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Abstract

The competition for market shares has taken variouses over the years. The first factor
that perhaps spring to mind is prices. Studies halse shown that advanced technology and
superior quality of products are important in thengpetition for market shares. The purpose
of this study is to explore whether changes in exg@ad production structures in the OECD
countries tend to incorporate the income sensytigit demand for products and if a strategy
of this kind is beneficial for the development @frket shares. The theoretical framework is
provided by Kaldor (1957, 1967 and 1970) and bydtcept of non-homothetic preferences,
first established by Engel (1857 and 1881). Thelteshow that there has been an increased
focus on high-income elastic products among the DE€untries. The strategy of
concentrating export and production to the highoime elastic products also seems to
generate increases in market shares.
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1 Introduction

The world market is becoming increasingly integiladis new technology enhances the ability
to exchange products and information across thédw®he constant changes on the world
market make it necessary for countries to be resipento increased competition and
alterations in the rules of the game. Export pentoice is often evaluated by observing
market shares.

The competition for market shares has taken vaniouges. In recent times development
of new technology in order to provide customerdwiitore sophisticated products and also a
larger variety of goods has been one approach topeting for market shares. Other
strategies for improving competitiveness of cowstincorporate changes in the structures of
demand. Burenstam Linder (1961) argued that théyatn respond to changes on the world
market creates additional gains from trade for itiddvidual country. Kaldor (1981) also
suggested that countries that are able to resmodanges in international demand structures
and adjust production structure accordingly areeljikto gain market shares. Income
elasticities of demand are said to capture markasisvity to non-price factors that are
essential to consider in the competition for mastetres (Fagerberg, 1988, McCombie, 1992
and Meliciani 2001). Non-price factors include fees such as advanced technology and
quality of a product.

Differences in the growth of demand for variousduats are an important explanation for
structural changes in export and production. Irdasonable to assume that when firms
organise their production, potential demand forirth@oducts play a key role in the
structuring of production. The purpose of this gtiglto explore whether changes in export
and production structures in the OECD countried tenincorporate the income sensitivity of
demand for products and if a strategy of this ksdeneficial for the development of market
shares. The study explores the development of ircelasticities for product groups and the
composition of export flows for the OECD countrigging the period 1980-2001.

The focus of exports on high income-elastic proglactd the development of value export
shares may be thought of as a tautology; if incefasticity is high on average for a product,
then the average country would naturally increésexport share in that product? However,
the issue is more complex than so. The productniecelasticities are estimated cross-

sectional. Considering that tastes differ betweeuantries, increases in incomes does not
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necessarily mean that the export share of a phti¢ugh income-elastic product exported
from a country will increase. It is also importaot consider the capacity of the separate
countries to adjust production to changes in demémdact, the capability of individual
countries to adjust to evolving revenue opportesiin the global market may be expected to
vary greatly, thereby reflecting inter-country erpmompetitiveness.

During the 1990s OECD admitted six new members.ide@esfour Eastern European
countries (Poland became a member in 1995, thehCRepublic and Hungary in 1996 and
the Slovak Republic in 2000), Mexico joined the anigation in 1994 and South Korea in
1996. Special attention will be given to these doas in the empirical section. Export
statistics on the two-digit level of the SITC cifisation (rev 2) have been collected for all
OECD countries. Income elasticity of export demamdalculated for each product group
exported from each OECD country and year in a smptport demand equation. The
elasticities are then ranked and classified intedlcategories of products, High, Middle and
Low income elastic products.

Fagerberg, Knell and Srholec (2004) identify fowspects of competition: price,
technology, capacity and demand competitivenessdiflonally, we often think of price as
the most important factor in competition. Kaldo®{8) found that countries with increasing
relative unit labour cost (RULC) experienced immments in their export performance
Several studies have considered the effect of RlWhQ:hanges in market shares (Carlin,
Glyn and van Reenen, 1999, Fagerberg, 1988, AnmlieVerspagen 1995) and found that
RULC is important but it cannot explain the entuariation in market shares. Advances in
technology are a significant contributor to comjpegness among countries (Fagerberg,
1996). The third feature, capacity, refers to thiditsg of countries to adopt and exploit new
technologies. The fourth factor, demand competitbgs, aims to capture the ability of
countries to adjust production to changing demanetwires. Landesmann and Snell (1993)
study structural shifts in exports as a responsehimnges in world demand. Their study
includes six specific OECD countries: the USA, the, West Germany, France, Italy, Japan
and the rest of the OECD. By estimating an Almagtal Demand System (AIDS) Model,
they find that exports from the UK have improveditiposition in the higher quality segment

of international trade. The USA, on the other hangherienced a decline in income elasticity

! The positive relation between RULC or prices dreldevelopment of market share came to be knowimeas
“Kaldor paradox”.
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of export demand. It is the other non-price factbet, for some time, have been dominating
the strategies to improve competitiveness amongtces (Fagerberg, 1988 and 1996,
Meliciani, 2001).

Once the structure of and changes in exports haea Helineated, a possible question to
ask is whether some export products are more lilkeljenerate higher growth potentials than
other export products. This issue is, however, hdybe scope of this paper and will have to
be left for future studies.

The outline of the study is as follows. Sectionr@vides the theoretical arguments for
structuring exports according to income elastisiti8ection 3 delineates the methodology

applied in the empirical section (section 4). Ssth summarises and draws conclusions.



