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Introduction

—J (HE sustained high level of Ireland’s balance of payments deficit on
I 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.!
Yet, as Kennedy puts.it:

... even when all these factors are taken into account there remains a suspicion
that imports have also remained 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. 2 ‘ '

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 10 per cent each. Quantitative import restrictions, 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 10 per cent reduction in 1966) were estimated
by McAleese ([22] Table Az2) as: 12-7 per cent for capital goods, 186 per cent
for consumer goods and 7-g 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 1970. 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 1970 is a reasonable vantage
point from which to review the effects of the Agreement on imports, and in

" 'For a brief, incisive discussion of these points, see Kieran A. Kennedy, [12].
21bid, p. 16. .
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, [g] may be consulted.
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partrcular its 1mphcatlon for domestlc 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 transmonal per1od if the continued . -
- growth of ‘these 1mports ‘was llkely to create except1onal difficulties for Irish -
mdustry ‘
. Several attempts have been made already to evaluate post—AIFTA trends itz
Anglo-Irlsh trade:.5 These  analyses have’ malnly ‘concentrated on assessing -
- AIFTA from ‘the Irish' viewpoint by’ trymg to quantify the: export gains and
domestic marketlosses of Irish producers in order to produce a “balance—sheet
of the Agreement to date Rt ; e '
-~ The present study deals prlmarlly W1th one: aspect of AIFTA namely, its

., effect on' UK manufactured 1mports The: effects of ‘the ‘Agréement -on -agri- -
_ - cultural and industrial exports are thus ot exp11c1tly considered until towards

. .the end of the paper. No attempt is made to ‘quantify the’ so—called “dynamlc

effects-of a free trade area. These dynamlc ‘effects: relate to* the effects of .~

“increased competmveness ina. prev1ously protected ‘market on 'investment °
* decisions, monopohstlc cartels and ablhty to exploit. economiies of scale, all of
" which have in‘ turn a bearmg on’ the: growth rate of the economy concerned.- ‘
In’the absence of an’ acceptable nethod of quantlfymg ‘these- dynamlc effects;’
we are ‘forced ;to- follow the- convent1onal practlce of 1nvest1gat1ng only the
“static® 1mport effects of the: agreement , R sl
It is our: ‘contention “that ‘the UK’s export performance was 51gn1ﬁcantly -
' ;mproved by AIFTA ‘At the same time; we'recognise that many factors other
than 'AIFTA’ were at work in determmmg the. UK’s share ‘of Irish- 1mports
Devaluatlon relative’ cost differentials, changes in competltlveness ‘in -the
broad sense are just three of the factors we have in mind.’ A ‘major methodo-
loglcal drﬂiculty, therefore, runnihg through this - paper is that of 1solat1ng the
AIFTA effect from'the effects: of ‘these 'other factors on imports from the UK.
There is, in fact no s1ngle fully satlsfactory method of achlevmg thrs task.b

: ‘The excluded goods were not to exceed 3 per cent of the value of total Insh 1mports in the year.
preceding the review. Following negotiations ‘with . the British - Goveinment on: this question, the
transitional périod has been extended by up to two years in the case of certain jron, ‘and steel products,
certain types of agricultural machinery, some dormnestic appliances, furniture, ropes, “brushes and broonis
etc. It-was decided also’to exclude outerwear (other than outerwear with ‘a weight :containing 50 per
cent or more cotton), bed -linen.and candlewick bedspreads altogether, from the Agreement as the
Irish Government is entitled to do under Article.1. Excluded goods were estimated as ‘1+4 per cent of
the value of UK imports (July ;1969 to_June 1970)° and éxtensions, of the transitional period were
" granted to products comiprising 28 per cent of UK imports durmg the same perlod Thls mformatmn
~ was supplied by the Departmerit of Industry and Commerce.” @ -
*; ¥These attempts have appeared in the form of newspaper articles.- The best that has come fto our<
attention is an impressive article by Garret FitzGerald (lrish. Times, 14 January 1972).
_68ee, for example,. Kremm s recent review,of the various techniques used.to_estimate the effect of :
. the EEC on mtematxonal trade ﬂows After exammmg the dlﬁicultles associated wrth each techmque
he concludes: .
“each approach Li8 fraught ‘with dangers arising from its own heroic assumpnons The only hope
“of arriving at approxlmate orders of magmtude hes in utlhsmg a vanety of methods and comparmg
the results.” [16], p- goo : : g




IRISH MANUFACTURED IMPORTS FROM THE UK IN THE SIXTIES II

Consequently, 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.




Mttbodolog 1y of Study

Vo

flows can be separated into two types those Wthh employ ex-ante methods

and those which employ ex-post methods A detailed d1scuss1on of these
methods and the. problems arising 1 from. them is contained in Appendlx 1-and.
also in McAleese [21], so it is proposed to give only a. short .Summary of them,
here. :

Ex-ante studies are concerned w1th forecastmg the effects. of trade hberahsa-
tion in advance of the event Two hypothetlcal trade flows are estimated: one
assuming no change in commermal pollcy and the other assuming a reduct10n
in the protectlve structure Ex—post studies by contrast, view the consequences of
trade liberalisation in retrospect Actual . post—hberahsatlon trade flows are.
compared with hypothetlcal or expected” trade flows i.e. estimates. of trade
flows as they would have been in the absence of the change in commerc1al
pohcy The derivation of the hypothetlcal tra.de flow is, of course, a crucral
element in. the whole exercise and there i as yet no umversally agreed way of
estimating them. Since thls study utlhses an_ex-post approach the major
methodolog1cal problem to be con31dered is that. of estimating hypothetlcal
trade flows.!

Hypothetlcal trade ﬁows are estlmated by market shares analys1s 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 pCI‘IOd of years). This method is used extensively in studies of export
growth and in studies of reg1onal growth and employment patterns.? It is, of
course, not the only method available for. est1mat1ng hypothetlcal trade flows,
but we considered it to be the most approprlate in the present: cm:umstances.

Two variants of market shares analysxs are used (1) the constant shares
method and (2) the share change method. W1th the constant shares method
hypothet1ca1 market shares are taken to, be equal to the actual shares of some

STUDIES de51gned to measure the eﬁ‘ects of economlc 1ntegrat10n on trade

iSome experimentation with the ex-ante approach was carned out but the results were tinreliable
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-anie approach must be deemed inferior to the ex-post approach
in a situation whete non-marginal tariff reductions spread over a wide range of products are taking
place. Whereas the ex-post-approach is-designed to capture the general equilibrium or.“total” effects,
the ex-ante method will indicate the magnitude of the initial price effects only. This is not, of course,
to gainsay the usefulness of the ex-ante method in situations where no alternative exists.

2See for example Richardson [28]. Recent applications of the method to Irish regional and employ-
ment data ¢an be found in O’Farrell [24] and Walsh [31].

3This point is further explained in Appendix 1.
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previolis ‘normal” year. Thls method is des1gned to 1nd1cate the change in
total “competltlveness (due to changes in tastes, reductions in tariff barriers,
exchange rate- adJustments changes i latlve costs, of productlon at home and

. effects of the reductions in tanﬁ‘ barriers. It does this by taking past behaviour -

of a country s market share mto account 1n espmatmg 1ts hypothetlcal share.

?n\

devaluation’ and of ' changes UK/Insh labour eost d1ﬁ‘erent1a1s have also to

Vel

two yea

reduction of f riffs on 1m£}5‘o”t’s} fi ‘o\
of the constant shares. metho d b , g
; th} A as

. eﬁ’ect is a térm f m har in’ studles of- the presehtfkmd It fefers t the’ effect of
7 structural :
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(&7 ]

share-of the recipient’ country’s -total . market .may have nothing' to do with
competitiveness. RN ] (X T O N TREE

Competitive and composition effects. are: calculated in-this paper-with respect
to' two ‘categories of UK: imports and: two types.of market.’ First, in Section g
attention:is-focused on total manufactured imports:(SITC :5-8,:excl, 56 and
73)-and on.the share of corresponding UK. imports in that total. Secondly, in
Section 4 a narrower:range of UK imiports is considered, namely, those which
could be described as “competing’’.imports, and the behaviour of these imports
in.relation toapparent consumption (i.e.: domestic production.less'exports plus
competing imports) rather than- total imports; is investigated. . .

On’ ‘theoretical :grounds, the :apparent: consumption share approach is
undoubtedly the more satisfactory. It takes. explicit-account of changes;in- the
share iof domestic producers -in the:total inarket.- It also enables the .trade
creation and trade diversion effects of AIFTA to be' clearly separated:: (trade
creation represents:the replacement of Irish sources of supply by cheaper UK
products, and trade diversion represents the substitution of UK suppliés for non-
UK arising as aresult ofthe discriminatory effects’ of the tariff reductions).?
However, the use of apparent:consumption shares is frequently beset' with
severe:data problems. In the:present paper, the chief difficulty lies in-obtaining
reliable up-to-date -gross. output data for Irish'industries. The import share
approach, by contrast, gives-rise to much- fewer!data problems but is.subject to
limitations on.theoretical -grounds. While capable of capturing trade ‘diversion
effects; the approach .may:.well underestimate the total trade ‘effect, if. trade
creation effects are significant and the share of the partner country’s imports
(in our-case the UK} in:total imports is large.® In the limiting: case,. where the

58ee Appendix 1 for a more detailed explanation of théée éohceptsi B :' o i, " .
' %This point ‘can be illustrated with théaid of an arithmetical exainiple in which, for simplicity sake,
past trends in market shares are ignored. L i b ) )

R
It se W TLe s Pty

P PRSI I

N Actual Imports oo(inLrs); . Expegted Imports

© Suppliers ' v <+ Paried vt - 7 Perisda ) Period'h G Peripd 2

UK ,; o , 100 ) :' Ii;c')'. l i "f: x{)o:: : 110 )
non-UK:! S0 45 "0 0 . 50 T e o opg
M 150 165 L T 150~ oo .. 165 ¢

DP 350 335 ) 350

-G ‘,.71 R T 500 AR 500 o 500% * °

Let ‘period 1 represent the pre-AIFTA situation, with UK, non:UK and domestic producers .(DP)
supplying'20 per cent, 10 per cent and: 7o per- cent respectively ‘of Irish apparent ‘consumption’ (C).
Period 2 represents the situation after 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 apparent consumption has not.changed, expected period 2 imports will be exactly the same
as.actual -period 1 imports. The AIFTA effect, therefore, would be:£120-£100 = £20, i.e. following
formula (1) in the text, composed of trade creation of £15 and trade diversion of £5. This result can
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UK share of 1mports was 100: per cent: (1 e. all 1mports came from the UK) the '
’ lmport share method obviously breaks down. St o
Regardmg the two import. categones, the competing 1mports referred to in
, Sectron 4 of this" Paper cani be: regarded:as a subset of manufactured 1mports
N (SITC 5-8) used in’ ‘the 1mport share analysis:of Section 3 Three factors suggest

that thls study. should cover more than competmg 1mports i(a): the: possibility - - :

that -some: imports;- were-affected by, -AIFTA: but ‘were - ‘excluded: from . the -
definition of competing:: ‘imports, :(b) . thelack of.a continuous: time :series: of
- competing imports; ~which was readily : avallable and; from: Wthh UK: shares,
~ could be easily". computed" and -(c).~the/ des1rab111ty ‘of ¢ exammmg; :British
performance in the Il‘lSh market in- manufactured goods generally, including -
~those: products whrch were not 1mmed1ately affected: by-AIFTA; and: hence of -
- facilitating. comparison- “between the results of -this- studyvand those of Brltlsh o
. manufactured :goods export performance elsewhere.., CHELLS :

Regardless of wh1ch share ‘is: being - considered; import! shares or’ apparent s

, consumptlon shares the method :of calculating :competitive: +and::composition .
effects remains’ ‘the same. Thus, in: the case of: the import: shares: approach the -

competmve effect is calculated in: two steps. First,: expected imports_from’the

UK : are ;calculated : on- the 'basis. ‘of the end-year commodity: composmon of

imports - (referred to'ds hypothetlcal UK imports: A). These: represent 1mports L

i as 'they: would ‘have' been: if the" UK’s share -of" eachucommodlty group had

- remained constant(or, in the icase of the share, change method, had: followed i

past; trends), but« thhout takmg ‘account, of changes..in _the composmon of .

imports -during . the : period ‘under - rev1ew.,Second actaal - UK imports -are . .-

", subtracted  from hypothetlcal UK 1mports., The dlﬁ'erence represents our
" . estimate ‘of . the competmve effect. .- - : . .
~ To; calculate the. composmon effect we est1mate UK 1mports 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 sharée-change: approach) and (b)
‘the product: composmon of total 1mports had remained. constant (or. followed
past trends). The resultant- estimates are termed hypothetlcal UK 1mports B.
‘The composition eﬁ‘ect is then the dlﬁ'erence between hypothet1ca1 UK 1mports
A and hypothetlcal UK 1mports B T : R

"x," i

be compared with the aUmate whlch emerges on. the bas:s of an tmport share analysls To derxve
expected imports by this method, actual imports in period 2 of £165 are apportioned between UK and -
non-UK according to their pte-AIFTA shares of total M (66% per cent and 33% per cent. respectively).
The AIFTA effect is then calcilated as actual minus expected: UK imports from column. 4j £120~
£110 ="410. In this example; therefore, the import share approach captures only. half the total effect. :

o It can easily be verified that the discrepancy. between the two estimates wou_ld have been smaller had

the UK share been lower or the. amount of trade.diversion been greater. : .
Trcchmcally, it would be possible to’construct such a series,’ but we found it an extremely labonous
task to’ compute’the necessary ﬁgures “for. the six years used in this study. Another problem is that the-
" deﬁmtlon of" competmg 1mports xs lrkely to changc over tlme, so: also is the 1mport llst classrﬁcatron

‘scheme. ’




The UK Share of Irish Manufactured Imports

Expected and Actual UK Sharés

HE UK share of total Irish imports has been very stable during the last
| four decades. As Table 1 shows, 535 per cent of Irish imports were of
UK origin in 1970 compared with 52-9 per cent in 1950, 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
1950 to 1970.1 The average UK share over the twenty. years was 52-0 per cent,
the standard deviation and coefficient of variation were 2:6 percentage points
and 5-1 per cent respectively.? ' )

A different picture emerges, however; if imports are divided into 2 manu-
factured goods component (SITC 5-8) and a food, drink and raw materials
component (SITC o0-4). The UK share of manufactured goods imports fell
from %8 per cent in 1950 to 6% per cent in 1959, and declined further to 62 per
cent by 1970. 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 manufactured: goods.. '

On the basis of Table 1 data, it appears that the rate of decline in the UK
share has decelerated somewhat since 1950.3 Thus, the UK share fell by on
averageé I1-5 per cent per annum between 1950 and 1959, compared with a
corresponding figure of 1-0 per cent between 1959 ‘and 1965 and 0-6. per cent
between 1965 and 1970. The higher rate of decline in the fifties may, however,
reflect certain residual effects of the post-War European recovery and the
restoration of convertibility etc.t This conjecture is supported by the extraord-
inary rise in the EEC’s share of Irish manufactured:imports from g per cent in
1950 to 20 per cent in 1959. An important factor underlying this increased
share was the rapid expansion of purchases of machinery (SITC 7) from

IThree of the five exceptions were observed in the years 1956-58. Special import levies were imposed
at that time which discriminated heavily against non-preferential imports and which therefore are
contnbutory factors in explaining the except:onally high British import shares in these three years.

#The UK 'share was also regressed on time to test for linear and log-linear trends but the coeflicients
were insighificant at any reasonable confidence level.

3The choice of years in Table 1 may be explained as follows: 1950 was early enough to antedate the
Korean war and yet late enough to avoid reflecting the gross distortions in trade flows caused by the
immediate post-World War period; 1959 marks the beginning of Ireland’s industrial recovery from
the troughs of the mid-fifties; 1965 is the pre—AIF’I‘A year, and 1970 the latest year for which fully
comprehensive trade data was available at the time of writing this paper. Our choice of years is, of
course, arbitrary but the trends revealed in Table 1 are, we hope, nevertheless fairly representative.

4West Germany’s share of SITC 7 imports increased from roughly 2 per cent in 1950 to 12 per cent
in 1959. The low initial share reflects post-war supply constraints mentioned above.
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g TABLE 1 :‘Percentag;} distribution qf Imh "i”méo'rts_f bjse?iioris from the frina]iat jradig;g; arca_.y,_l 950-1970

Cdrea Urimdmgd&}n ,6th EiTAd» St R - Other OECD®. " All Other Areas
sl el e T e S LouLT oL B s L (excludding Fapan).

: 1,19‘5'6"!95‘9 '1965 1970 1950 I959 !965 1970 1950’1959-\19,65 1976 1950:1959 1965-1970 1950 1959 .ig65- 1970

8 8- 25 7 ;
497145

b 11:0 :21°4. "2
 Mineral fuels and- lubncants 64'5 549 .
mal and vegetablc oxls 201 "34'5 6 -

;.xo5 88 5:2 szoo 246 172 34’5 482
200 347 821 659"_509 -36°5 46 ~ 30
) 86 12 14'5716:6 44'0 446
2757 11256 32:9
8971273 56:4 ‘523

’2’2-4‘73”236,.§7'=7;”32}f§ 68 g 198 134 326 406

. g 62 102 46

5 '.i v639 52 9' 56,-5:59-2 5 ‘
. Manufactured goods . e W T
- classified by material .. 762 _66 x 60-8:63-4 57 7
; Machmery and transport DT e
I :‘chulpmcnt P 83.3,__71.7 66"6;;58:5 -
.8 Manufactured artlcles, nes 84.-1 57 674 711 -

2:0 .52

73' 1oo ‘04, 27 ~1'9
48 5“7 19 ‘38..68 59

. Total manufactured 1mports 7831 671 633 617 4

7 7707 79 22 40 g1 37
- 1x4k 94 16-9. )

’ "Z:LTotal 1mports(d) t

. 529 519 50

) ~The" xg5o and 1959 SITC breakdown by prmc
“classification to the SITC. .

.« b) Othcr ‘EFTA ;ncludcs leand
(c). “Othier: OECD,conslsts of USA, Canada,
(d) T ludes S St

trade

Ace an Greece, Spaln nd Turkey
on j—Parcel post and spec1al transactlons
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Germany:during the:decade.:For this reason; .we consider the 195965 trend
in the UK import- sharefas more: relevant to -the! present study than the com-
parable’1950=59 trend.” R A .

