the trend line are related in a systematic fashion
to some other variables such as thc:level~6fdemand in the UK economy then

the simple regression of the UK share on time may provide a less accurate
estimate of "’expected’,’ UK- shares ,~ than the, extrapolation method.2~ This
possibility notwithstanding,, we felt that itwould stillbe useful to apply regres-
sion techniques as a ’cotintetch~ck tO our ~share2change projections. If large
discrepancies occurred, it would then obviously be necessary to review our
Projections carefully, taking account of institutional factors and other specificj
influences on the,UK share of the lrelevant SITC division(s). ¯:,

The dependent variaMe, ~e iog of the UK~import share is tilusregressed on
time, and a constant, reflecting the hypothesis that the UK~share changes at a
constant rate. Regressions were run~ for the :UK share of, each SITC section
and division listed in Tabie 2/0ver the pre-AIFTA peri0d.a The parameter
estimates for the model are presented in Tables BI~ and B2.

RegressionResults i     : ~ ~    ~v .~ ..... ,

Table Br~ presents the,results for-each manufactured import z-digit SITC
heading (excluding SITC :56 ~and, 73)~ while: Table ~B2 presents,:the results at
the section and total manufactured imports level.4 The equation fit differs
markedly as between the individual import categories; The adjusted correlation
coefficient (R~) ranges in value from 0.05 for SITC 52 to .967 for, S!TC 84.
The equation fit at the aggregate levei is generally,more satisfactory. In Table
B2 the lowest)R~ turns out :io~b~:~:595 in Secti0n7 ~(excL 7a)and t~’ highest
¯ 891 in manufactui~ed imports iexcluding SiTC 56 and 73). .... ¯

,Table BI ~t~he~ indlviduM coefflcien~)of time (X,) are signit~c’ant at the

5 per centlevel ini6 6f"the ’25 ecluafions ;.while a further "5 ’ar~ significant at
the iO per cent level In ~Tal~le B2 th~ c0eflicient"oi~. timel is significam. ~t the

5 per cent level in all Of the equatl0ns:e In all’i~tit"5’0f the 3° equations the

’The ideai procedure woMd be to comtmct an econometric model a!ong the.Unes of.the one used by
Truman [3o] i//his lgEC ~tudyi Such a inodel Would attempt to:explain varaataons an the tJI’~ snare m
the pre-AIFTA period in termsof such independent variables as d.om _ezsfic iricome,. Price e ompetitiver
ne~, capacity constraints etc. The small number of observations an the pre-AIFTA peraou and the
difficulty in comtriacting adequate price:variables:precluded the use of a comparable econometric
approach in this study.

¯ Fimares for the UK shares~f6r the Vea/~ iQ6~-6~:were Obtained directly from sUccesslve issues of
Trade°and’Shipping Statistics whilethe sharesf0r the fears :x959-62 were estimated .with’the aid of:a key
supplied by GSO which linked the pre-I963 OIL numberst0the SITG.

The aggregate UK shares inclucie the effects of d0mm0dity:composil]on changes’but, as our evidence
shows that composition effects are small, we felt justified in applying the model to the aggregate shares.

6Unlike R,z which is always i>ORI can sometimes be < o (see note (2) to Table BI). In those cases
the 1~1 is represented aszero by. convention .... ...- ~ -, . . " " .    ;,    ~;
- tOne ixmible’ source of bias iff these results lies in autocorrelated disturbance terms. Unfortunately,

with. such a’ srnall’sample,: it was not possible to test for :autocorrelation using either the ,Durbin-
Watson or-Geary tests. -. - " ¯ " " - ~’- ’ ’ ’ ’" :: " -



T~L~. B2: Regression.of UK share by SITC section on time trend, i959--65 (t-ratios in tmrentheses)

(i)
Dependent

Variable

UK Share of
8ITC Section

(5) (6)

~,,t of _
!ntercept’7 Time R:-2    F S.E.E.
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(2i     (3)     (4) (9)

5 (excl. 56) x.9o7

6 x,8i9

7 (excl. 73) x.832

8 ::1-873

5-8 (excl. 56 i;84.2
and 73)

T

(7) (8)

Projected UK Share i969-7o

Regression Share Change
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(1o).          (ii)
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0

cn

0

Notes: (t) Estimates of the Competitive Effect ard-derive~l by summ~g.upthcrclevant 2-digit results in’Table BI.