2 Theoretical framework

The theoretical underpinning of this study incogies the existence of non-homothetic
preferences in consumption. Combining it with Kaldq1970) suggestion that a country
achieves higher growth rate by altering its indaktstructure towards more income elastic
goods provides the basis for changing export siradccording to income elasticity.

2.1 Non-homothetic preferences

When Engel (1857, 1881) formulated his theoriesualsonsumer preferences in the second
half of the 18 century he assumed that consumers will subsittey goods for necessities
as the individual income increased. He also foungigcal evidence of such a conjecture in
household consumption studies. This line of reaspmirovides a basis for a hierarchical
ordering of needs that are dependent upon the tH#vielcome. As an individual’'s income
increases, the individual assigns proportionatetyremof the additional income to luxury
goods, which is the definition of luxury goods.

In addition to the discussion of shifts in consuimptetween different product groups it
is also appropriate to talk about ranking of negldieh can be met by various products within
a product group. This issue is related to prodiftgréntiation where the different varieties of
products can serve the particular needs that iddali consumers have (Lancaster, 1979).
Within a group of products the characteristics miducts are different; some products are
technologically more advanced while other prodpeesent superior quality in other aspects.
Consumers update consumption within a product graugn income increases by purchasing
products that meet the requirements for betterityuahd technological sophistication. To
provide an example of hierarchical preferences iwithcommodity group we can consider
the procurement of a car. When first acquiring ia @& consumer may be satisfied with an
inexpensive and unsophisticated car just to geb#wc functions. If income increases, the
consumer may want to upgrade the car by, for examplying one with more advanced
technology, a more powerful engine or a brandighkhown for superior quality.

The modelling of hierarchical preferences can lmeiporated into the utility function by

including an ordering term. Equation 1 presentautiliy of consuming good:

V= jo b(2)x(2)dz 1)



where z is a continuum of produckgz) represent the hierarchy function (Matsuyama, 2000
Follmi and Zweimiller, 2002) in which needs areigrsad different weights depending on

their ranking and(z) indicates the quantity af consumed. Products that comply with basic
needs receive a higher weight than products that mere advanced needs. This results in
that the hierarchy function is decreasing.iiff products can be ranked according the different
needs that they satisfy, basic needs would acagigdireceive a lower rank than luxury

products. The structure of the hierarchy functiesuits in that those goods that have a higher

ranking will make the marginal utility drop morewglly as more of them are consumed.

2.2 Competitiveness and market shares

Considering that consumption is becoming more disba@, producers in different countries
can be said to have the world market at their fBetsponsiveness to changes in market
demand is a driving force to improve competitiven&s countries (Fagerberg, Knell and
Srholec, 2004).

In a series of contributions, Kaldor (1957, 196d 4870) developed a model of economic
growth in which demand was given a central rolee Titodel was set in a two-region, two-
industry framework of agriculture and manufactu(gsldor, 1967). Development of the
manufacturing industry hinges on demand in thecafural sector. The model reaches
equilibrium at full employment. Any excess demantl ewentually be met by an increase in
quantity supplied until full employment is reached.

A central feature of the model is the ability toptinew technologies (Kaldor, 1957). The
capacity to implement new technologies is imporfanthe accumulation of capital. Capital
investments are also necessary for the improvewofegtfficiency in production. At the same
time, incentives for making required investmentgiiaduction are provided by any increases
in output. Thus, increases in demand may triggeestments to make production more
efficient, so that producers can provide the mawk#t additional goods to match the change
in demand.

The potential for a country to generate even higinewth rates lies in the management of
autonomous demand (Kaldor 1970). The country thatdre responsive to demand changes
in the world market is most likely also better gapéd to exploit any increasing returns to
scale in production. Considering the prevalencenaf-homothetic preferences, a useful

strategy would be to focus on product groups whioh in greater demand as consumer
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income increases. In view of the fact that techgicll content and quality have a higher rank
on the preference scale, such characteristics dhbal emphasised in the production
development of firms.

If countries specialise in production of technologiensive product groups, which are
often in industries characterised by economiescafes the gains from trade are likely to be
further reinforced through Verdoorn’s Law (Verdooi®49). Verdoorn’'s Law states that the
growth of labour productivity increases with thalscof production. Thus, the country that is
more adaptive to alterations in world market demavildl also have a head start on its
competitors.

Referring to Hicks “super-multiplief’ Kaldor argues that the development of exports for
a country determines the general growth of an emgndKaldor, 1970). The general
recommendation from Kaldor's growth model to coigstrin search for higher growth is to
change their industry structure with a focus ondpmts with higher income elasticity of

demand and also to try to attain the highest aehie\erdoorn effect in the sectors.

2 See Hicks (1950) where he relates the growthafaas economy to the development of autonomous deéma
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3. Methodology

This section outlines the method used to elabovatehe composition of exports for the
OECD countries. The approach applied in this pages the concept of income elasticity of
export demand to categorise product groups. A snepport demand function is used to
estimate income elasticities for product groupseomlisaggregated level for the OECD
countries’ exports between the years 1980 and 20B&.empirical model is explained in
section 3.2. The income elasticities are categorist® three product groups, High, Middle
and Low income elastic product. The classificatiprexplained further in section 3.3. The

first subsection below outlines the data usedimgtudy.