- Considering UK manufactured 1mports by SITG sectlon, ‘it is interesting to
note that, whereas the UK share of all sections. fell substantially betweén 1950
and 1959, a significarit increase:-in’ the 'UK: share occurredibetween 1965 and
1970 in Sections. 5, 6 and 8. The small decline.in the overall UK share of
manufactured imports :‘was attributable wholly to'a:decline in the UK’s share
of Section 7. This may be:regarded as:prima facie evidence that the decline in
the UK. share of most :Irish:manufactured imports between:'1g50- and 1965
has beén partly reversed during the period of the AIFTA tariff réductions. It is
this pervasive downward: trend in.the UK share of Irish‘manufactured imports
prior to AIFTA which :reénders -the-use of'a market share change"analysm
imperative, if*theeffects of AIFTA are to be separated from other competltlve
influenices during thisperiod: = &1 ¢ e i SUATE e

As already noted, the market: shares approach depends critically: on the
assumption that: the base period or the.base: yeari import: shares (according
to whether ‘a share. change -or constant sharé' method. is being ‘used) “are
“normal’, i.e. are not distorted by some exceptional factor which one would
not expect to be replicated. in:succeeding 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 1nto operation in 1966.% In the share change analysis, we
decided to use import : share trends durmg the perlod 1959——60 to 196465 as
base.” The ch01ce of 1959—60 as our startmg point may not be altogether
approprlate since both years w1tnessed above-average growth in GNP ‘Due,
however, to the cyclical element in the recovery from the 1955 recessmn and to
the existence of abnormal trade restnctlpns at that time, the extension of the
period to.include 1956-58 would not have been advisable. Pre-1955 years are
also ruled out by the lack of data and in partlcular by difficulties relatmg to
the comparab1l1ty of pre-1955 and post-1955 trade statlstlcs ‘and the 1dent1ﬁca—

5McGeehan [23] in her study of UK competitiveness points out that the- long-term decline in the UK
share of world trade in manufactures was halted briefly after the Second World War while Germany
and Japan were temporarily off thé international trade map. The steep rise in the ninéteen fifties in
the share of world trade. of these two countries, which was paralleled by a fall in-the share of the UK
and USA, is attributed by her to “the recovery of a previously achieved position”.

“The imposition of Special Import Levies in November 1965 was ‘ssumied to have had no effect on
imports in 1965. These levies were imposed for- balance of payments purposes. For details, see Irzsh
Statistical Bulletin, December 1965.

"Fitting a trend line between the first two and the last two observatmns to praject an “expected’’
share could be criticised as it takes no.account of the 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 1959-65. As it gave very similar
results to the share change method, we relegate discussion of this method and its results to Appendix 2.
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' tion of SITC 1tems w1th Import L1st numbers Furthermore, as already noted o
we. have somé doubits; as. to. the representativeness of the déceleration’in the UK
" share during the fifties. Although. Kennedy.and Dowhng[la] suggest that 1961 -
~ was the first year to be largely free from the ‘effects of the. 1955 recession. ‘and the
‘,.subsequent Iecovery, -we: decxded | against using - 196163 as base because At
" would have meant too short:a time. period:before :the Agreement '

: An implicit’ assumption: of our: analys1s is-that: the: periods selected representa ‘

V ,:comparable stages of the business;cycle'in Ireland and the UK. This. assumption
is necessary because: the- relatlonshlp betweén “imports- exports ‘and ‘domestic .
demand probably varies during the. cycle. Another! 1mp11c1t assumption is that, .

the unilateral. tariff reductions: of 10, per cerit each in the. Irish tariff in 1962

- and 1963 had" a megligible: effect on' market shares:Since: they: ‘were: '‘non- D
Xdlscnmmatmg as. between UK and non-UK" supphers and: weie: 1nsuﬂic1ently

large to’cause ‘any. serious shift in. competltweness of forelgn goods relative to

domestxcally produced Irish goods this assumption:was felt to be quite reason=: * - |
* -able. In summary, therefore, we have selected :the period. 1959—60 to 196465 as

our; pre-xntegratlon period:: because of data: classification problems 1nvolved 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-lntegratlon .

penod to permlt 1dent1ﬁcat10n of any trend ‘in; 1mports from the UK. 5o

The Agreement prov1ded for thelehrmnatlon of & 'll tar1ffs and"quotas on '
rtain’ exceptxons. The proclucts t 1 e excluded are

agrxcultural based and ﬁshery products : 1t
Ir1sh 1mports in’ ectlon O, (L Ammals Food and F ood Pre

seems ‘obvious that ‘this’ sectlon should be excluded from the analys1s 'Another S

candidate for, exclusmn s Sectlon I (Beverages and- Tobacco) imports, partly

E because of the hlgh proportlon of domestlc ‘excise;’ dut1es 1n’nthell ﬁrpnce, and .
'partly because the protectwe ;element in. these € ClSC dutles (ie.’ he dlfference S
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lubricants" (Section g) can for the most part be attributed to a single event—
the establishment of the Whitegate Oil Refinery in 1959. Section g (Parcel
Post and Special Transactions) imports are likewise omitted, for obvious
reasons. All told the excluded imports came to 33 per cent of total 1969~70
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, theréfore, we would have liked
to classify manufactured imports into dutiable (or concessioniary) 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.® 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 (SITC 56), which accounted for 1-8 per cent of manufactured
imports in 1969~70, were omitted from the study first because all such 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 (SITC 73) are a very substantial item in our total
import bill accounting for 13-3 per cent of manufactured imports in 1969~~o.
Approximately 30 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 almost entirely
accounted for by motor vehicle imports, most of which were protected by a
quota arrangement up to June 1966. 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 1970.1°

The last step involves deciding on the level of 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 Agrcement This assumption
becomes less tenable as the classification” of ““affected”. imports becomes narrower. This constitutes
an additional reason for considering two groups of imports, one more extensive than. the other.

10Motor vehicle imports will be discussed in greater detail in a later section.’
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~ TABLE 2: The UI{ sharc qf Irish mamgfaotured zmpom Igy two-dzgzt 87 TC headmg,,
C C 1959—60to 1969—70 Y e Y T TP

S PP

e N I RS ST U PR SR AP R R Hnriizdl.‘UKShaiq Bl dbe L .
Lo e N k .. (Percentage): Expected-  Actual .

R — UK Share UK Share’
At 111959-60: 1964~65 ; 1969-70. 1969-70

'61.16
190-29
.. 6474+
- 6129
“ggisy
::88-02
67 87
'+ 64:08-

7 66:0g

51, Organic and morgamc chemlcals \
52 Minéral tar and crude chemicals
_ 53 . Dyeing; itanning, colouring materials:

54 . Medicinal, pharmaceutical, goods .

55 - Oils; perfume'materials, cosmeétics ‘etc: < *
-57. . Explosives, pyrotechnic; products

58 Plastic materials, etc.

‘59" sChemical materials; products, 1.€6.8.:

pieien F

Sccuon 5 (excludmg 56)

Manufachmd Goods Cla:szﬁed by Matmal
61 /. Leathef manufactires ' o
62. Rubber: manufacturcs, n.e.s. ;-

- 63 Wood manufactures (excluding furmturc) N
64 Paper and paperboard manufactures.

65 Textile yarns and fabrics (excluding clothmg)

6%" ! Non-metallic minéral manufactuns

K

“ 631
745 Y
2896
14561 ¢
60-71
7215
1 6295
7606 .
74737

" 6333

67.. Tron:and steel,, ;
. 68 Non-ferrous mctals
- 69 Metal manufactura,» X A

: ‘Scctxon 6

Machmery and Tramport Equzpmmt
71 * Non-électri¢c machinery (i1 5 ekl “oi
72 ; Electrical machinery, goods and apparatus

i 5805 L
o 56240

+Section 7 (cxcludmg 73) HRTs4

Manufactured Articles; PRV

81. Plumbing) heating; llghtmg ﬁxtm
82 Furniture, travel goods, etc. .

83 Clothing and-héadgear <"
84 . Footwear . .. - ;
85 ° Prof&ssxonal scxcnnﬁc, photographlc, et 5 goods
;.. watches and clocks; .7 Sethe AN
86 “Mlsccllancous manufactu:cd artlclcs o

7023 -
. 8o5r., ’
7. 8834

. 6481

i ‘53-81-';\/.,
. 6834

g 70772
Total Manufacturcd 1mports (m(cludmg 56 ‘and’ 73) . 62+80

- . - [ j Ll ca e C 4 - f

. Section 8 -,

Smm‘e ‘dee and Shtppmg Stahstws 1959, 1960 1964, 1965, Extemal Trade Statzstws ‘ngg; 1970
.Nntes (x) Thc "expcctcd UK” share is calculated by the sharc change method in the text. h
v - (2):;SITG 56, (Manufactured Fcruhscrs) and ; 73 (Transport Equxpment) are excluded for
... .. reasons explained in text. .
0. :(3) - “Expected!’ UK shares attthccnon andTotal Ma.nufacturcd Imports level are: calculatcd
. as weighted averages-of: the . mdlvxdual 2- dlglt cxpectcd” UK. shares, usmg the actual.
1969—70 1mportsharaaswc1ghts SR L B e et
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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—70 which is got by
a simple extrapolation of the growth rate in the UK share between 1959-60 and
1964-65.1* 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 SITG 56 and 73) between 1959-60 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 1969-70 which points to a further decline of 4
percentage points between 196465 and 1969—70 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—70 was 62:80 per cent compared with
an “expected” share of 58:70 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 1969-70 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 196970 calculated by the share change and constant share methods are
presented in Tables g 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.

Table Br in Appendix 2 shows a comparison between these “expected” UK shares in 1969~70 and
those derived by the regression approach. Both methods give very similar results. :
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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 imports in 1969~ 70.

- At a two-digit level, we note that although: the positive :competitive effects
are small'in absolute values, they can be quite large i in proportion to individual
divisioni 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 to-an increase of £9-8 million or 18-1 per cent of 1969—70 imports
from the UK in these categories.® The competitive effect comes to 15 per cent
of imports in divisions 85 and 86 in 1969 70.

Negative competitive effects appear in divisions 6164, 69 and 83. It is clear

that, insofar as the share-change competltlve effect is a measure of the AIFTA
effect, negative entries make no economic sense.* This line of rcasomng led the
EFTA Secretariat to ignore all negative numbers in their estimates of the
EFTA effect.iAlthough no indication is given of the sensitivity of their results to
this adjustment, in our case the difference would not be very large. By excluding
negative items, the AIFTA effect would increase from £14-5 million to £17°3
million—in percentage terms, an increase from 65 per cent to 7+7 per cent of
total 1969—70 UK imports.-In view of the high probability of error in calcula-
tions-of this type and the uncertainty surrounding the ‘“normality” of pre-
ATFTA 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.’® The estimated AIFTA
effects amount to g per cent of Section 6 imports and ‘10 per cent of Section 8
imports from the UK (See Table 5). '

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

12All the basic valuations were done to the nearest £’000 but the results are presented in the tables
to the nearest £o-1 million so that some rounding errors are present.

18The 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.

UThis statement is rather strong. For example, in division 62 (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 1967, 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 £o0-60 to £3-00. Consequently, actual 1969—70 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.

¥McAleese [22] Table A1 and European Community, June 1972, p. 20.




26 . ~THE 'ECONOMIC, AND: SOCIAL..RESEARCH' INSTITUTE

i.e. this approach takes the UK share in. 196465 as base and ignores previous
trends in the, share. This method suggests a negative “‘total effect” of Lo-4
million on Irish imports of manufactures (cxcludmg 56 and. 73) from the UK
iin. ' 1969-70, made up- of .a -small- positive compos1t10n effect-of £1-4 . million
“and a negative competitive effect of £1-8 million. In-other words, if the UK
had maintained its 1964-65 share and. the structure of Irish. mémufactured
imports had remained constant at the 196465 distribution, the level of manu-
factured imports from the UK’ (excluding 56 and 73) would have been o:2
per cent greater than it actually was.in 1969~70. The negative competitive effect
of £1-8 million suggests that the considerable competitive advantage afforded
-to UK exporters by virtue of the: AIFTA tariff reductions'® 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—significant’ positive
competitive effects were noted in clothing and headgear (83),-iron and steel
products. (67).- and. .non-ferrous metals (68)—nonetheless - negative. or zero
competitive. effects were recorded in no less than fourteen out .of twenty—ﬁve
SITC divisions. : : : Gl

Turning to the composition effect we note that th1s effect is: small regardless
of how it is calculated Thus, the constant share method yields an estimate. of

16'I'lm: stcrlmg devaluatlon in 1967 was, of course, anothcr factor favourmg UK products in thc Insh,
market and its influence is discussed below. * "

TaBLE 4: Irish manufactured imports from the UK: compomwn and competztwe gﬂem
1969—70, by constant share method (£m ) ,

) @ @ W R O

vManufactured Hypothetwal Hypothetical = Composition . Competitive
imports from UK imports UK imports effect effect
SITC UK (4) (B) 196g-70  1969-70
' 1969-70 1969-70 196g-70° - (3)—(4) - (2)—(3)
51 .66 - g : 62 .. .4 13 .. .—o08
52 02 - o2 - 04 o — el —
‘53 ’ S 21 2:3 27 - — 0'4 — 02
‘54 6-8 T4 72 o2  '—o06
55 31 29 2-7. + o2 . —{— o2 . -
. 57 L 075 ... 05 06 ., — 01 - .
58 < 102 ‘ 105 91 + 14 . —‘03
59 %4 - 32 o84 . —o2 A 02
Section 5 ' o PEN

(excl. 56) 328 345 i "32.3:‘ ’ -+ 252 - __ 17 .-
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TABLE 4:—continued..

(1) (2) (3) (4) (5) (6)
Manyfactured  Hypothetical Hypot}wiiéal Composition ~ Competitive
imports from UK imporis UK imports effect effect

SITC UK (4) - (B) - 1969—70 196g—70
1969-70 196970 1969-70  -(3) - (4) (2) - (3)

61 2.9 31 32 — o1 — 02
62 36 41 32 + o9 —o05
63 I-2 13 I4 — 01 — 01
64 7'9 7'9 8-2 — 03 —
65 24-8 24°4 26-6 .— 22 -+ 04
66 69 6-8 65 + o3 -+ o1
67 132 11°5 127 — 12 + 17
68 91 69 76 — 07 + 2-2
69 16-3 169 18-8 — 19 — 06

Section 6 85-8 82y 882 — 55 + 30
71 498 527 504 + 23 =29
72 19'5 21°1 22°4. — 13 — 16

Section 4 .

(excl. 73) 693 738 728 + 10 — 45
8x 29 29 3'3 — 04 — o1
82 21 2'0 16 + 04 + o1
83 94 88 5'1 + 87 + 06
84 12 I'I 07 + 04 -+ o1
85 4°6 44 40 + 04 + o2
86 158 153 147 -+ 06 -+ o5

Section 8 358 343 294 + 49 + 15

Total manu-

factured

imports

(excl. 56 and :

73) 2236 2254 2240 4 14 — 18

Notes : :

(1) Hpypothetical UK Imports A: Calculated on basis of actual 1969—70 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—70 was the same as in 196465, and assuming UK share

constant at 196465 level.

(3) Totals may not add exactly due to rounding.
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TABLE 5 Compontwn and competztwe efkcts as a proportion of Irish: maanactured ‘imports
ﬁom UK 1969—70 (m percmtages)

. S}zareChange Methqgl_ \ R o }(afé Meth’o‘d‘

) @) ) @) ) (6)
O SITC - Compo.ntwn Competttwe - Total, Composition ‘Competztwe “Total
oo _’»? " Effet v CEffect ‘Effect" Eﬁ"ect <" Effect . Effect
Section 5 = - ‘ E A .
(excluding 56) 421 455 +76 _+6~7¢;J; ~52 415
Scctioné VA7 heo 410y =64 435 —29
(cxcludmg 73) (=84 4 : g =65 S
Sectlon 8 T g -{398 +139 +139 " 4a2  +18o.
‘ Man'ufacturc”d' {0 LUt R IEES R DR
imports from UK ' -
(cxcludmg 56 and o . A s
RN .,,‘%’0'4 465 406 —08 o2

Sy PRRS

£ I 4 xmlhon,x compared wrth the share change estimate in Table '3 of
, :£ 10 mllhon, for total manufactured 1mports ‘The latter estimate, however

' represents the cffect of. dev1at10ns from past trends in composition and ‘con-
sequently is less: easy to interpret economlcally than’ {the constant- share
estimate.l? The results indicate that the UK commodity structure was “favour-
able?, i.e. concentrated in fast-growmg import product-groups but only to-a
minor. extent. An examination of the product composition of Irish’ manu-~
factured imports (see’ Table A1 in the Appendix) shows that this composmon
has- not altered markedly since 1964-65. Our finding may be compared. w1th
that of Major, who .in a study of Britain’s share of world trade during the
period 1954-66 also found the'composition-efféct to be a very minor factor; .
capable of explaining only a small proportion-—Iless ‘than 10 per cent—of
" Britain’s total loss of world . manufactured goods trade between these two. .
years, 8., ... . i ot e ' T T e P PR

Before 'completmg ‘

""The dlﬂiculty arises bccause therc is no partlcular reason to expect O, any convmomg way to
explain, changes in composition trends in the post AIFTA penod P BT

[P 1

18Major [18], p. 50 :




IRISH MANUFACTURED IMPORTS FROM THE’UK -IN THE SIXTIES 29

import growth during the period 196465 to 196g-70. To-do this, we separate
the growth in imports from the UK over the period’ 1964-65 to 1969-<70 into
parts attributed to: (1) .the general rise in Irish imports; (2) changes in the
commodity composition of imports from the UK in‘the base period; and (3)
changes in competitiveness.?® This framework can be 1app11ed in either a share
change or a constant share framework of analysis.

The actual increase in the value of'manufactured imports from the UK
(excluding 56 and 73) between 1964-65 and 1969~70 was Lrir 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 £1-0 milliort and an AIFTA’
effect of £14-5 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 132 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: competitivcness
playing a secondary, although by no means an’ ms1gmﬁcant (and perhaps a
more analytically 1nterest1ng) role. :

The AIFTA Eﬁct and Relatwe Pme 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 i$ that the chief influence on relative
UK competitiveness (or more precisely on the ckange in relative competitive-
ness) during the second quinquennium was the AIFTA tariff reductions. To
check this assumption, two sets of relative prices are examined: (1) 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 post-1966 period by.a rise in the ex-tariff price of UK products relative
to non-UK products. This possibility is investigated by studying trends.in price
relative (1). The second prlce-relatlve relates to the UK share of total domestic
market sales. Thus a rise in: Irish prices relative to UK import prices would
affect the UK’’s share of the Irish market, but not necessarily the UK’s share of
total imports since both UK and 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.

