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ABSTRACT 

Traditional international trade theory relies upon the price 

mechanism to relate exchange rate changes to adjustments in the 

balance of trade. The effectiveness of the price mechanism depends 

upon the elasticity of demand as well as upon the .market structure 

characterizing international trade. The "classical" approach to 

balance of trade adjustment, commonly referred to as the Marshall

Lerner condition, requires sufficiently high demand elasticities plus 

competitive market conditions to characterize international trade in 

order that exchange rate changes effectively correct imbalances in a 

country's trade account. Neither of these prerequisites 

necessarily typify exported commodities. On the other hand, it can 

be demonstrated that oligopoly is compatible with empirical evidence 

as well as with economic theory. When oligopoly characterizes the 

market structure of goods traded internationally, producers continue 

producing and selling in all markets, both domestic and foreign, 

given exchange rate changes. Since oligopoly relies primarily upon 

the interpersonal relationships between sellers in an industry, 

price becomes a parameter rather than a variable in the decision 

making process. Under these circumstances it becomes meaningless to 

hypothesize, either in theory or in practice, about the relationship 

between exchange rate changes, the demand for exports and halance 

of trade adjustments. 



RESUME 

La theorie traditionelle du commerce international repose sur 

le mecanisme des prix pour relier les variations du taux d'echange 

aux ajustements de la balance commerciale. L'efficacite du mecanisme 

des prix depend a la fois de 1 'elasticite de la demande et de la 

structure du marche qui caracterisent le commerce international. 

L1approche "Classique11 aux ajustements de la balance commerciale, 

appelee condition "Marshallplerner", exige un niveau d'elasticite de 

la demande assez eleve, ainsi que des conditions de marche concurrentiel 

comme prealables aux specificites du commerce international de telle 

sorte que les variations de taux d1echange corrigent effectivement le 

desequilibre de la balance des paiements courants d'un pays. 

Ni l'une ni l'autre de ces conditions prealables ne tient 

compte des produits exportes. Par ailleurs, on peut demontrer que 

l'oligopole est la se~le structure de marche efficace sur le plan 

empirique aussi bien que theorique. Quand le marche international des 

biens echanges est de caractere oligopolistique, les producteurs 

continuent ~ produire et ~ vendre sur tous les marches interieurs et 

exterieurs, etant donne les variations du taux d'echange. Ainsi 
l 
·~ 

l'oligopole repose· principalement sur les relations inter-personnelles 

entre vendeurs dans uneindustrie, le prix devient un parametre plutot 

qu'une variable dans la prise de decision. Dans ces circonstances, il 

devient inutile d'emettre une hypotnese- autant dans la theorie que la 

pratique - sur la relation des fluctuations de taux d'echange, la 

demande pour les exportations et les ajustements de la balance commerciale. 
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CHAPTER 1 

INTRODUCTION 

Background 

The traditional, or classical approach to balance of payments 

adjustments focuses on consumer reaction to price changes as derived 

from the effects of changes in the quantity of money in circulation 

on exchange rates. The theoretical statement on the price mechanism, 

known as the Marshall-Lerner condition, 1 postulates that the balance 

of payments adjustment, resulting from an exchange rate change, 

depends on the price elasticity of demand for the commodities imported 

and exported by the country concerned. Its effectiveness thus relies 

entirely on the price mechanism. 

Later theoretical analyses have concentrated on autonomous 

capital transfers as initiators of the payments imbalance. The 

Transfer Problem of the 1920's applied the theory of demand elasticity 

to the expansion of German exports, which were needed to pay for 

autonomous capital transfers (reparations). Keynes stressed that 

"only those who believe that the foreign demand for. German exports is 

very elastic, so that a trifling reduction in German prices \'till do 

what is required, are justified in holding that the Transfer Problem 

is of no great significance". 2 

1A detailed analysis of the Marshall-Lerner condition is given in 
chapter 2. 

2J.M. Keynes, "The German Transfer Problem", Economic Journal, 39 
(March, 1929), 6. 

1 
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In the 1930's balance of payment adjustment theory was 

expanded to include income, output and employment considerations. 1 

The Keynesian approach focuses on the influence of income, elaborating 

on the output and employment changes that take place in both the 

deficit and surplus countries. This is the theory of the foreign 

trade multiplier, acting through increases in the demand for 

factor inputs and production, as a result of an autonomous, generally 

external, stimulus (e.g., changed demand for exports). The 

initial income increase in the export sector spreads to the other 

sectors of the economy, including the demand for imports, which 

spreads the multiplier effect abroad. Exports and imports rise due 

to increased incomes, not due to prices, which remain unchanged. 2 

Basic to this reasoning are elastic supply and employment schedules. 3 

Eventually the price mechanism and the income approach were 

merged. 4 Under the absorption approach a balance of payments deficit 

is identified with an excess of consumption over the production of 

goods and services. A deficit, or overabsorption. is due to the 

1For example, Joan Robinson, Essays in the Theory of Employment (Oxford 
University Press, 1937}. 

2see Charles P. Kindleberger, "The Foreign Trade Multiplier, The Pro
pensity to Import and Balance of Payments Equilibrium", American 
Economic Review, 39 (September, 1949), 491-494. 

3see Jaroslav Vanek, The Balance of Payments, Level of Economic Activity 
and the Value of Currency (Three lectures presented at the Graduate 
Institute of International Studies, Geneva, 1962), for a criticism of 
this analysis. 

4see S.S. Alexander, "Effects of a Devaluation: A Simplified Synthesis 
of Elasticities and Absorption Approaches 11

, American Economic Review, 49 
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relative cheapness of imports and export-type goods, which, in turn, 

is derived from an overvalued exchange rate. A domestic devaluation 

changes this relationship by making imports and export-type goods 

more expensive, leading to a fall in their domestic consumption. 

Absorption comes into balance through the interaction of changing 

incomes and prices. 

The modern, or monetary, approach reintroduces the money 

supply into the analysis. An excessive expansion of the domestic 

money supply leads to a balance of payments deficit, due to the re

sulting excess demand for foreign currency on both the current and 

capital accounts. Abstracting from this analysis the excess demand 

for current account transactions, the monetary approach relates a 

balance of payments deficit to excessive domestic consumption due to 

excessive money balances, and a balance of payments surplus, to under

consumption due to insufficient money balances. An exchange rate 

change will correct the imbalance: a devaluation will adjust an 

overvalued domestic currency, leading to a reduction in real purchasing 

power and, therefore, domestic consumption; 1 money balances will no 

(4 cont'd) (March, 1959), 22-42. Alexander was also concerned with 
other ideas, such as the terms of trade and cash balance effects, that 
were directly involved in the interrelationship between income and 
the trade balance. See Alexander, 11 Effects of a Devaluation on a 
Trade Balance 11

, IMF Staff Papers, 2 (April, 1952), 263-278. 

1Harry Johnson discusses the absorption approach in terms of expen
diture-switching and expenditure-reducing policies and in this manner 
expands the general applicability of this approach to balance of payment 
problems; see Johnson, International Trade and Economic Growth: Studies 
in Pure Theory (Cambridge: Harvard University Press, 1961). 153-168. 
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longer be considered excessive and the demand for foreign currency 

will fall. Similarly, a revaluation will lead to an increase in 

domestic purchasing power in real terms, money balances will grow, 

and the demand for foreign currency will increase. 

None of the above analyses take into account market imper

fections. Each relates the cause of the original disequilibrium 

to consumer demand and/or output changes derived from changes in 

consumer demand. Consumer demand, in turn, is influenced by price 

changes, income changes, or changes in prices and incomes together. 

Also, the market structure underlying the theories that dominate 

the literature is perfect competition. The literature does not relate 

the adjustment mechanism to the possibility that monopolistic or 

oligopolistic practices characterize the reactions and behavior of 

many firms and industries involved in international trade. In 

reality, however, monopolistic or oligopolistic practices predominate. 

This is not only true of manufactured industrial products, charac

terized by multinational firms, but also of many, if not most, of 

the raw materials and semi-fabricated products that constitute the 

major portion of the exports of many countries, of which Canada is a 

typical example. 

Recently, the effect of industrial organization on inter

national commodity trade has been examined more clearly. According 

to Caves, the inter-relationship of industrial organization and 

international trade is an area that could provide very interesting 
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results regarding the causes and effects of trade flows. ..Lulled 

by the mathematical convenience of purely competitive conditions, 

theoretical research has paid little attention to the causes or con

sequences of imperfect competition (in international trade) .. .t• 1 

In recent years, economists have begun to explore this inter-relation

ship, in effect disregarding the fundamental foundations that form 

the basis to the traditional theory of international trade. The 

present thesis explores the relationship between industrial organi-

zation, or market structure, and commodity exports, within a frame-

work of changing exchange rates. 

Thesis 

The purpose of this thesis is to determine whether or not 

exchange rate changes affect the volume of exports. In the analysis, 

it is crucial to investigate the relationship between theoretical 

market structures and the marketing of exports. In analyzing this 

relationship, the thesis hypothesizes that it is unlikely that exports 

will be sold within a market structure other than monopoly or oli

gopoly. Other market structures (especially perfect competition) 

fail to take into account the dichotomy that takes place in the sale 

of commodities in the domestic and forei~Jn markets when exr.hanqe 

rates change. Therefore, such approaches are unrealistic and should 

1Richard E. Caves, International Trade, International Investment, and 
Im erfect Markets, Special Papers in International Economics, No. 10 
Princeton University, 1974), 27. 



c 

c 

6 

not be used in analyzing the probable effects of such exchange 

rate changes on the demand for exports. It is more realistic to 

analyze such effects via a monopolistic or oligopolistic market struc

ture. As is shown in chapter 3, both monopoly and oligopoly allow 

the analysis to separate exports from domestic trade, and both 

deal with the firm within the context of a market divided between 

domestic and international trade. 

Chapter 2 examines the literature devoted to the price 

elasticity of demand for exports. As the thesis is concerned with 

the export side of a country's balance of trade a critical analysis 

of the export portion of the Marshall-Lerner condition is presented 

together with a summary of the empirical studies that both support 

and refute the condition. The general conclusion to be drawn from 

this review is that, even if export volume is influenced by price 

changes, there is no concensus among investigators that the pertinent 

elasticities are large enough to confirm the empirical applicability 

of the Marshall-lerner condition. 

Chapter 3 discusses the various market structures employed in 

economic theory. Each is analyzed in terms of the effects of exchange 

rate changes on market equilibrium prices and quantities. The role 

of firn1s, both before and after the exchange rate changes, is dis

cussed in terms of the theoretical effects of such changes on the 

demand curves they·face and the prices they must realize in order to 

remain viable in export markets. The conclusion reached is that 

only firms operating within monopolistic or oligopolistic markets can 
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theoretically remain viable in both the home and export markets in 

the long-run. 

Chapter 4 builds on the concept of market concentration by 

a few firms within an industry and relates this concept to Canadian 

exported commodities. Using a market concentration model developed 

by Bain 1 and data on firm concentration compiled by the Canadian, 

American, and British governments, it was determined that more than 

75% of the value of Canadian exports are produced and sold in highly 

concentrated domestic industries, while at least 70% of the value of 

Canadian exports are sold in foreign markets characterized by highly 

concentrated industries. The results of chapter 4 thus confirm the 

analytical hypothesis of chapter 3. 

Chapter 5 analyzes the export histories of four important 

Canadian exported commodities, whiskey, rapeseed, asbestos and news-

print. The industrial market structure of these industries, both 

in Canada and in the export markets pertinent to Canada, are also dis

cussed. In each case, the detailed analysis confirms the concentration 

results of chapter_3 and confirms the effects of exchange rate 

changes on export volume as derived in the analyses of chapters 3 and 4. 

1Joe S. Bain, International Differences in Industrial Structures (Yale 
University Press, 1966). 
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Introduction 

CHAPTER 2 

COMMODITY EXPORTS AND THE 
PRICE ELASTICITY OF DEMAND 

The price effect of an exchange rate change on the demand for 

home commodity exports is derived from the foreign consumers• responses 

to the theoretical change in the foreign market price of these exports. 

When prices in the export markets change the effect on the overall 

value of exports depends on the sum of the weighted averages of the 

pertinent price elasticities of demand of consumers for the exports 

of the country concerned! as well as on the relevant supply elasticities. 

When the prices in the export markets do not change1 changes in 

export volume cannot be expected to result from foreign consumer 

response. The effects on the balance of trade will then be supply

oriented and the theory of demand price elasticity regarding adjust

ments to the balance of trade will be empty of meaning. 

In the literature it is believed, ceteris paribus! that if the 

sum of the weighted averages of the price elasticity of home demand 

for imports. plus the sum of the weighted averages of the price elas

ticity of foreign demand for home exports. is greater than 1, the 

desired effects will come about; 2 on the other hand, if the sum of 

these elasticities is less than 1 the home country's balance of 

payments problems will worsen as the result of a currency change. 

1The possibility of which is analyzed in chapter 3, below. 
2That ist devaluation will lead to an improvement, and revaluation, to 
a deterioration, in the balance of payments. 

8 
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This hypothesis, upon which most theorizing was based up to the 

1940s and which still preoccupies much of the literature and govern

mental policy regarding exchange rate changes and balance of payments 

adjustments, is known as the Marshall-Lerner condition. 

The Marshall-Lerner Condition1 

The original stability conditions in the two country trade 

model were expressed in terms of the elasticity of each country's 

offer curve: the sum of the weighted averages of the elasticities of 

the excess demands for the commodities traded between the two 

countries must exceed unity for an exchange rate change to be effective 

in adjusting a balance of trade imbalance. In deriving the 

stability conditions using offer curves the discussion of demand 

elasticities implicitly involves the size of the relevant supply 

elasticities, as shown by Ronald Jones. 2 As demonstrated by Jones, 

letting the price of exports in the exporting country's currency 

unit serve as numeraire, the supply elasticities become infinite by 

definition and the stability condition assumes the traditional formu

lation (that is, the sum of the demand elasticities must exceed unity). 