(2) Symbgls etcJare the~e as Table-Bx. -             "                  " ....

(3) The share prgjectiom are calculated by di/ect:application, of the formula to the pre-AIFTA total shares in Table 2.
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coefficient of time is negative so that the regression results generally support
the hypothesis of a significant decline in the UK share prior to AIFTA.

Comparison of Predicted UK Import Shares I969-7o

Our next step was to use the equations of Table BI to predict the UK
shares in I969 and I97O. These predictions can then be compared with our
"expected" set of UK shares derived by the share change method. Columns

(7)-(9) in Tables BI and B2 show the UK share in I969-7o predicted by each
method and the actual UK share in I969-7o. The similarity of the predicted
shares with "expected" shares is striking as also is their relationship to the
actual UK share, especially,at the section level. This similarity must in part
reflect the fact that the share change method uses over half the observations in

the sample period. Unless any of the remaining three observations is manifestly
abnormal in relation to the other four, the regression approach will give a
similar prediction to the share change method.

The difference between the actual and predicted UK shares determines the
size and sign of the competitive effect. The sign of the competitive effect as
measured by both methods is the same in 29 of the 3o import categories in
Tables BI and B2. The only exception is SITC 69 where the share change
method predicts a UK share of 76.54 per cent in I969-7o, the regression
prediction is 74.I4 per cent and the actual UK share is 74"73 per cent. There
is a slight but discernible tendency for the regression predictions to yield a
lower competitive effect. This is clearly seen from the last two columns in the
two tables where the estimates of the size of the competitive effect are converted
into import values using actual I969-7o total imports. Table B2 shows that
the sum of the competitive effects for each SITC division in Table BI equals
£i3.4 million using the regression predictions compared with £I4.5 million

using the share change predictions.
After some deliberation, we decided to adhere to the share change estimates

in the main text for two reasons. First, the share change projections and the
regression predictions give very similar estimates of the competitive effect.
Second, regarding our projections of competing imports shares in apparent
consumption in Section 4 of the paper, time constraints prevented the deriva-
tion of a continuous series for UK apparent consumption shares because of
the difficulties involved in re-classifying the trade and output data. For
expository convenience, we wished to use a single method of share projections
in the main text.



TABLE BI " Regressions of UK share on time trend by SITC divisions, I959-65 (t-ratios in parentheses)

(1) (2)
Dependent
Var~bN

InNroept
UK Share of

SITC Division

(3) (4) (5) (6) (7) (8) (9)

Coefficient Projected UK Share I969-7o Actual UK
of Time ~ F S.E.E. Share

Trend Regression Share Change 1969-7o
Method Method

(lO) (11)
Estimates of the Competitive

Effect i96o-7o £’ooo

Regression Share Change
Method Method

51 I’947 --o.o16 .717 16"23 o.o20 58’62 57"22 61.16 +246 +399
(-4.03)

52 1.995 --o.oo1" o.o 0’34 0’005 97"55 97"23 90"29 -- 18 -- 18
(-o.58)

53 1.891 --0.006 .598 9"94 o.ol i 65.67 67.08 64.74 -- 35 -- 80
(-3.15)

54 1.914 --o.o11" "328 3’92 o’o3o 61.16 58.88 61.29 + 15 +267
(--1"98)

55 I"892 0.004* .3o4 3.62 O.OLO 85.79 86.88 88.55 + 96 + 58
(1"9o)

57 I"993 --o’o05 "925 75"29 o’oo3 85"87 86"3I 88’o2 + lO + 8
(--8.68)

58 1.89o --o’oo7 "627 ii.o7 o.oi2 64.o5 63.47 67.87 +526 +613
(--3"33)

59 1.866 --o.o12 .863 38.83 O.OLO 53.16 50"88 64.08 +575 +59°
(--6"o3)

61 1.9o5 --o’oo4* .i17 1.8o o.o16 72.36 71.62 69.3i --126 -- 96
(--i.34)

62 1.9o2 o’oo3 "480 6"59 o’oo7 87"o2 86"43 74"75 --6o5 --576
(0"57)

63 1.318 o’oo7 ’649 12’o9 0"04° 40"87 43"71 08.96 --567 --602
(3"48)