1%The method is outlined in detail in Leamer and Stern [17], Chapter 7; and Richardson [28].
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:Severe dafa'prcblems are ¢ncountered:in finding -proxies for:'the: prices oft .
products imported from. UK: and: non-UK sources: respectively. Export-price!
- -series for manufactured goods; calculated on acountry-by-country:basis; were

utilised for this purpose.: Nin€ countries. were: chosen: (whose’ combmed ‘manu-:

factured - -exports;to: the Irish market accounted for moresthan:.go per cent of -
our total manufactured imports of non-UK: origin): and itheir: iprice’ ‘experience:
compared with the. UK’s in; /Table 6:: . As- nught be: expected the behaviour of

. export: prices dunng the last- decade varies: cons1derably between- countnes, o

with. very large; (dollar). price increases: bemg observed in USA, .CGanada and:

Sweden and ;much-lower: increases in: ]apan, Fra.nce, UKj etc. (the last two:

countries’; mdex ‘being, . of course;: heavily. influenced by the devaluatlons ‘of"
1969 and' 1967 respectwely) In; order; to facilitate . companson ‘between UK
and other; supphers experience; a: welghted :average export!price index for-

the latter; countries - ‘was:computed. Comparmg the -aggregate: non-UK:index

with the UK. index; we- find that the: price of UK exports; which in’the’ earlier!

period- had. risen faster; than:non-UK -export pnces (r1 per cent compared with'

6 per. cent), rose by. lessii in, .the penod 196465 to 1969-70 (7: per cent as against:

the non-UK supphers 11 per cent). At the:same:time, we' note!that the’

pcrcentage fall in the UK share -of world trade in manufactures ‘was' much

the same in the AIFTA period as in the. earher penod (17° 2 pcr cent in 1959—60

14:1.per. cent in, 1964—65, ‘and::11-0- per centin: 1969—70) 20.s ;

~The:change in; UK/non-UK competitive 'trends is almost certamly lmked
~ with:.the: 1967 devaluation'of: sterling.: Although:perhaps “coincidental, it is
interesting to note:that had:UK prices maintained: their pre-AIF "TA relation-
ship with: non-UK: prices they would -have risen by about 20 per ‘cent in “the
post-AIFTA period . instead:‘of . by the .actual 7 per cent—ai: dlvergence -of
13 .per. cent .whichiis: remarkably ‘close: to~ the: percentage devaluation! The:
improvement :in.'the- UK’s: compet1t1ve pos1t10n in‘ithe post-AIFTA period
suggests that our estimate.of the AIFTA effect is capturirig-a devaluation effect
. in ‘addition.to:the- effect of the AIFTA tanﬂ' reductlons and to thlS extent

‘ovérestimates thé true:AIFTA: effect. STENTE A sl sl
. While it isimpossible ‘to" dlsentangle the twoseﬁ’ects f-»the followmg ‘points-

may be noted. Firstj:the devaluation has a. bearlng on trade: d1ver51on effects’ - -

only, sincé Ireland devaliied-at the same time and by the same afnotint as the
- UKuIt is shownuin:the ‘next section. that trade :diversion ‘effects anicunted to'
‘only:40 per “centi of 'the total AIFTA effécts:: Second; too  much’ reliance must
not be placeéd: on. the iprecise ‘magnitude- of ‘the’ figures in" Table" 6 because
export unit valiies are:béing used and also’ because of the- ‘negligible proportions:
of the exports-of:the countries hsted in the table absorbed by the Irishmarkets.

In:the: absencc of Irish: import. ‘price: or unit’ valuc data“on’a’ country-by—

"Sec Major and Hays [19], Table 19 ofStaustxcaJ Appendix. i L heih b e e i

o
i
|
|

o1




TaBLE6: Export price (unit value) index numbers of manufactures of major suppliers of Trish market

Base 1963 = 100 :

Country ~ West- " Belgium| - WezghtedAverage

-average of each country s share over the period :963—65 instead. * . ) ~

a Germany USA Netkeflaﬂa’s Fmrwe Canada Luxembourg Swedm Fapan Italy for the Nine UK
Year RO ) - Counties -
1959-60, - 92 100 97 .97 109 101 g6 108 100. - 97 o 94
196465, . 101 103 104 104 103 103 103 99 101 102 . 104
196970 - 112 121 105 112 123 110 119 109 105 113 11X
Percentage changc 1959—60 to 1964—65 %10 T ¥3 +7 - +7 —5 . - F2 - +7. =8 - 41 +5 F11
'Per(‘;en'tagg change 1964—65 to 1969—70 ~:* 7 +11. 17 +I +8 +19: ‘ +7 - '+15 +10 l+4" : ":.+_I,1 N 4y
- Source: Various issues ova tional Institute Economic Review, UN Monthly Bulletin ofStaiistics
."Notes: :
(1) The index numbers are computed in US dollars Because of the 1967 UK devaluatlon, the Iarge rise in sterling export prices is concealed.”
(2) - The average export price of non-UK supphers was calculated by weighting each country’s index number by its share of the value of total

Irish manufactured 1 Imports supplied by the nine countries. For the period as a whole these countries accounted for about 31 per cerit on average
of Irish manufactured 1 Imports. For the years 1959 and 1960, it was niot possible:to derive manufactured imports by country 50 we apphcd an

pi)
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country basis, relative changes in unit wage costs in manufacturmg were taken
as proxies for changes in price competitiveness; between the UK and Ireland.

Comparing pre- and. post-AIFTA trends, we found that Irish wages costs per
" unit of manufacturing output increased from 88 in 1959-60 to 106 in 196465,
to 136 in 1969-70, while the comparable figures for the UK were 93, 103 and
125 respectively (base 1963 = 100).2! 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 perxod (21 per cent increase in unit wages in Ireland, as
against 11 per cent in the UK 1959—60 to 1964-65) than in the post-AIFTA.
period (28 per cent increase in Ireland, 22 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—70 UK imports will be too high being based‘
on the assumption that this relative unit costs trend will be maintained in the
period from 196465 onwards, and hence the actual ‘minus expected flows

will be too small; In other ‘words, instead of the expected relatlve decline in

Irish competmveness between 196465 to 196970 of 88 per cent, there ‘
occurred an actual decline.of only 5-7 per cent. :

It is worth noting, however that if an Irish import unit value index had been
chosen as a J)roxy for UK prices on the Irish market and had this then been
compared with ‘an Irish output of 1ndustry wholesale price index, the above -
conclusion would - have been reversed since Irish domestic wholesale prices
relative to impott prices rose faster in the second than in the. first perlod 22
While one cannot be: dogmatic as: to which of the various possible proxies is -
most reliable,® the fact that both calculatlons indicate only small absolute
divergences between expected and actual price trends provides some reassur-
ance that, despite_ the uncertainty as to the dlrecmon of bias, its magnitude is
unlikely to be so large eespecially in relation to the large reductions i in Ir1sh
tariffs durmg the post—AIFTA perlod

Trade Ddiectzan

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

31These ﬁgu.ra were derived by dlvxdmg output per man hours into earnings per hour in manu-
facturing industry and. calcilating two-year averages for 1959-60 ctc. The sources of the statisticsare
various issues of National Inshtute B Review, Irish Statistical Bulletin and Revww of 1971 and Qutlook

or 1972.
£ “Sngce Irish Statutwal Bulletm (vanous issues). The import index used was the ¢ other goods” 1mport
index which excludes non-manufactured goods; The domestic wholesale/import price ratio rose by
62 per cent in the first period as against 10- ‘6 per cent in the second.

#30thers were tried, with varying results, such as UK export prlce 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. Movements'in the last two indices are, however, virtually
identical between our three quinquennial observatxons :
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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. whlch is defined by
Shlbata [29]-as: , .

. « the redirection of i 1mports from third countries through the partner countly
with the lowest tariff, with the. aim of realising tax advantage by exploiting the
rate differentials between the member countries within:an economic union.

The need to minimise such trade deflection in a free trade’area leads to the
adoption of certain measures, chleﬂy ritles of origin, i.e. (1) percentage rules,
and (2) qualifying processrules. Orlgm rules'are demgnéd to'ensure that not only
must products come from a member country but that they must also have been
produced in that country or, at least, that certain processes of manufacture
were performed there or a certain specified proport1on of the value of the
product should be accounted for by the cost of materials from w1th1n the area
plus the value added in the area. In the case of percentage rules the minimum
percentage required by both the Irish and British authorities varies between 25
and 75 per cent depending on the product, but most commodities would fall
into the 25 per cent category.® 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.® 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 consisted chiefly of textiles and clothing
containing synthetics, and a few other goods such as watches, spare parts for
" %4The Stockholm Convention, which established EFTA, provides for a proportm'n ‘of 50 per cent.
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 formcr requires that the increase in imports to one member
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 stlpulatlon appears-in
the comparable Article I1I of AIFTA. !

25At the same time, Irish rules of origin had also to be satisfied prior to the Agreement hefore a
British exporter could be granted preferential duty rates on his sales to the Irish market.
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-motor cars etc.% It is the imports resulting from the rise in exports of these goods
to the UK. whichalone concern; us here. Third; it is: thérefore: qiiite likely that
the post-AIFTA expansion of Irish exports of textile-based producis such ds
knitted garments, tufted carpets etc. to the UK did,indeed boost imports of
textile - :inputs .of UK. origin (i.e.: lelSlOIl 65) above thelr ,,expected” level.

Nevertheless; these: intermediate ' goods: imports ‘may -have ' been ‘purchased
_simply, because they were. .cheaper than those of ,non-Area orlgm ¥ The desire

to satlsfy UK orlgm or- quahfymg process rules need not n‘eev ssanly have been
':the only, or even the most : 1mportant motlvatmg force behmd these purchases.
‘ Another aspect of the deﬂectlon problem concerns the poss1b1hty of UK
,1mp0rts becommg artlﬁcally competxtlve on the Il‘lSh market because of lower
UK tanffs on 1mported mtermed1ate goods. _Thls s1tuat10n, of course, constltutes

ity I R Yoot ing T,

1268ee Appenclrx XI of the Agrmnent [0l iy

*"Non-area origin imports would not have been subject to Irxsh tanﬁh provxded they were. mcorporated
into finished products destined for export markets. -
- 1Dje to the relaxation of UK import cotitrols on _)ute in 1972 the Irish atithorities have recently .
amended the rules of origin to offset any artificial increase in competitiveness accruing to British
suppliers on this account (Notice by. the: Revenué Commissioners, No. 1178, April 1972). Similar:action‘has
been taken by both governments in. regard to cotton products. Prior to- thls, Irish exports to the UK

. had been limited by the Cotton Textiles Agreément appended to AIFTA, in order to.protect-the UK

market against'any undue:expansion of Irish éxports of cotton goods created as-‘a’result of:the more
advantageous terms on which Irish exporters could acquire raw materials. On.1]J anuary, 1972; thé
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 . Trade and Industyy, HMSO, 3 February 1972. A O




The UK Share of Irish Apparent Consumption

and implications of the AIFTA effect. To accompllsh this, we set out a

new formula for estimating the ' AIFTA effect, based this time on com-
peting imports and apparent consumptlon data rather than exclusively on
manufactured import statistics as. in, the prev1ous sectlon Then the AIFTA
effect is divided into its trade creation and trade d1vers1on 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 impa¢t on nohmembers up to the end of
1970.

‘The difference betweeh' the formiula of the last section aid 'the present
section is that (1) expected imports from the UK are calculated in this section
as the product of end-period apparent-consumption' and the UK import/
apparent consumption ratio,. instead of as the product 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 YICld the same estimate
of the AIFTA effect. - : ‘

The apparent consumptlon formula has greater theoreucal appeal than the
formula based on shares of total imports. In applying it to the Irish s1tuat10n
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 obtaining reliable and up-to-date statistics on industrial production
at the requisite level of aggregation proved extremely difficult. The statistical
underpinning of the trade flow analy51s is a gréat deal more satlsfactory, both
as regards the dependablhty of the 1969—70 data and the degree of dlsaggrega-
tion obtained. Consequently, we would see the results of the last sectlon as
constituting a useful countercheck on this sectlon ] estlmates :

THE purpose of this section.is to examine in further detail the magnitude

<
i

Metlzodolog_y and Statistical Base

The basic methodological , approach is very snmlar to that utlhsed Jin the
previous section. The key concept is, of course, apparent consumptlon whlch is
defined as:

Apparent Consumption = Gross Output plus Competmg Imports minus
Exports.

35




~ of the trade creatmn and trade d1vers10n eﬁ‘ect. In our calculatlons we deﬁne
* trade diversion as the residual between our estimates -of the total effect and
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The AIFTA effect (4) is calculated as:!
i AT Hwsag 7 (A1) foasad Covno ) (1)
where

" F' < conipeting imports fém the UK

‘1 .G = apparent 'consurnption

Cr = rate ‘of growth of UK share in apparent consumptlon
'.‘m the base period, 1959—60 to 1964.—65 '

f= Flc..

7

N . ) IS N E + . I.": i
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subscripts r,efer‘t,o the.twofyear averages. 5{33

. The trade creation (TC) and trade d1vers10n (TD) formulae are as follows

i TG —-'Mso ~70: —[(1 +’) ‘mu os] Cso 70 (2)
TR Nl = (1) ?‘,64--“]:,C°°i79 ST <)

riy

'.N = actual competmg 1mports from non—UK countrres .

M—- total competmg unport.s’ (1 eM F+ JV) o ,« - : v' ne
¢ m M/C;’ s~“‘= rate ‘'of growth of m in' the base penod r959—60 to 1964—65

n = .N/C t = r e of growth of n m the base penod 1959—60 'to 1964—65

If trade d1vcrs1on occurs actual competmg 1mports from non-UK countnes
in 1969—70 must be less than expected so the solutlon of equatlon (3) must
have a negatxve sxgn Hence A=TC ~ TD ie. the AIF TA effect i is the sum

the trade creation effect. If a constant share approach is being used instead
of the share change method, the only modlﬁcatlon of the formulae required is
the elimination of the ‘tfend: ‘term.' The Jogic of ‘our chvice’ of base perlod and .
end-period has already ‘been ‘explained in the previous section.’ ,
Havmg specified the estxmatwn f'ormulae, one encounters the problem of .

. . . . . P KN }
i, ;!;_A~=’_‘.\, PRt et »»3 St

IThe derivation of these formulae is explained in Appendix 1.
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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 classified by broad manufacturing industry :group for each-year since
1g6o. Unfortunately, however, difficulties arise with respect to both the trade
data and gross output data. : ‘

Regarding trade data, the competing 1mport séries is denved by the Depart-
ment of Industry and Commerce after consultation with industrialists in -the
various sectors as to what constitutes a competing import.2 There is, of course,
no hard-and-fast definition of competing imports. A degree of arbitrariness is
inevitable and. the official list- of import-competing products reflects an
authoritative but not an indisputable viewpoint.? There isia sense in which-all
goods are substitutable for each other to some degreé. 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 ¢lose domestic substitutes is the existence of
protective tariffs or quantitative restrictions on imports.* 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 industty 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 were 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

*The 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. Qfficial Import and Qfficial Export Lists respectlvely Relevant values for
each year can be computed from Trade and Sthpmg Statistics and External Trade volumes,

3Clompeting imports are much the same as “similar” imports, as definedin 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 1964 for the 27 CIP industries used in this study compares with a total
of £98 million for “similar” imports in the comparable 1964 input-output industries. See Henry [11],

P. 9.
i{McAleese [20], p. 21.




38 . .‘THE ECONOMIC AND ‘SOCIAL:RESEARCH ‘INSTITUTE ' :°

errors:alone.. ‘A :detailed examination of ‘these industry estimatés was carried
out with' the help -of the Industrial Reorgamsatxon Branch of the: ‘Department
of Industry.and Commerce and both series were reconciled for ! 1969 and 1970
'to allow-for double counting and the omission of certain items. We also adjusted
our series for'the earlier.years as far as possible to take account of these errors,
so our ﬁgurcs differ somewhat from the unadjusted figures pubhshed in the
1971 Review for the years prior to: 1968.5 A basic problem, of course, is that an
imported good may changc with the process of industrialisation from: being a
non-competmg lmport at one »stage to become a: competmg 1mport later on
and vice versa.® i .. - e e R -
The CIP contains output data for 45 manufacturmg industries. Many of

these had to be excluded from the analysis, some because. they lay outside the . .

scope of AIFTA (food 1ndustr1es), others -because they received zero protection
against UK imports prior to AIFTA: (fertilisers) . or else ‘had..no: influx  of
competing imports to' concern them -in' thefirst place ‘(railroad equipment,
ship and boat bulldmg) ‘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 togetheér- accounted for about
4.7 per cent of the value ‘of gross output in the manufacturing sector in 1969.”
"Gross output data for the 'years ‘195960, - 1964—65 and 1969 were obtained
from'the relevant CIP reports. As. 1969 was' the-last year for which a full
Census report was available at the time of writing, we had'to obtain estimates
for :1970. Preliminary volume -estimates for ‘1970 afe -available - from the
‘Quarterly Industrial. Production ‘Inquiry reports and ‘we experimented with-
using these volume figures and the trend.in-the implied price of gross output
(i.e. index of value of gross output divided by index of volume of output) from
196569 to ‘derive .value estimates for each individual industry in 1970. This
procedure proved unsatisfactory because of:the arbitrariness of the assumption
about the price change in-each industry. An alternative procedure, which we
eventually adopted, was to use the unpublished gross output value: éstimates
denvcd by thc Dcpartment of Industry and Commerce for all manufacturmg

3

‘ 5Tl'm:c, our estimates: of compctmg 1mports for the 26 CIP mdustna ‘in 1964.—65 is. ,(,‘ 771 mllhon
compared with an estimate in the Review of £75-7 million. .

$Even after the above rcconc:hatxon, however, a number-of small dxﬂ'erences remains between our
estimates and the industry groups figures published in the Review. For example, we adjusted the published
figure for cement imports in 1970 to allow for the effects of the cement strike. (See notes to Table A2
for details.) This means that our. estimate of competing imports for-the: Struictural Clay Products,
‘Concrete and Cement mdustry in 1970'is £2-8 million compared with the figure of )£3-9'million in ‘the
Review. Also, theé Review figure for*competing ‘imports for the Soap, Detergents and ‘Candles industry
includes an adjustment to allow for the fact that competitive and non-competitive items-are included ..
under-the same import list headings. As-there was no information avallablc on the adJustment factor
prior to t968, we decided to use our ongmal estimates for all years!” - :. ¢

TThe source of this ﬁgure is the'1969' CIP (see Irish Statistical Bulletin, Dccember xg71) “The Census
data underestimate manufacturing output somewhat as establishments whxch employ less than thtee
persons are not covered,
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industries.® However, the use of a two-year average would, it was felt, reduce
the impact of any errors in the 1970 estimates. The need for an assessment of
AIFTA as nearly up-to-date as possible was another factor which encouraged
the use of the 1970 estimates.? ‘ :

‘The computations of this section are based on the-data contained in Appendix
‘Tables A2 and Ag. 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 Ag 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 in apparent
consumption for 1959~60 and 1964-65 and contrasts the “expected’ share in
1969—70 with the actual share in 1969—70. The UK share rose slightly during
the base-period, from 14-8 per cent in 1959-60 to 15-2 per cent in 1964-65.
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 competing
imports from all sources in apparent consumption reveals an even more marked
upward trend (see Table A4). Between 1959-60 and 196465, the share of
competing imports in apparent consumption rose from 23-2 per cent to 252
per cent, a rise of 87 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 1959-60 to 100 per cent in 1965-66, an increase of 19-4 per cent.'® 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

8These estimates form the basis for the aggregated manufacturing industry data published in the
pre-Budget Review of 1971 and Outlook for 1972 [27]. If one compares the estimates published in the
Review for gross output in the manufacturing sector as a whole for the years 1967-69 with the actual
Census data for these years, the results reveal a tendency for the Review to underestimate the correct
output position by about 1-5 per cent on average.

%An anomaly common to both our series and the Review’s estimates is that the gross output data
include Shannon 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 1966, 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.