3.1 Data
The data used in this study are from three soutbesOECD, the World Bank and Centre

d’Etudes Prospectives et d’Informations Internaies (CEPII). The main problem with the
data is missing observations. Only 23 countriescarered by the entire time period, 1980-
2001. Germany is only accounted for after the ifgzation in 1990. Table 3.1 summarises

the data used in this study.



Table 3.1 Describing the data

Variable  Description Source
GDP GDP at current prices, World Development Indicato&orld Bank
2005.

Export Standard International Trade Classification (SITCQECD
revision 2, two-digit level, 69 product groups, 098
2001, ITS database

Distance Between capital cities, in kilometres CEPII

Countries and years available:
Australia, Austria, Belgium, Luxembourg, 1980-2001
Canada, Denmark, Finland, France, Greece,
Iceland, Ireland, Italy, Japan, Netherlands, New
Zealand, Norway, Portugal, Spain, Sweden,
Switzerland, Turkey, United Kingdom, USA

Germany, Mexico 1991-2001
Hungary 1992-2001
Czech Republic 1993-2001
South Korea 1994-2001
Slovak Republic 1997-2001

3.2 The export demand function

The categorisation of product groups in this papdrsased on income elasticities of export
demand. The export demand function has been useshsixely in empirical economic
literature. It rests on basic microeconomic pritesgp focusing on the different factors
affecting a consumer’s decision to buy a produbis Btudy applies the simplest version by
only considering income and distance as explanatamables of export flows.

The following product export demand function is dise estimate income elasticities of
demand for various exporting countries, productipsy and years:

INExp, =a + BInGDP, + D, +¢; @

In Exp, = natural log of export of a product from the extpa country to

countryj
InGDP, = natural log of GDP in the receiving counry

D, = the distance in kilometres between exporting tyuand country

a, [and yare constants
&;is an error term
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In equation 2, export of a product from the expartcountry (any of the OECD countries) in
a given year to countryis explained by that years income (GDP) in theikgog countryj,
and the distance between the exporting countryti@deceiving countryD; . The estimated
beta parameter provides us with the exporting ¢gisestimated income elasticity of export
demand for a particular product group and year.e@agions for any particular estimate of
equation 2 vary by importing country,providing on average 66 observations. There @re 3
exporting countriesand for each of these, separate regressions lmasesjuation 2 are
performed for a maximum of 69 product groups anthaimum 22 years (1980-2001).

Overall 35,089 regressions are performed.

3.3 The categories High, Middle and Low

The estimated income elasticities for the diffeqgmtduct groups are used to classify
the groups into three classes — High, Middle and ims@me elastic products. Before
proceeding with the categorisation, the incometieiies of the various product
groups are ranked for each exporting country poolest all years, and the highest
and lowest two per cent of the elasticities ardusled to eliminate extreme values.
Differences in income elasticities between cousfrier a particular product group,
reflect that products are different in their “camte One should also keep in mind that
the two-digit level of the SITC classification isiffg aggregated, so “content”
variations may be hidden at this level. After theclesion of extreme values, all
elasticities, across product groups, export couaby years, are ranked and divided
into three groups by taking the 3and 67" percentiles. The income elasticity for a
particular product group may appear in a differene of these three groups in
different years, which allows the analysis to impmyate dynamic changes in income

elasticity over time.

3 The exporting countries are the OECD countrieb Bi¢lgium and Luxembourg jointly estimated sinceintyia
major part of the period they were in economic nraad therefore jointly accounted for in statidtiegorts.
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4.  Empirical findings
The empirical section is divided into four subsaws. The first provides an overview of the
statistical results on how income elasticities xpat have evolved over time for different
country groups and product groups. Subsection #oRiges the time trends of the export
share development of each of the three categdigsh, Middle and Low income elastic
product groups. Subsection 4.3 analyses the changa®duction structure in each OECD
country. Subsection 4.4 investigates if the charigesxport and production structures have
any effect on the developments of market shares.
Throughout the empirical section the OECD countn@ge been divided into three groups,
— The restructuring countries — countries which halisplayed an estimated
significant increase in the share of high incomestt exports and a significant
decrease in the share of low income elastic expwes the period 1980-2001. The
countries areFrance Ireland, Spain United Kingdom Austria, Finland, Norway;
Sweden the Netherlands Italy, Portugal Australiaz, Denmark Belgium-
LuxembourgandTurkey
- The new members of the OECD - the six new membemtoes of the
organisationMexicq Hungary, Poland the Czech Republjcthe Slovak Republic
andSouth Korea
— The remaining countries — countries that do not glgmvith the conditions for
either of the other two groups. The countries Breland Germany Japan United

StatesCanada NewZealand Switzerlangd andGreece

4.1 Data overview

The study of export compaosition also provides aupeof the production structure. Table 4.1
summarises the estimated income elasticity of denfan the three country groups. The
summary statistics are over all product groups,rsjeand exporting countries for the
particular country group and years indicated. Té& member states entered the organisation
during the 1990s and thus statistics for these tci@snare only displayed for the final period
1996-2001. Summary statistics of each member cpané presented in Appendix A.

Table 4.1 shows that the restructuring and remgicuntries have practically the same

mean and median income elasticity of exported pt=din the first period. During the
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following years these two groups of countries djeeto some extent. The restructuring
countries reach slightly higher mean and mediaarre elasticity by the end of the period. It
is also clear that the new member countries habetantially lower income elasticities in
exports than the older members of the OECD.