This is the normal relationship used and the special assumptions made 

1First mentioned by Alfred Marshall in Ih_e ___ P_u_r:~_}h_e_o_ry __ of.J.Q_t:_ejgn l)·_ade, 
The Pure Theor of Domestic Values (London, London School of Economics 
and Political Science, 1879 , and later developed by Abba Lerner in The 
Economics of Control (New York, MacMillan, 1944). -

2Ronald W. Jones, "Stability Conditions in International Trade: A 
General Equilibrium Analysis 11

, International Economic Review, 2 (t·1ay, 
1961), 199-209. Jones notes that "the elasticity of a country's offer 
curve is the sum of its elasticity of demand for imports and elasticity 
of supply of exports". Ibid, 201. 
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in the literature when analyzing the effect of exchange rate changes 

on a country's balance of trade, and it is the relationship 

traditionally associated with the Marshall-Lerner condition. 

The Marshall-Lerner condition is based on two assumptions: 

initial balance of trade equilibrium and high supply elasticities. 

When balance of trade equilibrium exists there is no necessity for a 

country to alter its exchange rate. Therefore, the balance of 

trade must be initially in disequilibrium. The greater the initial 

disequilibrium the greater must be the sum of the demand elasticities 

of the Marshall-Lerner condition if an exchange rate change is to 

eliminate the balance of trade disequilibrium. 

The assumption of high supply elasticities assures that the 

full impact of the exchange rate change is derived via the demand 

elasticities. An exchange rate change will cause an apparent shift 

in the market supply curve such that the impact on trade is determined 

by the size of the demand elasticities (see figure 2-1, below). 

Since supply elasticities for individual sellers are infinite under 

perfect competition, it is the only market structure that 

guarantees the above conditions in the long-run. 

Therefore the Marshall-Lerner condition relies upon two 

characteristics of the markets for internationally traded goods - the 

size of the demand elasticities and perfect competition - that, 

empirically, are questionable, except perhaps for a small number of 
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commodities. It can be demonstrated that most internationally 

traded goods enter markets of such imperfections that the theoretical 

effects of exchange rate changes are neutralized. 1 This leads to 

the conclusion that exchange rate changes will riot necessarily be 

translated into price effects, leaving the Marshall-Lerner 

condition concerning the effects of the market demand elasticities 

on the volume of exports,empty. It is further believed that even the 

Marshall-Lerner statement concerning these elasticities has not been 

empirically verified. 

Export Mix 

The mix of foreign consumers and exported commodities 

varies from exporting country to exporting country. The price 

elasticities applicable to one country and to one set of commodities 

will most likely be quite different to those of another exporting 

country even though it may appear that the two countries and bundles 

of commodities possess similar characteristics (and are, therefore, 

the sane,statistically speaking). In the literature, discussion 

usually centres on the price elasticity of demand for the exports 

of an industrial country or of a developing country, as though 

industrial and developing were two classifications into which all 

trading countries fit. In the same vein, price elasticities are 

estimated for groups of commodities as opposed to individual 

commodities, as though the groups contained homogeneous products, 

1see chapter 4, below. 
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sold in homogeneous markets. Each of these general classifications 

leads to the wide-ranging results that, to date, characterize the 

studies in the literature. 

Price Elasticities of Demand: By Country 

Most exporting countries sell to a wide variety of economies, 

from those that are the least industrialized to those that are the 

most highly industrialized. Often, trading patterns stem from 

geographic presence, as in the case of Canadian-American trade, or 

due to historical presence, as in the cases of the trade between the 

U.K. and France and their former overseas colonies. Perhaps the most 

important reason for international trade is the need, or desire, of 

the consumers of one country for the products of another. 

A combination of the above reasons explains the diversity 

of countries, as well as the predominance of specific countries,1 

that have traditionally purchased more than 90% of all Canadian com

modity exports {especially from 1961 to 1974). 2 

1Four have accounted for more than 80%. 

2see chapter 4, table 4-1. 

Cumulative Table of Canadian Exports by Country, from 1961-1974: 

USA 
U.K. 
Japan 
W. Germany 

64.5% 
73.5 
78.8 
80.8· 

China 
Netherlands 
Italy 
Australia 

82. l 
83.4 
84.6 
85.8 

Belgium 
U.S.S.R. 

86.9 
88.0 
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As the price elasticity of demand for Canadian exports varies from 

commodity to commodity and from country to country, it is not suf-

ficient to treat the price elasticity of Canadian exports to all 

countries as being equal to the estimated elastfcity for Canadian 

exports to the U.S. alone. 1 It is not even logical to base pre

diction and policy on data compiled by two researchers for the same 

commodity. As stated by Murray Kemp, " ... No two economists specify 

the demand functions in the same way, no two use the same data, and 

no two employ the same estimating procedure ... 112 

In an article based on the 1949 European devaluations, 3 

Harberger4 gives estimates of the elasticities of world demand for 

the total exports of eleven countries or geographic areas, Canada 

among them. His estimates range from -3.5 for Germany/Austria, to 

-0.8 for the U.K. The estimate for Canada was -1. 1. These estimates 

were calculated under the assumption that imports from all sources 

were equally substitutable, a highly questionable assumption considering 

the nature of this aggregative study. 

1This is an assumption made by most researchers and most recently by 
Robert Ounn, Jr. in his unpublished doctoral thesis, "Flexible Ex
change Rates and the Prices of Traded Goods: A Study .... 11 (Stanford 
University, 1966). 

2Murray C. Kemp, The Demand for Canadian Imports, 1926-1955 (University 
of Toronto Press, Toronto, 1962), 71. 

3 . 
See tables 2-1 and 2-2 for summarized findings of all studies discussed 
in this chapter. 

4Arnold C. Harberger, "Some Evidence on the International Price 
Mechanism," Journal of Political Economy, 65 (Dec., 1957), 519. 
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De Vries, 1 in an article estimating the price elasticity 

of demand in the U.S. in 1959, for total imports from thirteen 

different Western European countries, includes figures ranging from 

-1.02 (Greece) to -6.39 {Netherlands) for a tariff decrease equal to 

50%, and figures of from -0.62 {Greece) to -5.70 (Netherlands) for a 

tariff increase equal to 50%. The weighted average was -2.74 for a 

tariff increase, and -2.23, for a decrease. This compares with -2.1 

estimated by Harberger, for U.S. imports from all countries ten years 

earlier. 2 While the weighted averages appear to be similar, the 

individual country values showed a wide range. Therefore, none, not 

even the weighted averages, can be taken as representative of the 

others. 

The Junz and Rhomberg study, on the effect of prices on the 

export performance of industrial countries covering the period from 

1953 to 1963,3 states that the long-run price elasticity of demand 

for manufactured products by industrial countries was between -3 and 

-5. In another article, published within a year, Rhomberg and Boissoneault4 

estimated that the price elasticity of demand by Western Europe for 

all imports from the U.S. was -1.0 for the period 1948- 1962; that 

the demand elasticity of Americans for imports from Western Europe 

1Barend A. de Vries, "Price Elasticities of Demand for Individual 
Commodities Imported Into The U.S.," IMF Staff Papers, l (1950-1951), 411. 

2Harberger, op. cit. 
3He1en B. Junz and Rudolf R. Rhomberg, "Prices and Export Performance 
of Industrial Countries, 1953-1963," IMF Staff Papers, 12 (July, 1965), 
259. 

4Rudo1f R. Rhomberg and Lorette Boissoneau1t, "Effects of Income and 
Price Change~ in the U.S. Balance of Payments," IMF Staff Papers, ll 
(March, 1964}, 66. 
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was -1.3; and that the demand elasticities of Western Europe and 

the U.S. for imports from the rest of the world were -0.6 and -0.4, 

respectively. In the latter article a qualification was added to 

make allowance for the inclusion of agricultural imports by Western 

Europe (discussed below}. The discrepancy between the results of the 

two articles is neither commented on nor supported in the second 

article. 

In a highly enlightening article, Houthakker and Magee 

discuss the income and price e1asticities of major industrial economies 

using data from 1951 to 1966. 1 The price elasticity results varied 

so much that summarizing them would prove misleading. In general, 

the price elasticities were very low, and for imports were less 

elastic than they were for exports (however, for Canada the elasticities 

were -1.46 for imports and -0.59 for exports}. 2 Analyzing the same 

data for the U.S. alone the figures proved much more elastic, depending 

on the data used to calculate the price variables. 3 However, the 

1H.S. Houthakker and Stephen P. Magee, "Income and Price Elasticities 
in World Trade, .. Review of Economics and Statistics, 51 (May, 1969), 
111-123. 

2Ibid., 113. 

3Ibid. The 4 price variables used were: 

P1 = PMi/WPii 
P2 = PXj/PXWj 

P 3 = PXj/PMi 

P 4 = PXj/WPii 

, where X refers to exports; M, to imports; 
i, to the importer; j, to the exporter; 
WPI, to the wholesale price index; and W, 
to all other countries. 
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results did not appear to be uniform when countries were compared 

with one another or when price variables were compared. 

The results of each article, or study, appear to confirm 

the general opinion, previously expressed, that the price elasticity 

of demand for the products of a specific country varies significantly 

from one importing country to the next, and that it is impossible to 

find a consensus of opinion among researchers as to the most ap

propriate estimate of the price elasticity of any one country. 

Therefore, in the case of Canada, it would be misleading to estimate 

the price elasticity of demand for total Canadian exports to all its 

customers using any one of Canada's trading partners as a proxy; it 

would also be misleading to estimate this elasticity using data compiled 

for a period other than the one for which the export data is being 

examined. From a review of the results of the studies mentioned 

above and others, acting otherwise leaves the results subject to un

known errors. 

None of the country studies has estimated the price 

elasticities of demand for more than a few countries, not to mention 

fewer still of those consuming countries important to Canada. All 

use aggregate data. Yet, to test the validity of the Marshall-Lerner 

condition it is of prime importance to make individual estimates 

for each consuming country and then to aggregate and weight the 

individual estimates to determine the overall price elasticity of 

demand for exports. In accepting the Marshall-lerner condition and 
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in testing its empirical validity9 none of the researchers has 

proven that the Marshall-lerner condition is applicable in testing 

whether or not exchange rate changes affect commodity exports by 

using diaggregated price elasticity estimates for individual 

countries. 

Price Elasticities of Demand: By Commodity 

While some studies classify countries by the nature of 

their principal exports, that is, raw materials or manufactured 

products, some attempt to measure the price elasticity of the demand 

for an individual product or group of similar products. Unfortunately 

even these latter studies do not disaggregate enough. The five 

general groups of commodities devised according to the Standard 

International Trade Classification (SITC) and to which most inter

national organizations and countries adhere (including Canada),1 are 

further sub-divided into 1 i terally hundreds of different commodities 

or commodity groups. For Canada there are almost three hundred dis

tinct commodities whose export valuesexceeded $10 million in at 

least one year between 1961 and 1974. It is entirely conceivable 

that a different price elasticity of demand for each commodity would 

be estimated on a year to year and country by country basis. 

Within each class of products based on the general state of 

production (such as raw materials and end products) 9 there are a 

1The five groups are: live animals; food, feed, beverages and tobacco; 
crude materials, inedible; fabricated materials, inedible; and end 
products, inedible. 
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variety of uses and users. It would be an error to aggregate all 

commodities of one class together when examining the price elas-

ticities of demand for the commodities of the class, or in applying 

the results of one study to the demand for the exports of a totally 

different country. Canadian raw materials, for example, include 

commodities from four of the five SITC groups, and these commodities 

have numerous different types of users. For example, included in 

raw materials are such diverse food items as wheat, apples, fish and 

fertilizers; also included are consumer commodities, such as tobacco; 

luxury commodities, such as fur skins and lobster; building 

materials, both residential and commercial, such as lumber and as-

bes tos; and industria 1 products, such as meta 1 ores and energy re

sources. Within the partially manufactured and end products classes 

are an equal, if not greater, variety of commodities for which both 

the uses and users are distinctly different. To group all these 

products together obscures these differences, caus ·i ng any ana 1 yses, 

and their derived results, to be subject to possible gross mis-

statement in both content and interpretation. In a study of the 

price elasticities of Canadian imports, Kemp notes that: 

The most striking feature of the existing published 
estimates is that in not a single instance has a 
statistically significant price coefficient been 
obtained. The failure may be partly illusory, the 
product of the employment of an inappropriate price 
variable .••. To the extent that the failure is not 
illusory, it must be attributed, in the light of 
our results, to the fact that, with a single ex
ception, all investigators have been content to 
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deal with aggregate commodity imports. 1 

Kemp, in his criticism, corroborates the statement made above, that 

for demand price elasticities to be useful, they must be estimated 

on a disaggregated basis. Otherwise, the results can only be 

considered dubious, an approximation, and not useful in inter-

pretation and prediction. 

In a study on the price elasticity of demand for 

specific Canadian exports to the U.K. and the U.S., Vernon Malach 2 

developed estimates that were very small, as seen in table 2-1. 

Malach's decision to estimate the elasticities for individual corn-

modities was based on his belief that the price elasticities for 

whole groups of commodities tended to hide the response to price 

changes of the individual commodities. Thus, the only manner in 

which to truly understand the effect of price changes on a country's 

total exports is to examine the effects on its individual exports. 

While Malach, in effect, followed Kemp's advice, his estimates were 

too few and too low to prove the applicability of the Marshall-

Lerner condition. 

Horner's estimates of the price elasticity of demand for 

Australian wheat, using 1938 data, were much higher than were Malach's 

1 Kemp, op. ci t., 71. The exception noted by Kemp used commodity cate
gories whose components were very heterogeneous as regards end use, 
and for which price series were not even available. 

2vernon W. Malach, "Elasticity of Demand for Canadian Exports," Review 
of Economics and Statistics, 39 (Feb., 1957), 28. Wheat to U.K., 
1920-1938; newsprint, woodpulp and iron ore to U.S., 1919-1939. 
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for Canadian wheat, 1 confirming Kemp's suspicions. 