10Derived 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 penod,.notw1thstand1ng the fact. that iits share of
apparent consumphon increased. Ce fa oy
This decline in the :sharé: of. the domestlc market supphed by domcstlc
producers between 1959-60 and 1964-65 can be-attributed: primarily to the
high income elasticity of demand ‘for .imports: McAleése’s [20] estimates: lie
within the range 1-87 to 215 on the basis of 1956-66 data; the income elasticity
for. imports of consumer goods over the same period was also estimated to be
greater than, 2. Elasticity:values of ;this magnitude imply that the-imports/
domestic consumption ratio can be expected to rise over time simply as 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 major product groups
(food, consumer durables, consumer non-durables, passcnger cars and cap1tal
goods)11 Branson and Junz concluded that : .
e the sha.re of domestlc markets supphed by domestlc producers has dechned
‘ almost everywhere in almost every category. For all categories and all fourteen
.+ countries together, it fell from an average of g2-7 per cent in 196164 to 9i-3
per cent:in. 1968, a.1}. per, cent. decrease. In other words, consumptlon has
become mcreasmgly cosmopohtan R T : A
Thc next step is to project forward thc trend in the UK competmg 1mports
share to get the f‘expected” share in 196g—70.  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-integration period. However, differént procedures
have been used in certain cases to derive the ““expected” 1969—70 share. First,
there are- two: industries . (men’s and boys’: clothing::and assembly ' of non-
mechanically- propelled ‘road vehicles) which recorded neghglble competing
“imports in 1959-60. In these cases, the “expected’ UK share is derived by
multiplying the 196465 share by the base-period percentage rate.of change in
the share of total competing imports from the UK. 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 if the rate of change in the share is very large in the base period.’®
Examination of the “expected’ shares in Tables 7 and A4, calculated by the
share change ‘method, suggests that this problem was present in-a number of
cases. If the increase in the share for an industry‘in the base pcnod was greater
than 100 per - cent, we derive the “expected” share in 1969~ —70 by a s1mple
extrapolatlon of the absolute change in the share between 195060 and 1964—-65

11These groups taken together accounted for 50 per cent of all OECD exports in the sixties.

13Branson and Junz [4], P- 297. :

13For instance, if the share of competing 1mports in apparent consumpnon of an mdustry rose from
20 per cent in' 1959-60 to 50 per cent in 196465, our share change method would predlct an “‘expected”
share of 125 per cent, indicating that the share would have reached 100 per cent pnor to 1969—7o—~a
highly xmplau.«uble expectation.
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TABLE 7: The percentage share of competing imports from the UK in apparent consumptwn
classzﬁed by CIP industry, 1959~60 to 1969—70

Actual share of -
_ ) competing imports
CIP industry JSrom the UK in Expeoted Actual
‘ Apparent share s}zare
- consumption ‘

o 1959-60 196465 196.5){70 196970 -

(1) Woollen and worsted 1992 22'55 2553  26-51
(2) Linen and cotton 2456  22-02 1974 2518
(3) Jute, canvas, rayon etc. 776 6-00 464 6-22
(4) Hosiery? ’ 476 1079 1682 2336 -
(5) Boot and shoe 2-82 273 2:64 894
Egg lg/}Ilen txsn a{{xd boys’ clothing? - —_ 2-38 2-%6. < 9'33
irtmaking 390 4'3 487 1131
(8) Women’s and girls’ clothing? 560 1120 1680  21:98
(9) Miscellaneous clothing ) 6:86 1109 1793 1987
(r0) Made-up textile goods 18:9r 2023 " 2164 2314
(11) . Wood and.cork 246 ., 484 . 952 501
(12) Furniture; brushes and brooms 444 . 792 1413 1389
(13) Paper and paper products 1602 1830 20090 2044
(14) Printing and publishing 12:.38 1537 19008 1570
(15) Fellmongery and tanning 835 906 983 1950
(16) Manufactures of leather and leather -
substitutes? 11-.30 2375 3620 3527
(r7) Oils, paints, inks and polishes 6-53 643 6-33 750
(18) Chemicals and drugs 3791 3729 3668 3385
(19) Soap, detergents and candles? 1123 2526 3929  38:66
(20) Glass, glassware, pottery, etc. 1418 1402 1570  19'54
(21) Structural clay products, concrete, '
cement, etc. 1023 6-67 435 7°53
(22) Metal trades 22-81 1802 1424 1731
(23) Non-electrical machinery 3848 3706 3569 4158
2 Electrical machinery 17-82 18- 19°19 18:94
4 y 7 49 9'1¢ 9
2 Assembly, construction and repair of :
5 Y P
-non-mechanically propelled road X
vehicles? — 292 300 515
(26) stcellaneous manufacturmg 1ndustr1es 1424 10772 8-07 17:20

Total for the 26 CIP industries 1479 1518 ' 16043 1863

Source: Tables A2 and Ag.

Notes: 1The expected share in 1969—70 was derived by adjusting the actual 196465 share by the
growth in the share of total Competing Imports from the UK between 1959-60 and 1964~ 65.
2As the increase in the share of the UK between 1959-60 and 1964~65 was > 100 per cent,
the expected sharein 1969—70 was derived by extrapolating the absolute change in the share
between 1959~60 and 196465
3Expected share of the total calculated as a weighted average using as weights the actual
1969—70 apparent consumption shares.
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This method is rather, arbltrary but we feel 1t is preferable to usmg the original
“expected” shares. :

Table 7 shows that the actual share of competing imports from the UK in
apparent’ consumption for:the 26 industries was 18-6 per cent in 1969-70
compared with an “expected” share of 16-0 per cent. Thus, the actual share
rose by 22-7 per cent over its 1964-65 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- 1969~70 compared with an “expected’ 27-9 per cent, increased
by 16-8 per cent over its 196465 level as against a predicted increase of
11-0 .per cent. The.greater proportionate divergence. between expected and
actual UK imports: is- especrally significant. The share ‘of non-UK' countries
increased from 10-0 per cent in 1964-65 to only 10-8 per cent in 1969 70 (a
rise of 7-8 per cent) compared with an “expected” share of 11:g per cent
(a rise of 19-2 per cent over the 1964-65 level)."* Thus, the ‘main conclusion
from' Tables 7 and A4 is that the share of competing, import§ from’ the UK,
havmg increased at a much less rapid rate than the. share of non-UK supphers
in the base period, reversed its. position during the integration perlod The
actual share of non-UK suppliers, while greater than its - 1964——65 level, fell
short of its expécted level. This differing growth’ pattern’ ‘of UK and non-UK
suppliers constitutes prima facze evidence of a process of both trade creatlon
and trade diversion due to AIFTA. . : e EIAE R A

Further examination of Table 7 shows ‘that actuaI shares of i 1mports from the
UK exceeded .expected shares in 18 of the 26 industries., This confirms the
impression conyeyed - by our trade statistics analys1s that  the ‘AIF ‘TA: effect
made itself felt over a wide range of products and industries.’ At the same time,
the degree of concordance between the “exceptlonal” SITC d1v1s1ons (where
actual turned out to be less than expected) in Table 2 .and exceptlonal
industries in’ Table 7 appears:to be rather tenuous. Industries such ag wood
and cork (11), papeér and paper products (14), and manufactures of leather
products (16) can indeed be linked with SITC divisions. 63, 64 and 61 respect-
ively, but in the remaining cases no such correspondénceis -apparent. This
lack of correspondence can, however, easily be explalned In thé first place,
competing imports for'any one industry usually come from more than one
division. Competing imports for the chemicals and drugs' (18) .industry, for
example, consist of products classified in SITC divisions 51, 53, 54, 58 and 59.
Secondly, the range of imports included in the present analysis is much smaller
than in the trade anal'ysis As Tables 3 and 8 indicate manufactured: imports -
from the UK amounted to £224 million i in 1969-70, but competmg imports
from the UK amounted to only £95. million. ThlS dlﬂerence in coverage

* WThis *“expected” non-UK share was derxved as’ the- resldual bctween 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.!®

Table 8 shows the AIFTA and competitive effect on UK imports in 196970,
as calculated by the share change and constant share methods respectively.
The AIFTA effect amounts to £13-g. million; the competitive effect totals
£16-9 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-d-vis the non-UK suppliers to be more. than com-
pensated for by a gain in competitiveness vis-d-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
£0-g million and £0-8 million under the share-change and constant ‘share
assumptions respectively’® thus confirming the last section’s conclusion to
the effect that changes in the composition of total imports were not 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 196g9—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 1969—70.17 At the same time, one notes

1Djvision %2 imports from the UK amounted to £14 million compared with the UK competing
imports figure of only £% million for the electrical machines industry.

16The detailed figures are not reproduced in the tables, but are available from the authors on request.

171t 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-d-vis non-UK suppliexs over the period.
In that case, the share of non-UX suppliers should be at least equal to'or greater than their “expected”
share in 196g—70. 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 1966 about 25 per cent
on average of their gross output was sold on the dornestic market: See McAleese [22], Table 4.
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TasLE 8: Competmg imports from the UK : AIFTA:and competitive gﬁm 1969—70 using

ot . . Share change and constant share. metkodr (,g mzllwn)

TN

""$ P§r
i i

W ()(6) ON

Share Change Mellwd C’on.rtant Share Metlwd

(2) ()

Posoert g ::‘r-«‘ﬂ;fs~"' A”a'm ’Comﬁetmg
i CIPIndustry-" i .. comsumptioni:; impoits- . Hypothetical ..'i{,  Hypothetical - ...
1969—70 from the campetmg AIF TA compehng Competmve
fron SRR T ‘A“zmports Ceffecti imports: - effect !
. NP 1969—70\ fmm . 1969=70 ;" from the  1969—70. -
o R @) UK @O
ANt ETHE PRSI SR = a;xgﬁg—,';o, I R ESTH 1969~7o BRI
(1) Woollen and worsted * 269"’ gt 6'g " 403 6T T I
(2). -Linen and cotton: .. *; .. .. ,!' 222 56 . V44 0, F2 0 49 T +007
(3) Jute, canvas, rayon, ctc _15°3 10 07 +o02 09 —
4)' Hosiery ' . C o 2gug 69 49t TG s U g2 4307
g Boot and shoc ©I12'5 o 03 .° +08 TN B +o0-8
) Men’s and’ boyx clothmg T 10T ‘10 "to2 T 4o o2 +0°7
,57 Shirtmaking 43 <05 - .02 . ;403 L0 +0g
8 Womcnsand gu-ls clothmg 156 34 2:6 +0-8 147 +1+7
(9) Miscellanicous clothing g - - 06t 05 ¢ +0°1 o' 4oy
(10 - :Madc-up textile goods o 4% o 1 O 1'0 ot .09 +o:1 |
(l‘lg “Wood and cork - AR TS 17 SR 7 —1'0 1'0 —
(12) Furniture; brushes and .
. brooms 11°5 o6 16 —— ;.09 +0'7
13; - Paper and paper pmducts 382 7-8' 80" o2 ‘70’ +0'8 -
14 P:lﬁgns and pughshms 358, 1 ;156 ; 680 . . —r2: (.55 ° tol
15 ongery and tannin, ‘3, o8, 04 . . +0O° 04 . t+0'4.
XG; Manufacturuof\leadlcrg i 4? S REREE U ""‘4» ""4" ST R
_.and lathcr substitutes = - . 2-0 .07 07 —_ ' +0'2
(17) Oils, paints, mksand Pt See R ) ‘
. polmha‘ L L h00QlE E MR +0°1
18) Chemicals and drugs N 8r. . —07 —08
19) Soap,detergents andcandla o Y8 8 = +0'6
20) Glass, glassware, pottery ctc.., TORETRS O BTN 1 BERIERY: X+ 5. ¥ +o4
21 'Structural clay products, - s . )
.concrete, cement etc.. . !} 24 8 C 08 e #0048 . ~4o1
22). Mctaltra es il 574 100 . 82 +1:8 . .. —03
23) " Non-électrical rnachmery Y e T e T g 8 +oy
24) .. Electrical machinery,, «38 7u,-,,¢ 74 TR o 7R 02
25) ' Assembly, construction and . . , . .
.+ .1-repair of non-mechanically’; i e s i o et
propelled road vchxclm 3 8 L0 L 401 R} o F0x
(26) Miscellancous manus - ' o nn o ‘ o
facturing industries 62-4 10-8 5'0 +57 67 +4°1
Total for the 26 CIP industriu: . 5089 wigqgui o816 +igg . 486 +16-9
o e n e e, e S e e A )

that o less than 77 per cent Aof the total AIFTA» effect of

: 3 mlllxon was

accounted for by four mdustnes Miscellaneous: Manufactlirmg, Metal Tradcs .
Hosiery ‘and | non—Elcctncal Machmcry Moreovcr Mlscellaneous Manu-_'i
factunng, whlch accounts fors12 ‘per: cent. of: apparent consumptlon is: recorded

in the share change results.

with a competitive effect equal to about 43 per cent




IRISH MANUFACTURED. IMPORTS FROM THE UK IN THE SIXTIES 45

(457 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.’® 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.

Regardlesé whether share change or constant share method, are used, the
highest competitive effects in absolute terms are observed in Miscellaneous
Manufacturmg and Hosiery. Another str1k1ng 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-g per cent of Textiles and
Clothing domestic consumption in 1969~70. The corresponding figures for the
competitive effect by the constant share method are £8-6 million and 6-6 per
cent respectively.

Table g shows the size of the AIFTA, competmve and composition effects
calculated by both methods as a proportion of apparent consumption and
competmg imports from the UK for the twenty-six industries in 1969-70.
Competing imports from the UK for these industries were estimated to be
£95 million in 1969—70. The AIFTA effect, it can be observed, accounts for a
sizeable proportion, (14 per cent) of these 1mports. The s1gn1ﬁcance of the
AIFTA effect naturally decreases markedly when it is considered in relation to
apparent consumption, estimated at 4509 million in 1969—70. The share
change method puts the AIFTA effect at 26 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-way
stage, AIFTA had a highly significant impact on UK exports to Ireland
although relative to apparent consumption it remains quite small.

Trade Creation and Trade Dwerszon

The AIFTA effect is divided into trade creation and trade diversion effects
in Table 10. 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 AIFTA effect 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 of a highly import-substituting activity—the competing
imports/apparent consumption ratio fell from 741 per cent in 1959-60 to 424 per cent in 1964-65.
This trend was obviously unlikely to be continued into the next, qumquenmum The actual 1g6g—70
share of competing imports turned out to be 437 per cent instead of the “expected” 24-2 per cent.
We further calculated that over £1-6 million (of.29 per cent) of thé competitive effect could be attributed
to this one activity which accounts for only 12 per cent of the mdustry s gross output. Detailed investiga-
tion of rubber products, also included in the miscellaneous manufactutmg 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 £1 million of the compétitive effect ‘could be allocated to this activity which also
accounts for about 12 per cent of gross output in this industry.
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TABLE g: Composition, AIFTA and competitive, effects.as a proportion. of compelmg zmporls
from the UK' and apparent consumptzon 1969-70 (in Percentages)

Share’ change method:* -3 Constant Shaé method SEELS

26 CIP Industries ~ ' (1) @) (g ) U (5) T (6)
L Composition AIFTA::. Total :. Composition: Competitive - Total
, oo effect . effect . effect  ceffest - effect . effect -

CompetmglmportsfromtheUK e Lo st z;_.;. L
.1969—70 .. 10 140 . 150. 08’ 178 0 186

Apparcnt Comumptlon, 1969—70 ‘o2 26 28 o2, ‘-\573'3_( 5,3-53 ;

of trade diversion. As already noted the theoretlcal expectatlon 1s that AIFTA
will involve both trade creating and trade d1vertmg effects. '

On the basis of the share change method it appears that the £ 13 3 m11hon
AIFTA effect was composed of a 75 million trade’ creation " effect’ and a
£5'8 million trade ‘diversion effect. Thé ‘result conforms’ satxsfactorlly with
theoretical expectatlons Slgmﬁcant amotrits ‘of trade diversion'have appeared
in certain import groups, e.g. Electrical Machlnery (£2-7 million);’ _Woollen
and Worsted (£1-2 million) and Chemicals and Drugs (£1- 0 mllhon) ‘For the
Textiles ‘and Clothmg group as' a’ whole, tradé diversion arounts: to £2:8
million. The trade creation effects are heavily concentrated in 'the’ Mlscellaneous
Manufacturlng, Hosiery and Metal Trades 1ndustry SEoEe e R it

A dlsappomtlng feature of the sharc-change results'i is the number of “wrong”
signs found in the mdustry—by—mdustry estimates of trade creation and trade
diversion. Negative sign trade diversion could in some cases (Boot and Shoe
Industry for instance) be attributed to the ‘relaxation’of quotas on non-UK
imports in the post-AIFTA period.l? Likewise the negative trade creation
effects in Electrical Machinery, Wood and Cork etc. may .merely reflect
increased import substitution related, to a certain extent, ‘to the greater level
of industrialisation in Ireland during the second penod up to 1970. Whatever
the explanation; the inescapable: 1mphcat10n is ‘that ex-post- ‘the  method of
projecting share changes failed in several instances to isolate the .trade ‘creation
and trade diversion effects of AIFTA from the other factors aﬁ'ecting import’
shares.2? A second feature of the share change results to cause some dlsqulet is

The quotas were rcmoved and rcplaced by ad valorem duncs whlch most hkely had the effect of
lowering the degree of protéction against imports, A case in' point, referred to in. the Committee on
Industrial Progrms (COIP) report on the Footwear' Industry, relates o' the remioval of the “rubber
footwear quota’’ in' 1966 ‘which had includéd not only rubber footwéar ‘but also plastic footwear. The(
result of this relaxation was that imports of plastic footwear mcreased dramatlcally from’ 43,000 in
1966 to £666,000 in 1970, and almost 20 per cent of these lmports came from non-UK countrles See
COIP, Report [5], pp. 27-28. * ’

*°This point is brought out even more forcxbly by the fact, that the devaluatlon effect would ‘have
supportcd the AIFTA effect in encouraging products of UK origin. .
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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 incidence of “wrong’ signs at an individual industry
level and the heavy concentration of the trade creation effect—would again
suggest that the individual industry results ought to be treated with a great
deal morereserve than theaggregate trade creationand tradediversion estimates.

Although the difference between the AIFTA effect and the total competitive
effect estimates are small, it is clear from Table 10 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 the
“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 0.

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 16-04 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—70 is greater than its share in 196465,
it is still less than its “expected” share so that we observe trade diversion in
1969—70:~ The constant share method, on the other hand, ignores the pre-
integration trend by taking the non-UK share in 196465 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 196465, due to increased competitiveness
in the broad sense, including not only the effects of AIFTA but also those

21The same stance is taken by Kreinin who, in his study of the integration effects of the EEG 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”. [16] p. go6,
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TABLE 10:. The AIFTA. ejﬁct trade création, trade diversion and the competitive effect- 1969 70,
-calculated by share change. and constant share methods (£ mzllwn) .

