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B. The Empirical Evidence

Table 1 summarizes the results., For no industry were the
results of the strong and weak tests both positive. For fifteen (15)
of the twenty-six (26) industries considered, one of the two tests is
satisfied. The following séc¢tion will discuss evidence that pressure
on capacity affects exports adversely for virtually all manufactures.
We now wish to concentrate on the fifteen industries which have met
one of the tests described above. As will beccme clear later, these
are probably best viewed as extreme cases of a general phenomenon. Our
interest is in determining whether any particular industry character-
istics are ccumon to the group.

We will first discuss those industries meeting the weaker
test, Since they differ substantially with regard to concentration,
homogeneity of product and export: total sales ratio, each industry is
discussed separately., The industries meeting the stronger test are
discussed at the end‘of the section.

1. United Kingdom SITC 67 - Iron and Steel --

Analysis of the ferrous metals industry in any country is
tenuous in light of the several severe strikes (and threats of strikes)
in the United States in the 1953-65 period. However, the results are
plausible since the industry is relatively concentrated and has a pre-
dominant share of total saleé in the home market. We have argued that
these industry characteristics will likely lead to discrimination

against export sales. Moreover, although the products of the industry



Table L

Summary of Results

Belgium Weak Test Strong Test Neither
SITC ~H/L H/A/L H/L H/A/L H/L H/A/L
Classification
62 X X
63 X X
641 X X
651 X X
651~02 X X
651- 03404 X X
652 ‘ X X
653 X X
65246534657 x X
662 X X
67 X X
71 X X

72 X X




Table 1

Summary of-Results

United States Weak Test Strong Test Neither
SITC H/L H/A/L H/L H/A/L H/L H/A/L
Classification
5 X X
62 X X
64 X X
65 X X
66 X X
71 X X
72 X X
732 X X
United Kingdom
641 X X
67 X X
71 X X
72 X X
321 X X
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are relatively homogeneous, short-term shifts in the demand for this
basic industrial material are often large, too large to be met from
inventories.

2. United Kingdom SITC 641 - Paper and paperboard --

The industry is more concentrated than average. Exports are
a very small fraction of total sales, less than 3% in volume terms,
making the home market clearly of predominant interest. However, the
world demand variable is not significant in the "low" or '"lower"
regressions either, making it probable that the variable is an inappro-
priate proxy. The U.K. may be specialized in a few sub-classifications,
demand for which moves differently from demand as a whole.

3. Belgium SITC 662 - Clay and refractory construction
materials -- This industry is similar in relevant characteristics
to British ferrous metals., The industry is concentrated, with exports
some 217 of total sales on average. That is, we again have the pre-
sumptive requisites for a preference for domestic sales. Similarly,
though the product is homogeneous, short-term demand shifts in con-
struction are notoriously large. It is interesting to note, however,
that a high/low classification system has not eliminated the effect
of world demand on exports in the "high' equation. Presumably many
observations are at less than full capacity where firms can react to
demand shifts with production increases as well as sales from inven-
tories. When the finer higher/average/lower classification is employed,
the world demand coefficient (though significant at 95% for the ''lower"

regression) is insigrificant in the "higher'" regression.



30

4., Belgian SITC 652 ~- Cotton fabrics, woven --
Here again the shift to the higher/average/lower classification is
revealing, Though the world demand coefficient is significant at the
957 confidence level for both the "high' and "low" regressions, it is
insignificant at 90% in the "higher' regression. We again conclude
that the high/low classification was not sufficiently discriminating.
Domestic shipments are fully 957 of total shipments on average; con-
centration in the industry is low.

5. Belgian SITC 63 ~- Wood and cork manufactures
(excluding furniture) -- The results for this industry are less easily
explained. The world demand coefficient is a powerful explanatory
variable (significant at 95%) for the "low'" regression and insignifi-
cant for the "high" regression. However, the product is relatively
homogeneous and the industry among the least concentrated. Moreover,
when the finer higher/average/lower classification is used, the wor 1d
demand coefficient is not significant (even at the 90% confidence
level) for the "higher' or '"lower" regressions. This raises the
possibility that our world demand proxy for SITC 63 may be inappropriate.