Morgan and Corbett's ana1ysis2 failed to reveal to its 

authors any method that would allow them to base.an opinion on the 

alternative instruments available for correcting a balance of trade 

disequilibrium. De Vries' extensive work, previously cited, 3 on the 

effect of an exchange rate change equal to a 50% increase or decrease 

in the American tariff on four hundred and fifty imported commodities, 

resulted in price elasticities for individual commodities ranging 

from 0 to -21.1. He concluded that "commodities whose imports 

supply a relatively large share of the U.S. market tend to have a 

relatively low elasticity of import demand; while commodities whose 

imports supply a relatively small share of the market have relatively 

high elasticities". 4 This is substantially the same conclusion drawn 

by Horner. 5 Orcutt generalized this by stating that the elasticity 

1F.B. Horner, "Elasticity of Demand for the Exports of a Single Country," 
Review of Economics and Statistics, 34 (November,l952), 335. 

2o.J. Morgan and W.J. Corbett, 11 The Influence of Price in International 
Trade: A Study in Method," Journal of the Ro al Statistical Societ , 
Series A, 114, part 3 (1951 , 314-315. Wheat from Australia and New 
Zealand to the U.K., 1924-1938; iron ore from Spain and Algeria to the 
U.K., 1920-1936; copper ore from Canada and Spain to the U.K., 1922-1936; 
cement from Belgium and Denmark to the U.S., 1922-1939; ne\1/sprint from 
the U.K. and Canada to Australia, 1922/3-1937/~; steel pl~tes from the 
U.K. and Germany to Sweden, l920-193B; and sheet and plate glass from 
the U.K., Belgium and the rest of the world to India, 1919/20-1938-9. 

3de Vries, op.cit., 401. 

4Ibid., 413. 

5Horner, op. cit., 326-327. 
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of demand in an import market, for a commodity from a particular 

country, is generally greater than the elasticity of demand for the 

co1m10dity as a whole. 1 Thus market size appears to affect demartd 

ela5ticity more than do price changes. 

Khan concluded that the estimated price elasticities were 

relatively high for developing countries, 2 indicating that relative 

prices have a significant effect on their import demands, and that, 

in a number of these countries their half of the Marshall-Lerner 

condition for a successful devaluation would easily be satisfied. 

No mention is made of the other, perhaps the most crucial, half of 

the condition, regarding the demands for the exports of developing 

countries. 

Artus and Rhomberg examined both the import and export price 

elasticities of demand for fifteen industrial countries, 3 including 

Canada. Their figures reveal rather low elasticities for groups of 

exports other than manufactured products, and lower elasticities for 

all groups of imports. It is interesting to note that their esti-

mates of the Canadian elasticities for manufactured products were 

1Guy Orcutt, "Measurement of Price Elasticities in International Trade, 11 

Review of Economics and Statistics, 32 (May, 1950), 119. 

2Mohsin S. Kahn, "Import and Export Demand in Developing Countries," 
IMF Staff Papers, 21 (1974), 691. 

3Jacques R. Artus and Rudolf R. Rhomberg, "A Multilateral Exchange Rate 
Mode 1," IMF Staff Papers, 20 (Noventler, 1973), 603. 
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lower for exports than for imports. 1 a result they obtained for 

only one other country, West Germany. Their estimates, however, 

contrast with the estimates in the Khan study, making them all the 

more controversial. 

Ridler and Yandle estimated the price elasticity of demand · 

for a primary commodity to be substantially less than -1.0, even 

though they used varying supply elasticities. 2 In studies by Fleming 

and Tsiang, 3 Kreinen,4 Harberger,5 and Junz and Rhomberg,6 the 

estimate for the price effect, resulting from the elasticity of 

substitution for manufactured exports, all lay within the limits set 

in the study by Artus and Rhomberg. In Spitaller's analysis of the 

effect of the 1961 German and Dutch revaluations on their exports of 

1This relationship had been cited previously, in a study by Houthakker 
and Magee, op. cit., 113. 

2ouncan Ridler and Christopher A. Yandle, 11 A Simplified Method for 
Analyzing the Effects of Exchange Rate Changes on Exports of a Primary 
Coll1Tl0dity,u IMF Staff Papers, 19 (November, 1972}, 564. 

3J.N. Fleming and S.C. Tsiang, "Changes in Competitive Strength and 
Export Shares of Major Industrial Countries," IMF Staff Papers, 5 
(1956-57), 218-248. 

4M.E. Kreinen, 11 Price Elasticities in International Trade," _R.eview of 
Economics and Statistics, 49 (1967), 510. 

5Harberger, op. cit. 

6Junz and Rhorrberg, op. cit., 240. 
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manufactured products, 1 the elasticities varied considerably, de

pending on whether or not the competing source for the manufactured 

products was also a member of the EEC. Generally, the elasticities 

were larger if the competing source was an EEC member and if the time 

lag was three years rather than two. In Houthakker and Magee's study,2 

the long-run price elasticities for U.S. imports and exports appeared 

to be reasonably within the limits of the other studies. 

My main criticisms of all these studies are that they all 

use highly aggregated data, there is a wide discrepancy between the 

estimates for the same products from various countries, and no two 

researchers agree on any estimate for any of the countries. 

Kindleberger and Lindert list five reasons why the elasticities 

estimated in regression studies are probably lower than the true 

elasticities. 3 Although it would appear that their reasons are 

1Erich Spitaller, 11 The 1961 Revaluation and Exports of Manufactures," 
IMF Staff Papers, 17 (March, 1970), 114-117. 

2Houthakker and Magee, op. cit., 121-122 . 

. 3charles P. Kindleberger and Peter H. lindert, International Economics 
{Richard D. Irwin, Inc., Illinois, 1978, 6th edition}, 288-291. Only 
two studies were used: Houthakker and Magee, op. cit., and F. Gerald 
Adams and He1en B. Junz, "The Effect of the Business Cycle on Trade 
Flows of Industrial Countries," Journal of Finance {May, 1971). The 
five reasons for believing that the estimated elasticities were lower 
than the true ones are: 
1. By assuming that the responses of quantity to price were demand 

responses, the estimates failed to identify the shifting demand and 
supply curves from data on prices, quantities, and other variables. 

2. The estimates are based on an era (1951-1966) in which price changes 
were smaller than they would be under devaluations, and demand may 
respond with lower elasticity to small price changes than to large.· 
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plausible, it is equally true that arguments could be made suggesting 

that the estimated_elasticities are actually larger than the true 

ones. Either way, the criticisms of the studies reviewed above 

still hold, since, for the most part, they concern the data used and 

the application of the resulting estimates to predicting the-probable 

results of exchange rate changes on the balance of trade. 

Conclusion 

For the theory of price elasticity of demand and the exports 

side of the Marshall-Lerner condition to be operational there must 

be means of estimating consistent elasticities on a commodity-by-corn-

modity and country-by-country basis for the commodities traded in 

international markets. Without such estimates the theory remains 

merely a theory, without any use in prediction and policy making. 

Although not stated explicitly by the "classical" theorists, 

it was probably the elasticity of world demand for a particular 

commodity that they considered in discussions of import and export 

elasticities. If the world demand curve for, say, commodity X is 

elastic at the current world price for X, then any country exporting 

X could increase (decrease) the value of its X exports by devaluing 

(3 continued) 
3. The estimates of one-yfar elasticities are probably lower than the 

longer-run elasticities. 
4. The use of highly aggregated data may give undue weight to goods 

with relatively low elasticities. 
5. The data may reflect errors of measurement of quantity, price, 

and other variables, errors that are likely to bias the elasticity 
estimates toward zero. 
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(revaluing) its currency. 1 The same would apply to all commodity 

exports. Thus, it is not the elasticity of particular countries 

for the exports of the country contemplating a currency devaluation 

or revaluation that the "classical" theorists must have had in mind, 

but rather the weighted average of the elasticities of world ·demand 

for the bundle of commodity exports exported by the country contem

plating an exchange rate change. None of the studies revie\•ted in 

this chapter included regressions of world demand for individual com

modities of individual countries. Yet, "the willingness of policy

makers to rely on exchange rate and price adjustments to rectify 

payments imbalance, rather than intervene directly with exchange 

controls that ration the right to trade, depends on their faith in the 

demand elasticities, which in turn rests on econometric estimates". 2 

A review of the literature shows that researchers have not 

yet begun to estimate individual price elasticities on as wide a scale 

as is required to give some empirical validity to the "classical" 

theory. Those estimates that have been made either use highly ag

gregate data, so that their use in prediction is open to question, or 

the results vary from one study to the next, leaving the reader to 

question whether price really does influence the quantity demanded 

in export markets. 

1The validity of this statement centers around whether or not exports 
of the commodity concerned are denominated in the currency of the exporting 
country or in the currency of the importing country, a matter discussed 
in detail in chapter 3. 

2Kindleberger and lindert. op. cit., 287. 
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Therefore, the degree to which prices influence the demand 

for exports is in question. As this controversy has not been re

solved by past empirical studies, the analysis that follows analyzes 

the various theoretical market structures as they apply to inter

national commodity trade, in order to determine whether or not those 

market structures that characterize international trade tend to 

prevent changes in export prices. If export prices do not change, 

as they theoretically should when exchange rates change, it must be 

concluded that price is not a valid variable in the determination of 

export volume. This would leave the Marshall-Lerner condition, and 

"classical" theory regarding the balance of trade adjustment 

mechanism via the price effect, theoretical propositiom invalidated 

by the actual market conditions in which commodities are traded inter

nationally. 



0 

c 

Appendix to Chapter 2 

Income Elasticity of Demand 
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Modern balance of payments theory stresses income changes 

over price changes as the relevant variables in the adjustment 

process. Writers like Harry Johnson and S.S. Alexander have tried 

to synthesize the two approaches. Several writers, when investigating 

the effects of price changes on exports, have found that income, 

included as an additional variable in their regressions, not only 

appeared to explain more of the change in export volume than did the 

price coefficient, but also performed more consistently. 

Houthakker and Magee emphatically argue that, given two 

countries with the same price elasticities of demand, the one with 

the greater income elasticity of demand for the products of the other 

will experience a greater rise in its bilateral imports and will 

eventually experience balance of payments problems. 1 From their 

analysis, they predict that, because of Japan's diverging income 

elasticities of demand for imports and exports (+1.23 versus +3.55), 

Japanese incomes would have to grow three times as fast as the incomes 

of its trading partners before the Japanese would experience balance 

of payments problems due to income trends. 2 Thus, it is possible for 

such an economy to experience greater inflation than its trading 

1Houthakker and Maaee, op. cit., 111. 

2Ibid., 113. 
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partners without the necessity of being concerned with balance 

of payments deficits. For such an economy, price changes of 

domestic, as well as foreign, origin become insignificant influences 

in the growth of its imports and exports. 

Houthakker and Magee cite the U.K. as the antithesis 

of Japan: the income elasticity of British demand for imports is 

twice the foreign income elasticity for British exports. Their 

results also give interesting appraisals of the future growth of 

both American and Canadian trade. Their evidence reveals that the 

low world income elasticity of demand for American exports is not 

due to the preponderance of agricultural products in the American 

export mix. The income elasticity was estimated to be +1.02 for 

agricultural exports, +1.12 for non-agricultural exports, and only 

+1.17 for finished products. The implication of these results was 

that the U.S. is gradually becoming a net importer of manufactured 

d. t. 1 comma 1 1es. The results also indicated that, based on income alone, 

Canada's trade balance with the U.S. will tend to move in favour of 

Canada due to a higher American income elasticity of demand for imports 

of commodities exported by Canada than the corresponding Canadian 

income elasticity for imports from the U.S. This conclusion can be 

invalidated by Canadian export prices rising at a correspondingly 

higher rate than those of American exports to Canada. 

1Ibid., 121. 
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Unfortunately, there have been too few studies that 

have included and compared both the price elasticities of demand 

and income elasticities approaches to give more than a cursory 

review. 



Table 2-1 

Price E1asticities of Demand 
for Specific Exports 

Study 

Collll1odity 

Wheat 
Barley. 

Malta 
lead 
Iron ore 
Copper ore 
Aluminum 
Lumber 

Woodpulp 
Newsprint 
Cement 
Glass 

Fuels 
Steel plates f 
Electrical Apparatus 
Machinery vehicles9 
Cheddar cheese 
Tobacco 
Whiskey 
Cattle. beef 
Port 
Fish 
Shellfish 

Malach 

=0.8 

-0.46 -0.15 

-0.02 -0.02 

-1.11 -0.82 
-1.45 -0.73 

Notes: a) For all food grains 
b) Softwood 
c) Hardwood 

Horner 

e =0 0 s . e =0.2 

-2.87 -5.20 

d) Exports from the U.K. and Belgium to India 

Morgan/Corbett 

-12.15 

- 2.46 
+ 2.09 

- 9.00 
- 3.26 
- l.83d 
- 2.23e 

- 4.45 

e) Exports from the U.K. and the rest of the world to India 
f) For all iron and steel products 
g) E~cept automobiles and electrical products 

0 

de Vries 
50~,: Tariff 
reduction increase 

-14.86 -14.29 

-10.56 - 3.44 
- 1.13 - 1.60 

- 2.17 - 2.38 
- 5.19 - 5.88 
- 3.6ob - 3.89b 
- 3.33C - 2.22C 

- 1. 71 - 4.41 

- 3. 14 - 4.53 
- 2.83 - 3.02 
- 7.96 - 8. 70 
- 4.84 -21. 13 
- 1.23 - 0.76 
- 0.96 - 1.00 
- 2.79 - 5.15 
- 5.47 - 3.41 
- 1.83 - 2.47 
- 2.79 - 3.26 

Art us/ 
Rhomberg 
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-0. 1 to -0.5 

u 
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Price Elasticities of Demand for 

Groups of Exports -·--

STUDY 

Houthakker/ 
Magee 

Adler/Sch 1 eis i nger/ 
van Westerborgl 

de Vries 

Artus/ 
Rhorrberg 
re: Canada 

Ridler/Yardle 

Fleming/Tsiang 

Kreinen 

Harberger 

Junz/Rhorrberg 

Spitaller 

Food, 
Beverages, 
Tobacco 

-0.1 to 
-1.0 (e) 
-1.0 

Notes: a) Imports to u.s. from U.K. 

Crude 
Materials. 