T @ () W e O ()
U S S R 1 LA S AT SRR Share ChangeMe#lwd Lsaaon:témt,‘-S‘hanMethod
2+ CIP Industry: v “Trade' <*“Trade' :AIFTA . “Trade . - “Trade Competitive
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5) Boot and shoe —02* ' 4100 . 408 ' —o3 +1:0 +0-8
(6) Men’s and boys’ clothmg M Lige¥ tit0org 07 ol c 410 +0-7
(7).. Shirtmaking +02 , +0r 403 . - — | 403 +0'3
58 Wornen’s and girls’ clothmg o408 U T Y 4a'B T Lo +1-8° +r17
9) Miscellaneous:clothing: - - +0%4, .. i1—03% -; 401 - . .401-  +o°¥ +o-3
gx‘o Made-up textile goods — . 401 " 4or — +0°1 +0-1
11) -Wood and'cork - fnP e 0BT B ri6* S j0* 0 (406 0 10y - — -
12)  Furniture brushes and brooms o = . =02 . +0g: +0-7
13) Paper and paper products ¥03 " —o02* —10  +18 ° 408
14.; Printing and publishing: | e—xeg® Po—r% 0 D1 ol +o0:1
(xg . Fellmongery and tanning - —0 +0'5. 404 = o2 -;-0-7 +04
(16) Manufactures of leatherand "™ '"* 7 R A o : :
. ‘leather substitutes | ; . PoFo2 o2 — o — L 003 +0°2°
(17) Oils, paints, inks and pollshw —o-2* +0'3 +o'1’ —o01 ' +o0g +o0°1
(18) Chemicals and drugs +1°0 —17*  —o07* —0°4 —0'5 —o0-8
§19 Soap, dctergents and candles, | — . . —  — . — 407 +06
20) Glass, glassware, pottery, etc.”  +o.3 = 4o 0 — +o4 +o4
(21 Structural clay products, : R .
concrete, cement, ctc } —o02%. 410 +08 . —o-2 +04 +0-2
(22) Metal trades ' Thilos* 423 Y 18 404 '—04 —0°4
(23) ;Non-clectrical machmcry coe HO2e kO 409 =10 1 417 0 +07
(24) Electrical machinery U Faeps —2 8" "——0 1" o4 = —o-2 +0-2
(25) Assembly, construction'and i i D N TR P
repair of non-mechanically ’ . . o
propelled road vehicles — +o0-1 +0-1 —  For’ ' +o1
(26) Miscellaneous manufacturing , . . . LT I D o
. mdustnes . . —o7* 4644 +5%7 . —o04 +4'5 +4°1
Total for thc 26 CIP mdusma . .+58 75 .. 133 —49 +21+7 +16-9

*Denotes ‘‘wrong”sign, i.e. opposite to that expected in:columns (2)-(4).
.No!e: K¢ 1) The AIFTA and Compctmvc Eﬁ‘cct on thc UK i in columns (4) and (7) abovc are dcnvcd
-+ from Tables 8~

(2) . Totals. may not add exactly duc to roundm

(3) " If tradé diversion occurs it will’ havc a ncganve s:gn (see Formula (9)) Howevcr, as

C o . trade diversion is a substltutlon gain in favour of the UK it is represented in column

(2) with a positive sign. -

“(4) ‘Trade diversion and trade création'in, columns (5) and(’ 6) are placed’in parentheses

. «in order to indicate that the trade diversion and. trade. creation formulae were used.

to derive the relevant estimates: In the context of the constant share method it is clear
that the concepts are not the same as in the context of the share change method.

Import shares (‘ , ' {"_ !959,—;69 1964—65 1969—70 , 1.969—70',
: ‘ K »' i - (aot) (exﬁ')
Total lmports/apparcnt consumptxon (%) 2316 25 17 ' 29 40 2795
UK imports/apparent consumption (%) 14 79 . 1518 8:63 16:04
Non-UK imports/apparent consumptlon (%) 8 37 9 99 e IO 77 , I11°91
Source: Computed from Tables 7.and A4 Con Lo ' ‘

ny
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factors (desire for variety, quality of product, price etc.) which have 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 1969—70 level of
total competing imports (£21-7 million as a percentage of £149-6 million) and
to 8 per cent of domestic production for the home market (i.e. gross output

minus exports). ‘
ot

Motor Vehicle Assembly Industry

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

Prior to July 1966, importation of fully assembled vehicles was subject to
quota. The quota was combined with tariffs on fully built up (f.b.u.) vehicles,
parts of vehicles and completely-knocked down (c.k.d.) aggregates, whose net
effect was to afford substantial protection to Irish assemblers. 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: o :

(1) 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 196% was 20 per cent for British cars and 32% per cent for non-British
cars (compared with non-concessionary rates of over 60 per cent), but the British rate was raised to
22} per cent in May 1968 and still further to 25 per cent in April 1970 with equal absolute increases
to 35 and 373 per cent on non-British cars. A single rate of 25 per cent is applied to commercial 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 £1,300 c.i.f. and the rate of duty is now 22-2 per cent. Facilities for limited
numbers only are granted in respect of British cars below £1,300 in value and non-British cars (irre-
spective of price). The current duty payable on the cars is 365 per cent preferential, 75 per cent full.
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(3) British importers/assemblers may import f.b.u. vehicles without restriction
provided such imports do-not prejudice the 1965 level of assembly. Non-
British importers/ assemblers are’ restncted to'a ratio arrangement related
to thClI‘ assembly C

y

The effect of the arrangement therefore, was to l1beral1se substant1ally 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.? It was also agreed at the
time that a difference between the f.b.u. duty and c.k.d. duty-equal to 12} per
cent would be gradually.. introduced in order to ensure continued profitability
of the assembly operauon 1n Ireland Wh11e the c.k. d duty was. reduced from
20 to 17} per cent in November 1967, no further reductions have been made.
Since 1970, therefore, the duty differential has remained at 7} per cent (25 per
cent minus 17} per cent). As assembly, costs constitute only about one quarter
of final ex-factory price, thls still leaves the domestlc assembly mdustry with an
effective rate of protectlon equal to 46 per cent on British vehlcles and 120 per
cent on non-British vehicles. 2 i

_ The.main feature of. Ireland’s fully-assembled VehIClCS 1mports s1nce 1959—60
are outlined in Table 11. In line with expectatlons we find. extremely large
absolute and, proportlonate increases -in fully assembled vehicle . imports
between 1964—65 and 1969—70 Although the low initial base combmed with
the pre-1966 method of protection make share : change pI‘OJCCthIlS virtually
unusable, one notes that fully-assembled vehxcle imports as a percentage of
apparent consumptlon“‘6 mcreased to 15 per cent by 1969-70. compared with
an expected .5 per cent. The UK share of apparent consumption exceeded
expectations by about 7 percentage points (115 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 of 1 per cent. Contrary to what one might
expect, the UK share of total vehicle imports (row 4, Table 1 1) rose rather less
than expected (78 per cent actual as against go per cent expected) but again,
considering the low level of imports prior to- 196465, too much must not be
made of this discrepancy. The main point is that the liberalisation of trade

3Minister of Industry and Commerce’s: Spéech for Second Readmg in Motor Vehlcles (Registration
of Importers) Bill, 196%, Seanad Eireann.

#See McAleese [22] for a discussion of the effective tariff concept The necessary input-output
data on the assembly industry are taken from the December 1971 issue of the Irisk Statistical Bulletin.
. 35T6.bring this account fully up to date, we need.only note that, as,.a member. of the EEC, Ireland
will be obliged to extend the concessions now provided for British'cars to all member-eountry vehicles.
This means the elimination of the ratio restriction by 1 January 1973 and the elimination of the 124 per
cent- pmfcrcnce by January 1974. Although the 1968 arrangement is to be permltted to continue in
operation until 1985, some additional liberalisation measures will. be put-into effect in thé.intervening
period. Import quotas for member country ¢ars not assembled in Ireland will be increased and the
“protective elements” in the custorns duties'in domestic dssembly are to be removed by 1977

Apparent consumption data are contamed in Table As.
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TABLE 11: Assembled vehicle imports into Ireland, 195970

Average  Average  Expected  Actual
1959-60 196465 1969-70 1969-70

1. Total imports c.i.f. (£000) .. 149 689 3,022 8,762
2. UK imports c.i.f. (£0ooo) 113 568 2,713 6,824
3. Non-UK imports c.Lf. (;{ooo) 36 121 309 1,938
4. UK share of total imports
(2)+(1) 758 824 89-8 77°9

5. Total imports as percentage of

apparent consumption 074 194 509 1475
6. UK imports as percentage of

apparent consumption 0-56 1-60 4'57 11°50

7. Non-UK imports as percentage of
apparent consumption

(5)—(6) 018 034 052 3-25

Source: Same as Table A2.

Notes: Assembled vehicle imports are defined to include Import List Numbers 732. 01, 05, 10, 50.
Only those products which are competitive, i.e. capable of being assembled in Ireland, are included.

after the 1968 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 £4-1 million and external trade creation amounted to £1-6 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 £1-7 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 £51:1 million in
1969—70. The AIFTA effect amounted to 9-7 per cent, and the total competitive
effect to 12-8 per cent, of apparent consumption in 196g-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

27"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 consider it as replacing the increased production
which would have occurred domestically in the absence of the vehicles agree-
ment, The income elasticity of demand for motor vehicles is high® and we
would have expected large increases in the output and a corresponding increase
of employment in the assembly 1ndustry during the last fcw years had trade
not been liberalised. = " . p : el

AR A

' 38]¢ has been estimated that the clastlcxty of car owncrshlp w1th rupcct to real personal dlsposable
income per capita is-about 3. See Blackwell [3], p.8. .. .« oot oo . T




‘Implz:cdtions of Results .

Compatibility of Results
STIMATED on thebasis of apparent consumption shares, the AIFTA effect
(excluding motor vehicles) emerges as £13 million. This can be com-
pared with our two estimates of thé AIFTA effect based on'import shares
data: £14 million usmg the market share-change method of extrapolat1on and
£13 million using regression techniques (see Appendix 2).

In Sections 3 and 4, percentage changes in market shares in the base period
were used in computing hypothetical end-per1od shares. An alternative pro-
cedure, (the EFTA method), described in detail in Appendlx 1, is to use
absolute changes in market shares. Had this procédure ‘been used, the AIFTA
effect would have been emerged as (1)’ £16 million on the basis of apparent
consumption shares and (2) 417 million on the basis of import shares. In view
of the close correspondence of these estimates with those’ above 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 speculative. The"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 and the differént estimates
are only quasi-independent. Despite this, we are satlsﬁed that 'this approach
despite all its 11m1tat10ns is the best avallable glven our present state of
knowledge. :

Viewed in this way, the results of the various methods of estimating the
AIFTA effect”exhibit a satisfactory degree of conformity. Admittedly, one
would on @ priori grounds have expected the estimates based on import shares
to be rather lower thah 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 between 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 porportlonately, it would take only a small
adjustment of our estimates to reconcile the two sets of results.

“This point emerges from the figuresin the arithmetical table of footnote (1) p. g above The magnitude
of the shares in that example are approximately the same as the actual shares.

53
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The Balance qf Paymmts Effect

The results suggest that the trade . creat10n eﬁ'ect -of AIFTA amounted to
- £7°5 million (see Table 10), te ‘whlch we may add L41 million for vehicles.
This represents the increase in- manufactured 1mports directly attributable to
the Agreement. Offsetting these, we have the gains on the export 51de attribut-

,able to 1mproved access for. Insh ;manufactured and. agncultural products in
‘the UK market b

products Wthh ‘were subject to
larger estimat of the AIFT' export effect. _ ng to l ,
the ‘value of goods, prevmusly duuable adrmtted free of duty mt_ﬂ the UK'
..under AIFTA Tose from L5, lmllionpm July 196&67 to L1 19, m11110n in, July_
_1969—703 To ascnbe all thxs to AIFT 's cle: ;ly 1nadmlss1ble smce, at this

level of, dlsaggregatlon, Z€ro_cross elas c1t1es'of supply s1mp1y cannot be‘ h

\assumed In other words, the removal of‘ UK tarlff barrrers in m1d-1966 must
have led to.a. consxderable degree of substltutron‘ from produc ith, 'low man-.
made ﬁbre content (kept low in order to av01d the duty) to, products wh1ch
r‘would enter the dutiablé range. Equally 1mportant, part of this £14, m11110n
increase simply reflects the growth in. UK 1mport demand and any:. trends in
the Insh sharc in the pre-AIFTA penod must be taken mto aecount Py
meg to the hxgh import content of, mdustnal productlon in Ire] nd, (thle

5{,‘ 188 6 mllhon trade creatxon has less severe 'epercussxons on, the net 1mport bill

-The markct sharc data are as follows : '/ A

- Cr Share Pcfcmtage) aflmh expom‘ in UK mgporl.s . \(:; R TN
SITG . |+ ’11959—60x;;'; 196465 1 it 1g69=70" (cxp) ! 1969-70 (act)

el i ighigl + 6:8g - 676 i
C82 i Bez o i, 869 t199L

The AIFTA effects werc—,go 32 nnlhon and ' £2 o1 mllhon for. SITC 65 and’ 84. respectlvely
(Sources : computed from Trade and Shipping Stalu'tm' and Exlemal Trade Statutws Bntlsh data, obtained
from Annual Abstract of Statistics 1967 and 1970.) '

*Figures computed: by Bntlsh authormd and kmdly supphcd to thc authors byzthe Department of
Industry and Commerce. o« . 111 . .

Sty
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‘than might. be - expected. Given,an average (direct plus indirect). import
conteiitin Irish. industry of 39 per cent, the net éffect.on the import.bill may
reach only £7 million. If, from this figure, we deduct roughly £1 million
representing the net increase in manufactured textile :and: clothing exports,* we
are left with a net balance of payments effect on the manufacturing side of
‘roughly £ 5 million.

° The contr1but10n of the agrlcultural concessions of. AIFTA to the balance of
payments must also e considered at this stage. This i is extremely difficult to
‘quanitify. One cannot assess the Value of guaranteed access to the UK market
(one of the major concessions’ under AIFTA) w1thout speculating on what
‘would have happened in the absence of the Agreement Given the volatlhty
of agricultural, prices, one’s assessment of the worth of this concession can vary
Slgmﬁcantly from year to year. To carry out a full—scale mvestlgatmn 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:

(1).the British fatstock guarantee was extended under AIF TA to 2 5,000 tons
of carcase beef and 5,500 tons of carcase lamb This brought in about
L m11110n from the Br1t1sh Exchequer in 1969—70.

(2) the reduction from 3 ‘months to 2' months in the waiting' period on
British farms’ before Irish store cattle exports could qualify for British
deficiency payments resulted in‘an estimated mcrease in the value of
exports of £1} million in 1969—70.

(3) the enlargement of the butter quota enabled Ireland to sell 32,000 tons
of butter in the UK in 1970 as compared with 18,000 tons in 1965.. This
butter fetched on average over £200 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 could be placed at on average
£2% million in the years 1969—70.

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

" 4The source of these import content figures is E. W, Henry [1 I] R Table 2, p. 16. For exports, we used
the import content of the textiles/clothing/leather sector; for the /AIFTA. 1mport effect, we calculated
an average import content for.all manufacturing mdustnes

SFigures supplied by Department of Agriculture and Fisheries.

$Calculated as follows: given an average British deficiency payment of 1-13 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 0:38 per cent. Assuming half this amount was passed on to the Irish exporter and that
the average weight of store cattle was 10 cwt., we arrive at the £1§ million estimate.
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ne oo as large:as in'- the case: of butter. Nevertheless by attrlbutlng all of the
. "increase:in: Ir1sh cheddar cheese. exports to: UK since'1g65.t0’AIFTA'and -
"+ multiplying this: amount by the" average price. d1ﬂ'erent1al of" 1969 and o
!‘1970 -of. ,(,‘5 per cwt., we: estlmate a galn of £ I mllhon R

for a weakenmg in world agncultural pnces. For the year 1969-7o, however, -
1t appears that the average gam was roughly ,(,‘6 m1ll1on. , '
Assummg a neghglble 1mport content : h1s ﬁgure, the mcrease m agn- -

vvvvv

1mport mcrease of ,(,‘ 51 mﬂllon. The AIFTA eﬁ'ect in the Ir1sh balance of pay—: >
ments at the mld-way stage was therefore ' accordlng oiour calculatlons Just

employment. In the context of a free trade area, ‘the theory would env1sage a
process whereby. as trade . creation replaces, output  in relatlvely inefficient
domestlc 1ndustr1es the labour force wh1ch is released is qulckly absorbed 1nto ,
pcople employed 7. Even if the analysxs were extended to cover the so-called_
* dynamic trading gams, the same conclusion holds. These galns (such as the‘
- beriefits of. mcreased competltlon ‘andincreased explo1tatlon ‘of -économics of -

scale) improve the standard of living ‘of those who' remain’ employed, but they. - s

are not necessarily. employment-creatmg Efforts to modermse and ratlonahse :
industries in response t6 the tariff: reductxons may, of course ‘Taisé the level of
investment. Thls in- turn’ may ‘bring ‘about ‘somie incréase in’ employment but
‘not as much in a small country like Irelanid with few investment' goods industries
asin a large bloc of countrles such as the EEC Even in. theoret1cal terms, .
therefore, statrc and dynamlc gams from freer trade can be expected to appear v
m the gurse of increases .in real GNP rather than 1n the form of 1ncreased -
manufactunng employment. A : .

To assess the domestic. employment equlvalent of these sums we proceed as
follows. Inmally, an average gross- output/employment rat1o is. calculated for
. 1969 70, by addmg gross output over all” 27 1ndustr1es, d1v1d1ng,!by total '

7The increase in’ real income rcﬂects both a productlon gam (reﬂectmg a more efﬁclent allocatron of .
resources) ‘and-a consumption’ gaini(due:to the ‘greater choice of’ consumers and the equahsmg of
marginal rates of domestic substltuuon with' the’ mternatronal prlce ratlo) o RN
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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 1970. Data for the year 1969.are obtained
from the Census of Industrial Production and employment estimates for 1970
are derived from the Quarterly Production Inquiry.® The gross output/employ-
ment ratio was £3,844 in 1969 and £4,152 in 1970, giving an average 1969—70
ratio equal to £3,998. Dividing this last figure into the AIFTA trade creation
effect of £11-6 million, we obtain a domestic employment equivalent of 2,912
jobs.? 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 700 jobs. The direct employment equivalent of the increase in agri-
cultural exports due to ATFTA is taken to be insignificant.1?

These calculations suggest that the net employment equivalent of AIFTA
amounts to no more than 2,000 jobs. It must be emphasised, however, 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 employment 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.!* ..

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

8The 26 industries listed in Tables 8-10 plus the Motor Vehicles industry were covered in this
exercise.

9Tt can easily be verified that the average gross output/employment ratio calculated in this way is in
fact a weighted average, 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 44,477, and an employment equivalent estimate
of 2,600 for the AIFTA trade creation effect.