64 I’633        0"005* "223 2"72 o.o16 49.16 47"36 45’61 --611 --3OI
(1"65)

65 I"832 --0’009 "579 9’05 o.o16 53"00 50’83 6o’7I +3,05° +3,002
(-3’o4)

66 1.931 --O.OLO .658 lO"55 o"oi7 6o"7I 61’7o 7o"15 +891 +988
(--3"54)

67 I’8o7 --o.o1 i* "309 3’95 0"029 5o’I5 48.06 60’95 +2,704 +3,1oo
(--I.99)

68 1.78I --o.ool* o.o o.o4 o.o28 58"72 55’73 76.06 +o,o67 +0"423
(-o.oo)

69 1.888 --o’oo0" o.o 0.02 O.Ol7 74-14 76.54 74"73 +IO9 --414
(--o.47)

71 1.8o2 --0.006 .351 4"05 o’o15 56"97 57’62 58"05 +89° +333
(-2.o6)

72 1.864 --o.oio .87o 41.24 O.OLO 53.16 50.96 56.24 + i,o46 +1,ii5
(--6"42)

81 1.948 --O.OLO "43o 5.56 0.027 64"50 64’48 70.03 +020 +ool
( --0 "36)

80 1"9o9 o’oo9* .261 3.12 o.o08 66.o8 67.67 8o.5i +373 +332
(--I’77)

83 x.863 o.olo "542 8’09 o’oi9 95"53 92"18 88’34 --761 --404
(2.84)

84 1.86o --o.o16 .967 i74.73 0.006 47.42 47.4° 64.81 +341 +341
(--I3"2o)

85 1.755 --o.oo6 "402 5’04 o’o14 48’75 47"20 53"81 +425 +556
(--2.o4)

86 1.893 --o.o12 "754 I9’4o o’oi4 57.20 57’64 68"34 +2,556 +2,460
(--4’41)

Symbols :~ ~ Adjusted Coefficient of Determination corrected (for the number of degrees of freedom).
F = F - ratio.

S.E.E. ~ Standard Error of Estimate.
* = Not significant at 5 per cent confidence level.

Notes: (i) The logarithm of the UK share is used as the dependent variable in all the equations.

(2) _~ allows for the positive bias in R2 when the number of degrees of freedom is small.
n -- i ) where n = number of observations, k = number of independent variables. R~ is always positive but~=I-(1-R~) n--~-2i ’

£
k .

~2 will be < o (by convention equal to zero) whenever R2 < (n -- 1-~-)

(3) The 5 and 1 per cent significance levels for t are 2.oi5 and 3.365. The corresponding levels off are 6.61 and 16.06 respectively.
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TABLE AI: The distribution of Irish manufactured imports (ex’cl. 56 and 73) by two-digit
SITC heading, 1959-6o to 1969-7o

S/TC

5 i
52

53
54
55
57
58

59

Distribution of manufactured imports (%)

1959-6o x 964-65 Expected Actual
1969-7o 1969-7o

2"99 2"56 2"15 3"06
o’18 o.I2 o.o8 0.07
1.45 1.o5 0.75 0.90
3"o3 3"o5 3 .o I 3" 1 I
o’74 o’93 1"15 o.99
0.28 o.I8 o.12 o.16
2"29 3"67 4"96 4"23
2.19 1.58 1.12 1.48

Section 5 (exc. 5 6) 13.16 13.I4 I3.34 13.97

6 i
62
63
64
65
66
67
68
69

73)

Section 6

7 i
72

’~Section 7 (exel.

..: 8 I
82
83
84
85
86

Section 8

Total

1.57 1.24 0’96 1.17
1.43 1.o7 0.79 1.36
1’32 1"24 1.i6 1.15
5’73 5’o7 4’41 4"84

15.52 12.62 lO.O7 11.49
2.37 2.56 2.72 , 2"69
6.64 6.53 6.3o 5.9°

3’57 3"7° 3’76 3"35
7.07 6.86 6.54 6.11

45"21 40.89 36.71 38.02

22"72 23"I4 23"14 24"I I
7"24 lO’39 13’28 9"72

29"96 33"53 36"42 33.82

I"15 1’27 I"37 1.1o
0’27 0"58 1.23 0"73
I ’32 1.75 2"28 2"99
o’46 O’35 o’27 o’53
2"00 2"21 2"40 2-38
6.48 6.28 5.98 6.48

I I’67 12’44 I3"53 I4"20

IO0"O IO0"O IO0’O IO0’O

Source: Trade and Shipping Statistics, External Trade Statistics.
Notes: (1) Totals may not add exactly to IOO due to rounding.