The new member countries also display a higherdstahdeviation and variance of the
income elasticities compared with the other coestrit is also interesting to note that the

standard deviation increases for the restructwmtries as changes progress.

Table 4.1 Summary statistics of estimated incomeasticity of export demand

1980-1985
Countries min max mean median std
Restructuring countries -1.53 1.65 0.68 0.71 0.31
New member countries na na na na na
Remaining countries -0.41 1.45 0.68 0.70 0.33
1996-2001
Countries min max mean median std
Restructuring countries -1.67 2.05 0.79 0.84 0.34
New member countries -1.01 1.51 0.64 0.67 0.37
Remaining countries -0.47 1.45 0.75 0.76 0.33

Y Over all product groups, years, and exporting tiemfor the particular country group and yearidated

Table 4.1 also indicates that there has been aa@dnerease in the average income elasticity
of all exported products from the older memberstited OECD. Figure 4.1 displays the
development of income elasticities for differerdustry sectors. The sectors that have shown
the strongest upward trends are Chemicals, Manufeattgoods, Machinery and transport,
and Miscellaneous manufactures. Food has also hawbtable upward trend in the

development of income elasticity, though startirggT a lower level.
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Figure 4.1 Development of income elasticitiésr industry sectors based on export data from th@®©ECD countries



Changing export structure according to income ététyt— Kaldor revisited

4.2 Development of export shares within the income-
elastic groups
This section presents the evolution of export stmas for the OECD
countries in three categories, High, Middle and Lioeome elastic products.
The classification of product groups is based akiray the elasticities for
all exporting countries (the OECD countries) pradyroups and years in the
study. When categorising the product groups intghhimiddle and low
income elastic products, the "3%nd 67 percentiles are used as border
elasticities between Low and Middle and between diéidand High
respectively. The border elasticities were estithaaé 0.60 for the 33
percentile and 0.89 for the Bpercentile.

The division of products into groups aims to présgevelopments of
exports clearly, even if it somewhat limits the amb of available
information used in the data material. It may alsise questions of
robustness; if the product groups had been spdadifitéerently, the results
would also have been different. Appendix B shows télation between
export share development and income elasticity awittthe grouping. All
countries, with the exception of Poland and Newl&® show a positive
relation between income elasticity and the develamnof export shares
between the years 1980 and 2001. The share of texpbre based on
products in one of the three income-elasticity gowvill henceforth be
denoted as the IEG export shares for that incolgtieity group.

More than two thirds of the OECD countries haveeased the share of
export value based on exports of high income-@gsthducts during 1980-
2001. Tables 4.3, 4.4 and 4.5 show the share dawelot over time for each
of the three categories among the restructuringntti@s, the new member

countries and the remaining countries, respectively
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The growth of IEG export share in a particular imeselastic group
relative to the other IEG export shares is meashyethe estimate foy, in

the following equation:

In[ IEG exportshare,

=y +yt+u, c=High, Middle or Low (3)
1-1EG exportshar(-gtj Yo KT

where thelEG export sharg is the IEG export share for the income-elastic

groupc (High, Middle or Low) at time, y,and ), are constant parameters
and theu, is an error term. Theg, parameter indicates the growth of the

“odds ratio” over time. When the estimate of thepsl parametey, is
presented in the tables (4.3-4.5), the parameteibban adjusted according
to the formula(ef’1 -1) *100 (Gujarati, 2003)to represent the per cent

change in the “odds ratio”

Countries are presented according to the estimapexvth trend.
Columns three, five and seven display the valuggti, middle and low IEG
export shares of each country at the beginningn@fperiod. As can be seen
across all three tables, the share developmentighi mcome-elastic
products shows a positive and significant timedréor 23 of the 29 OECD
countries. 19 of the 29 countries show a significketrease in the share of
low income elastic products. These two tendendiedhe criteria for being
considered as a restructuring country for the of[dBCD countries. It is
interesting to note that for two of the new memtmrntries, Czech Republic
and Hungary, has generated such development.

France, Ireland, Spain and the United Kingdom rsgme the
restructuring countries with the fastest changeegport towards high
income-elastic products. At the beginning of thequkbetween 17 and 44
per cent of their export value belonged to the higtome-elastic category.

Restructuring countries with the slowest changeatoa high income-elastic
16
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products are Turkey, Belgium-Luxembourg, Denmarkd aAustralia.
Belgium-Luxembourg starts the period with the secbighest share of high
income elastic exported products. Sweden had am leigher share of high
income-elastic products in the early 1980s and dlierage percentage
change was nearly ten per cent. It is also notdéwothat eleven of the
restructuring countries also had significant desiregntrends in the export

share of middle income-elastic products.
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Table 4.3 Developments in High, Middle and Low IEGexport shares,
1980-2001: Restructuring countries

High Middle Low
Countries Time Share Time Share Time Share

trend ? 1980 trend ? 1980 trend ? 1980

France 15.67** 17.65 | -13.66*** 65.48 | -11.47*** 16.7
(12.08) (-9.67) (-12.75)

Ireland 12.87*** 2128 | -9.69*** 47.9 | -10.52*** 30.73
(12.92) (-8.49) (-6.27)

Spain 12.30*** 44,46 | -10.95*** 46.92 | -11.46*** 8.62
(8.42) (-7.47) (-5.55)

United 12.07***  30.36 | -12.27** 62.28 | -7.71*** 6.29

Kingdom (7.7) (-7.79) (-12.26)