1°0f 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 magnitud€ as the industrial
multiplier effects.
1The implicit assuniption of equivalence between average and margmal gross output/employment

ratios is something which would have to be investigated in a comprehensive study of the employment
consequences of the Agreement.
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AIFTA) was inevitable.2* Important: agricultural  concessions ‘were;: of :course;
extracted from the:British; but;iin! our. view; these have succeeded only in
modifying - the secondary or multiplier?’i'eﬁ'ects: of the manufacturing employ-
ment effect. - B S T S TSt AT TIPS
Bntt.s‘h Export Perﬁ)mance T I N g

- The UK’s export performance has been extenswely studlcd in recent ‘years.
Several hypotheses have been advanced to’ explain the" dechne in the UK’s
share ‘of world ‘manufactured- exports durmg the sixties.® The relevance of
these attempted: explanauons to the ¢ expenence of UK producers in’ the Irish
market merits some: consideration. ' : -’ T : - RGN C

~ The withdrawal of special tariff prcfercnces for British goods in sore sterhng
area countries has' been cited'as an important factor contnbutmg to the British
- share decline.  This' case: is obvmusly inapplicable in' the ‘Irish “‘context. The
AIFTA Agreement implied an augmented degree of ‘preference for- products
of UK. origin; and' tariff reductions _prior ' to 1966 were non-discriminatory.
Throughout the decade; the Irish tariff structure actively favoured théimporta-
tion of UK rather than rion:UK: goods: The full. (non-preferentlal) tariff rate,
it_has been' noted, frequently cxceeded the UK ratc by 10 to 20 percentage
points even in’ 1966.14

* Another possxblhty is that the: commodlty compos1t10n of UK cxports to
Ireland was weighted towards product ‘groups with low income elasticities of
demand and poor growth prospects. The analys1s of thls study suggests that
effect turned out to ‘be extremely small no mattcr whether 1t wis measured by
rcference to’ apparent consiimption fatios or 1mport share ratios.’

“In their ‘study. of British’ exports 'Panic’ and - ‘Rajan’ [25] 1aid stress on the
share losses Britain sustained in- product groups ‘which were expanding rapidly
in world tradé. Their analysis was based ‘ofi a dlﬁ'erent level of disaggregation
to'ours which makes ‘direct compamson ‘between our results and thieirs extremely
difficult. It is interesting to noté, however, that road motor ‘vehicles; ‘one. of the
fastest-growing product groups in international trade, was an area in which the
UK. recorded . one: of its ‘worst relative. export"performances Ain: the ‘19605 15
..:"*Theoretically speaking, thesc initial adverse-employment effects could be offset by domestlc wage
and price flexibility and/or expansionary.govérnment fiscal and monetary policies..In Irelanid’s case,
with-a fixed exchange rate is-d-vis sterling and domestic money wages rising. at:least.as fast as those
in. the UK; 'the: whole burden. ‘of :restoring equxhbnum is: effectively’ placed on government policy.
However, an expansionary government policy, unless it is geared specifically.to encouraging exports,

will quickly come up against a balance of payments constraint. Thus the range of policy options open
to a small open economy is not as large in practice as it may appear in theory. .

13The UK share in the manufactured exports of the ten largest industrial countries fell from I 5 9’ )
per cent in 1960 to 11-0 per.cent in 1968. Panic and Ra_;an [25] s Table A6 p 44 :
UMcAleese [22], p. 56... - . .o il S Lo
BPanic and Rajan [25], Table A2 Lt «Z- R I
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According to our figures, the UK actual 196g-0ishare in the Trish-market also
fell substantially below its “‘expected’’level: A tapid share decline was likewise
observed. in, Irish imports from the UK:of electrical machinery (SITG 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 1959-60 and 1969—70. The share losses were most severe ‘percentage-
wise in chemicals (section 5) and machinery and transport equipment (section
7). During ‘the same decade,.the fastest growing- categories of Irish 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 ATFTA Agreement has, of course, affected the-behaviour of post 196465
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
1959~60 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-uniformity 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 1959-60 to 1964-65 and 1964-65 to 1969—70.' We found the
cbrrelation coefficient to be statistically insignificant at any reasonable level of
confidence.’® 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 , ‘ D

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 AIFTA. First, it takes time for a series of annual tariff reduc-
tions to take effect. EEC trade effects, for 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 progresses and to become an
increasingly large proportion of total trade effects.. This last point is clearly

1The correlation coefficient was —o-09 when all divisions (excluding 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' Williamson. and Bottrill’s' study 17.The- integration effects of the. ‘

'EEC are estimated: by them:to. have incréased: steadlly from -2 per cent of total

expected” intra-EEC.imports in 1961'to 53 per cent in. 1969 18 The emstence
of these two tendencies elsewhere. in the.world, thus lends support’ to’ ‘the' view;
widely held in Irishi circles; that:the AIFTA. tariff reductions had just begun

to “bite’> by about 1970 and that the AIFTAeffect: can fbe expected to be much
" larger in the future than it has‘been prior-to. 1g70; i 7 ¥ o nad i i

Further light has been-thrown on these"issues by the:! recently publ1shed
report of the EFTA Secretariat which contains revised ‘estimates of: the EFTA
effect, :both. for. individual, members of: EFTA ‘and: for the free trade’ area as a

* whole. The EFTA. report. pursues ‘its, 1nvest1gat10ns up to the ‘year- 1967 by

which time the official transitional period had'ended. ‘Consequently;the results
of the EFTA study provide a:useful backdrop ‘against ‘whichto; evaluate our.
estimates of the AIFTA effect at:the half-way stage ‘of that Agreement.

.First, the EFTA. effect.in - 1967 came ;to-28-1 per cent of total 1ntra-EFTA
imports.-which:were accorded EFTA. tariff treatment. (i.e: mostly: industrial
goods).“According: 10 our  estimates, the ‘AIFTA effect by 196970 amounted
to 14 per:cent of UK competing imports and 7 per cent of UK: manufactured ‘
goodS> (SITC 5-8: excl. .56, and:y3). 1mports Since ‘'the commodlty ‘groups
included: in. the EFTA study- approximate closely to/ SITC sections i5-8,, the -

‘ latter figure of 7 per'cent is more nearly comparable to the EFTA’s 28 per cent.2?: -

-, Second; the average . EFTA figures were depressed: by the d1sproport1onately ’
1ow EFTA: effect for Britain, thus concealing the high EFTA ‘ratios: of 37'per
cent for Austria and. Denmark and 32 per-cent for: Sweden. 20 It i§ interesting:
to note that Portugal whose tariffs in‘ 1967 had been reduced: (followmg the
extended. transitional arrangements for that country) “to only 40 per-cerit of .
their. basic rate, recorded :an; EFTA effect equal to 14 5 per cent! of Portuguese'
imports from EFTA members. . AN RPN

Third, trade creation and. trade d1ver51on eﬁ'ects amounted to 60 per cent

~and 40 per cent respectlvely of the total EFTA effect. This result. conforms yvery

closely to. our own estimates of the dlstrlbutlon of the AIF TA effect betweenl‘

" trade creation ‘(56 | per cent) and trade d1vers1on (4.4 per cent)

“Fourth, the ‘EFTA" effect of 28 per cent in 1967 has been found to be roughly
in line with thosé of other studxes (W1lhamson and Bottrlll [32] N A1tken [I]
for mstance) desplte then‘ use of d1ﬂ'erent methodologles Eﬁ'orts to measure ,

1"lehamson and Bottnll [32], Table III See also Axtken S: study [1] and the EFTA Secretanat
Report [7] for further conﬁrmatlon of the existence of this tendency )
““Expected” lmports repracnt 1ntra-EEG 1mports as! they would ha.ve been m the absence ‘of
integration.
" The relevant EFTA products are- hstcd in’ Annex 1 of the EFTA Report [7] We: tecogmse, of
course, that the proportion of manufactured i unpgrts hkely to’ be affected by free trade is much smaller

‘in Ireland than in a bloc of. countries like EFT.

- ’°The EFTA, eﬁ‘cct here rcf’ers to’ the propomon of chdxsh etc 1mports whlch come 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 1969.2t

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 1970, 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
EECG 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 1971. 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 1970-71 implies an estimated AIFTA
effect of £13-4 million compared with an AIFTA effect of £14-5 million in
1969~70 (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 1969—70 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 196970 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.

*'The base is actual 1969 imports, not hypothetical 1969 impoxts as in Table III of Williamson and
Bottrill’s article. The latter’s estimate of the EEC 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 ITI and IX). The EFTA Secretariat’s estimate is much lower,
but we tend to place less reliance on these results.

22See Ray [26], p. 57.



Summary

(1) Although the UK share of total Irish imports has remained constant at
around 52 per cent since 1950, its share of Irish manufactured imports has
declined from 78 per cent in 1950 to 67 per cent in 1959 and further to 62 per
cent in 1970. 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 manufactured 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 the 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 196g—70. 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 65-68 inclusive). 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 cent and 15 per cent respectively of the corresponding
UK imports in the years 196g—70. 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 £19 million. This came to 14 per cent of UK
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competing imports and to 27 per cent of the increase in UK competing imports
since 1964-65. These relatively high percentages reflect the fact that the pro-
portion of British imports actually hkely 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 narrower product
base - and,-to -the lack of a.one-to-one correspondence .between -individual
industries’ competing imports and the 25: SITC divisions, a comparison between
the disaggregated results . of - the. “import and apparent - consumptmn share
methods emerged as mconclusxve. cL . e

(7) A prospective advantage of the apparent consumption method is its
capability of yielding trade creation and trade diversion estimates. The former
estxmates xlndxcate that extent to: wh1ch 1mproved UK export performance took
place at_ the expense of Insh producers, whereas trade d1versron estimates
1nd1cate the magmtude of the competltlve losses sustamed by non—UK exporters
to the Il’lSh market. Our study suggests- that the AIF TA effect of, £ 13 3 million -
. was fan'ly evenly leldCd between trade creatron (,g 7° 5 rmlhon) and trade
diversion (£58 mllhon) eﬂ’ects The 1nd1v1dua1 mdustry results were however
disappointing due to the incidence’ of wrong”’ signs in many cases.

(8) The mcreased forelgn penetratlon of the Ir1sh market was alluded to.at
various stages in the study The exarmnatlon of apparent consumptlon shares
.made it possrbleito quantlfy the extent of thrs forergn penetratlon sirice the
m1d-s1xt1es. Accordmg to our ﬁgures the share of, domestlc producers in
apparent consumption fell from 75 per cent in 1964.~65 to 71 per cent in
1969-70. We further ‘estimated’ ‘that the share decline’ implied a “loss” in
domestic sales (i.e. a reduction over what they would have been had their share
of’ apparent consumptron “rémained" constant) eqiial to' £22 million, Roughly
one-third or £7- 5 million of thls:loss i§ attrlbutable to ATFTA' the 1 remammg
two-thirds to such factors as desife :for mcreased varlety ‘and improvement of
forelgn competltrveness in' the broad sense (mcludmg the’ relaxatlon of trade
restrictions’ on non‘UK' 1mports in’ cértain’ sectors), ‘which 'have ‘tended to -
increase the ‘share of competmg 1mports in the Irish miarket throughout the
last décade: The industries most heavily hit by ‘the inroads'of i 1mport competl-
tion have been the’ Hosrery, M1scellaneous Manufacturmg, L1nen and Cotton

.....

(9) ‘The' Motor Vehicles 1ndustry has! also ‘been’ aﬁ'ected by ‘trade liberalisa-
tion measures. Although the primusi: mobile: of these ieasures was the’ AIF TA

Sy
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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 1964 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.

~ (10) 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 196970 level of UK imports of roughly £1% million, £12 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
£30 million on average during the years 1969-70.

(11) 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
196970, 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 1969—70 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.




66 - THE ECONOMIC AND 'SOCIAL RESEARCH INSTITUTE

(13) The effect of AIFTA on Irish employment was unfavourable; our
calculations put the net employment-equivalent-in 1969—70 at.about 2,000
jobs. Two factors ‘are responsible for- this:. (a) the increase in employment
directly attributable to the rise in’ agricultural exports is very small () the
imbalance on the industrial side; reflecting the fact that the UK had alréady
granted -virtually unimpeded-access to Irish products to-the UK market prior
to' AIFTA and consequently had few concessmns to remprocate for those
offered by the Insh o -

(14) Although an examination of UK 1mport shares since xg7o suggests that
the AIFTA import effect has not increased, our guess is that an apparent
consumption share analysis would show the opposite result. Experience else-
where tends to corroborate our impression that by 1969-70, the full effects of
AIFTA on 1mports were less than half the magmtude to be expected in 1974—-7 5

J




Appendix 1
Notes on Methodolog y

Trade Creation and Trade Diversion

FREE trade area can be expected to increase imports from partner
Acountries 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 4 and B and
that G xrepresents the rest of the world. Costs of production of a single com-
modity, M, are £50 in 4, £40 in B and £30 in C. If, prior to the formation of
the free trade area, 4 had levied a 100 per cent ad valorem duty on imports of
M from all sources, we assume that the tariff-inclusive price of M in 4 would
have been £8o, if imported from B, and £60 if imported from C.* Thus, 4’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 4’s market will fall to its true cost of £40. Country
A will now import M from B at a cost of £40, compared with the cost of £50
in the pre-integration period when A 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 A4’s initial tariff was
50 per cent ad valorem. The tariff-inclusive price: would then have stood at
£60 for imports from B and [45 for imports from ‘G. Country 4 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 £40 in A’s market while
C’s price remains £45 (as she must still bear the 50 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 subsututmn of partner country
imports for non-partner 1mports o

In the classical full employment 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 production'in import-substitution
industries for redeployment in the more efficient export sector. Trade diversion,
on the other hand, involves-the substitution of expensive partner-sources: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 .of the two effects. (trade creatmn or: trade
diversion) predominates. : =

During the last decade and a half the theory of economic mtegratlon 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.?. 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 from:partner countries and a'way from
imports ‘from non-member countries .in' résponse to -the changes- in- relative
prices.? Third, the so-called “dynamic” effectst of integration must be assessed
before any definitive conclusions regarding the welfare effects of integration
can be reached. These and related- pomts are well-documented in the literature:
and need not detain us here.. . . - 2 S Cenm o b

As already noted, "the . welfare lmphcatlons of economic mtegratlon are:
usually discussed in-the context of a fully-cmployed cconomy, whcrc resources:

3Thus, as Truman puts it: ~ * ' : : ' : LTt
- a large dollar magnitude of tradc dxvcrtcd rcpraents a smaller loss in real income since the
cﬁicxcncy loss is only the margin between the low-cost producer’s and the actual supplxer s supply

price on the total volume of trade diverted [30], p: 203.

3Thus, except in the simple Vinerian model with fixed proportions in consumption, it is misleadling
to label customs unions after their production effects alone. The more meaningful approach is to define
the concepts trade creation and trade diversion as comprising a production and consumption comporient. .

*Krauss [14] points out that this is a misuse of the word dynamic because these effects are susceptible
to orthodox static analysis. As an example of this, Corden [6] has analysed the effects of economies of
scale and shown that the traditional trade ¢reation and trade diversion .concepts are still relevant but
they must be supplemented by two new concepts: the ‘‘cost reduction” effectand the ““trade suppression”;
effect of an economy of scale. The former refers to the increase in welfare due to the fall in the’ average
unit cost of domestic output when such output expands after the formation of the customs union and:
average unit cost is fallmg, the latter refers to the decrease in welfare due to the dlsplacement of the
most efficient source of import supply by less efficient-domestic prodirction:::

o
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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 certain circumstances, 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 estimates.of trade creation and trade diversion depend
very much on the circumstances of the economy being studied.?

Estimation of Integration Effect by Ex-Post Methods

" Ex-post estimates ‘of the effect of free (or freer) trade compare actual trade
flows 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-estiinate the
- hypothetical trade flows and a useful summary of them can be found in
Williamson -and Bottrill [g2] and also in a study of the effects of the European
Free Trade Association (EFTAY) carried out by the EFTA Secretariat [7].
Three of the most important are: (1) the income elasticity approach (2)
import functions approach and (3) the market shares approach

The' income elasticity method, introduced by Balassa in 1967, attempts to

isolate the effects of trade liberalisation by means of éx-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 constant- 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.®
A rise in the elasticity of a partner country would indicate gross trade creation
i.e. the sum of new trade created and diverted from noh-member countries.
An 1mportant limitation of this method, however is its reliance on the assump-
tion that, in the absence of" mtegratzon, the income elasticities ‘are constant
‘over time.. - | ' ' i

i

Custorns union theory generally works in terms of a “cosmopolitan™ 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 (1), p.,67 of the main text.
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- ‘Thé: second ‘method=—the ‘import: functions- >approai:h‘—i1s;e§' ecotiometric
techmques to.estimate -hypothetical trade .valués.! This :is- done: by estlmatmg
import. functions for the pre-integration: period: and' usmg ‘the resultirig : ‘equa-

tions- to predxct the: hypothetical. non-mteg-ratlon pos1t10n. .This “method ‘' has
been employed by-Aitken [1]’ and:Kreinin'[15]¢ among others; to’estimate 'the
static integration: effects of the EEGand EFTA, sometimes usmg cross-section
data, in other instances time-series data.iAlthough the:use' of regression tech-
niques in this context has much. to' recommend: it, a recurrent problérx’v is that
of obtaining adcquatc data; in particular price:data: for 1mports from partner
and non-partner:countries. respectlvely”f b s b
. The-third: méthod, -the: one -used in -this: study; the' market shares approach
has also been widely. used for-assessing the. quantitative effects of integration.
- Changes in the market share of imports are examined between some pre-
integration year (or period of years) which'is considered: “niormal’*.and ‘a post-
integration year (or.period of years). One of the most detailed: studies of: this
kind, has been undertaken by Truman:[30] in his.rg6g paper on the- EEC. Hé
considers shares ..of 1mports in - total ; ; apparent. consumptlon and : his : basic
assumption is that, in. the. absence of integration;:the shares in: total'apparent
consumption of imports from partner :and non-pa.rtner states would . have
remained constant., Two base years, 1958 and 1960, were chosen and changes
in shares between each base year.and the “final”’ iyear ‘1964 were: translated
into quantltatlve estimates of the EEC. effect -on. trade-flows.® Tradé creation
and trade diversion were calculated. for; cach individual membeér state using
both aggregate manufactunng data and data dlsaggregated by-broad industrial
groups. The major criticisms. of Truman’s paper are based on his use. of single
year,shares as base, with its implied éxssumptio'n"that import shares of apparent
consumptlon would have rcmamed constant in thc absencc of trade hberahsa-
tion. ;. .. - : Co T ST U0- PR SO PR ER IR Ee TR
-An obv1ous way of ovcrcommg the central weakncss In- Truman s approach
is.to make an adjustment for trendsin the:shares prior to integration.: These
" trends, it might be argued reflect changes.in taste, income levels'and economic
structure which;have been. operatwe in-both the-pre- and - post-integration
periods. Conscquently, their influence ought to be neutralised before estimating -
the effects of i mtegratlon per-se. The EFTA Secretariat: attempted to accomplish -
this task by assuming a continuance of pre-integration trends. ‘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 1959, 1s glvcn by the cquatlon

UISETRINN TN <~‘3,:,:<:’1-_xl

7Balassa for cxamplc, expcnmcnted w:th regtauon analysls but w1thout success, du té “the’
shortness of the time series and the vanablhty ‘of data®. 2], p. 87.- : C
$Truman’s estimates have been updated to 1968 in'a recent stidy’ by Maijor and Hays' [lg]
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‘ E = Fs7“‘[(f59 f54 8/5+f59] Cs7 et (AI) e i

(i Je 13

F == actual 1mports from EFTA countrles
C' — apparent consumption i.e., gross output less exports plus imports
J = F/C and subscripts refer to the years 1954, 1959 and 1967.