(o) Adjustments were made to "expected" shares of divisions 58 and 72 as the original
extrapolation resulted in very large increases. The absolute increase in the pre-AIFTA
period was used instead to get the "expected" share. All shares were then deflated by a
common factor to ensure that total expected share equalled too.
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TABLE A3: Competing imp or~j~omJhe U1f classifted by CIP industry for c~tain years

Industry
’. x959

Competing imports from the UK £’ooo

x960 ’ x964 . x965 . x969     x97o

(0
(2)
(3)
(4)
(5)
(6)
(7)
(8)
(9)

0o)
(Ix)
02)
03)
04)
05)
06)

Woollen and worsted
Linen and cotton
Jute, canvas, rayon, nylon, etc.
Hosiery
Boot and shoe " "
Men’s and boys’ clothing
Shirtmaking
Women’s and girls’ clothing
Miscellaneous clothing
Made-up texdle goods

¯ " 2,578

2,896
492

" 3o5
I72

49
¯ ,, 300

84
34°

Wood and cork (excluding furniture): x59

Furniture; brusla~ and brooms -’ I8I

Paper and paper ptZoducts "":;~ 2,134
Printing and publishing 1,475
Fellmongery and tanning : "/ 254
Manufactures of leather and leatheif’
¯ substitutes ’ ’ :/ 72

(x7) Oils, paints, inks’and polishes ":~ 355
(x8) Chemicals and drugs 2,x6x

(t9) Soap, detergents and candles .2o5
(2o) Glass, glassware, pottery, etc. " " 359

(2 x) Structural clay px~ducts, concrete,."
- cement, etc. :, ,, 69°

(22) Metal trades , , 3,892

(23) Non-electrical machinery .... 2,ox9
(24) Electrical machinery .... 1,6~I

(25) Assembly, etc. ofnon-mechanically "
, _propelled road vehicles .:-: --

(26) Miscellaneous" manufacturing , .
industries 3,2o2

3,599 5,364
3,o60’ 3,999

414 605
443 h449
i96 242
-- ’ x6o

7° io6

43° 975
95 2o4

4o1 505
I93’ 606
200". 578

. 2,468/ ’3,923
1,7xo 2,84o

253 3~o

x x6.    305

403. 535
-2,328 ’3,56o

23o ~ 695

" 379 777

7to, 822

4,307 . 5,4x6
¯2,i18 ’": 3’334

x,83x -- 4,54o

6,826 ,
6,ot3

966

7,I84
1,432
x,254

¯537

6x9
x ,o93
1,x47
1,688
8,2x8 ’~

5,992
.’.,’     928

4,338
3,4ox

5oo
’ x,646

236
166
to6

I,I75
21,’7

583
62X
607

4,362
2,977

288

348
49x

4,593
855
697

929
5,939
3,3691‘

4,36x

83

4,122

7;433

5:73
938

6;533
790

¯ 669

432
3,i4o

545
968.

x,oo8
1,513
7,3~5
5,226

734
;" 66I

850
7,779
x,823
1,68I

l~6~I
9,052
6,o6x,’

6,477

:,179

9:,436

Total f0rlthe 26 CIP indmtries ’",,’26’°57 28,94’ :- 46,ox6 47,005

Source :Irish Trade and Sheafing StatisticJ,: E~rml Trade -stailstins. " :’ " "

¯ -,i~ ~ ,. (    . ,, ~ ’, . " ","" ’,i’. ~ .... " r,i.’ : ,""



T~-BLE A2: Gross Output, Competing Imports, Exports and Apparent Consumbtlon by CIP Industry for Certain Years (£’ooo)

Industry

(I) Woollen and worsted
(2) Linen and cotton
(3) Jute, canvas, rayon, nylon

etc.