-0.31(o) 
-0.18(n) 

-1.60(c) 
-O.BO(c) 

-1.1 to 
-0.5 (f) 
-0.1 to 
-0.5 (f) 

-0.2 to 
-0.8 

End 
Product_s_ 

-1.22(o) 
-4.05(n) 

-5.0 (a) 
-2.5 (b) 

-2-43(c) 
-3.12(d) 

-1.0 to 
-3.0 (f) 
-2.0 to 
-1.5 (g) 

-1.7 

-2.6 

-2.4 (h) 
-1.6 (i) 
-1.7 (j) 

-2.2 (k) 

-1.77 to 
-2.04{1) 
-2.37 to 
-3.06(m) 

·---· b) Imports to U.S. from Marshall Plan countries. 
c) Exports from U.K. to U.S., 50% tariff increase. 
d) Exports from U.K. to U.S., 50% tariff decrease. 
e} -1.0 for most exports from industrial countries. 
f) lower limit for imports; higher limit for exports. 
g) Lower figure for exports. 
h) German, for American exports. 

-0.21(n) 

Semi
M..a_'!IJfac_t.,U!..'l..cl 

32 

-1.40, -l.83(n) to 
-1.9l(o) 

i) German, for U.K. exports. 
j) German, for French exports. 
k) German, for rest of world exports. 
l) Netherlands, for total world. 
m) Germany, for total world. 
n) Imports. 
o) Exports. 

,c· 1 ted in Harberger, op. cit., 520. 
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CHAPTER 3 

THEORETICAL MARKET STRUCTURES AND INTERNATIONAL TRADE 

Introduction 

In the present chapter the relationships between the 

pricing of internationally traded commodities and economic theories 

of market structures are analyzed. The purpose is to determine the 

conditions under which a change in exchange rates can affect export 

volume, given the market structures in which commodities are traded 

internationally. As explained in chapter 2, for exchange rates to 

have a direct effect on exported volume there must be a price 

change. In the present chapter I question the theoretical basis 

underlying the relationship between exchange rate changes and price 

changes. Together with the conclusions arrived at in chapter 4, 

I maintain that most Canadian exports are either marketed by firms 

that have discretionary pricing power and hence may not pass on the 

price effects of an exchange rate change, or by firms that either 

cannot, or will not pass the effects on due to the market structure 

characterizing their industry. As a result, foreign buyers are 

rarely confronted with price changes that theoretically should re

sult from exchange rate changes. By this reasoning, the price 

elasticity approach to balance of trade disequilibrium becomes a 

meaningless analytical tool. 

The present analysis suggests that with certain market 

structures exchange rate changes will lead to domestic firms 

33 
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theoretically expanding their export market shares at the expense 

of producers in foreign countries (with a home currency devaluation), 

or their own export market shares will shrink to insignificance 

(with a home currency revaluation). On the other hand, firms ex

porting out of and into an oligopolistic market structure 

.theoretically absorb the price effects of exchange rate changes. 

Such firms could penetrate or withdraw from export markets as a 

result of exchange rate changes, which would directly affect export 

volume, but need not act in this manner, as explained later on in 

the present chapter. Therefore, it is only within the framework 

of oligopoly wherein lies the relevancy in analyzing the effects 

of exchange rate changes on the volume (and value) of exports. Only 

such an analysis can determine whether or not, and to what extent, 

changing the exchange rate is a useful tool in correcting an im

balance in a nation's balance of trade. 

In the following discussion I employ partial equilibrium 

analysis, the traditional theoretical framework in which problems 

concerning international trade in general, and balance of trade 

questions in particular, are analyzed. In this manner, the analysis 

centers around a determination of the effects of exchange rate 

changes on firms within each type of theoretical market structure. 

This, in turn, will determine the effect of exchange rate changes 

on the balance of trade. As the restrictions imposed by partial 

equilibrium analysis are somewhat unrealistic in terms of empirical 

events, the analysis of perfect competition will include a discussion 
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of the overall implications of exchange rate changes within a 

general equilibrium framework. 

Simplifying Assumptions 

In the analysis that follows, the assumptions listed.below 

have been made regarding the behavior of sellers and buyers in 

order to eliminate arguments that would unnecessarily complicate 

the central problem: 

1. Sellers' costs remain constant (they contain no 

import content). 

2. Sellers and buyers are in long-run equilibrium 

initially. 

3. Seller and buyer expectation regarding future 

exchange rate changes are ruled out. They regard 

the exchange rate change under discussion as unique 

and permanent. 

4. Capital is mobile internationally unless all pro

duction is originally concentrated in the home 

country. 

Perfect Competition 

Economic theory divides the theory of the firm in to two 

general types of market structures, pure and imperfect. Pure market 

structures consist of perfect competition and monopoly; imperfect, 

of monopolistic competition, oligopoly and oligopolistic compet;tion. 
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The main features of perfect competition include a large 

number of firms selling a homogeneous product to a large number 

of buyers whose awareness of the market is all knowing. Neither 

individual sellers nor buyers are able to influence the market 

price by their individual actions. As a result, sellers are price

takers and face infinitely elastic demand for their product at a 

given market price, and buyers face infinitely elastic supplies at 

the same market price. An essential feature of perfect competition 

is the freedom of entry into and exit out of the industry in the· 

short-run, due to more than or less than normal profits, respectively. 

In the long-run, however, this incentive is eliminated due to firm 

equilibrium being where market price equals average total cost 

(ATC). Without barriers to national or international trade one 

price must prevail in all markets for any particular commodity, 

otherwise incentive would exist for seller and/or buyer arbitrage. 

Many Sellers from One Country 

Of the many different combinations of sellers that can 

characterize the market for a commodity, only three apply to per

fect competition: many sellers from one country (in this case the 

home country), many sellers from a few countries, and many sellers 

from many countries. 

If the home country sellers are the sole world producers, 

all sellers would be confronted with the same change to their 

equilibrium as a result of a revaluation or devaluation by the 
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home country. and exchange rate changes must be analyzed as 

changes affecting the entire market, as opposed to changes 

affecting individual sellers. In the very short-run, export 

revenues 1 will vary in accordance with the exchange rate change, 

whereas revenues from domestic sales will remain unchanged. 

A devaluation will result in excess profits earned from export 

sales,2 and a revaluation, losses, the extent of either depending 

on the importance of export sales to overall sales. A devaluation 

will provide incentives for existing firms to divert domestic 

sales to the export market and for new firms to enter the industry 

to service the export market, a revaluation will cause firms 

presently producing and exporting to quit the export market and 

concentrate sales efforts domestically. 3 In perfect competition 

1Revenues to home sellers are always expressed, in this chapter, in 
terms of the home currency. 

2In the very short-run an exchange rate change creates an arbitrage 
situation in which sellers already in an industry can earn excess 
profits (or losses) due to the temporary two-tier price arrangement: 
unchanged market prices in both domestic and foreign markets which 
are no longer equal due to the exchange rate change. As supplies are 
diverted from one market to the other, and as new sellers enter the 
industry the arbitrage opportunities diminish and eventually disappear, 
as one price must prevail in all markets for the same product. 

3when perfect competition characterizes an industry at home and abroad 
and factors are immobile internationally a domestic devaluation will 
lead to a fall in domestic consumption, as domestic production is in
creasingly exported (and a domestic revaluation will lead to an in
crease in domestic consumption and a fall in exports, as production is 
increasingly diverted from exports markets to the domestic market). A 
domestic devaluation is illustrated below. 



c 

38 

individual firms do not make these supply-switching decisions; 

the marketplace makes the decision for the firm who remains 

passive as to the nationality of the buyer. When exchange rates 

change, exports increase or decrease depending on the new relative 

market price of home exports to other internationally traded 

commodities. 

(3 continued) 

where, A = home country 
B = rest of the world 
X = exports 
M = imports 
1 = before currency change 
2 = after currency change 
C = consumption of exports 
XA1 = Mn 1 
XA2 = MB2 

CA2 <CAl 

D"' B 

When there are no domestic sellers in the rest of the world 
00 and 08 represent foreign demand before and after a home 
co3ntry de~aluation. When sellers exist in the rest of the 
world they represent excess demand in the foreign markets. 



0 
39 

Long-run equilibrium is only re-established when the 

export market price is equated to the unchanged domestic market 

price: one price prevails in all markets and neither excess 

profi~nor losses are earned by all sellers (i.e. p = ATC). With 

a devaluation this occurs when the industry has expanded exports, 

due to the freedom of entry into the industry, sufficient to push 

the export market price down to the equivalent of the unchanged 

domestic price; and with a revaluation this occurs when the 

industry has contracted exports, due to the exit of firms from 

the export market and from the industry itself, sufficient to 

raise the export market price to the equivalent of the unchanged 

domestic market price. Until long-run equilibrium is re-established 

a devaluation will causebotfr the domestic prtce and tne foreign 

prtce _to tre · irl"iO\te, tneir 1 eve'! s tn -tne ,., ong:-ran .• 1 

Similarly, a revaluation will cause the domestic price to be below, 

and the foreign price below, their levels in the long-run. 

Figure 3-1 shows the short-run effects of a de-

valuation Sellers entering the industry and 

existing sellers whose sales are diverted to the export market to 

take advantage of excess profits to be earned from a devaluation 

cause the industry supply curve to expand to the point where the 

domestic price and the export equivalent return to PE, long-run 

1rn this discussion it is assumed that demand elasticity lies between 
zero and infinity. 



0 

Firm 

Pn~ MC 
I /rfC 

I 
I 

/ 

' I ~ / 

' pi: ....... /..,.,"" -:s ·- ... 
../ -

0 4' 

Home 
p"' 

0 

Figure 3-1 
Perfect Competition: 

Hany Se 11 ers from One Country 

p Total 
RC "re 

Foreign 

Pp 

0 

where Pac=price tn home (domestic} currency 
PEc=prtce in foreign currency 
P =equilibrium price 

P~Rprtce when home currency is devalued 
P = price tn 1ong~run tn foretgn marRet (=PE in terms of home currency) 
AB=increased demand in foreign market in short run (= decreased supplies to home market in short-run) 
ST supply curve of home sellers 
S =supply curve in home market after devaluation, when new sellers enter market 
Or= total demand curve (= OH+ OF) 
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market equilib~ium. The result of a devaluation is: expanded 

export volume at a market price equal to an unchanged domestic 

market price, and export revenues increasing by the full extent 

of the change in the exchange rate(taking into consideration the 

elasticity of the foreign demand curve). A revaluation will have 

the reverse effect, with volume diverted from the export market to 

the domestic market in the short-run and some sellers leaving the 

industry entirely in the long-run, and export revenues falling by 

the full extent of the change in the exchange rate (taking into con

sideration the elasticity of the foreign demand curve}. Thus, the 

short-.run results of an exchange rate change on the va 1 ue of exports 

when all sellers are producing in and exporting from the home country 
1 will depend on the elasticity of demand in the export market. 

Many Sellers from Few Countries 

If prior to the home country exchange rate change producers 

exist in other countries as well as in the home country, long-run 

equilibrium will depend on the relative importance of home country 

exports to both total home production and total foreign market sales, 

as well as on the demand elasticities in both markets. When home 

1Apart from the case where all production is concentrated in the home 
country, the analyses in this section do not mean to imply that a 
slight alteration in the exchange rate would cause a complete shutdown 
in the home production (revaluation) or expansion of home production 
to the exclusion of foreign production (devaluation}. It is possible 
to theorize that a band exists both above and below the initial 
exchange rate level in which both domestic and foreign firms would 
continue to operate. The analyses in the present section assume 
that the exchange rate change that disturbs initial equilibrium 
takes the exchange rate outside of this band. 
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producers are an important factor in export markets the situation 

will resemble, in a modified form, the previous analysis; when 

home producers are an un·irnportant factor in export markets the 

analysis will follow the same logic but the long-run results will 

be more extreme. In both instances a home country devaluation will 

encourage home sellers to divert home sales to the export market 

and foreign producers (assum~ng capital mobility}, to switch pro

duction1 from their foreign base to the home country from where they 

will in turn export back to their own markets (i.e. the export 

market in our discussion). In the short-run, production will 

continue to exist in the export market as well as in the home 

country, with the home market price beino above its long-run 

equilibrium level and the export market price being below long-run 

ATC for foreign producers but above the equivalent long-run ATC 

for home country producers. 

In the long-run,all production will be based in the home 

country: home country exports will be considerably greater than 

initially since the home country will be the sole world producer; the 

home country market price will be unchanged from initial equilibrium; 

the export market price will be lower than initial equilibrium in 

terms of foreign currencies but will be equal to the equivalent of 

the home country price; and home country export revenues will expand 

1In theory, the costs of switching are considered minimal. In practice, 
production will be switched only if the potential benefits exceed the 
costs involved. 
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depending on the initial importance of home country exports to 

overall world demand. Such results are highly unreal yet 

logically follow economic theory and therefore must be noted. 

The results of a home country revaluation will be the 

opposite of the above but will again resemble the results of the 

previous section. In the very short-run home exporters will divert 

sales from the export market (where price in terms of the home 

currency is less than ATC but is equal to ATC for foreign pro

ducers) to the home market where price equals ATC to home producers. 

This will continue until the home price falls below ATC due to 

continued outward movements in the home industry supply curve. 

At this point some domestic producers will quit the market altogether. 

However~ in the long-run, unlike the analysis in the previous 

section where home sellers continue to produce and sell to the home 

market, now foreign producers exist and will capture the home 

market as well as the export market due to their ability to sell in 

the home market at the equivalent of the export market price level. 

As long as production can take place in foreign markets this pro

duction will force home producers out of business in the long-run; 

foreign producers are able to sell at a price that equals their 

ATC, which is below the home currency equivalent. As long as the 

disincentive of losses exist for home producers they will abandon 

the export market in the short-run and the home market as well in 

the long-run, forced out of both by foreiqn producers. Thus, the 
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results of a home country reva1uation will be a cessation of home 

production in the long-run and a 100% reduction in the export 

revenues from the commodities subject to these market conditions, 

with home market price falling by the amount of the revaluation. 

Once again, these results are extreme and highly unrealistic given 

the history of international trade, yet they follow from the logic 

of economic theory. 