Austria 10.77*** 53.81 | -9.85*** 33.39 | -8.90*** 10.72
(13.78) (-10.59) (-10.46)

Finland 10.48*** 4584 | -12.12*** 29.31 | -10.24*** 24,5
(7.76) (-6.62) (-8.07)

Norway 10.24*** 10.89 | -8.58*** 56.28 | -10.72*** 15.37
(3.61) (-4.34) (-4.15)

Sweden 9.69*** 7091 | -11.27** 19.27 | -18.17*** 9.49
(7.03) (-9.38) (-9.39)

Netherlands 8.96*** 41.65 | -7.62*** 51,71 | -5.76*** 6.58
(10.13) (-6.93) (-4.42)

Italy 8.90*** 77.42 | -10.68*** 1959 | -13.12*** 1.64
(5.67) (-6.66) (-7.56)

Portugal 8.51*** 10.61 -1.26 57.1 -5.68***  31.36
(3.03) (-0.87) (-6.03)

Australia 8.21*** 41.07 0.96 15.22 | -15.29*** 31.72
(5.88) (0.61) (-8.02)

Denmark 5.83*** 31.96 -0.54 52.73 | -10.18*** 12.83
(8.91) (-0.52) (-6.42)

Belgium- 4.30** 68.57 -3.84** 2259 | -6.80*** 8.12

Luxembourg (2.5) (-2.38) (-11.25)

Turkey 2.37* 43.63 2.08 29.27 | -4.42%* 2351
(2.00) (1.3) (-3.91)

** gignificant at 1 %; ** significant at 5%; * sigificant at 10%;

2the slope paramete;?l, is adjusted according to the formu -1) *100

The summary statistics in Table 4.1 indicated thatnew member countries
have substantially lower income elasticity of expdemand than the
established OECD countries. There are two exceqti®outh Korea and

Mexico (as can be seen in Appendix A). Table 4.4wshthe share
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development over time for each of the three categoamong the new
member countries. The South Korean export was djreen 1994
concentrated in the high income elastic productkjclwv is a result of
conscious efforts to promote the development of malustries. Since then
there have been some fluctuations but no significend in either direction.
Mexico also shows a strong focus on high incomstielgproducts and a
steady increase over time. This is not surpristogsidering its proximity to
the USA and in particular the establishment of Mequiladora factories.
For Mexico, it is also evident that the signingtibé NAFTA agreement in

1992 likely made a difference (see graph in Appe@)i

Table 4.4 Developments in High, Middle and Low IEGexport shares:
New member countries

High Middle Low

Countries ° Time Share Time Share Time Share

trend ® trend ? trend ?
Czech 47.68*** 15.68 -19.23*** 52,16 - 32.11
Republic (6.21) (-5.42) 37.14***
(1993) (-5.09)
Hungary 39.17%** 1.81 -17.2%** 56.84 - 27.28
(1992) (5.49) (-9.01) 17.18***

(-5.16)

Slovak 38.65* 15.44 -23.06** 43.83 -14.8 40.32
Republic (2.47) (-4.35) (-1.54)
(1997)
Mexico 19.62*** 45.09 -18.33***  51.85 -10.02 2.68
(1991) (4.85) (-4.32) (-1.55)
Korea 3.01 61.23 -10.6 29.75 10.71 8.93
(1994) (0.32) (-0.81) (0.77)
Poland -6.66 2.90 7.2 38.88 -6.24 57.79
(1992) (0.34) (1.212) (-1.38)

** gignificant at 1 %; ** significant at 5%; * sigificant at 10%;

®the slope parametef/l, is adjusted according to the formuk -1) * 100
® the year in parenthesis indicate starting year
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Even though the other new member countries have smatching up to do,
they have had a good start. The Czech Republicgétynand the Slovak
Republic experienced the fastest change in the é¥@ort share of high
income-elastic products. The Czech Republic andgdnn also have a
significantly decreasing IEG export share of lowame-elastic export. The
IEG export share of middle income-elastic produgtalso declining in the
Czech Republic, Hungary, the Slovak Republic ancibte Poland differs
from the other new member countries in that itsogxgeems to be firmly
linked to the middle and low income elastic product

The remaining countries, presented in Table 4.5pldy a variety of
patterns. Iceland, Germany, Japan and the UnitemtesStexhibit a
significantly increasing time trend of high incorakastic products in their
exports. The latter three also reveal a signifiyadecreasing trend in the
IEG export share of middle income elastic expohtege four countries also
start off with fairly high shares of high incomestic export. The other four
countries show no significant tendencies when ie® to high income-
elastic products. Canada and New Zealand show fisigmi decreasing

trends in the share of low income elastic products.
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Table 4.5 Developments in High, Middle and Low IEGexport shares,
1980-2001: Remaining countries

High Middle Low

Countries ° Time Share Time Share Time Share
trend ® 1980 trend 1980 trend ® 1980

Iceland 7.44* 79.19 -4.62 7.91 -0.69 12.75
(1.88) (-0.79) (-0.5)

Germany 6.42** 91.3 -7.74%%* 8.01 -3.46 0.62

(1991) (3.09) (-3.81) (-0.89)

Japan 5.18***  61.18 -16.01***  37.21 5.47%* 1.62
(3.66) (-4.53) (4.35)

United 4.73***  58.45 -3.93*** 35.19 -1.31 1.81

States (5.13) (-3.77) (-1.66)