(4) Hosiery
(5) Boot and shoe
(6) Men’s and boys’ clothing
(7) Shirtmaking
(8) Women’s and girls’ clothing
(9) Miscellaneous clothing

(lO) Made-up textile goods
(xI) Wood and cork
(I2) Furniture,    brushes and

brooms
(13) Paper and paper products
(i4) Printing and publishing
(i5) Fellmongery and tarmmg
(16) Manufactures of leather and

leather substitutes
(17) Oils, paints, inks and polishes
(I8) Chemicals and drugs
(i9) Soap, detergents and candles
(20) Glass, glassware, pottery and

china
(21) Structural clay products,

concrete, cement etc.*

(22) Metal trade
(23) Non-electrical machinery
(24) Electrical machinery
(25) Assembly, construction and

repair of non-road vehicles
(26) Miscellaneous manufacturing

industries3

Total for the 26 CIP industries

Liross I

Output I

I2,462 I
b.lll t

5,9~2 I
7,5ob I
7,295 I
4,621 I
1,62~ [
7,297 1
I,OQI l
1,425 [
4,307 I

4,obb t
IO,710 [

11,g46 I
5,72o I

714
5,513
3,195
1,843

2,535

6,7o4
13,o99
3,74°

8,240

1,278

18,839

158,35o

I959

Competing Exlmrts [ Apparentl I

Imports Consumption
i i

3,I63 1.77t9 I 13,869
5,568 321 I 11,358

537 1,147 I 5,372
6o4 972 I 7,138
275 1,352 I 6,218

-- lOO I 4,721
52 ~oo I 1,375

319 1,2751 6,341
i61 -- . 1,252
460 -- , 1,885

2,397 415 I 6,349

200 1’72 I 4,094
4,886 2,1oo I 13,5o2
1,71o 993 I2,665

362 2,886 3,196

91 -- 805
418 2141 5,717

2,858 235 5,818
216 42 2,Ol7

428 520 2,443

794 959 6,539
5,I32 1,585 15,646
2,788 1,6o3 4,925
2,123 1,224 9,I39

-- 91 I,I87

4,2IO 2,218 2o,831

39,752 22,7oo 175,4o2

~ross I
Out#ut [

14,47o ]
7,2g0 I

7,160 I
I
I

5#991
2,262 I
7,915 1
I,I47 I

1,571 I
4,716 I

4,414 I
12,o72 I
12,470 I

5,bI1 I

733 I
5,03I I
3,475 I
I¯712 [

2,818

7,483
15,23o
4,865
9,474

1,211

23,930

179,779

196o

Competing
lmports

4,446
6,505

494
656
344

74
513
2o8
497

3,694

235
5,617
1,963

367

155
492

3,II3
246

476

866
6,IO6
3,2Ol
2,438

I964

l£x~orts [ Apparent    uross I Uomhetin~ l Exports
Consumption Outt)ut [ lmOorts I

i I i

1,971 I 16,945 18,886 I 7,3501 3,630
777 I I2,958 9,374 I 9,653 t 2,044

1,173 I 6,507 io,q2i i ~o4 1 1,678
~23 I 8,458 14,117 I 1,659 [ 2,652

1,714 I 6=837 II,IO7 I 403 I 2,781
200 I 5,099 7,294 I 21,1. I 500
’7oo I 1,656 3.~2o I 127 , 1,2oo

1,7701 6,658 I0,717 i I,II5 I 2,819
-- 1,355 1,47o I ~2., i 66
41 2,o07 i 2,14.o i ~2 1 I13

433 7,979 7,711 5,7391 1,276

164 4,485 6,709 o02i 18o
2,486 15,2o3 15,325 8,951 2,485
1,383 13,o5o 17,761 3,267 2,o81
3,o84 2,894 7,I93 486 4,483

39 849 1 #62 459 397
238 5,885 7,8Ol 6oo 6I3
568 6,020 5,462 4,974 1,191
86 1,872 2,18o 767 58

518 2,776 4,779 1,o51 1,o2o

1,162 7,187 13,345 1,o6o 2,053
1,96o 19,376 27,424 7,551 5,034
2,177 5,889 7,598 5,341 4,072
1,298 lO,614 19,511 7,IO4 3,820

83 1,128 2,589 87 91

3,964    5,o91 22,8o3 38,o41 5,828 7,o35

46,67° 29,939 196,51o 273,743 76,842 53,372

Apparent
Consumption

22,612
I7,I83

9,447
I3,324

8,789
7,008
2,347
9,oi3
1,832
2,699

12,174

7,221
21,791
18,947
3,196

1,324
7,788
9,245
2,889

4,81o

12,352
29,941

8,867
22,795

2,585

3%o34

(./ross

Outtmt

16,220 i
~m5 i

10.2015 I
15,251 I
Io,733 I

7,4591
3,6,t.1 I

11,525 I
1,52b I
2,~_o~ I
6.700 1

7,21o i
lb,657 1
17,55o I

7,o26 1

1,2q~ i
~,o2b I
g,265 ’
2,372

5,09 I

3o,975
16,220

7,451
22,830

2,773

42,033

297,213 296,219

1965

Uompetmg
Imt)orts

5,2751
8j3Iq I

bq5 I
2,0.50 I

45o I
216 ]
Ib~ I

1,272 I
474 I
72b I

%o33 I

,Tr~ I

q,2Ib I
3,395 I

494 I

533 I
573 I

7,2Ig I
q2~ I

I~022 )