Many Sellers from Many Countries 

The case of many sellers from many countries is the 

extreme version of the previous section with the same unrealistic 

but logical results. Home producers will tend to be an insignifi

cant force in the export market which in turn may or may not 

represent an important segment of home production. The reasoning 

is the same as previously explained but the transition from short-run 

disequilibrium to long-run equilibrium could be theoretically 

quicker. A home country devaluation will again result in home 

sellers expanding into export markets at the expense of their own 

domestic sales. New producers will begin production within the home 

market to service the export market. In the long-ru~ total world 

production takes place in the home country and export revenues grow 

by the full extent of worldwide sales (net of home sales).· 

A home country revaluation will again result in an exit of 

home sellers from the export market, with home sales expanding in 

the short-run. In the long-run,home producers must quit the 
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industry altogether because the home market price will always be 

below ATC due to the ability of foreign producers to export to 

the home market at their market price, which has not changed. As 

stated in the previous section, in the long-run home production 

ceases altogether, export revenues are reduced to zero, and the home 

market price falls by the amount of the revaluation. 

In conclusion, within the framework of partial equilibrium 

analysis, when perfect competition characterizes international 

trade home producers/exporters continue to sell in both the home 

and export markets after a home currency exchange rate change if they 

were the sole world producers initially. In this situation a 

devaluation will expand worldwide markets, with new producers 

entering the industry within the home market to reap the excess 

profits derived from exports. In long-run equilibrium the foreign 

price will fall to equal an unchanged home price and export volume 

will increase due to sellers' incentive to expand supplies to reap 

short-run excess profits, in accordance with foreign demand 

elasticity. A revaluation will cause a contraction in export sales 

as firms try to minimize their losses. In long-run equilibrium 

enough firms leave the industry, especially the export market, to 

allow those remaining to earn normal profits. The foreiqn price 

will rise sufficiently to equal an unchanged hon~ price, export 

volume falling in accordance with foreign demand elasticity. 

In other situations in which foreign producers compete 
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with home producers a home currency devaluation will lead to 

sufficiently increased home production to supply the entire 

foreign market as well as the home market. In the long-run, 

foreign producers switch production entirely to the home market 

(assuming capital mobility) and the foreign price falls to equal 

an unchanged home price, in accordance with foreign demand 

elasticity. A revaluation will force home producers to cease 

production (or switch production to the foreign market) to avoid 

losses. In the long-run,world demand is supplied from production 

in foreign markets with the home price falling sufficiently to 

equal an unchanged foreign price. 

Regardless of the location of sellers any change in export 

volume is due to the marketplaces' influence on sellers. With a 

home devaluation sellers are persuaded to increase exports as a 

result of the temporary extra profits to be earned. With a home 

revaluation sellers are persuaded to decrease exports as a result 

of the losses that would be incurred. Initially market prices are 

unchanged. In the long-run,market prices change as quantity 

supplied increases or decreases. In the long-run. therefore, demand 

elasticities are important in determining the extent to which the 

export market expands with a home devaluation, or contracts with a 

home revaluation (but only as a secondary influence). The primary 

effect of exchange rate changes on export volume and on the balance 

of trade is supply oriented, dependent on the reaction of sellers 

to changes in their profitability in both the home and export markets. 
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The traditional partial equilibrium approach gives un

orthodox results. To save traditional theory we must employ 

general equilibrium analysis, yet in so doing we become involved 

in a more complex situation, that of demand curves that are more 

difficult to handle than those discussed within the context of 

partial equilibriu~. 1 In analyzing the price elasticity approach 

to balance of trade partial equilibrium means ceteris paribus 

assumptions with regard to the other variables normally included 

in general equilibrium demand curves. Introducing general 

equilibrium conditions implies the necessity of analyzing demand 

curves in which price is but one variable affecting the demand for 

exports. 

Monopoly 

Monopoly power exists when there is only one seller in a 

well-defined industry. The demand curve facing the industry is the 

demand curve confronting the firm. A profit maximizing monopolist 

equates marginal revenue with marginal cost in determining market 

price and quantity. A price discriminating monopolist equates the 

combined marginal revenues from each separate market with overall 

marginal costs in determining a separate price and quantity for 

1see Milton Friedman, "The Marshallian Demand Curve," Journal of 
Political Economy, 57 (1949), 463-495; Martin J. Bailey, "The Marshallian 
Demand Curve, 11 Journal of Political Economy, 62 (1954), 255-261; and 
Milton Friedman, "A Reply, 11 Journal of Political Economy, 62 (1954), 
261-266. 
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each market. 1 

Unlike the previous analysis of perfect competition, the 

supply curve of the monopolist is unspecified, with output re

presented by a point defined by the intersection of the marginal 

revenue and marginal cost curves, which, in conjunction with the 

demand curve, specifies market price. Any disturbance to the 

monopolist's variable costs would be reflected in the price he 

charges for, and in the quantity he supplies of, the product he 

produces. 

Analysis of monopoly as a market structure is simplified, 

since the only case to analyze is that involving one seller 

located in one, or more than one, country. As in the case of many 

sellers from one country under perfect competition, only when the 

commodity involved is produced and exported by a monopolist, some 

of whose production is located ·in the home country, wi 11 a home 

currency exchange rate change affect home commodity exports. 

To the export market, a home currency devaluation is the 

same as a fall in the market price (in terms of the foreign currency). 

Foreign demand will increase since it is denominated in terms of 

the foreign currency, which, to the home monopolist, is interpreted 

as an upward shift in the export market's demand curve (in terms 

1The effect of anti-dumping legislation on a discriminating monopolist's 
behavior is not considered, since this would be adding a parameter 
that is not generally admitted by economic theory when analyzing 
monopoly as a market structure. 
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of the home currency). Prices will rise in all markets in terms 

of the home currency, not only in the export market (assuming that 

all monopolists are discriminating), since now MC= MR at a 

higher level. This is shown in figure 3-2: both the volume and 

value of exports increase (in terms of the home currency) and home 

sales fall. 

To the export market a home currency revaluation is the 

same as a rise in the market price (in terms of the foreign 

currency). Foreign demand will decrease, which, to the home mono

polist, is interpreted as a downward shift in the export market's 

demand curve (in terms of the home currency). Prices will fall in 

all markets, since now MC= MR at a l~1er level. The volume and 

value of exports fall (in terms of the home currency) and home sales 

increase. 

A home devaluation will induce the monopolist to divert 

volume from the home market to the export market. If the monopolist 

is located only in the home country, he will expand home production 

to supply the now more profitable export market. If the 

monopolist is located in a foreign country only or in a foreign 

country as well as the home country, 1 he vtill be induced to <>witch 

all production from the foreign country to the home country and 

1This case could include a multinational cartel instead of a multi
national monopolist, as long as the cartel acts in the same manner 
as a discriminating monopolist. 
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export from the home country. In either case home exports will 

expand. A home revaluation will induce the monopolist to divert 

volume from the export market to the home market. If the monopo-

list is located in a foreign country only~ home exports are not 

affected (as they were zero initially). If the monopolist is 

located in the home country only or in the home country as well as 

in a foreign country, he will be induced to switch all production 

from the home country to the foreign location and export from 

there to the home country. In either case home exports will fall 

to nothing. 1 

If exports are important relative to total output and the 

export market demand curve is elastic, the analysis as shown in 

figure 3-2 is most likely to result from home currency exchange 

rate changes: a home currency devaluation will lead to increased 

prices (in terms of the home currency), higher export volume, and 

to an increased value of exports as the result of production being 

switched entirely to the home country, and to lower home sales; a 

home currency revaluation will lead to decreased prices (in terms of 

the home currency), no export volume as the result of production 

being switched entirely to a foreign location, and to higher home 

imports. If exports are not important and the home demand elasticities 

1In this argument I ignore the effects of transportation costs on a 
multi-plant monopoly. The above analysis is not meant to imply that 
a slight alteration in the exchange rate would cause a complete shut
down in the home production (revaluation} or expansion of home pro
duction to the exclusion of foreign production (devaluation). See 
footnote 1, page 41. above. 



0 

(a) 

Home Market 

() 

·Figure 3-2 

Monopoly 

(b) 

Forei an Market 

0 

In addition to the explanations for symbols given in figure 3-1 above: 

sub-suffix H refers to the home or domestic market 
sub-suffix F refers to the foreign or export market 
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supra-suffix D refers to a home devaluation 
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are not sufficiently low, the results of a home currency exchange 

rate change would be ambiguous, with almost any results possible. 1 

~nopoly is conceivable as a market structure in analyzing 

the effects of an exchange rate change on commodity exports 

because the seller controls market prices and is able, in theory, 

to earn excess profits. As in the case of perfect competition, 

export volume changes, initially, as the result of the seller's 

reaction to a change in his profits resulting from the exchange rate 

change; foreign demand elasticity is of secondary importance, re-

inforcing the action of the monopolist. In reality, however, pure 

monopoly rarely exists. even if all producers from one country are 

grouped together and considered as one seller in international 

markets (as in the case of perfect competition when all sellers 

reside in one country). There is not a single instance of a widely 

consumed product produced by one firm (although there are a number 

of products in which individual countries have near monopoly power in 

world export markets2). Added to this is the general availability 

1when exports are unimportant, home currency exchange rate changes will 
have little effect on home market prices and sales since market prices 
are denominated in the seller's currency (in this case, the home cur
rency). In the extreme, the foreign market is entirely eliminated 
(exports are nil to begin with) and a home currency exchanqe rate change 
leaves the home market price and sales unchanged. When exports exist, 
a home currency exchange rate change affects the home market price and 
the export market price, as described in the text. The more important 
are exports in relation to home sales, the greater will be this effect 
and the closer the results will resemble those described in the text. In 
addition, the more elastic is the home market demand curve the less will 
a home currency exchange rate change affect home price and sales. 

2see table 4-3~ chapter 4 for those products in which Canadian producers 
are in this position. 
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of close product substitutes for almost all commodities. Therefore, 

the value of exports produced by monopolists can never be signifi

cant, remaining a theoretical curiosity in analyzing the effects of 

an exchange rate change on the value of exports and on a country's 

balance of trade. 

Monopolistic Competition 

Pure market structures, discussed above, are theoretical 

abstractions and, therefore, not empirically observable. Both 

perfect competition and monopoly are theories that analyze markets 

without the existence of rivals. Therefore sellers do not have to 

concern themselves with the behavior of their competitors. Reality 

lies somewhere between the extremes of perfect competition and 

monopoly, where, in theory, there are an infinite number and no 

competitors, respectively. Monopolistic competition combines certain 

characteristics of both pure market structures and is discussed 

below, while oligopoly and oligopolis.tic competition, the other 

imperfect market structures, are discussed in the section that follows. 

MOnopolistic competition differs from perfect competition 

in that product differentiation characterizes the numerous firms 

comprising a product group as opposed to a homogeneous product 

produced by numerous firms comprising a competitive industry. In 

both cases there are a large number of firms in the market and each 
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firm expects his actions to go unnoticed by the others. The 

similarity with monopoly lies in the fact that each firm possesses 

some degree of monopoly power due to the existence of product dif

ferentiation. Although the product of each firm differs, either 

materially or symbolically, from all the others in a product group, 

all firms in the product group produce closely related, and readily 

substitutable commodities. 

A main feature of monopolistic competition is that it is· 

essentially a long-run theory. Like perfect competition there 

cannot be other than normal profits 1 in t~e long-run. Although the 

demand curve facing the firm is negatively sloped (as in monopoly), 

it is tangent to the firm's long-run average cost curve in the 

long-run, when price equals LAC, due to the free entry of competitors, 
• 

attracted to the product group by the existence of short-run profits. 

This feature is of prime importance when monopolistically competitive 

firms trade internationally. 

The crucial distinguishing assumptions [of the 
long-run eguilibrium position of a monopolistic 
competitorJ are that monopolistic competitors are 
small relative to the market for their general 
class of differential products, and that entry 
into the market is free. Then if positive 
profits are earned, new firms will squeeze into 
the industry, shifting the typical firm's demand 
curve to the left until, in long-run equilibrium, 
it is tangent to the firm's long-run unit costs of 
long-run average total cost.2 

1under monopolistic competition normal profits include a degree of 
monopoly profits due to product differentiation. 

2F.M. Scherer, Industrial Market Structure and Economic Performance 
(Rand McNally & Company, Chicago, 1970}, 14-15. 
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As in the case of perfect competition, sellers compete 

in export markets with many other firms producing easily sub

stitutable products. Therefore, they are forced into being price 

takers, in the same way that all firms in a perfectly competitive 

market structure are price takers because they sell a homogeneous 

product. 

Many Sellers from One Country 

As in the case of perfect competition, the different com

binations of sellers that can characterize the market for a commodity 

are many sellers from one country (in this case the home country), 

many sellers from a few countries and many sellers from many 

countries. 

If the home country sellers are the sole world producers 

all sellers would be confronted with the same change in their 

equilibrium as a result of a revaluation or devaluation by the home 

country and exchange rate changes must be analyzed as changes af

fecting the entire market as opposed to changes affecting individual 

se 11 ers. In the very short- run, export revenues \1i 11 vary in accor

dance with the exchange rate change, whereas revenues from home 

sales will remain unchanged. A devaluation will result in excess 

profits being earned from export sales, and a revaluation, losses, 

the extent of either depending on the importance of export sales to 

overall sales. A devaluation will provide incentive for existing 

firms to divert home sales to the export market and for new firms 
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to enter the product group to supply the export market; a revaluation 

will cause firms presently producing and exporting to quit the ex

port market and concentrate s·ales efforts domestically. 

In the short-run, a home currency devaluation would have 

the same effect on the revenues of each producer as would an upward 

shift in the export demand curve. That is, home currency revenues 

from export sales would be greater, allowing sellers to earn more 

than normal profits. In order to expand volume sellers would be 

encouraged to lower export prices and new entrants would be at

tracted to the product group in the home country to earn abnormal 

profits from export sales. By similar reasoning, a revaluation 

would have the same effect on the revenues of each producer as would 

a downward shift in the export market demand curve facing each 

producer: home currency revenues from export sales would be less 

after the exchange rate change, and sellers would earn less than 

normal profits. In order to maintain normal profitability ·in their 

export markets sellers would attempt to raise export prices. Some 

sellers may abandon the export market altogether to concentrate 

their sales efforts in the profitable home market. The extent of 

the change in revenues from exports depends on the importance of 

the export market sales volume relative to total sales and on the 

elasticity of foreign demand: the less important the export market 

and the less elastic foreign demand the less will export revenues 

change; the higher the proportion of export sales volume to overall 
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volume and the more elastic foreign demand the more will the 

changes in revenues approximate the proportionate change in the 

exchange rate. 