Hypothetical 1967 imports are expressed as the sum of two terms. The first is
the share of imports in apparent consumption in 1959 i.e. f59.Ceq, and the
second is a linear extrapolation.of the share change between 1954 and.1959
given by (fio—f54)8/5.

The EFTA method can be criticised 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 trade. effects in instances where additional informa-
tion became available regardmg the effects of EF TA in specific sectors® and/or
where the extrapolated trend procedure gave an a , priori absurd result. Although
these ad hoc adjustments create a danger of blas, they are worth accepting in
order to obtain the best possible estimate of hypothetical trade flows.1® We
concluded that, since the data limitations precluded the econometric approach,
the adoption of a market shares approach snmlar to that of the EFTA
Secretariat offered the best prospects for deriving an accurate assessment of the
effects of the Anglo Irish trade agreement also.

An important feature of the- EFTA approach concerns the d1v1s1on 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 consumption over the actual share.
Both measures are based on the observation that a free trade area agreement
involves no direct changes in competitiveness for domestlc vis-d-vis non-partner
countries. For instance, in the case of AIFTA, tariff reductions apply only to UK
imports into Ireland. Since the non-UK/Insh pnce ratio is not directly affected
by the Agreement, it follows that any increase in total imports can ceferis par-
ibus be attributed wholly to incursions of partner. 1mports into the domestic

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

10Cf. Williamson and Bottrill [32], p. 331.
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market Also, any dlrmnutlon 1n non-partner 1mports must be: attrlbuted
to -loss of competmveness, due to d1scr1m1natory tariff - reductlons, ms-a-vzs
‘ partner 1mports In algebra1c terms trade creatlon (TC) is measured as:

TC M67_[(m59 —m54)3/5 +m59] Cs'z . (A2) ’ IR
where M total 1mports o

and the trade dlverswn (TD) eﬁ'ect 1s measured w1th the formula

TD -Nu ——[(ns,’—n“)8/5 'l'nss] C

s where .N = actual 1mports from non-EFTA?

N/C

It is easy to’ show from:the above three equatlons that E''= TC— TD that is,
the total trade effect'is the sum of trade creation and trade d1ver51on effects B
(allowing for the latter’s negatlve s1gn) RN R :
Another aspect of the EFTA’ procedure to note is'the chioice of an adJustment
jfactor The EFTA procedure 1involves the extrapolatron of <the ‘absolute share
change-in the base’ penod This’ 1mpl1e 1f the import’ share rose ‘in the base

penod from 20 t6°30 per ‘cent, ‘it would’ cetens paribus: have r1sen to ‘40-per cent .

“in the post free trade period.!" This ‘mlethod’ of extrapolatlon 'has' different
implications for the: rate of change in’‘the" 1mport share’ dependlng on-'the . !

. direction of change in'the share in ‘the base permd If the share’ rose in the: base

,penod extrapolatmg ‘the’ absolute change in"'the. sharé 1mp11es an’ expected,
decline in the rate of ‘change'in. the share’ m the mtegratmn per1od and mce
versa if the UK’ share fell in the base perrod Fe

"The unsatlsfactory nature 'of the latter'.:lmphcatlon led us to postulate a
sxmple variant of the" EFTA approach ‘We took as’our adjustment. factor the -
percentage rate of change in the UK share in'the base perlod and’ extrapolated .

.?'A's‘_ . s

it forward " to ‘obtain our’ hypothetlcal UK share.- Thus, to ‘take a numencal
s example, if the UK share fell from' 60 to 4.8 ‘per--cent'in- the perlod prior:to’
mtegratmn (a negatrve growth rate of 20 per ‘cent over the period), our method’ " - -

would give an expected UK share of* 384 per cent’ compared Wwith a’ ﬁgure of
36 per cent usmg the EFTA m thod ‘Obvrously, the

' 11’I’he two penods are of equal length (5 years) .

: is no ObJCCtIVC cr1ter10n KIS
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for deciding which of the two methods is superior.’ 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 g and 4, but presented the various‘aggregate
totals in Section 5.1

The UKs Competitive Position: A Graphical 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 1969-70. This, is because it explicitly
took account of the long-term decline in the UK share of the Irish market
prior to AIFTA. On the other hand, the constant share method enables us to
assess the effects of changes in all aspects.of competitiveness (including AIFTA)
on the UK share since 1964-65. Thus, the'two-methods complement each other
with regard to changes in the competitive position of the UK share in the
post-AIFTA period. This point can be illustrated with the aid of a simple
chart. For the purposes of the illustraitidn, we treat manufactured imports as if
they were a single commodity, i.€. composition effects are assumed to be
negligible. This assumption accords quite closely to the reality of the situation
over the years 1964-65 to 196g—70. Z

Chart 1 graphs the UK share of manufactured imports (excluding SITC
56 and 73) for each two-year average from 1959-60 to 1969—70. Points A, B
and C show the actual UK share in 1959-60, 1964-65 and 1969—70. The
“expected” UK share in 1969—70, as derived by the share change method, is
represented by point E while point K represents the share as it would have
been in 1969-70 if it had remained constant as its 196465 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—70 if the long-term decline had continued
i.e., 58-70 per cent, is measured by EK. The actual UK share is 62:80 per cent
so that ATFTA offset 4-10 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 40 per/cent to 52 per cent, This would imply a UK expected
share of 824 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 UK share trends as
normaliser. .

18Countries 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 [g2] 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 exactly like our own formula. None of
their wc;ightcd versions, however, emerged with demonstrably better results than the unweighted
approach.
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Chart 1 : Actual and Expected Share of the UK in Manufactured Imports
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UK share from its. 1964—65 level: Thus, the AIFTA effect offset gg per-cent of
the long-run:decline- in' the. UK: share from -its;1964-65 level ‘with the result
that the actyal UK share in. 1969—70‘ is,just about the same as it was in 1964-65.
These import share losses: and gams due to' AIFTA offsetting some or all of
the long:term competitive decline since: 196465 can be translated into. import
values by referrmg to thex results of Table g -and 4. in.the'main text.
Lzmztatzons ,ana’ Qualzﬁcatwns s “ ' :
(1) In.this paper, we divide the totalwchange in-the UK share of Irish
imports into a.competitive and- composition! effect. The change in the
. UK share is in fact the sum of three effects: the competitive effect, the
A composmon effect and an 1nteract10n eﬂ'ect “ In order to. 51mp11fy the
: calculatlons we 1gnored the mteractmn eﬁ'ect ‘This effect i 1 consequently
1ncorporated in our estimate of the composmon effect, We were able to
verlfy, however, that the 1nteract10n eﬁ"ect is in fact very small

- (2) Second, the market sh_ares,approach depends:on the. assumption that
- .-past trends in market shares (or, if the constant share method is being
- used,'that the base-year market shares) are an appropriate indicator of
.- the expected market -pattern in ;the absence of any special change in
;i competitiveness. The first period shares. (or the base period share) must
-/ be assumed to be in some sense “normal”. In practice, it is very difficult
" to.ensure that the base-year -or ;period. of years actually chosen. possesses

.- the requisite degree of! “normality”™. . . ..

(3) ThlI‘Cl estimates of hypothetlcal 1mports and’ consequently estimates of
¢ "¢ composition and competitive effects in any period, can bé sensitive to
the degrece of dlsaggregatlon. However, the danger of serious bias

Pt I (TS BEIATEYs T f

1‘*’I‘he supportmg mathematlcal argument is as follows:

If\8, is'the share of commodity i ifi Iish imports'and S, the share ‘of the UK in Trish § 1mports, then
we.can write §; = 555, where s,;.is the sharé of the UK in Irish i imporis.of commodlty 1.

i
;Dxﬂ'erentlatmg we get:
. . . ASJ = Z(ASU S: +J‘;J.AS1 + AS;].AS{)

7 o
Thus the total change in the share of the UK in Insh 1mports is seen to be the sum of two effects
(competitive and composmon) and the interaction of the two.

; In thiis paper; the competitive, effect is defined as X[ As; 1+(S1 + AS)T and the composition effect
as Zm J ASy. To mamtam strlct consxstency, 1f the compet1t1ve effect. was calculated w1th end-year

3

I
[

composmon welghts the composition effect should also have been calculated with_end-year weight,
ie. as’ 2 (5157 Asiz) AS:, leavmg an’interaétion eHect of TiAsy ASi As rioted in the text, if this

’ L HE
mteractmn effect is small, the loss of consistency is not an 1mportant istue. °

It may also be observed that, had we used base year composition weights for our competitive effect
(1 e measured it as 2 1 Asi 5. .S7); our deﬁmtxon of the composmon eﬁ'ect would have been tonsistent,

but the two eﬁ'ects would not have added up to'theitotal effect. The difference would have represented
the interaction effect. On a priori grounds, there is no reason for considering base year weights ¢ ‘superior”
to end-year weights or vice versa.- As a final observatlon, note that the above formula can ‘easily ‘be
adjusted for past trends and hence applied ‘in’ the share ‘change context
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ansmg on this account emerges only if large changes have’ occurred in
the product-composition or area-composition of imports. Also, ‘while the
-desirability of ensuring a degree of disaggregation of total imports prior
to applying  the formulae deserves to 'be emphasised, it does not follow

that more disaggregation is always.superior to less; After a certain' point,

further -disaggregation involves :thé danger ‘that idiosyncracies’ 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 results of this
-paper to be distorted by msufﬁment d1saggregat10n. ’ R

(4) If one considers the competltlve eﬁ‘ect as bemg prlmarlly the result of

‘d1vergent price trends’ between oné’ supphcr and all other supphers 15
- then market shares ought to be’ expressed in constant prices in ‘order to
‘ satxsfy the condition that sharés’ vary pos1t1vely w1th changes in com-
petitiveness (i.e." that' the lowér a suppher s’ price relat1ve 'to other’

suppliers, the' greater- its share -of total imports). If currentvilues are -
used, and elasticities: of’ substltutlon between suppliers aré less than one,

"-an increase in relative competmveness (as'measured-by a fall in relative
prices) could be ‘associated with a decline. in market shates in value
terms, although the share had-increased in volume terms. Even if the

elasticity of substitution is greater than one; so:that value: share ‘changeés .

would have the same sign as volume share ‘changes, ‘the: magmtudes of
the value and volume changes would .be different. Most' market shares

. analysis have used’ current values because -of the. problems involved: in
 securing rehable volume data and this study, .is no exceptlon. In this
instance, however, a. major element of the change in price competitive-
ness takes the form of tariff reduct10ns Since import value statistics are
exprcssed net of tariffs, the fall in tariffs.does not’ necessanly result in a

fall in the c.if. 1mport price—in fact, if the small country assumption A
of infinite 1mport supply elasticities over the relevant. import -range is

made; the c.i.f. import pr1ce ¢an ‘be taken as constant. Then estimated

changes in the value of i imports due to. tanﬁ' reducﬂons will indeed be-

proportionate to changes in the volume of i imports.' Thus, the problems
posed by lack of 1mport volume data and the potent1a1 biases arising

~ therefrom, while not ehmmated ralse much less. serlous obstacles in th1s '

study than in comparable studles elsewhere.lv6 .

15This view has been widely criticised on the grounds that market shares are a functxon of com- -

petmvenus in the widest sense. Therefore to confine the definition to one aspect, relative prices, is to
ignore the significant influence of such factors as quallty dlﬂ'erenca, dxscnmmatory chang&s in non-
tariff barriers, servicing and back-up facilities etc. :

1¢The value.vs. volume problem is particularly evrdent in studles of . export competmveness, where'
changes in relative prices, rather than tariffs; are generally the subJect of i 1nvestlgatxon See Richardson’s, -

discussion of the problem [28]

i
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(6)
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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 (1) 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.

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.



Appéhdix 20

UK Import Share Predictions: Regressions on a Time
Trend vs. Simple Extrapolation -

“expected” UK share of manufactured imports in 196g—70: 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 1969-70 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 isin an appendix rather than
the main text.

Two market shares methods were used in the main text to derive the

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 1959-65 to predict the
UK share in 1969~70. Any or all of these four observations could be significantly
abnormal in relation to the rémaining 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”.?

If we make the assumption that the true rate of change of the UK share was
constant over the period 1959-65, 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 [10], 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 behav1our of the UK share over the perlod in question.
For instance, if deviations from the trend line are: related in a ‘systematic fashion
to some other variables such as the: level of demand in the UK economy then -
the s1mple regression of the UK share on. time may provide a less accurate
estimate of - “‘expected’’, UK shares- than - the- -extrapolation - method.? This
poss1b1hty notw1thstand1ng, we felt that it’ would still be useful to apply regres-
sion techniques-as’ a'counterchcck to our share-change prOJectlons ‘If large
discrepancies occurred it would then obviously be necessary to review our
_projections carefully, taklng account of institutional factors and other specrﬁc 3
influences on the. UK share of the. relevant SITC d1v151on(s) X B
- The dependent varlable, the log of the UK 1mport share is thus regressed on
tlme and a constant, reﬂectlng the hypothems that_the UK share changes ata
constant rate. Regressxons were run for the: UK share of, each SITC sectlon
and division listed.in Table 2. over the pre-AIFTA per1od 3 The parameter
estlmates for. the model are. presented in Tables BI and B2.

PR *,”w’

Regresswn Results PRI TR I FORP T TP . .

Table Br: presents' the: results for- each manufactured 1mport 2~ d1g1t SITC
heading (excluding: SITC 56: and 73): while. Table B2 presents the results at
the section and total manufactured ‘imports level4 The equation fit; differs .. :
“markedly as between the individual import categories. The adjusted correlatlon
‘coefficient (Rz) ranges in value from 0-0° for SITC 52 to -g67 for SITC 84.
The equation fit at the aggregate, level is. generally more satlsfactory In Tablé
B2 the lowest R? turns out to, be. 595 1n section 7 (excl 73) . and the hlghest

891 in manufactured 1mports (excludlng SITG 56 and’ 73) L

In Table B, the 1nd1v1dual coefﬁc1ents of time (X " are s1gn1ﬁcant at the

5 per cent Tevel i m 16 of the 25 equatlons, ,_hll”’a further 5 are mgmﬁcant at.

the 10 per cent level In Table B2 the coefﬁclen of time. is s1gmﬁcant at the -
5 per cent level in all of the equatlons A In all but 5 of the 30 equat1ons the

Lt

*The ideal proccdure would be to construct an econometnc model along the lmes of the one used by
* Truman [30] in his EEC study Suéh a model would attempt toexplain variations in'the UK'share in -
the pre-AIFTA period in'terms. of such independent variables as domestic incomé, price competitive-
ness,  capacity constraints etc. The small number of observations in ‘the pre-AIFTA ‘period and the
difficulty in' constructing adequate prxce :variables” precluded the use of a comparable econometnc .
approach in. this study. = - :
3Figures for the UK shares’ for the years 1963—65 were obtamed dlrectly from successive. issues of ~
Trade-and Shipping ‘Statistics while the shares for the years 1959-62 were estimated Wlth the aid of a key
supplied by CSO which lmked the pre-1963 OIL numbers to the SITC. - .
*The aggregate UK shares include the effects of commodrty composrtlon changes but, as our evrdence :
shows that composition effects are small, we felt justified in applying the model to the aggregate shares.
5Unhkc R? which is always: >0R? can sometimes be.<:0 (see note (2) to Table Br) In those cases
thc R'is reprucnted as zero by. convention. - F S
""*"¢One possible source of bias in {these results hes in autocorrelated drsturbance terms. Unfortunately,
-with: such a‘ small* sample;; it was not possrble to- tcst for autocorrelatxon usmg elther the Durbm—
Watson or’ ‘Geary tests. . i . ol ¢




; TABLE Ba: :Regm":'ion‘ of UK share by SITC secﬁ'on on time trend, 1959-65 (t-ratios in parentheses)'

W @we e e ® o - ® @ )

Dependent - . ‘ o e e Eitimates of the Competitive
Variable o Coeﬁmnt of - . * " Projected UK Share 196g—70 Actual UK., Effect £’000 -
————— Iutereept~ - Time . R=2 -~ F  SEE. — . Share - - SR
UK Share of o Trend o - - . Regression - Share Change” ~  1969-70 " Regression Share Change
SITC Section S T T Method Method - - - Method - Method e
5 (excl. 56) 1907 - (:‘g-%gs)i 883 4629 “o-007 6294 . 6z07 6609 41,416 - +1,838
.6 1819 - ,(—0‘-2035 L6711 1329 0007, . 5773 5702 6333 46913 47,725
N ©o(—3bg o - T : ‘- S .
7 (excl. 73) 1-832 . '(.—0-00)7 . “595 9'82 012" 5602 . ° . 5636- " - 5754 - +1,036- +1,448
PR G 5: ) A Lol s s ST .
8 2873 - (_OV.°°)7 808. ~26: ‘9 °°°3" (6220 . 6107 - - 0720 - T43,156 - +3,508
RO . 0 £) R N - o : ST .
58 (excl. 56 1842 - ‘—o0-007 . -B9r- 50 08 ooo5. © 5831 . - 5802 ° | - 628 +13;421 +14°519
and 73)‘ ST . '1(_'7,'08) N S - R S B Cee T R R :

Notes: (1). Estunata of the Competmve Effect are denved by summmg up-the relevant 2-d1g1t raults in- Table Bx i
. {2) Symbols etc.-are the sarie as TableBr. ~ .
(3) Thc share prOJectxons are calculatcd by du:ect apphcatxon of thc formula to the pre-AIFTA total sbara in Tablc 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 196970

Our next step was to use the equations of Table B1 to predict the UK
shares in 1969 and 1970. These predictions can then be compared with our
“expected” set of UK shares derived by the share change method. Columns
(7)-(9) in Tables Br and B2 show the UK share in 196970 predicted by each
method and the actual UK share in 1969—70. 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 30 import categories in
Tables Br and B2. The only exception is SITC 69 where the share change
method predicts a UK share of 76-54 per cent in 1969—70, the regression
prediction is 74°14 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 196970 total imports. Table B2 shows that
the sum of the competmve effects for each SITC division in Table Br equals
£13°4 million using the regression predictions compared with £14-5 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 competmve effect.
Second, regardmg 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.