6. United States STIC 64 -- Paper, paperboard and
manufactures thereof -- This industry exhibits the expected coefficient
pattern yet production is not very concentrated and output is relatively
homogeneous, The world demand coefficient is significant in both the
"low" and "lower" regressions at the 95% confidence level while
insignificant in both the "high" and "higher'" regressions at the 90%

level.
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7. United States SITC 65 ~- Textile yarn, fabrics, made~up
articles and related products -- The world demand coefficient is in-
significant at the 90% confidence level in both the "high" and "low"
regressions. With the finer breakdown the "higher" regression has an
insignificant coefficient as well, but in the "lower" regression
world demand is significant at the 90% confidence level. As with
SITC 64, the industry is not concentrated and the output is relatively
homogenous.

In none of the industries discussed above was the coefficient
on demestic demand (in the '"high" or "higher" regression) significant
at the 907 confidence level with the expected (negative) sign. Those
industries where there is a significant "tradeoff" are discussed
immediately below. Ue do have some evidence, however, that for certain
industries, exports do not respond to changes in foreign demand when
pressure on domestic capacity is high -- though exports are responsive
to changes in foreign demand when pressure is low. We may conclude
that for these industries export performance is strongly influenced by
domestic conditions when pressure on domestic capacity is high.

The machinery industries fit our hypothesis most closely. The
output is heterogeneous, with many machines and components produced to
specification. Concentration is very high for electrical machinery
though about the average for non-electrical machinery. In all but one
instance domestic sales are a substantial majority of total shipments,

as can be seen in Table 2.



Table 2

Domestic Shipments/Total Shipments Ratios - 1965

Industry

Domestic Shipment

Total Shipment

Domestic Shipments
as 8 7% of. Total

United States

71 31447 36447 86

72 31931 33593 95
United Kingdom

71 3600 6206 58

72 2950 3877 76
Belgium

71 182680 6053830 30

72 308520 567220 54
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We can summarize the regression results for machinery as

follows:

(A) Electrical Machinery (SITC 72)

(1) The '"high'" regressions for all three countries

(2)

3)

%)

have a significant negative coefficient (95%)

for the domestic demand variable. The alternative
higher /average/lower breakdown left the qualitative
results unchanged for the U.S. and the U.K. For
Belgium, the higher regression contained no signif-
icant variables,

In contrast to (1), the coefficient on domestic
demand is insignificant in the "low'" regressions
for Belgium and the U.S. This is true as well

for the alternate breakdown. Moreover, the U.K.
"lower'" regression does not have a significant
coefficient for domestic demand,

The world demand coefficient is significant (95%)
in all the "low'" regressions, The same is true

in all the "lower'" regressions.

The world demand coefficient is insigrnificant at
the 907, confidence level in the "higher" regression

for Belgium,
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(B) Non-electrical Machinery (SITC 71)

(1) The "high" regressions for Belgium (95%) and the
U.K. (90%) have a significant negative coefficient
for the domestic demand variable., The alternative
breakdown left the qualitative results unchanged,

(2) 1In contrast to (1), the coefficient on domestic
demand is insignificant in the "low" regression
for Belgium. This is true as well for the
alternative breakdown. Moreover, the U.K. "lower"
regression does not have a significant coefficient
for domestic demand.

(3) The world demand ccefficient is significant (95%)
in both these "low" regressions. The same is
true in all the "lower" regressions.

(4) The world demand coefficient is significant at
the 957 confidence level for the "high" and
"higher" regressions of all‘countries.

There remains finally United States SITC 62 -- (rubber
manufactures, N,E.S.) -~ This industry, while producing more homogenous
output than the machinery classifications, is the most concentrated of
two-digit industries in the United States. Although the coefficient
on domestic demand shipments was negative for the "high" regression,

it was insignificant at the 90% confidence level. The alternative
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breakdown revealed a significant (95%) negative impact on exports for
this variable in the "higher" regression; only world demand was signif-
icant in the "'lower" regression.

Our regression analysis indicates that the level of domestic
pressure does influence short-run export performance directly in addition
to any influence through changing relative prices. For several indus-
tries a change in domestic consumption in a period of high pressure on
capacity has a contra-effect on the exports of that period. As expected,
no such relationship is evident in periods of low pressure on capacity.
In periods of high pressure, the world demand variable is insignificant
in explaining the exports of another group of industries. For most of
these industries concentration is somewhat greater than average,

However, this is not always the case and other characteristics are
dissimilar,

In general there do not appear to be any consistent industry
characteristics associated with the group of fifteen as a whole. Indeed,
the next chapter will indicate that the adverse impact of pressure on

export performance is a quite general phenomenon.