Long-run equilibrium is only re-established when the 

export price (in terms of the home currency) equals the home 

price (as in theory only one price can prevail in all markets for 

the product group) and when all sellers within the product group 

are earning normal profits (that is, at A, or its equivalent, in 

figure 3-3). At A the demand curve facing the individual producer 

(dd} is tangent to his long-run average cost curve so that he is 

just earning normal profits in all markets. There is no incentive 

for new producers to enter the product group or for present 

producers to leave the market. A is market and seller long-run 

equilibrium with unchanged costs. Until long-run equilibrium is 

re-established, a home currency devaluation will mean that price 

{in terms of the home currency) will be above its long-run level; 

similarly, a home currency revaluation will mean that price (in terms 

of the home currency} will be below its long-run level. 

The results of an exchange rate change on the value of . 

exports when all sellers are producing in, and exporting from, the 

home country are the same 1 as the results when the markets are 

1Theoretically, there would be a time lag between equilibrium before 
and after the exchange rate change under monopolistic competition 
conditions, whereas the adjustment would be instantaneous under perfect 
competition. 
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Figure 3-31 

Many Sellers from One Country: 
Monopolistic Competition 

Overall Equilibrium 
,oo 
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where, d refers to demand facing individual sellers, 
0 refers to market demand, 

Lilt! 

A refers to the intersection of seller and market demand curves, 
QE refers to quantity sold under equilibrium conditions, and 
LAC refers to long-run average cost. 

For explanations of other symbols, refer to figures 3-1 and 3-2. 

1To avoid unnecessary crowding, marginal cost and marginal revenue 
curves have not been drawn in. As in the case of the other market 
structures discussed in this chapter, equilibrium exists where mar
ginal cost and marginal revenue are equal, both for individual 
sellers as well as for the industry as a whole. 
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similarly characterized by perfect competition. Depending on 

the importance of the export market, the value of exports will 

increase with a devaluation and decrease with a revaluation in 

accordance with the elasticity of demand in the export market. 

Here the ~ffect is due to sellers' actions initially and only 

afterward to buyers' reactions to any supply oriented price 

changes that resul~ 

Many Sellers from Few Countries and 
Many Sellers from Many Countries 

If prior to the home country exchange rate change sellers 

exist in other countries as well as in the home country the effect 

of a home country exchange rate change on home exports and balance 

of trade will again parallel those derived under similar seller 

combinations and perfect competition. Therefore a detailed 

analysis will not be given but the .results will be summarized. The 

results, however, are equally unrealistic but follow the logic of 

economic theory. 

Assuming capital mobility a devaluation will encourage home 

sellers to divert home sales to the export market, new producers to 

enter the industry and foreign producers to switch production from 

their foreign base to the home country from where they will in turn 

export back to their own markets. In the short-run, production will 

continue to exist in the export market as we11 as in the home 

country, with the home market price being above its long-run 
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equilibrium level and the export market price below long-run ATC 

for foreign producers but above the equivalent long-run ATC for 

home country producers. In the long-ru~ all production will be 

based in the home country ~s under perfect competition) as profit

maximizing.foreign producers within a product group are lured into 

producing in the home country and exporting back to their domestic 

markets due to the excess profits to be earned. Home export 

volume and revenues will increase as world markets are supplied 

by producers based in the home country, the increase qirectly 

dependent on the initial importance of home country exports to overall 

world demand. 1 

The results of a revaluation in the short-run will be the 

diversion of sales by home sellers from the exoort market to the 

home market in their efforts to avoid less than normal profits from 

exports. This will continue until the home market price falls 

below long-run ATC. As foreign sellers will still be earning excess 

profits (in terms of their foreign currencies) from sales to our 

home market, home sellers will be forced out of all markets. In 

the long-run,home production will cease and export volume and revenues 

will fall to nothing in the industries affected. 

The effects of home currency exchange rate changes on both 

home export volume and revenues when monopolistically competitive 

conditions characterize international trade are similar to those 

1Equilibrium could be reached before complete specialization is achieved 
depending on the degree of monopoly power in a particular product group. 
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previously discussed under perfect competition. Sellers can 

afford to temporarily absorb the loss of monopoly profits involved 

·in the devaluation (foreign producers) or revaluation (home 

producers). Eventually, however, sellers must give way to their 

profit-maximizing behavior. In the long-run, sellers not 

earning normal monopoly profits wi 11 divert their production 

facilities into areas where such profits can be earned. ~lith a 

home country devaluation total world production will be based in 

the home country; with a home country revaluation total world 

production will be based in countries other than the home country. 

Again the effects of home currency exchange rate changes on the 

volume of home exports is supply oriented, based on the initial 

action of sellers to any change in their profits. 

Oligopoly and Oligopolistic Competition1 

In December 1971, in response to a worsening trade 
deficit, the U.S. devalued the dollar 11%. Accord
ing to traditional theory this should have stimulated 
lagging U.S. exports because U.S. goods would become 
more attractive for foreign consumers. The balance 
of trade would be further helped by the corresponding 
rise in the price of imports in the U.S. since, pre
sumably. demand would fall. But things did not work 
out according to plan. The real volume of exports, 
except for agricultural goods, did not rise per
ceptibly. Foreign-based global corporations exporting 
to the U.S. and the overseas subsidiaries of U.S. 
global firms, fearing the loss of their share of the 
American market, did not raise prices to the extent 
anticipated. As oligopolists, they could afford to 
trim their profit margin of the moment to assure 
long-term stability of their market shares. Thus 

1oligopolistic competition expands the market concept of oligopoly by 
including an oligopolistic attitude, by many firms, in industries 
characterized by monopolistic competition. 
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the power of global oligopolies to set prices 
irrespective of market forces frustrated the 
intended effect of the devaluation becauye of 
their command of so much of world trade. 

Of the market structures discussed in this chapter, it is 

only when firms are operating within an oligopolistic market struc

ture that they are able to operate according to traditional 

economic theory in the long run, given changing exchange rates. 

This is because oligopoly distinguishes itself from the other market 

pricing theories previously discussed by the number of sellers in an 

industry (or product group2), by the attitude of each firm to the 

pricing decisions of the others, and by the relative profitability 

of competing firms. 

"The importance of market structure lies in the way it 

induces firms to behave .... Market conduct consists of a firm's 

policies toward its product market and toward the moves made by its 

rivals in that market. 113 The number of sellers making up an oli

gopolistic industry is secondary to the reaction firms have to each 

other's pricing policies as well as to the individual profitability 

of each seller. Firms recognize that they are interdependent, that 

competition cannot be impersonal as it is in perfect competition 

and monopolistic competition. Thus, each seller must take into 

1Richard J. Barnet and Ronald E. MUller, §]_9_f?_a_L_~~-~-ch (Simon & Schuster, 
New York, 1974), 287. 

2In the discussion that follows industry is used to mean product group 
as well. 

3Richard Caves, American Industr : 
(Prentice-Hall, Inc., New Jersey, 

Conduct, Performance 
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consideration the reaction of all rivals when making decisions, 

particularly pricing decisions. 

When either pure competition or pure monopoly pre
vails, there exist'~ clear-cut solutions to the 
firm's' price and output decision problem,- as
suming only that managers seek t9=maximize ex
pected .Profits and th.at they hold definite ·(though 
prol'>af>llistic} expectations, concerning future 
cost and demand conditions. With rivalry among 
the few, however, this is not so. Each firm 
recognizes that its best choice depends upon 
the choice its rivals make. The firms are 
interdependent, and they are acutely conscious 
of it. Their dectsions depend then upon the 
assumptions they make about rival decisions and 
reactions, and many alternative assumptions might 
be entertained.l 

According to Scherer anything can, and does, happen. 01 igopol ists 

try to set prices as though they were monopolists but can also be 

observed to indulge in bitter price warfare where the market price 

temporarily falls below a perfectly competitive market price. "The 

most that can be hoped for is a kind of soft determination: 

predictions correct on the average, but subject to occasionally 

substantia 1 errors. n 2 

Jacoby, on the other hand, believes that even markets 

dominated by a few large firms are highly competitive, because of a 

multi-vectored dynamic process. According to the theory of dynamic 

competition, modern industry is characterized by intra-product and 

inter-product competition, as well as by international and potential 

1scherer, op. cit., 131. 
2Ibid., 132. 
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competition from both additional sellers and products. 1 The 

effects of dynamic competition on sellers' behavior is to elimi

nate oligopolistic rivalry and interdependence. Jacoby states 

that the "measurement of the effectiveness of competition in a 

market requires an assessment of all vectors, and a summation of 

their competitive effects". 2 Prices should not be the sole 

criterion for assessing the strength of market competition. 

However, if one accepts Jacoby's assessment of markets, we are left 

with a situation in which sellers have little control over the 

prices oftheir products. My previous analysis, regarding the 

effects of changing exchange rates on competitive market structures, 

would then apply to Jacoby's markets, with the same unrealistic 

results. Therefore, when markets are characterized by high seller 

concentration, the analysis stated below, using oligopolistic 

theories and yielding realistic results that can be used in empirical 

research, would appear to apply to the marketing of internationally 

trading commodities subject to changing exchange rates. 

Underlying the overall theory of oligopoly is the concept 

that the individual seller's demand curve is generally not known. 

The theories exploring oligopolistic behavior do not concern them

selves with the seller's demand curve itself. They are concerned, 

rather, with the position of a firm as regards price, vis-a-vis the 

2Ibid., 140. 
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prices of its competitors; and in particular with the pricing 

policy of firms with regard to changes in both their own costs 

and the prices of their competitors. Thus it is theorized that 

sellers employ any means other than price to increase sales, 1 with 

costs and profits the variables and price a parameter. 

Because the individual oligopolist's demand curve is 

undefined, it is generally impossible to hypothesize on buyer re

action to price changes. Since it would therefore be impossible 

to estimate the elasticity of demand facing individual sellers in 

the markets for their products, it would also be difficult to 

estimate the effect of a theoretical price change, brought about by 

an exchange rate change, on the value of a country's exports and on 

its balance of trade. If markets for internationally traded com

modities are dominated by oligopolistic industries, the applicability 

of the theory of price elasticity would be devoid of practical 

meaning. 

Since oligopoly theory revolves around the behavior of the 

sellers and their ability to influence markets and assimilate the 

effects of price changes,it becomes the only market structure 

theory, other than monopoly, to arrive at a long-run market and 

seller equilibrium (other than the unrealistic results obtained in 

1Although, as previously noted, price wars are not unknown, they 
represent the exception in the behavior of oligopolists and are 
generally short lived. 
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the analyses of perfect and monopolistic competition above). The 

theory of both perfect and monopolistic competition imposes solutions 

on individual firms. In so doing, these theoretical market struc

tures fail to allow the re-establishment of general equilibrium, 

with all sellers in all markets, once the market has been dis-

turbed by a home currency exchange rate change, without the un-

realistic results discussed previously. By obscuring the relation

ship between the firm's demand and cost curves and by permitting 

profit fluctuations without requiring price adjustments oligopolistic 

firms can theoretically absorb the effects of exchange rate changes. 

Oligopoly allows long-run equilibrium to be re-established with 

the possibility of all firms selling in all markets. 1 

Few Sellers from One Country 

Firms that make up an oligopoly can reside in the home 

and/or foreign countries. If they all reside in the home country, 

a home currency devaluation will have the effect of an upward shift 

in the demand that oligopolists face in export markets, and a home 

currency revaluation will have the effect of a downward shift in 

export demand. Under perfect and monopolistic competition a de-

valuation would lead to increased exports due to lower export prices 

(in terms of foreign currencies) while at the Sillfl(~ time, home 

1The discussion that follows will not use diagrams due to the unde
finable nature of the demand curve facing the oligopolist seller and 
to the theoretical analysis of oligopoly in terms of seller behavior. 
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producers would divert supplies to the more profitable foreign 

market. A revaluation would lead to decreased exports due to 

higher export prices (in terms of foreign currencies) while at 

the same time, home producers would divert supplies to the more 

profitable home market. However, the essence of oligopoly behavior 

is that oligopolists take into account the reaction of their com

petitors to all their decisions, including pricing decisions. 

If a seller is unaware of the position of the demand 

curve facing his product (as previously discussed), he will also 

be unable to assess the effects of the shift in export demand 

caused by an exchange rate change. Thus, the se 11 er wi 11 not know 

to what extent a price change might affect his exports. At the 

same time, being oligopolists, sellers will not change their 

prices except when other sellers follow suit. When all sellers 

reside in the home country, all sellers are faced with the same 

disturbance and it is therefore most likely that export prices will 

remain unchanged {in terms of foreign currencies) with a home currency 

devaluation, leading to each seller earning greater profits from 

his exports and, therefore, concentrating his sales efforts in the 

export area. It is also likely that export prices will be raised 

(in terms of foreign currencies} as a result of a homP cm-rfmcy 

revaluation so that each seller can maintain his current level of 

profits. However, neither result is certain. Each of these sug

gested outcomes arises from the fact that all sellers face the 

same pricing decision caused by the home currency exchange rate 
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change. However, oligoroly theory maintains that each seller 

will anticipate the reactions of its competitors to his own be

havior and is unlikely to upset overall equilibrium except when 

he believes that his competitors will follow his lead. When all 

sellers reside in the same country they would recognize that their 

acting in concert, as though they were a monopoly, would lead to 

profit maximization for each seller. However, they would then 

have to know the industry demand curve in both the export and home 

markets to decide what action to take with respect to both price 

and sales efforts. Thus, the results when all sellers reside in 

the home country would be similar to those derived within monopoly 

theory: oligopolists would act as though they were discriminating 

monopolists in all markets in order to maximize overall profits. 