Canada 1.40 49.42 -0.21 32.39 -5.64*** 5.02
(0.95) (-0.13) (-2.77)

New 0.75 19.88 12.12%** 16.93 -16.04***  60.49

Zealand (0.72) (8.06) (-10.46)

Switzerlan -2.26 92.51 -6.99%** 7.18 3.88* 0.19

d (-1.09) (-7.47) (1.87)

Greece -5.53 14.72 1.78 50.02 1.90 35.09
(-1.46) (1.00) (1.60)

** gignificant at 1 %; ** significant at 5%; * sigificant at 10%;

2the slope parametq?l, is adjusted according to the formu -1) *100

® the year in parenthesis indicate starting year

4.3 Production structure

The tendencies in export shares also reflect clmamgethe production

structure. The production structure is displayedtbg kind of product

groups exported from the OECD countries. Tables 4.6 and 4.8 present

the proportion of product groups in the differamtdme-elasticity groups for

various countries.

Table 4.6 shows that Italy, Sweden and Belgium-lmixeurg had their

production concentrated in the middle and high inecelastic classes at the

beginning of the 1980s. Italy presented a stromgercentration (although

less than 50 per cent) in the high income-elastimps than Sweden and

Belgium-Luxembourg. By the end of the 1990s mom@ntb0 per cent of
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exported products from the three countries belortgethe High category.
France, Spain, the United Kingdom and the Nethddamupgraded
production from a concentration in middle incomasét products to high
income-elastic products. Portugal and Turkey s@Ve the greater part of
exported products placed in the Low category. Adlisirand Finland, on the
other hand, have moved their strongest concentrétoon Low to High. All
of the restructuring countries have generally, giotio a varying extent,

substituted higher income elastic products for lowe

Table 4.6 Production structure in the restructuring countries, presented
by the proportion of product groups assigned to edcof the three
categories (Numbers show the share of product grosp

1980-1985 1996-2001

High Middle Low |High Middle Low
France 18 42 37 48 31 16
Ireland 23 37 37 39 39 18
Spain 24 45 29 50 26 18
United 19 47 30 46 39 11
Kingdom
Austria 34 35 26 49 23 25
Finland 24 30 42 43 19 32
Norway 17 31 49 29 33 33
Sweden 35 31 29 54 21 20
Netherland 33 45 19 48 35 10
s
Italy 47 32 18 60 18 15
Portugal 4 27 65 7 33 58
Australia 17 37 41 41 40 16
Denmark 19 38 37 28 39 29
Belgium- 36 35 22 51 32 12
Luxembour
'?’urkey 11 19 64 14 34 48

The new member countries (Table 4.7) still haver tfeeus of production

towards the middle and low income-elastic good® &kceptions are again
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South Korea and Mexico, but for two separate remgsee the discussion in
connection to table 4.4). South Korea is approarhh® per cent of
production concentrated in the high income elastgment. Poland still has
72 per cent of its production within the low incomlastic category. The
Czech Republic has an evenly distributed productsiructure with
approximately one third of production in each settiHungary and the
Slovak Republic still have production concentratad the low income

elastic segment.

Table 4.7 Production structure in the new member aantries, presented
by the proportion of product groups assigned to edcof the three
categories (Numbers show the share of product grosp

1996-2001

High Middle Low
Czech Republic 28 34 35
Hungary 12 36 47
Slovak Republic 23 23 50
Mexico 44 34 19
South Korea 46 22 29
Poland 2 23 72

Table 4.8 shows the production structure of the aieing countries.
Germany has the highest share of production akadcai the high income-
elastic segment, followed by Switzerland and thetddh States. All the
countries, with the exception of Greece, experidnaa increase in the
proportion of high income-elastic production durithg period. In the case
of Greece, production of middle income-elastic piid as well as
production in the low income-elastic segment insegkin concentration.
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Table 4.8 Production structure in the remaining coutries, presented by
the proportion of product groups assigned to eachfdhe three categories
(Numbers show the share of product groups)

1980-1985 1996-2001

Countries High Middle Low High Middle Low

Iceland 11 12 76 17 15 64
Germany na na na 71 20 4
Japan 42 33 23 46 24 23
United States 46 34 13 58 33 9
Canada 28 44 23 38 43 16
New Zealand 6 18 70 15 45 38
Switzerland 50 35 11 67 17 8
Greece 6 20 68 3 23 71

4.4 Market shares

The image thus far presents clear patterns of @simgcountries concerning
export and production structure. Firms in the OEEDuntries are
increasingly focusing production and exports onhhigcome elastic
products. In view of the strong shifts in productiand export from low
income elastic products to high income elastic potsl a reasonable
question to ask is whether these efforts bear affgcte on the
competitiveness of the OECD countries. The comnipetiess of each
member is here measured as market shares of tB@D@xports (excluding
Germany and the new member countries), and Talfle pdesents the
development of those markets shares for the ol countries members
(again excluding Germany) between 1980-1985 and5-P9®1. German
exports are excluded from the analysis since itsiniBcation presents
comparability difficulties over time, and new-memlaxports are excluded
due to lack of reliable data from the early 1980s.