V. Marginal Partieipation Rates

We have found indications of a negative relationship between
the pressure of demand at home and export performance. 1In a few
industries non-price allocative mechanisms seem to distribute production
when pressure is high, with exports discriminated against. This is an
interesting conclusion; it remains to determine whether the effect of
high domestic pressure is limited to these sectors.

Table 3 displays the coefficients of the world demand variable
("marginal participation rates'"), together with a measure of average
shares in world trade. Several regularities are evident in the results
which we shall discuss in turn:

(1) For the large majority of European industries,

the coefficient in the "'low" (""lower") regression
exceeds that in the "high" ("higher") regression.

(2) For the majority of United States industries, the
coefficient in the "higher" regression exceeds that
in the '"lower" regression.

(3) For a majority of United States industries, the
marginal share of world exports (world demand
coefficient) in the "higher" regression exceeds
the average share in world exports for all periods.

(1) In periods with unutilized capacity any additional foreign

demand should be met. 1In the context of our regression formulation,



Table 3

Wor 1d Demand Coefficients

of Difference Regressions

Regression for Periods when pressure is

Belgium Average Belgian : -
SITC Exports/Average High Low Higher Lower
Classification World Demand
62 . 036 «015% ,025% . 017 . 007
63 ,033 . 012 . 026% . 020 . 026
641 . 021 «015% [, 014% «015% . 022%
651 . 134 .100% . 144% . 118% . 150%
651-02 232 «191% [ 216% » 184% . 218
65 1- 03404 . 143 < 043% [ 136% . 045% « 139%
652 . 057 . 034%  ,051% . 004 « 056%
65246534657 . 095 2 050% | 146% « 053* . 156%
653 . 094 -. 009 .081*  ~,003 .073
662 2048 «031%  , 045% . 004 . 048%
67 . 169 . 091% L, 040 . 095% . 044
71 . 021 .021%  ,028% . 014% » 025%
72 . 033 .038% ,037*% -,012 _ . 039%

* = Statistically significant at 90 Per cent confidence level or higher.



Table 3
World Demand Coefficients

of Difference Regressions

Regressions for Periods when pressure is:

United States Average U.S.
SITC Exports/Average High Low Higher Lower
Classification World Demand
5 .283 .210%  ,381% . 305% . 285%
62 .273 314%  ,361%  ,437% .302%
64 .227 087 L167%  .112 . 140%
65 . 118 .057 .01l . 067 L 117%
66 . 181 <131%  ,216% .115% . 159%
71 .346 .488% ,268% 4 66% .210%
72 .289 JA473%  ,312% »506% . 262%
732 .328 ,317% «317% . 350%* . 342%

United Kingdom

641 . 054 . 006 . 0190 » 009 . 010
67 116 . 038 . 02 6% . 062 » 027%
71 . 192 .098% 140 .091% . 114%
72 164 L100%  ,176% J151% L 127%

821 <147 . 120% L, 065% . 146% . 081%*

* = Statistically significant at 90 per cent confidence level or higher.
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the industry in question should export its '"share" of increments in
world demand. 1In periods of pressure on capacity, however, we believe
supply constraints to be relevant in determining exports. High pressure
may induce any of several non-price allocation schemes, for example, a
lengthening of lags for deliveries, a reduction of the sales force, an
alteration of terms and availability of credif on sales, etc. Such
actions, when pursued regularly in periods of high pressure, would
result in a reduced marginal share for the industry's exports in total
world trade., The phenomenon would constitute a depressing effect on
exports of high domestic pressure in addition to any indirect impact
through price changes

For both classification systems, the world demand coefficient
in the "low" regression was greater than that in the "high" regression
for thirteen of eighteen European industries, The differences between
coefficients are substantial implying that there is an important impact
of domestic demand conditions on short-run export performance; moreover,
it is pervasive throughout our sample of manufacturing industries. We
cannot yet conclude from this evidence that the significant impact of
domestic pressure levels on export performance derives from non-price
allocation of output. There may be regular price changes in periods of
pressure on capacity which are not detected by our index.

Thus there exist three alternative mechanisms which can
explain the existence of the significant regularities in export

performance between periods of differing pressure on capacity:
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(a) Firms may alter prices in a way which is not

revealed in our relative price index.

(b) Firms may alter the non-price terms of sale.

(c) Firms may give preferential treatment to

particular purchasers in the queue.