Few Sellers from Few Countries1 

The more general form of market structure is characterized 

by many sellers residing in many countries (which, in oligopoly, 

must be translated into few sellers residing in few countries). 

In the case of oligopoly, the results are essentially unchanged 

from the previous section. Oligopolistic sellers in both the home 

and foreign markets are compatible with long-run equilibrium be

cause under oligopoly price competition is all but eliminated. 

1The most recent edition of Kindleberger's text book includes a dis
cussion of this case. See Kindleberger and Lindert, op. cit., 282-283. 
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The theoretical price effects of a home currency exchange rate 

change will not disturb market equilibrium regardless of where 

sellers reside. 

When oligopolists reside in few countries, a home currency 

exchange rate change affects only that part of the industry re

siding in the home country (except for the exports of other 

sellers to the home country). Under these circumstances, it is 

even less likely than when all sellers resided in the home country 

that there will be any effect on market prices. In theory, any 

price effect resulting from an exchange rate change would depend on 

whether or not a majority of seller power were affected by the ex

change rate change. However, even then the results would be open 

to question. It is unlikely that oligopolists would act like dis

criminating monopolists, as speculated in the previous section, 

unless an overwhelming majority of the power in the industry 

resided in the home country and were thereby affected. 

Most oligopoly theories state that when some firms in the 

industry are affected by a change in a variable that has a direct 

bearing on price, either those affected absorb the effect in their 

profits or all firms in the industry adjust their rrices in the same 

fashion. No individual or group of sellers will act on its own 

without regard for other sellers in the industry. Therefore, a 

home currency exchange rate change will not affect market prices 

unless all sellers decide to adjust their prices in the same manner. 

Under these circumstances the effect of a home currency exchange 
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rate change on market price. and the theoretical effect of 

price on demand, are unknown prior to the exchange rate change. 

It can only be speculated that the greater the proportion of the 

industry power directly affected by any exchange rate change the 

greater is the likelihood that the industry as a whole will act as 

though it were a discriminating monopolist, and the effects of a 

home currency exchange rate change on exports will be similar to 

those as analyzed under monopoly. 

Oligopoly as a theory characterizing international trade 

resembles reality since all sellers can sell in all markets despite 

an exchange rate change. It is a general equilibrium theory both 

for individual sellers and for the industry as a whole since it 

provides for equilibrium in both the short-run as well as the long-run. 

In this respect, it is the only market structure theory in which 

both individual sellers and the industry absorb the effects of 

exchange rate changes and market equilibrium exists at the same time. 

Since it is a theory that speculates on the behavior of sellers, 

changing exchange rates presents a problem that must be analyzed 

on a commodity-by-commodity basis and on a country-by-country basis, 

for the exports of any particular country. The effects of changing 

exchange rates on commodity exports for a particular country cannot 

be determined a priori. 

Modern oligopoly theory starts with Chamberlain. 1 According 

1 E. H. Chanterlain, The Theory of ~1onopol is tic Competition (Harvard 
University Press, Cambridge, 1933). 
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to Scherer, the main impact of Chamberlain's analysis was to show 

that when sellers are few and products standardized, a monopoly 

price can be established without formal collusion. 1 Each firm 

recognizes their mutual interdependence and finds that monopolistic 

pricing is best. Chamberlain assumed a duopolistic market in· 

which each firm has an identical cost function. " ... (W)hen cost 

functions and/or market shares vary from firm to firm within an 

oligopolistic industry, conflicts arise which, unless resolved 

through formal collusive agreements, interfere with the maximiza

tion of collective monopoly profits; and if left unresolved, these 

conflicts may trigger myopic, aggressive behavior which drives the 

industry far from the joint-profit maximizing solution of its price

output problem."2 

In the sections that follow, several of the more general 

theories concerning oligopolistic behavior are presented in order 

to gain greater insight into the reactions of individual sellers 

to changing exchange rates, and in this manner determine the pos-

sible effects of changing exchange rates on the demand for, and 

value of, commodity exports. 

Perhaps the most notable theory on the behavior of oli-

gopolists is Sweezy's theory of the 'kinked' demand curve. Sweezy's 

1scherer, op. cit., 136. 
2Ibid., 140. 
3Pau1 M. Sweezy, "Demand Under Conditions of Oligopoly," Journal of 
Political Economr. 47 (1939), 568-578. 
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diagram is reproduced in figure 3-4 where it is assumed that the 

oligopolist "knows" the demand curve hefaces (although, as dis

cussed above, this assumption is a subject of speculation). 

A home currency revaluation would cause a Sweezy-type firm 

to loose substantial foreign market sales if, as a consequence, 

the firm were to operate on the elastic portion of its 1 kinked 1 

demand curve (to the left of A) where competitors' reactions would 

be to maintain prices. A home currency devaluation, involving a 

potential fall in a seller's export price, would entail only a 

small increase in export sales if it involved his operating on the 

inelastic portion of his 'kinked' demand curve {to the right of A) 

where competitors' reactions would be to follow his lead as regards 

price. Obviously, it is to the advantage of the oligopolist to 

maintain his export price (or to follow the price leader in any 

price changes}, regardless of the home currency changes, absorbing 

the loss of profits following a revaluation and enjoying the ad

ditional profits as the result of a devaluation. Scherer mentions 

that this is consistent with observed behavior and that in 

industries with few sellers and homogeneous products interviews with 

businessmen revealed the general belief that price-cutting would 

be matched, forcing all firrns into the /\0 area of their demand curve. 1 

1scherer, op. cit., 147. 
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Figure 3-4 

Sweezy's 'Kinked' Demand Curve 
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The crucial feature of an oligopoly, whether it be an 

industry comprising just a few firms or one characterized by 

monopolistic competition, is that participating firms have an 

overriding concern about the reaction of competttors and potential 

competitors to their own pricing policies and that this concern 

dominates their pricing policies. However, oligopolists operating 

within a Sweezy-type market structure need not concern themselves 

about the consequences of home currency exchange rate changes as 

long as they maintain their price at the 'kink' in their demand 

curve (at A in figure 3-4). At this point, they continue to maximize 

profits by equating marginal revenue with marginal costs (between 

B and C in figure 3-4) without changing their prices. Their 

optimal behavior is to leave their export prices unchanged and 

absorb the exchange rate change in their profits. Both pre-

exchange rate change price (P) and export volume (Q) are equilibrium 

positions both before and after the exchange rate change. Of 

course, in industries where price leadership is important the 'kink' 

is eliminated since all firms follow the leader's action on price, 

both upwards and downwards. 

Such inaction, however, nullifies the theoretical intention 

of exchange rate chanqes, that is, that exchan<w ra tf' chilnqrs a re 

effected to influence the demand for exports and thereby change 

net foreign exchange revenues. If prices do not change, the 

theoretical arguments of demand price elasticity are empty of 

practical meaning. 
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Monopoly Power1 

One of the more significant and directly applicable 

(concerning Canadian commodity exports) oligopoly theories involves 

the concept of country monopoly power. Essenti a·lly, the 1 ess the 

total market price elasticity of demand for a commodity exported 

by a particular country the greater is the monopoly power of this 

country in the export markets concerned. Harberger suggests that 

"an elasticity of (world) export demand of -2 implies that the 

country in question has substantial monopoly power"2 and could, in 

the absence of retaliation, benefit from a lOO% export tax. He 

believes that no country possesses this degree of monopoly power 

in the long-run. However, the results of the price elasticity 

studies cited in chapter 2, table 2-2, do not entirely support 

Harberger's belief. Most of these studies concluded that the per-

tinent demand elasticities were less than -2 for every group of 

commodities with the exception of end products for which the results 

were mixed. However, supply elasticities were not calculated into 

these results and most of the regressions noted involved the demand 

of individual countries for individual commodities rather than 

world demand for a single commodity. 

1Monopoly power is hac;ically an inr;titutionrtlilf~d Vf'r'>ion or my 
previous analyses of the effects of home currency exchange rate 
changes when all sellers reside in the home country. 

2Harberger, op. cit., 521. According to Harberger it requires a 
combination of low elasticity of consumer demand for a commodity 
~ low supply elasticity of other producers to achieve monopoly power. 
He cites Brazil and its coffee exports as such an example. 
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Horner carries Harberger's theory further by including 

in his definition of monopoly power the proportion of the export 

market supplied by the exporting country. 11 Where the exporting 

country supplies a more than negligible part of its export market 

it can be readily seen that the price elasticity of export demand 

for its own product will be less than the price elasticity of 

demand in the export markets for the commodity in general by an 

amount dependent on the portion of that market it supplies. 111 

Harberger's citation of Brazilian coffee exports is an example of 

possible monopoly power according to Horner. De Vries confirms 

Horner's statement ... Commodities whose imports supply a relatively 

large share of the U.S. market tend to have a relatively low 

elasticity of import demand; while commodities whose imports 

supply a relatively small share of the market have relatively high 

elastici ties ," 2 implying foreign producer monopoly power in U.S. 

commodity markets for the former and, therefore, a more steeply 

sloped U.S. consumer demand curve. 

These statements would indicate that those Canadian 

producer/exporters who supply an important proportion of both world 

production and specific export markets could wield monopoly power, 

1Horner, op. cit., 326. 11 At one extreme, a country with a world 
monopoly of the commodity simply faces the demand curve of the 
world market. At the other extreme, a country supplying a neg
ligible proportion of a free export market faces a demand curve of 
perfect elasticity, that is, elasticity of minus infinity". 

2oe Vries, op. cit., 413. 
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giving them the power to pass on the additional costs accompanying 

a Canadian dollar revaluation but allowing them to absorb the 

benefits arising from a dollar devaluation. Tables 4-12 and 4-27 

in chapter 4 indicate such Canadian dominance over specific com

modities exported to the U.S. and the U.K., respectively; while 

table 4-3 indicates the degree of Canadian world monopoly power 

over specific commodities, based on the proportion of Canadian 

exports to total world exports. Commodities included cover almost 

50% of the value of Canadian exports. In Japan and the U.S., in 

particular, Canada is the major supplier of commodities comprising, 

in value, the bulk of Canadian exports to these markets (very often 

for the same exports to both markets). This, to paraphrase Harberger, 

Horner and de Vries, could give Canadian exporters a degree of 

monopoly power over individual exports and in export markets 

important to the overall growth of Canadian exports. However, 

supply elasticities of other producers must be calculated and their 

effects must be used in any calculation of Canadian monopoly power 

over any specific commodity. 

Stable Export Prices and Export Market Shares 

By far the most prevalent pricing policy mentioned in the 

surveyed literature was corporate pricing to ensure stahle product 

prices and export market shares. While there are numerous 

variations, the intention of each follows closely Sweezy's theory of 

the 'kinked' demand curve: not to disturb current market conditions 

with price changes, thereby maintaining the status quo. Applied 
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to international markets subject to exchange rate changes, home 

firms simply absorb the resulting profit (devaluation) or loss 

( reva 1 uation). 

Dunn reaches this conclusion in his study of oligopqly 

pricing in specific Canadian products. 1 He maintains that the as

sumptions and constraints of perfect competition and profit maxi-

mization have little relevance for actual pricing decisions. He 

notes that Canadian firms involved in export markets price in each 

market on the basis of long-run exchange rate expectations. 2 If 

these expectations change, the firm will change its export and 

domestic prices accordingly. Thus, firms must accept constantly 

varying returns, in terms of their home currencies, from their ex-

port sales. 

Gray states that an oligopolistic market is one of two 

situations (the other, international marketing agreements, is dis

cussed below) in which the price effects of a devaluation may not be 

reflected in the prices of exported commodities. 3 If the devaluing 

country is a major world supplier of a particular commodity, home 

producer/exporters may face an inelastic foreign industry demand 

curve (see my previous section on Monop~_Jpw~~). The industry 

1Robert M. Dunn, Jr., "Flexible Exchange Rates and Oligopoly Pricing: 
A Study of Canadian Markets, .. Journal of Political Economy, 78 (1970), 
140-151. 

2Ibid., 141. 

3Peter H. Gray, "Imperfect Markets and the Effectiveness of Devaluation," 
Kyklos, 18, no. 3 (1965), 513-514. 
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prefers to maintain its price in the currency of the export 

markets and it is able to do so as competition in export markets 

is generally avoided. Gray cites the example of Scotch whiskey 

prices after the British devaluation in 1949 as ·exemplifying this 

type of industry behavior. 

In the Brookings Institution study by Kaplan, Dirlam and 

Lanzilotti, 1 cases are presented of industries pricing to ensure 

stable prices in export markets. Steel prices during the period 

reviewed were set to maintain long-run stability, by avoiding short-

run shocks, the U.S. Steel Corporation being the industry price 

setter. With the exception of specialty steel makers, the American 

industry followed oligopolistic pricing practices. 2 The pricing of 

automobiles followed closely Sweezy's theory-of the 'kinked' demand 

curve. 3 The policy of du Pont was to meet competition in markets 

for established products. 4 The leader in the asbestos industry, the 

Johns-Manville Corporation, priced to assure stability within the 

industry in order to avoid price wars. 5 In general, pricing by big 

business was considered part of the general strategy for achieving a 

1A.D.H. Kaplan, Joel B. Dirlam, Robert F. Lanzilotti, Pricing in Big 
Business: A Case Approach {Brookings Institution, Washington, D.C., 1958}. 

2 I_b_iA., 24. 

3Ibid., 54. 
4Ibid., 149. 
5Ibid., 160. 
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broadly defined goa1. 1 It is notable that each of the industries 

referred to in the Brookings study involves a prominent Canadian 

exported commodity. 

According to an unpublished thesis by Joan McFarland, 2 

Canadian export pricing tends to follow the theory of perfect com

petition, yet her evidence supports a policy of oligopoly pricing. 