Eight restructuring countries increase their madketres: Ireland, Spain,

Austria, Finland, Italy, Portugal, Belgium-Luxemliguand Turkey. In the
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remaining countries, only the USA and Canada pteaerincrease in the
market share between the two periods. If in the61®%01 period we
included all OECD countries in calculating markég®es (i.e. including
Germany and the new member countries) Mexico andhSiiorea would
stand out among the new member countries with et tent and 3.51 per
cent of market share, at least four times highan tthe market share of any
of the other new members. This is notable sinceipusly we have also
seen considerably high and increasing IEG expaatesiof high income-
elastic products and a large concentration of prtoin to the same group of

products for these two countries.
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Table 4.9 The development of market shares for eaddECD country

Restructuring 1980-1985 1996-2001
countries

France 9.54 9.15
Ireland 0.86 2.05
Spain 2.09 3.44
United Kingdom 9.76 8.49
Austria 1.58 1.86
Finland 1.31 1.33
Norway 1.79 1.58
Sweden 2.82 251
Netherlands 6.62 5.49
Italy 7.33 7.60
Portugal 0.46 0.75
Australia 2.14 1.88
Denmark 1.54 1.54
Belgium- 5.36 5.73
Luxembourg

Turkey 0.74 0.84
Remaining

countries

Iceland 0.08 0.06
Japan 14.83 13.17
USA 20.82 21.90
Canada 7.32 7.35
New Zealand 0.54 0.42
Switzerland 2.63 2.50
Greece 0.45 0.35

Considering the restructuring of exports and thanges in production
structure that was presented in previous subsectib2 and 4.3, do these
changes have any effect on the developments ofanhatares? Figure 4.1
present the relation between changes over timieeitdigh IEG export share
and changes over time in market shares. There gebma positive effect of
exports increasingly being concentrated to the Imgbme-elastic products

and the progression of market shares for the olchimee countries of the
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OECD. The effect is, however, not statistically niiigant’ The four
countries that stand out, Ireland, Spain, Portaga Turkey, are countries
which traditionally have been referred to as ecaesemfocused on
agricultural production. A similar analysis for theew members of the
OECD would not be equally reliable. This is duetbt® few years of
available statistics and the extensive economigbs that characterise

these years for several of the new members.
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Figure 4.1 The effect of changes in High IEG exporthare on the
development of market shares(Market shares are calculated
with only the old OECD member countries in the daimator,
excluding also Germany. The time trend for marketrss is
estimated in the same manner as the time trendiftr IEG
export shares, using equation 3.)

4 The robust p-value on the slope coefficient froregression of the market share time trend
against the High IEG export share was estimatdx 0.133.
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5 Summary and conclusions

The changing conditions of the world market unaerlihe importance of a
country’s capacity to adjust. It is reasonable s¢suane that firms consider
the potential demand for their products when thegken decisions
concerning production. One of the main motivatiéms making structural
changes may originate from differences in the ineatasticity of various
products in the economy. This study has examineddivelopments of
exports and production of high, middle and low imeeelastic products in
the OECD countries during the period of 1980-2001.

The result of the empirical investigation indicaggsincreased emphasis
in exports and production on the high income-etagtoduct groups. More
than two thirds of the OECD countries have incrdatbe share of export
value based on exports of high income-elastic prtsdduring 1980-2001. It
is interesting to note that four of the new memldrhe OECD, the Czech
Republic, Hungary, the Slovak Republic and Mexitave adjusted exports
towards the high income-elastic products.

The OECD countries in general have increased taeeshf high income-
elastic goods in production. Germany, Switzerlaltdly and the United
States have the largest concentration on high ieeelastic production,
followed by Sweden and Belgium-Luxembourg. The Istnencentration of
production of high income elastic products is fouachong traditional
agricultural economies such as Greece, PortugalTarkky, and two of the
new members of the OECD, Poland and Hungary.

It also seems that the strategy of concentratingoes to the high
income-elastic products has a positive effect endévelopments of export
market shares over time. A crucial aspect in thés/ wf reasoning is of

course the growth of income in the world econonys lonly when income
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expands that an exporting country can benefit frewrienting its export
flows to include an increasing share of producth kigh income elasticity.
In this way the restructuring implies that the estpall increase its share of

products for which the demand increases.
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Appendix A
Table A1 Summary statistics

1980-85 1996-2001
Countries min max mean median min max mean median
Restru_cturing
countries
Australia 0.11 1.3 066 0.65 0.13 1.31 081 0.83
Austria -0.01 135 0.76 0.78 -0.01 1.36 0.84 0.89
Belgium-

Luxembourg 0.24 1.3 079 0.80 0.24 130 089 091

Denmark -005 11 066 0.67 -0.05 1.12 0.71 0.74
Finland -0.28 133 0.65 0.67 -0.28 1.34 0.75 0.82
France 0.19 1.19 0.68 0.72 0.20 1.16 0.83 0.90
Germany - - - - 0.36 1.4 1.04 111
Iceland -153 165 026 031 -1.67 205 0.38 0.42
Ireland -0.14 144 0.70 0.69 -0.18 1.45 0.84 0.83
Italy 0.19 1.24 083 0.88 0.17 1.23 091 0.99

Netherlands 0.35 124 079 0.78 0.36 123 088 0.90

Norway -0.39 1.25 056 0.60 -0.37 1.32 0.68 0.75
Portugal -0.27 1.01 0.44 047 -0.21 1.02 049 051
Spain 0.05 1.25 0.70 0.75 0.05 1.25 0.86 0.93
Sweden 0.04 1.33 0.75 0.78 0.10 1.39 09 0.97
Turkey -0.57 1.22 037 0.38 -0.53 1.23 0.56 0.61
United