Alternatives (a) and (b) may be employed in different ways
when the pressure of demand is high., On the one hand, producers may
institute identical changes in the terms of sale for domestic and
foreign buyers alike, Or, producers may manipulate the terms of
sale for exports, the latter determined essentially as a residual. It
would not be possible for us to distinguish betwen these actions and
they are treated as equivalent below.

The issue is whether or not the terms of sale are altered
regularly -- whether in a discriminatory fashion or not -~ in order
to clear the market in each period. A large number of studies,
stimulated by the early work of Gardiner C. Means [33], have considered
this question. Subsequent papers [38], {32}, [16], continued the
debate with major controversy surrounding the contentions (1) that
the price structure has grown increasingly rigid over time and (2)
that price rigidity is due primarily to the concentration of economic
power. The issue remains alive [9], [46], [30] but is more or less
confined to the determination of the relative price flexibility
between industries of varying concentration. Without considering the

particular merits of this case, we can turn to the literature for an
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indication of the average frequency of price changes., Wesley J. Yordon
has estimated price responsiveness to changes in cost and demand factors
in fourteen U.S. industries. His findings suggest " . . . that insensi-
tivity of prices to demand change is not confined to highly oligopolistic
industries.”" [51, p.278] Hall and Hitch, in their well known paper [19],
present the results of a questionnaire given to (U.K,) businessmen.

Their findings were that priceshave a strong tendency to be stable and
that " . ., . they will be changed if there is a significant change in

wage or raw material costs, but not in response to moderate or tempor-

ary shifts in demand [ 19, p.125]."

Indeed, it is difficult to believe that firms have sufficient
knowledge of the demand curves which they face to set market equili-
brating prices (and non-price terms of sale) for each period (quarter).
There is evidence that prices do not react to demand shifts so that
rationing amongst potential buyers must be an important aspect of
output allocation in the short-run. But what is the nature of pre-
ferred purchasers? That is, are exports discriminated against?

Evidence is provided by the relative explanatory power of
our regressions (values of EZ) for which a regular pattern exists.

Table 4 lists the values of ﬁz for the European regressions. The very
clear pattern is for the "Low" regression te have more (and typically
substantially more) explanatory power than the corresponding "High"
regression. In only two of the eighteen cases was the reverse true.
In one additional instance the Higher/Average/Lower classification

reversed the relationship for an industry.



Table 4

Values of §2

Industry Pressure is: High Low Higher Lower
Belgium
SITC
62 . . 64 . 66 .61 .78
63 .33 . 66 .19 .16
641 .48 .54 41 . 62
651 : .73 .92 .86 « 9%
651-02 o 74 .87 .76 .86
651~03+04 .07 . 68 .19 . 69
652 .01 W42 . 00 .39
653 . 00 . 00 . 00 . 00
662 43 .77 .30 .74
652+653+657 .38 .86 48 .93
67 .45 .22 .53 .30
71 , .40 .72 .18 . 60
72 225 W57 . 02 .51
United Kingdom
SITC
641 .13 . 66 . 00 . 63
67 27 1) .23 .51
71 . 34 .58 .38 .56
72 .27 . 60 .48 71
821 ) +53 .38 .40 .22
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A regression fit explains less of the total variance in the
dependent variable, the less realistic is the postulated form of the
relationship. If high pressure on capacity results in rationing to all
customers, domestic and foreign alike, we might expect a lower copffi-
cient for the world demand variable at such times than in periods of
low pressure, but would not expect any diminishing of the explanatory
power of the regression. If, however, exports are a residual itgm at
times of high pressure on capacity, we will have erred by postulating
a simple linear relationship between world demand and exports. It
would then be expected that more of the fluctuations of exports would
be "explained" in periods of low pressure than in periods of high
pressure,

The evidence of this summary statistic should not be over-
emphasized., It is reasonable to conclude, however, that the regular-
ity with which the coefficient on world demand is smaller in periods
of high pressure can be attributed in part to a preference by domestic
suppliers for home markets.

What of the distinctions drawn in Section IV between
industries? We conclude that while relevant in principle, they are
not essential to an explanation of export fluctuations at our level
of aggregation and with the data at hand. The theory of monopolistic
competition [11] has formalized the familiar and obvious significance
in the relatively short run of particular business relationships.

Purchasers have their traditional sourcss of supply and suppliers
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their "good" customers. These relationships assume importance in times
of especially high demand. At the head of the queue we will find a
disproportionate number of domestic buyers -- the older customers,

the business friends, etc.