1,206
7,772
5,793
6,649

96

5,499

77,313

Exportsi Apparent
i 7onsumption!

3,200 20,304
2,060 16,384

1,98o 8,923
1,9o9 15,378
2,454 8,735

500 7,177
1,50o 2,526
2,641 IO, I56

80 1,92o
370 2,68I

1,522 I3,9I I

18o 7,743
2,411 23,462
~,o38 I8,9o7
4,098 3,424

408 1,423
384 8,215

3,762 12,736
67 3,233

1,o18 5,095

3,548 13,878
5,661 33,086
4,018 9,226
3,923 25,556

76 2,793

7,825 39,7o7

57,653 315,879

Gross
Output

26,318
11,48o

15,519
26,253
I5,I28
lO, I30

5,062
17,603
2,052

3,81o
13,148

9,728
24043
29,469

9,I27

1,664
11,232
24,421

3,084

8,991

07,076
51,32o
11,147
41,526

3,713

68,4Io

~71,454

1969

Competing Expor~
Imports

8,635 8,176
13,778 3,399

1,654 2,396
7,786 6,469
1,272 3,764

952 1,9ooI456 1,7oo
3,465 6,1o2

799 115
[,I92 774
9,474 1,6o6

1,837 ! 736
16,244 4,2Ol

5,948 2,569
1,I35 6,382

923 591
1,o41 8661

I2,358 I4,III
1,954 262

2,189 2,983

2,239 3,191
12,020 9,200

lO,428 5,676
9,554 14,249

203 84

12,o7o 22.032

I39fio6 123,534

Apparent
Consumption

26,777
21,859

14,777
27,570
12,636
9,182
3,818

14,966
2,736
4,228

21,016

lO,829
36,o86
32,848

3,880

1,996
11,4o7!
22,668

4,776

8,I97

25,I24
54,14o
15,899
36,831

3,832

58,448

487,526

197o
[ i

Grasp Competing JzXgorts I Apparent
Output Imports Consumption

29’6 8,I94 IO,7qo t 27,004 (I)
1I"5 I5,I71 z~,I4° I 22,529 (2)

17"o 1,727 2,8681 15,859 (3)
30"0 9,320 6,IO2 I 31,218 (4)
14-2 2,III 3,963 I 12,328 (5)
I I-4 1,567 1,933 I 11,o34 (6)

5"9 600 1,749 I 4,751 (7)
18"7 4,036 o,5991 16,I37 (8)

2"4 875 ~o, 3,125 (9)
3"9 1,389 oi,~ I 4,675 (IO)

15"o 9,44° 2,420 I 22,020 (11)

II’I 2,052 q25 I 12,227 (I2)
27-0 I8,IOO 4,71521 4o,318 (13)
34"5 6,793 2,5go I 38,703 (14)
lO"3 1,459 7,1g15 I 4,621 (15)

1"7 1,o26 ,h, I 1,959 (16)
12"4 1,2o9 1,26q I 12,32o (17)
25"2 13,343 1%o271 25,516 (18)

3"0 1,977 .o. I 4,573 (19)

lO’51 2,139 3,732 I 8,9o7 (2o)

24"0 2,814 3,4321 23,382 (21)
56"9 14,441 lO,7111 60,63° (o2)
II"9 12,308 6,7.50’ 15,458 (23)
43"0 12,201 14,606 40,595 (24)

3"7 260 lO3 3,857 (25)

82"0 15,355 30,920 66,435 (26)

516"8 I59,9o7 I46,526 53%18[

Source: Irish Trade Journal and Statistical Bulletin, Irish Statistical Bulletin, Trade and Shipping Statistics, External Trade Statistics, and Review of z97z and Outlook for x972.