TasLE Br: Regressions of UK share on time trend by SITC divisions, 1959-65 (i-ratios in parentheses)

De[J(;n)dent @ ® @ ) © @ ® ®) gs(t)i)mates of the Cgolnlz;etitive
Variable Coefficient Projected UK Share 1969—70 Actual UK Effect 196070 £ 000
————————— Iniercept  of Time r? F S.E.E. Share
UK Share of Trend Regression Share Change 1969—70 Regression Share Change

SITC Division Method Method Method Method
51 1°947 —o-016 717y 1623 o0-020 5862 57422 6116 +246 +399

52 1995 Eégéil* o0 0:34  0-005 9755 9723 90°29 — 18 — 18

53 1-891 —0'006 598 994 0°0II 6567 67-08 6474 — 35 — 8o

54 1°914 E-_——?éz}* -328 3'92 0-030 61-16 58-88 61-29 + 15 +267

55 1-892 0:004* 304 362 o0-010 8579 86-88 88:55 + g6 + 58

57 1°99% (—_%:zg% ‘925 7529 0-:003 8587 86-31 88-02 + 10 + 8

58 1-8g0 —0°007 627 1107 0°0I2 64-05 6347 67-87 +526 +613

59 1-866 E—Eg(z;ziz -863 38-83 o-o10 5316 52-88 64-08 +575 +590

61 1-905 —0'004* ‘117 1-80 o0-016 7236 71-62 69-31 —126 — g6

62 1-9g02 (—é:ggé 482 6:59 0-007 87-02 86-43 7475 —6og —5476

63 1-318 Egé% -649 12:09 0°042 4287 4371 2896 —567 —6o2

64 1-633 (f;:gg)s* -223 272 0016 4916 4736 4561 —611 —301

65 1-832 —0°'009 *579 925 0-016 5320 52-83 6071 +3,050 +3,202

66 1:931 (:g:g%)z -658 12'55 0°017 62-71 6170 72°15 +89g1 +988

67 1-827 (:g:g;;)l* ‘329 395 0029 50°15 48-26 62-g5 +2,704. +3,100

68 1-781 (:é:gg)x* 00 0:04 0-028 58-72 5573 76-06 +2,067 +2:423

69 1-888 (—_—grgg;* 0-0 022 0-017 74°14 76-54 7473 +109 —414

71 1-822 (:g:gggi 351 4+25 0015 56-97 5762 58-05 +8go +333

7 oo E—__—égz% -870 4124 0010 5316 52:96 56-24. +1,046 +1,115

81 1-948 —0°012 432 556 0-027 6450 6448 7023 +220 +221

82 1-929 (—ﬁ:ggz)* 261 312 0028 66-08 67-67 8o-51 +373 +332

83 1-863 (_(égégo 542 8-09 o0-019 95°53 92:18 88:34 —461 —404.

84 1-860 —0-016 ‘967  174+73 0-006 4742 4740 64-81 +341 +341

85 1755 (—-_1(3):(2)(2)2; *402 504 0014 4875 4720 5381 +425 +556

86 1-893 E:EE% 754 19°'42 0°0I4 5722 5764 6834 +2,556 +2,460

Adjusted Coefficient of Determination corrected (for the number of degrees of freedom).
F - ratio.
S.E.E. = Standard Error of Estimate.

* = Not significant at 5 per cent confidence level.

Symbols : p*
F

NI

Notes: (1) The logarithm of the UK share is used as the dependent variable in all the equations.

(2) R® allows for the positive bias in R? when the number of degrees of freedom is small.

BR=1—-(1 —R) "k;), where 7 = number of observations, ¥ = number of independent variables. R? is always positive but
n—k—1
k

72 will be < o (by convention equal to zero) whenever R? < m .

(3) The 5 and 1 per cent significance levels for ¢ are 2-015 and 3-365. The corresponding levels of F are 6-61 and 16:26 respectively.
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TasLe A1: The distribution of Irish manufactured imports (excl. 56 and 73 ) by two-digit
SITC heading, 1959-60 to 1969—70

Distribution of manufactured imports (%)

SITC
1959-60 196465 Expected Actual
196970 1969-70
5 I 2-99 2-56 2:15 3-06
5 2 018 012 008 0-07
53 45 - 105 075 0-go
54 303 305 3-or LRSS
55 074 093 115 0:99
57 028 018 012 016
58 2:29 367 496 423
50 2°19 1-58 112 148
Section 5 (exc. 5 6) 13-16 1314 1334 1397
6 1 157 124 096 1S &
6 2 143 1-07. 079 136
6 3 1-32 1-24, 1-16 I'15
6 4 5'73 5'07 441 4'84
65 15°52 12-62 10°07 11°49
6 6 2:37 2:56 272 2-69
67 6-64 653 6-30 590
68 3'57 3'70 376 335
69 7-07 6-86 6+54 611
Section 6 4521 4089 36-71 38-02
71 2272 2314 2314 24°11
72 724 10°39 1328 972
iSection 7 (excl. 73)" 29:96 13353 36-42 33-82
81 I°15 1:2% 1°37 1-10
8 2 027 053 1-23 073
83 1-32 175 2:28 2:99
8 4 046 035 027 0'53
85 2+00 2:21 2:40 2:38
o 86 648 628 598 6-48
Section 8 11-67 1244 13°53 14°20
Total 100+0 1000 1000 1000

Source: Trade and Shipping Statistics, External Trade Statistics.
Notes: (1) Totals may not add exactly to 100 due to rounding.
(2) 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 100.
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TABLE A3: Competingi iméorb‘ Jrom.the UK classified by CIP industry for certain years

Competing imports from the UK L£’o00

Industry
1959 1960 1964 = 1965 - 1969 1970
(1) Woollen and worsted - “r2,578 3,509 5364 4338 7433 6826,
(2) Linen and cotton © 7 2,8¢6 3,060 3,099 3,401 5,173 6,013
(3) Jute, canvas, rayon, nylon, etc. 492 414~ 6os 500 938 966
(4) Hosiery o . - 305 443 449 - 1,646 6,533 7,184
(5) Boot and shoe ) T 172 196 242 . 236 790 1,432
(6) Men’s and boys’ clothing b= = 160 166 .669 1,254
(7) Shirtmaking 49 70 ‘106 106 432 537
(8) Women’s and girls’ clothing -~ 300 430 - 975 1,175 (3,40 ' 3,768
(9) Miscellaneous clothing ' 84 95 @ 204 212 545 619
(10) Made-up textile goods " 340 401 - 505 583 968. 1,093
(11) Wood and cork (w(cludmg furmturc) 159 193 606 621 1,008 . 1,147
(12) Furniture; brushes and brooms -~ '~ 181 200 - 578 6oy 1,513 1,688
(13) Paper and paper products 2,184 2,468 3,923 4,362 7,305 8,218
(14) Printing and publishing " 1475 1,710 . 2,840 2,977 5,226 5,092
(15) Fellmongery and tanning T 254 253  gIo 288 734 - 928
(16) Manufactures of leather and lcathcr S o
" substitutes o L2 116. 305 348 - 661
(17) Oils; paints, inks'and pohshs Y 355 403 | 535 491 .:850
(18) Chemicals and drugs : - 2,161 2,328 3,560 4,593 7,779
(19) Soap; detergents and candles - .205 230 ' 695 855 1,823
(20) - Glass, glassware, pottery, etc. - - 359 *° - 379 777 697 1,681
(21) Structural clay products, concretc, E
- cement, etc. ., - - Bg2 . 710 822 929 1,611
(22) Metal trades - 3,892 - 4,307 - 5416 5939 9,052
(23) Non-electrical machmery 2,019 . 2,118..:3,33¢ 3,369 6,061
(24) Electrical machinery. 1,681 . 1,831 - 4,540 4,361 6,477
(25) Assembly, etc. of non-mcchamcally : : : C
. -.propelled road vehicles v — — 74 83 179
(26) Miscellaneous manufacturing T c -
mdusma , 3202 2,087 4,092 4,122 9,436
Total for the 26 CIP industries - 26,057 28,94'1‘-. 46,016 47,005 88,107

Source: Irish Trade and Shipping Statistics, External Trade Statistics.




TasLe Az2: Gross Output, Competing Imports, Exports and Apparent Consumption by CIP Industry for Certain Years (£’000)

1959 1960 1964 1965 1969 1970
Industr
7 Gross | Competing | Exports | Apparent> | Gross | Competing | Exporis | Apparent Gross | Competing | Exports | Apparent Gross | Compeling | Exports | Apparent Gross | Competing | Exports | Apparent Gross® | Competing | Exports | Apparent
Output | Imports Consumption| Output | Imports Consumption| Output | Imports Consumption | Output | Imports Consumption | Output | Imports Consumption | Output | Imports Consumption
(1) Woollen and worsted 12,482 3,163 1,776 13,869 | 14,470 4,446 1,971 16,945 | 18,886 7,356 | 38,630 22,612 | 18,229 5,275 3,200 20,304 | 26,318 8,635 | 8,176 26,777 296 8,194 | 10,790 27,004 | (1)
(2) Linen and cotton 6,111 5,568 321 11,358 | 7,230 0,505 777 12,958 | 9,374 9,853 | 2,044 17,183 | 9,625 8,819 | 2,060 16,384 | 11,480 | 13,778 | 3,399 21,859 IT5 | I5,I71 | 4,142 22,529 | (2)
(3) Jute, canvas, rayon, nylon
ete. 5,982 537 | 1,147 5372 | 7,186 494 | 1,173 6,507 | 10,321 8Bog | 1,678 9,447 | 10,208 695 | 1,980 8,923 | 15519 1,654 | 2,396 14,777 | 170 1,727 | 2,868 15,859 | (3)
(4) Hosiery 7,506 604 972 7,138 | 8,625 656 823 8,458 | 14,117 1,859 | 2,652 13,324 | 15,251 2,056 | 1,929 15,378 | 26,253 7,786 | 6,469 27,570 300 9,320 | 8,102 35,218 | (4)
(5) Boot and shoe 7,295 275 1,352 6,218 8,207 344 1,714 6.837 | 11,107 463 2,781 8,789 | 10,733 456 2,454 8,735 | 15,128 1,272 3,764 12,636 142 2,111 3,983 12,328 | (5)
(6) Men’s and boys’ clothing 4,821 — 100 4,721 | 5,299 — 200 5,099 | 7,294 214 500 7,008 | 7,459 218 500 7,177 | 10,130 952 | 1,900 9,182 114 1,567 | 1,933 11,034 | (6)
(7) Shirtmaking 1,823 52 500 1,375 | 2,292 74 700 1,656 | 3,420 127 | 1,200 2,347 | 3841 185 | 1,500 2,526 | 5,002 456 | 1,700 3,818 59 boo | 1,749 4751 | (7)
8) Women’s and girls’ clothing 7,297 319 1,275 6,341 7,915 513 1,770 6,658 | 10,717 1,115 2,819 9,013 | 11,525 1,272 2,641 10,156 | 17,603 3,465 6,102 14,666 18+7 4,036 6,599 16,137 | (8)
59) Miscellancous clothing 1,091 161 —| omese| nig7 208 —|  1355| 1476 422 66 1,832 | 1,326 474 go 1020 | 2,052 799 | 15| 2736 | 24 875 | 150 | 3125 | (9)
(10) Made-up textile goods 1,425 460 — 1,885 1,571 497 41 2,027 2,140 672 113 2,699 2,323 728 370 2,681 3.810 1,192 774 4,228 39 1,389 614 4,675 | (10)
(11) Wood and cork 4,367 2,397 415 6,349 | 4,718 3,694 433 7979 | 7711 5,739 | 1,276 12,174 | 8,700 6,033 | 1,522 13,211 | 13,148 9,474 | 1,606 21,016 150 9,440 | 2,420 22,020 | (11)
(12) Furniture, brushes and
brooms 4,066 200 172 4004 | 4,414 235 164 4,485 | 6,709 692 180 7,221 | 7,210 713 180 7,743 | 9,728 1,837 736 10,829 111 2,052 925 12,227 | (12)
(13) Paper and paper products 10,716 4,886 | 2,100 13,502 | 12,072 50617 | 2,486 15,203 | 15,325 8,951 2,485 21,791 | 16,657 0,216 | 2,411 23.462 | 24,043 16,244 | 4,201 36,086 270 1800 | 4589 proe AR5
(14) Printing and publishing 11,948 1,710 993 12,665 | 12,470 1,963 | 1,383 13,050 | 17,761 3,267 | 2,081 18,947 | 17,550 3,395 | 2,038 18,907 | 29,469 5948 | 2,569 32,848 345 6,793 | 2,590 38,703 | (14)
(15) Fellmongery and tanning 5,720 362 | 2,886 3,196 | 5,611 367 | 3,084 2,804 | 7,193 486 | 4,483 3,196 | 7,028 494 | 4,098 3424 | 9,127 1,135 | 6,382 3,880 103 1,459 | 7,138 w621 | (15)
(16) Manufactures of leather and
leather substitutes 714 91 — 8o5 733 155 39 849 | 1,262 459 397 1,324 | 1,298 533 408 1,423 1,664 923 591 1,096 1 1,026 267 1,959 | (16)
(17) Oils, paints, inks and polishes | 5,513 418 214 5,717 | 5,031 492 238 5,885 | 7,801 600 613 7,788 | 8,026 573 384 8,215 | 11,232 1,041 866 11,407 12:4 1,209 | 1,289 12,320 | (17)
(18) Chemicals and drugs 3,195 2,858 235 5818 | 3,475 3,113 568 6,020 | 5,462 4,974 | 1,191 9,245 | 9,285 7,213 | 3,762 12,736 | 24,421 | 12,358 | 14,111 22,668 252 | 13,343 | 13,027 25,516 | (18)
(19) Soap, detergentsand candles | 1,843 216 42 2,017 | 1,712 246 86 1,872 | 2,180 767 58 2,889 | 2,372 928 67 3,233 | 3,084 | 1,054 | 262 4,776 30| 1977 | 404 4573 | (19)
{20) Glass, glassware, pottery and
china 2,535 428 520 2,443 2,818 476 518 2,776 4,779 1,051 1,020 4,810 5,091 1,022 1,018 5,095 8,961 2,189 2,983 8.197 10°5 2,139 3,732 8,907 | (20)
(21) Structural clay products,
concrete, cement etc.? 6,704 794 959 6,539 7,483 866 1,162 7,187 | 138,345 1,060 2,053 12,352 | 30,975 1,206 3,548 13,878 | 27,076 2,230 4,191 25,124 240 N o582 | (21)
(22) Metal trade 13,099 5,132 1,585 15,646 | 15,230 6,106 1,960 19,376 | 27,424 7,551 5,034 29,941 | 16,220 7,772 5,661 33,086 | 51,320 12,020 9,200 54,140 56-9 14,441 | 10,711 60,650 | (22)
(23) Non-electrical machinery 3,740 2,788 1,603 4,925 4,865 3,201 2,197 5,889 7,598 5,341 4,072 8,867 7,451 5,793 4,018 9,226 | 11,147 10,428 5.676 15,899 119 12,308 8,750 15,458 | (23)
(24) Electrical machinery 8,240 2,123 1,224 9,139 0,474 2,438 1,298 10,614 | 19,511 7,104 | 3,820 22,795 | 22,830 6,649 3,923 25,556 | 41,526 0,554 | 14,249 36,831 430 12,201 | 14,606 40,505 | (24)
(25) Assembly, construction and
repair of non-road vehicles 1,278 - 91 1,187 | 1,211 — 83 1,128 | 2,589 87 91 2,585 | 2.773 96 76 2,793 | 3,713 203 84 3,832 37 260 103 3,857 | (25)
(26) Miscellaneous manufacturing
industries® 18,839 4,210 | 2,218 20,831 | 23,930 3,964 | 5,091 22,803 | 38,241 5,828 7,085 37,034 | 42,033 5,499 7,825 39,707 | 68,410 12,070 | 22.032 58.448 820 15,355 | 30,920 | 66,435 | (26)
Total for the 26 CIP industries | 158,350 | 39,752 | 22,700 | 175,402 |179,779 | 46,670 | 20,939 | 196510 [273,743 | 76,842 | 53:372 | 207213 |296,219 | 77,313 | 57653 | 315879 | 471454 | 139,606 | 128,534 | 487,526 | 5168 | 150,907 146,526 | 530,181
X
Spurce : Irish Trade Fournal and Statistical Bulletin, Irish Statistical Bulletin, Trade and Shipping Statistics, External Trade Statistics, and Review of 1971 and Outlook for 1972. zﬁ/

Notes: (1) Apparent Consumption is defined as Gross Output minus Exports plus Competing Imports.
(2) Competing Imports for 1970—£3-9 million—were adjusted to allow for the cement strike. The level of cement imports in 1970 was taken to be the average for the 1969 and 1971 level of imports. i
(3) The 1959 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 wit} ¥ %Smillion in 1960. In each case the 1960 figure was taken as applying in 1959,
(4) 1970 Gross Output figures—estimates kindly supplied by the Department of Industry and Commerce, are expressed in £ million. gt
Qi
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TABLE A4: The share of competing imporis in apparent consumption by CIP industry for
certain years

Actual share of
competing imports in

Expected  Actual

CIP industry apparent consumption share share
1959-60 196465 1969-70 1969-70
(1) Woollen and worsted 24°53 2926 34'90  31'30
(2) Linen and cotton 49°61 55°59 62-29 6519
(3) Jute, canvas, rayon, etc. . 880 8-15 7'55 11-04
(4) Hosiery 811 1366 23°01 2905
(5) Boot and shoe 473 525 583 1360
(6) Men’s and boys’ clothing? — 3-05 331 12-29
(7) Shirtmaking 4°13 637 982  13-29
(8) Women’s and girls’ clothing 6-37 12°45 24'33 2408
(9) Miscellaneous clothing 14°11 23-86 4035 2860
(10) Made-up textile goods 2446 26-03 2770 2895
(11) Wood and cork 42°03 46-41 5125 4398
(12) Furniture; brushes and brooms 507 940 1743 1687
(13) Paper and paper products 36-57 4018 44°15 4495
(14) Printing and publishing 1427 17-60 2171 17-83
(15) Fellmongery and tanning 12+01 14-82 1829 3041
(16) Manufacture of leather and leather
substitutes? 1478 36-07 5736 49-31
(1) Oils, paints, inks and polishes 7:84 734 6-8 947
(18) Chemicals and drugs 5042 5522 6048 5341
(19) Soap, detergents and candles? 11-93 2%7:63 43°33 4207
(20) Glass, glassware, pottery etc. 1734 2096 2534 2536
(21) Structural clay products, concrete,
cement, etc. 12:10 8:64 617 1030
(22) Metal trades 31°17 24°36 1904 2301
(23) Non-electrical machinery 5549 6151 68-18 7261
(24) Electrical machinery 2310 2859 3538 2800
(25) Assembly, construction and repair
of non-mechanically propelled
road vehicles? - 341 371 6-02
(26) Miscellaneous manufacturing
industries 18-80 14-80 1165  21-88
Total for the 26 CIP industries 2316 27'958 2940

2517

Source: Table Az,

Notes: (1) The expected share in 196970 was derived by adjusting the actual share in 196465 by
the growth in the share of total Competing Imports between 1959-60 and 1964~65.

(2) As the increase in the share of Competing Imports between 1959-60 and 1964~65 was

= 100 per cent, the expected share in 1969~70 was derived by taking the absolute change

in the share between 1959-60 and 1964-65 and extrapolating it to 1g6g-70.

(3) Expected share of the total calculated as a weighted average using as weights the actual
1969—70 shares in apparent consumption.
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‘ TABLE A5 Gross output competmg zmpom exports and a[)parent oonsumptzon Jor the motor
o ooy gt 7 ve}m‘lc assembly mdustry for certain years

: . 34"977” o
rfy 4068
52, 590,

- Source : Samc,éstbr,Téblg, Az,
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