(2) The United States apparently presents a special case. For
the Higher/Average/Lower classification system, five of eight industries
have a greater coefficient for the world demand variable in the "higher"
regression. The expectation must be that either exports will be re-
tarded in periods of high pressure on capacity or that they will
remain unaffected. The expansionist hypothesis is theoretically
untenable for shorter run analysis.

This seemingly perverse result stems from the use of world
trade as the proxy for the demand for U.S. exports. Use of such a
proxy implicitly assumes that, ceteris paribus, changes in the level
of world exports will net affect the United States share. That is not
the case for all industries.

Total world exports can be thought of as composed in the
short-run of a relatively stable component and a cyclical component.
The former would include intermediate goods, more or less necessary to
production given the current state of international specialization, as
well as basic consumption goods. The cyclical component would be
dominated by investment goods and deferrable consumption items, for
the most part more technologically advanced goods. [20, p.595] The

point is not to argue that there is a strict dichotomy but rather to
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suggest that a relatively higher proportion of technologically advanced
gocds are traded in periods of high volume than in periods of low
volume.

It is often held [26], [23], [12], that the United States
is a dominant supplier of technologically advanced goods. "... [Tlhe
United States has, for one reason or another, a relative abundance of
high-quality entrepreneurial leadership and therefore enjoys a
comparative advantage in those products that require a high proportion
of entrepreneurial ability -~ that is, new goods'". [26, p.154]
The U.S. share in the trade of these goods will be high and thus her
share in world trade will vary directly, in the short-run, with the
level of world trade. It is also true that the movement of world
demand has been highly correlated with the level of domestic demand
in the United States as indicated in Table 5. The result of these
interrelationships is that, in periods of high U.S. domestic demand
(for the U.S., periods of high pressure on capacity), the demand for
technologically advanced goods relative to total world demand will be
high; so that we can expect a high share in total trade for U.S.
exports at these times.

The five classifications groups in question (SITC 5, 62, 71,
72 and 732) are all technology intensive. Gruber, Mehta and Vernon
[18), have ranked SIC two-digit industries by "total R & D expenditures
as a percentage of sales in 1962." Excluding the rather unique air-
craft industry, the U.S. industries rank 1 (SITC 72), 3 (SITIC 5),

4 (SITC 71), 5 (SITC 732), and 6 (SITC 62) by their measure,



Table 5
Correlations Between World Demand and

Domestic Demand for U.S. Industries

U.S. Industry Correlation
SITC 5 . 966
62 . 935
64 » 959
65 . 898
66 . 749
71 . 915
72 . 965

732 . 864
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The evidence is consistent for the remaining three U.S.
industries (SITC 64, 65, and 66), Their research effort is relatively
slight, These latter categories cover basic goods with little room for
major technological advance., 1In the absence of such an advantage, the
pattern of U.S. exports conforms to that for the United Kingdom and

Belgium,

3) We can now turn to the very interesting result that for a
majority of U.S. industries the marginal share of world demand in the
"higher" regression exceeds the overall average share. Consider,
reading United States for margindl supplier and Western Europe for pre-
ferred supplier countries, the following analysis from Lederer [28,
p.409-10] s

Changes in demand, either domestic or foreign, will
have a relatively larger effect on the marginal than on
the preferred producers. The preferred producers will
tend to operate closer to their optimum level of capacity
at which their average costs are at the lowest point
while the marginal producer will have to absorb the major
part of the swings in aggregate demand.

Within any one country, viewed in the context of
international trade and competition, both preferred and
marginal producers are likely to be found. It is
entirely possible, however, that enough of the output of
a country is produced or sold under conditions which
make it relatively marginal or preferred in international
markets so that the country as a whole may be considered
a marginal or preferred supplier country. ...

For the marginal supplier, 1if the change occurs in
foreign demand it will have a relatively large and parallel
effect on X~-M; a rise in foreign demand will result in
steeply rising exports and in declining imports; a fall in
foreign demand will result in steeply falling exgorts and in
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rising imports.... The trade balance of the countries

which are to a relatively large extent marginal suppliers

thus will be more sensitive to cyclical movements abroad

than to those within their cwn economies. ...