.Notes: (i) Apparent Consumption is defined as Gross Output minus Exports plus Competing Imports.
(2) Competing Imports for 197o---£3.9 million--were adjusted to allow for the cement strike¯ The level of cement import~ in 197o was taken to be the average for the 1969 and i971 level of imports.

(3) The I959 Imports figure was adjusted to allow for the coming into production of the Whitegate Oil Refinery; imports of "Other Motor Spirit" and "Gas/Diesel Oil" were £4"5 million in 1959 compared wifl

(4) 197° Gross Output figures---estimates kindly supplied by the Department of Industry and Commerce, are expressed in £ million.

,~million in 196o. In each case the i96o figure was taken as applying in [959.
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TABLE A4: The share of competing imports in apparent consumption by CIP industry for
certain years

Actual share of
competing imports in Expected Actual

GIP industry apparent consumption share share

1959-6o 1964-65 I969-7o 1969-7o

(I) Woollen and worsted 24.53 29.26 34.9° 31.3°
(2) Linen and cotton 49’61 55"59 62"29 65"I9
(3) Jute, canvas, rayon, etc. 8.8o 8"I5 7"55 1 I’O4
(4) Hosiery 8.11 13.66 23.Ol 29.05
(5) Boot and shoe 4"73 5"25 5"83 13"6o
(6) Men’s and boys’ clothing1 -- 3"o5 3"31 I2"29
(7) Shirtmaking 4.13 6.37 9.82 12.29
(8) Women’s and girls’ clothing 6"37 12’45 24"33 24.08
(9) Miscellaneous clothing 14.1i 23.86 4o.35 28.60

(io) Made-up textile goods 24.46 26.03 27.7° 28.95
(II) Wood and cork 42"03 46"41 51"25 43"98
(12) Furniture; brushes and brooms 5.o7 9.4° 17.43 I6,87
(13) Paper and paper products 36"57 4o’18 44’15 44’95
(14) Printing and publishing 14.27 17.6o 21.71 17.83
(I5) Fellmongery and tanning 12.Ol 14.82 18.29 3o.41
(16) Manufacture of leather and leather

substitutes~ 14’78 36"o7 57’36 49’31
(17) Oils, paints, inks and polishes 7"84 7"34 6"87 9"47
(18) Chemicals and drugs 50"42 55"22 6o’48 53"41
(i9) Soap, detergents and candles2 11.93 27"63 43"33 42"07
(20) Glass, glassware, pottery etc. 17"34 20’96 25"34 25"36
(21) Structural clay products, concrete,

cement, etc.                        12.io 8"64 6’I7 IO’3O
(22) Metal trades 31.17 24.36 19.o4 23.Ol
(23) Non-electrical machinery             55"49 61 "51 68.18 72"6 z
(24) Electrical machinery 23’ io 28.59 35.38 28.0o
(25) Assembly, construction and repair

of non-mechanically propelled
road vehiclesa -- 3.41 3.71 6.o2

(26) Miscellaneous manufacturing
industries 18.8o 14.8o I 1.65 21.88

Total for the 26 CIP industries 23.I6 25.I7 27.953 29.4°

Source: Table A2.
Notes: (I) The expected share in 1969-7o was derived by adjusting the actual share in i964-65 by

the growth in the share of total Competing Imports between I959-6o and i964-65.
(~) As the increase in the share of Competing Imports between 1959-6o and i964-65 was

>_ zoo per cent, the expected share in 1969-7o was derived by taking the absolute change
in the share between 1959--6o and I964--65 and extrapolating it to 1969-7o.

(3) Expected share of the total calculated as a weighted average using as weights the actual
i969--7o shares in apparent consumption.
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TA~i~ ....A5: Gross" output,"~’~’"<v"competmg’ " ’; +"~mpor’ts, ’ exports and apparent consumptzon for the motor
...... , ,,<, , : - : vehicle assemb, ly industry for eertain years

I959 .i~ 18,64°’ --
196o~ .... , .. 22,425 . ......

1964 ’34,9°6 ~

~49,683 .’

7 Gfossoutput . Competing ~mports

x26

,699,

, :68o
.8#60

~9,r64

Exports .... co~u~P.i’i’On ’~

....... ~

59 .....’ ’;’~’ ~¯i ...... , 35,5t6:~.,
87 .... .~i 35. ., ~ _,

";2~r’,,; ....... ~: ....57i670: 

:66.1 ~’, ;"~-:’~ ..... 6t,o’7o:

Source: Same as for Table A2.
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