Kingdom 0.30 1.13 0.72 0.73 0.36 1.12 0.84 0.88

United States  0.36 135 0.88 0.89 0.37 132 091 094

Total -1.53 165 068 0.71 -1.67 205 079 0.84

L Over all product groups and years for the pargicekport country and years indicated
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Table A1 Summary statistics (continued)

1980-85 1996-2001
Countries min max mean median min max mean  median
New rr_lember
countries
Czech
Republic - - - - -0.44 122 0.67 0.74
Hungary - - - - -0.21 112 0.57 0.61
Korea - - - - -1.01 151 0.75 0.85
Mexico - - - - 0.10 150 0.85 0.87
Poland - - - - -0.14 1.01 0.45 0.46
Slovak
Republic - - - - -0.69 1.28 0.53 0.58
Total -1.01 151 0.64 0.67
Remai_ning
countries
Canada 0.30 145 0.77 0.75 0.32 1.44 0.83 0.84
Greece -041 102 039 041 -0.47 0.96 0.43 0.45
Japan -0.02 132 081 0.8 -0.03 134 0.82 0.89

New Zealand 0.01 1.14 049 047 0.02 1.18 0.66 0.67

Switzerland 0.04 144 089 0.90 0.09 1.45 1.02 1.07

Total -0.41 145 0.68 0.70 -0.47 145 0.75 0.76

* Over all product groups and years for the particxport country and years indicated
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Appendix B Regression results

Table B1 Regression results ghare, = a, +a,Elasticity,, +a;t + £, for each OECD country: the restructuring countries

Austria Finland France Ireland Norway Spain Sweden
Elasticity 87.38 68.60 80.27 53.03 4421 81.19 99.95
(61.24)*** (44.28)*** (34.06)*** (30.98)*** (28.79)*** (47.94)*** (63.48)***
Year 0.30 0.19 -0.18 -0.30 -0.39 0.10 -0.09
(4.02)*** (2.37)* (1.91)* (3.79)*** (4.66)*** (1.23) (2.17)
Constant -627.26 -393.88 343.27 595.52 765.97 -211.64 147.25
(4.22)** (2.45)** (1.81)* (3.76)*** (4.65)*** (1.38) (0.93)
Obs. 1407 1356 1443 1301 1381 1409 1400
R’ 0.71 0.63 0.45 0.47 0.42 0.62 0.72
United Australia Belgium- Denmark Italy Netherlands Portugal
Kingdom Luxembourg
Elasticity 109.05 55.39 98.49 39.98 127.31 73.95 24.83
(48.22)*** (31.71)*** (75.67)*** (36.13)*** (71.91)*** (45.17)*** (18.88)***
Year -0.38 0.19 0.01 -0.16 0.23 0.12 -0.64
(4.56)*** (2.89)*** (0.13) (4.05)*** (3.03)*** (1.59) (10.88)***
Constant 703.23 -385.43 -59.31 332.00 -520.21 -260.47 1302.63
(4.30)** (2.96)*** (0.45) (4.13)x** (3.43)*** (1.74)* (11.07)***
Obs. 1410 1393 1423 1404 1409 1368 1373
R? 0.57 0.47 0.74 0.50 0.76 0.56 0.31







Table B1 Regression results ofhare, = a, +a,Elasticity,, +a.t + £, for each OECD country: the new members of the OECD

Czech Hungary Korea, Mexico Poland Slovak
Republic Rep. Republic
Elasticity 33.56 24.47 46.56 64.48 -14.45 11.59
(13.41)*** (12.92)*** (16.40)*** (27.91)*  (4.78)*** (8.18)**=
Year -1.73 -2.85 0.24 -0.23 -0.78 -0.81
(5.71)**= (16.98)*** (0.55) (0.93) (4.54)%*= (1.70)*
Constant 3465.75 5714.08 -463.98 452.98 1608.65 1652.89
(5.74)*** (17.05)*** (0.55) (0.90) (4.70)**= 1.72)*
Obs. 564 626 496 686 621 313
R 0.29 0.48 0.48 0.50 0.10 0.21




Table B1 Regression results ofhare, = a, +a,Elasticity, +a;t + £, for each OECD country: the remaining countries

Canada Germany Greece Iceland Japan
Elasticity 79.01 153.80 242 21.53 84.54
(49.65)***  (46.87)*** (2.09)** (14.90)*** (66.50)***
Year 0.01 -0.08 0.41 -0.11 -0.04
(0.24) (0.33) (8.57)*** (0.97) (0.65)
Constant -49.33 79.27 -773.19 241.49 59.85
(0.55) (0.16) (8.18)*** (1.04) (0.44)
Obs. 1377 715 1312 792 1372
R? 0.67 0.72 0.07 0.31 0.77
New Zealand Switzerland United States Turkey
Elasticity -0.00 127.28 125.43 15.13
(0.00) (51.85)*** (84.52)*** (17.16)***
Year -0.59 -0.62 0.49 -0.21
(5.62)*** (5.77)*** (6.79)*** (5.02)***
Constant 1221.57 1161.89 -1028.92 435.72
(5.82)*** (5.48)*** (7.25)*** (5.28)***
Obs. 1353 1347 1387 1269
R’ 0.04 0.66 0.77 0.24




Appendix C Shares of High, Middle and Low incoma-elastic products

The restructuring countries
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The new members of the OECD
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The remaining countries
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