For the preferred supplier, changes of demand both

domestic and foreign will have relatively little effect

on domestic production (since it is likely to be relatively

close to optimum capacity). ..... The trade balance of

the countries which are to a relatively large extent

preferred guppliers will be more sensitive to cyclical

movements in domestic demand than to those in foreign

countries.

The empirical evidence is consistent with this analysis.
Both a high level of Western European capacity utilization and a low
level of U.S, utilization should be persistent. The United States
should consistently have a marginal share in world exports in excess
of its average share. The '"bias" towards incremental imports being
from the U.S. will be less for fluctuations around cyclically low
levels of world trade since presumably not all preferred suppliers will
be literally operating at full capacity and could provide additional
output. The effect will be much stronger for fluctuations around a
relatively large volume of world trade with the U.S. increasingly
resorted to as the residual supplier. Thus this preferred/marginal
supplier dichotomy is sufficient as well to explain the relationship
between U.S. world demand coefficients in the "higher" and "lcwer"
regressions for the period studied.

It is clear that the U.S. is unique. The U.S. has had slack

in its economy for most of the period under discussion. This had led '
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to high marginal shares for U.S. exports and the seceming paradox that
high pressure enhances export performance. The European results have
demonstrated, however, that high pressure does dampen exports. Undoubt-
edly to some extent by undetected price changes, but almost certainly
as well by non-price allocative mechanisms, high pressure on capacity
tends to reduce exports.

It would be interesting therefore to have a sufficient number
of quarterly observations when pressure on capacity was truly high in
the United States to establish the result conclusively for all the U.S.
industries as well. At this point; the Best that can be done is to
consider a few more recent years, when the U.S. economy was running
somewhat closer to full capacity {1, p.29-31} . The necessary data
for the divergent United States SITC categories have been compiled for
the eight quarters of 1966-67. Residuals from the respective "higher"
regressions (fitted for the period 1953-65) have been calculated.

The results are summarized in Table 6, Recall that the base
observation period (1953-1965) has witnessed considerable excess
capacity. The United States was running closer to full capacity in
1966-67. The large negative residuals for the quarters of 1966-67
(from the fitted regression) are therefore expected on the basis of our
hypothesis that high domestic pressure affects exports adversely.
Exports are being predicted on the basis of relatively low utilization
rates. They will tend to be overstated for periods of high pressure

on capacity.
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Table 6

Residuals for U.S. Industries

U.S. SITC Number of Averapge-Valde::> Average Value
Category negative of Negative of Negative
Residuals Residuals (1966-67)| Residuals (1953-65)

5 6 -..=33,546 -17,063

62 4 - 8,351 - 1,745

71 6 -58,162 -40,904

72 4 -33,181 -16,209

732 4 -58,298 -48,823

For two indistries, six of the eight observations generated

negative residuals while for the remainder half the residuals were

negative, In all cases, however, the average magnitude of the negative

residuals was substantially greater than the average negative residual

for the "base'" (1953-1965) observations.

The results should be inter-

preted as providing one additional indication that pressure on capacity

affects exports adversely.
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VI. Summary and Conclusions

In recent years the international payments mechanism has
been subject to recurrent and increasingly severe shocks. Individual
deficit countries have been faced with the prospect of devaluation or
domestic deflation to "cure'" fundamental deficits in their balance of
payments., Apart from the impact on capital flows, such moves are
alwvays envisioned as yielding an incremental surplus in the balance
of trade. The mechanism is clear in the case of devaluation when
increased (domestic) prices for imports and decreased (foreign) prices
for exports combine to stimulate the latter and dampen the former.

It is somewhat less clear in the case of domestic deflation
just how the improvement in the balance of trade is to be achieved.
The traditional analysis relies upon the positive relationship
between income and imports to reduce imports. An additional argument
of late is that the level of capacity utilization exerts an influence
on imports separate from changes in income and price levels [4], [10].

Attempts to determine the impact of domestic deflation on
exports have been less frequent, less rigorous and less conclusive,
This study has attempted two principal tasks: first, to set forth the
alternative mechanisms through which pressure on domestic capacity
might influence exports; second, to present regression formulations
testing these possibilities, Throughout the text a number of con-

clusione have been drawn; the major ones are summarized here.
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(1) The employment of a variable for pressure on domestic capacity
as an argument in an export equation implicitly assumes that the measure
is a good proxy for otherwise unrevealed changes in the "true'" price

of exports., Though the rational has not been stated clearly, several
previous studies have incorporated a demand pressure proxy in an
equation explaining aggregate exports; these attempts were no doubt
stimulated, at least in part, by the failure of the relative price
variable to perform according to expectations.

The empirical portion of this paper is based on disaggregated
data for individual industries, Nonetheless, our proxy for domestic
demand pressure was not statistically significant in explaining exports.
However, relative prices were significant in explaining the exports of
individual U.K. industries as well as exports of U.S. and Belgian
industries. Additional evidence that aggregation over commecdities
involves a substantial possibility of error was provided by the large
variations in coefficient (and elasticity) magnitudes between industry

classifications.

(2) Our tests of what we have called the '"rationing hypothesis"
have proved instructive, For a small group of industries, the domestic
demand variable is significant (with a negative coefficient) in
explaining exports for periods of high pressure on capacity. It was
not significant (for these or any other industries) in periods of low
pressure on capacity. The implication is that, at least for these,
relatively concentrated, industries, domestic sales are preferred and

exports discriminated against at times of high pressure on capacity.
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Moreover, high pressure on domestic capacity seems to alter
suppliers' reactions to changes in foreign demand in a broad spectrum
of industries. Thus a distinct pattern exists in the relative
magnitude of world demand coefficients between the regressions run for
high and low pressure observations. For United Kingdom and Belgian
industries, the coefficient is invariably higher in the "low" regression
than in the "high" regression. There exists an adverse impact of high
domestic pressure on export performance not captured by changes in
relative prices and not simply related to changes in domestic demand.

This could be the result of undetected (discriminatory or
not) changes in the "true" export price or of rationing of output with
discrimination against exports. We also observe, however, a consistently
greater explanatory power in the regressions for low pressure obser-
vations than in regressions for high pressure observations. This lends
credence to the notion that dcmestic sales are preferred to some
extent since, at times of high pressure on domestic resources, there
is a relatively weak link between foreign demand and exports.

Results for the United States industries are gomewhat
anomalous, For them, the marginal share in world exports has been
greater in regressions on relatively high pressure observations than
it has been in regressions on relatively low pressure observations,
However, the United States has experienced under utilization of
capacity for most of the period investigated and seems to have been the

incremental supplier in times of generally high world demand. 1In the
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period 1966~-1967, there has been somewhat higher pressure on United . .
States capacity. We have employed the regressions fitted for the
period 1953-1965 to generate predicted exports by quarter for 1966-1967,
As expected, in these periods of high pressure, relatively high
negative residuals resulted.

Though of a general and tentative nature, our results suggest
at least three interesting points with regard to policy measures
affecting the balahce of trade. Of foremost importance is the general
conclusion that high pressure on domestic capacity does discourage
exports as well as stimulating imports, indicating a larger impact on
the balance of trade than may have been realized. Thus the consequences
of overly expansionary domestic policies for the balance of payments are
greater than have been recognized by some, Simple measures of competi-
tiveness (based on price movements aioné) t¢ill underestimate export
fluctuations especially whén rationing is é general phenomenon.

Mbtaover , we have found that ekporté ¢an be less reliably
forecast for periods of high pressure, which ik perhaps just one more
indication of the difficulties involved 1n3ﬂfi;;-tuning" an economy. .

The economy running close to full‘capaci;yiwilfﬁéxperience more f?@huent

Lo

"surprises'" in its balance of trade bositiqﬁ,'pfesumabi; one targe£ in
the overall management of the economy. : . o

There is a more positive implicétion, from the &p;;dpoint of
the United States. Steps towards trade liBeralization ma? contain a

hidden aid for the United States balance of payments, at least in the
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short-run, That is, agreements which allow substantial increases
in the volume of world trade may result in relatively large increases
in some categories of U.S. exports. This conclusion rests on the con-
tinued position of the United States as 'marginal supplier."

The attempt of this paper has been to investigate the direct
effects of high domestic pressure on export performance. The most im-
portant implication of the results is that the competitiveness of a
nation's goods in international trade is not adequately measured by
changes in price levels. The results are not suited, however, to the
formulation of quantitative estimates of the importance of non-price
allocative mechanisms. One important goal of subsequent research
should be to provide such estimates. Since the level of domestic
pressure is undoubtedly important in the behavioral functions of
both demanders and suppliers of goods, the pursuit of this goal will
require specific attention to both. Such an approach will hopefully
allow more precise estimates of the impact of high domestic pressure

as well as provide further insight into the operation of the system,
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