Canadian steel export prices did not change for years following 

the 1961 Canadian dollar devaluation because the Canadian, as well 

as the American, industry was, and still is, an oligopoly. The same 

conclusion is reached for each of the other industries in her study: 

whiskey, newsprint, pulp and paper products, agricultural equipment, 

and major electrical appliances. Only in the cement industry was 

there effective price competition. The results of Eastman and 

Stykolt's study of the newsprint industry agree with Miss McFarland's 

cone 1 us ion. 3 

Sweeney, in his article concerning the effects of Mexico's 

1948/1949 devaluation on its commodity exports, reported that as 

Mexican exports were mainly raw materials invoiced in U.S. dollars, 

the effect of the devaluation was to increase profits for producer/ 

exporters. 4 Export market prices were unaffected by the devaluation 

l Ibid., 3. 

2Joan Murri:ly McFarland, 11 Linder and Demand-Led Theories of the Pattern 
of Trade," unpublished Ph.D. dissertation (McGill University, 1971), 56. 

3Harry C. Eastman and Stefan Stykolt, The Tariff and Conpetition in 
Canada (MacMillan of Canada, Toronto, 1967), 272-275. 

4nmothy D. Sweeney, "The Mexican Balance of Payments, 1947-1950," 
IMF Staff Papers, 3 (1953-1954), 139. 
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since Mexican exporters wished to maintain their markets. Diaz

Alejandro makes the same statement regarding Argentina's exports 

and the results of the post World War II currency devaluations. 1 

Artus makes a broader statement regardinq the overall exports of 

Japan, Germany, France, the U.S. and the U.K. He claims that, on a 

whole" ... in the short-run entrepreneurs keep their prices in line 

with competition's prices so as to avoid sudden changes in their 

exports .... This effect is likely to be important maihly for 

relatively homogeneous products for which a change in relative prices 

would rapidly lead to a large change in market shares". 2 Industrial 

pricing is geared so as not to disturb the equilibrium between 

allocated production for home and export markets. Artus estimates 

that about 80% of Japanese manufactured exports are invoiced in U.S. 

dollars and are, price-wise, treated in the above manner, as are 18% 

of German manufactured exports. 3 The estimated effect is less for 

French exports and considerably less for American and British exports. 

One of the results of maintaining export market prices when 

faced with exchange rate changes is price discrimination to maintain 

stable prices. The theoretical consequences of this possibility 

have been previously discussed in each of the other market structure 

theories. An example would be as follows: prior to an exchanqe 

1c.F. Alejandro-Diaz, Exchan e Rate Devaluation in a Semi-Industrialized 
Country: The Experience of Argentina, 1955-1961 MIT Press, 1965 , 71. 

2 Jacques R. Artus, "The Behavi or of Export Prices of Manufacturers," 
IMF Staff Papers, 21 (1974), 588. 

3Ibid., 602. 
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rate change between the Canadian dollar and the French franc 

the Canadian export price of product A was $1! or 5 French francs 

(FF}. With a dollar devaluation of 10%! export prices unchanged! 

the export price of A remains 5 FF; but the franc is now worth 

$0.222 versus $0.20 prior to the devaluation. Product A now·sells 

in France for the equivalent of $1. lOt instead of $1.00, although 

the French consumer·still pays 5 FF. Such a situation can be main

tained in the long-run only by controlled and delineated inter

national markets, such as would occur in markets dominated by 

oligopolistic industries. 1 

Pricing to Avoid Production Disruptions: Inventory and Backlogs 

When firms produce more than is demanded at the going 

market price, traditional theory says that the firm will lower its 

price to sell its entire output. According to the 1 kinked• demand 

curve theory all other firms in the industry will follow by lowering 

their prices, frustrating the intentions of the first firm. By 

changing inventory and backlog levels when production does not equal 

demand at the current market price firms need not concern themselves 

1In a conversation with the president of a medium sized Canadian 
manufacturer/exporter of textiles, it was learned that, though the 
company purchases most of its yarn and fabrics from Italian sources, 
the 1976 devaluation of the lira had no effect on the Canadian firm•s 
costs. In the textile industry worldwide sales are invoiced in U.S. 
dollars. In order to be assured of long-run supplies of inputs from 
its Italian sources the Canadian firm does not attempt to find alter
native sources that quote prices in lirast or who take the lira's 
devaluation into account, in the short-run. To his knowledge, such 
sources do not exist in the textile industry. 
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with changing their prices. 11 Th us, inventory and order backlog 

changes provide both buffers to compensate for production imbalances 

without price structure tampering, and feedback signals to facilitate 

the adjustment of future production to demand. ·Only when the 

signals point strongly to changed demand conditions is a decision 

to revise the price structure seriously entertained. 111 

Artus has suggested that firms producing relatively 

homogeneous products price to avoid production disruptions. Due 

to the relatively high demand elasticity in the markets involved, 

these firms invent various pricing methods to overcome the temptation 

accompanying exchange rate changes. Since, in theory, demand 

functions are elastic, any price change would cause producer/ex

porters to switch production from one market to the other, or to 

expand or contract production in general. As these alternatives are 

costly, producers leave prices unchanged, to attain their overall 

corporate pricing objectives. 2 In this manner Artus • theory re

solves the dilemma posed in my analyses of perfect and mono

polistic competition, where the only long-run solution to a home 

currency devaluation was for total world production to be based 

in the home country and, to a home currency revaluation, for total 

world production to be based in foreign countries. 

1scherer, op. cit., 152. 

2Artus, op. cit.~ 588. 
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Full Cost Pricing 

In a questionnaire study of British producers, Hall and 

Hitch state that: 

... (T)he most striking feature of the answers 
was the number of firms which apparently .do not· 
aim, in their pricing policy, at what appeared 
... to be the maximization of profits by the 
equation of marginal revenue and marginal cost 
.... The larger part of the explanation (for 
this) ... is that they are thinking in altogether 
different terms; that in pricing they try to 
apply a rule of thurrb that we shall call 'full 
cost', and that maximum profits, if they result 
at all from this rule, do so as an accidental 
by product. 1 

According to the authors, firms calculate full cost to include all 

costs and normal or desired profits. This, as a unit price, is 

compared to an acceptable price to consumers. Thus, in reality, 

price is based on the costs of firms in the industry, including 

normal profits, and is usually set by the leader in the industry or 

by mutua 1, though unspoken, agreement among firms. Demand has 

little to do with final prices. Profits are once more the dif-

ference between market price and costs. Full cost pricing also 

manages the uncertainties of estimated demand function shapes and 

elasticities. 

Among the most pertinent reasons given for basinq prices 

on full costs were: strong industry tradition that costs should 

1R.L. Hall and C.J. Hitch, "Price Theory and Business Behavior," 
Chapter 3 in Oxford Studies in the Price Mechanism, T. Wilson, 
P.W.S. Andrews, eds. (Clarendon Press, Oxford, 1951), 123. 

http:apparently.do
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equal full cost; firms do not know their demand and marginal 

revenue curves; fear of a 'kinked' demand curve; belief that 

industry demand is inelastic (for lower prices) and would attract 

entrants (with higher prices); and price changes are both costly 

and disliked by salesmen and consumers alike. 1 In other words, 

most producers believe that they belong to oligopolistic industries 

having competitive overtones. 

Nordhaus and Godley conclude that, as a result of firms' 

mark-ups over historical costs being independent of conditions of 

demand in the factor and product markets, 11 
••• the effect of demand 

on prices over a normal cycle is uncertain but smal1." 2 Prices 

fluctuate modestly in industries taken as a whole, to recapture in 

expansive periods profits lost in slack periods. Kaplan, Dirlam 

and Lanzilotti state that the American steel industry bases its 

market prices on standard costs, 3 and according to McFarland the 

Canadian industry does as we11. 4 

None of the studies indicate whether or not full cost 

pricing includes the effects of an exchange rate change. The evidence 

from the above and other, previously cited, studies appears to 

assume that full cost pricing includes the effects of exchange rate 

lIb id. , 114- 116. 

2William D. Nordhaus and Wynne Godley, "Pricing in the Trade Cycle, 11 

Economic Journal, 82 (September, 1972), 869-872. 
3Kap1an, Dirlam and Lanzilotti, op. cit., 14-15. 
4McFarland, op. cit., 106. 
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changes when the companies involved effectively control the 

industry in the pertinent export markets. When the companies 

do not have effective control, exchange rate changes would be 

absorbed by those sellers affected. 

Investment in Sales Organization 

One writer has commented that, as a result of their 

initial and continued investment in sales organization, companies 

dislike disturbing sales by changing prices. To sell a finished 

product in an export market, an exporter must first make a 

generally substantial investment in a sales operation. From this 

initial base the exporter can expand or contract sales. However, 

as a result of the long-run nature of such investments companies 

are reluctant to disturb their export efforts. Only large exchange 

rate changes could induce them to alter their export prices. 1 

Pricing by International Agreement 

By expressed or tacit agreement, firms involved in inter

national trade manage to maintain prices in the face of factors, 

such as exchange rate changes, that affect only part of the industry. 

Agricultural products are often sold through government agencies at 

1Jacques R. Artus, 11 The Short-run Effects of Domestic IJ~:mand Pressure 
on British Export Performance," IMF Staff Papers, 17 (July, 1970), 
254. 
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intergovernmental prices. 1 Raw materials, mineral ores and 

energy resources, for example, are often sold through inter

national consortia such as OPEC. Gray estimates that at least 

40% of Canadian export revenue is earned in industries subject 

to price agreements. 2 

lately, countries dependent on one or a few individual 

commodities for the bulk of their foreign exchange earnings have 

resorted to international agreements to establish base prices for 

their exports. 3 Although Canada is not a party to these agree-

ments, it exports many of the commodities involved, and, therefore, 

stands to benefit, both directly as well as indirectly, from the 

effect of such agreements on the marketing and pricing of such raw 

materials in export markets (not to mention paying the price for 

being excluded, as in the case of the adverse effects of the EEC 

agricultural agreement on Canadian agricultural exports). As such 

agreements become more and more prevalent, involving a widening 

1 Avinash Bhagwati and Yusuka Onitsuka, "Export- Import Responses to 
Devaluation: Experience of the Nonindustrial Countries in the 1960s," 
Ir4F Staff Papers, 21 (1974}, 423; and H. Vittas, 11 Effects of Changes 
in EEC Currency Exchange Rates on Prices, Production and Trade of 
Agricultural Commodities in the Community," IMF Staff Papers, 19 
(July, 1972), 448-449. 

2Gray, op. cit., 526. 
3The EEC agricultural agreement is an example of what has been ac
complished on a multi-commodity, multi-national level. 
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selection of exported commodities, export sales will depend less 

and less on the effects of prices alone (such as they are), and 

will be able, therefore, to withstand to an even greater extent 

the direct effect of exchange rate changes. 

Conclusion 

Pure market structures fail as analytical models in 

international trade because they are essentially unrealistic and, 

therefore, empirically unobservable. When faced with home currency 

exchange rate changes, the theory of perfect competition imposes a 

solution on individual sellers that requires home producer/exporters 

to either capture the entire export and home markets (devaluation} 

or to go out of business altogether (revaluation). Monopoly is 

quite compatible with the effects of exchange rate changes but as 

a theory remains an abstraction and empirically non-observable. 

Of the imperfect market structures, monopolistic competition 

proved to be as unrealistic when used to explain the effects of 

exchange rate changes on home exports as was perfect competition. 

Only an oligopoly is compatible with changing exchange rates in 

the long-run. Individual sellers can continue to operate in both 

their export and home markets after exchange rates change, 

either absorbing the effects of exchange rate changes in their 

profit structure or passing them on to the market place, according 

to the decision-making process of their particular industry where 

the presence of the individual seller is always taken into account. 
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Empirically, sellers remain in all markets during 

currency fluctuations, evidence that, individually, sellers are 

abll!! to cope with the effects of exchange rate changes. In 

the following chapter .it is demonstrated that the vast majority 

of industries involved in international trade, both in Canad~ 

and in its major trading partners, are oligopolistic. Perhaps 

the best description of firms and industries involved in export 

markets has been given by Hall and Hitch: 

It proved to be extremely difficult in practice 
to distinguish bet'11een oligopoli.stic firms and 
others. The distinction seems to be almost 
entirely one of degree, for all firms were 
conscious to some extent of the presence of 
competitors and the possibility of reactions 

1 to changes in their prices and output policy. 

The general outcome of the oligopolistic theories cited 

above suggests that price changes will not result from exchange 

rate changes. Under these circumstances it would appear meaningless 

to propose exchange rate changes in order to affect a country's 

balance of trade via the price effect on the value of its exports. 

Statements and projections using such analysis will prove empty of 

empirical validity. 

1Ha11 and Hitch, op. cit., 123. 
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CHAPTER 4 

CANADIAN COMMODITY EXPORTS FROM 1961 - 1974 
AND INDUSTRIAL CONCENTRATION 

Introduction 

In chapter 3 it was concluded that when. international 

trade is characterized by changing exchange rates, firms produce 

and sell in all markets only when oligopoly or monopoly charac

terize the market structure. Since monopoly is not empirically 

observable, I will concentrate on the degree of oligopolistic 

power evident in Canadian export industries. The extent of oli-

gopolistic power in Canadian export industries and in the corres

ponding industries in the countries who are major importers of 

Canadian exports will determine the degree to which an exchange 

rate change will affect the value of Canadian exports and Canada's 

balance of trade. As explained in chapter 3, oligopolistic firms 

need not change their market prices in order to maximize their 

profits in the long-run since they can afford to absorb the 

effects of home currency exchange rate changes. Thus, markets 

dominated by oligopolies will not be directly affected by exchange 

rate changes; and the theory relating the export side of the trade 

balance and price elasticity of demand will be empty of meaning. 

I Canadian Exports from 1961-1974 

Traditionally, Canadian exports have been highly con

centrated both as to commodities and importing countries. 1 Tables 4-1 

90 
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1The levels of concentration indicated in tables 4-2 (commodity) 
and 4·l (country) greatly exceed the coefficients of commodity 
and geographic concentration said to be high according to Albert 
0. Hirschman (National Power and the Structure of Forei n Trade) 
and Michael Michaely Concentration in International Trade , as 
mentioned in Helen O'Neill, "Ireland's International Trade," {un
published Master's thesis, McGill University, 1966). Using the 
Gini coefficients for both countries and commodities, the levels 
of concentration approximate those indicated in tables 4-1 and 
4-2. (The Gini coefficient of geographic concentration is: 

j = 
s ;:: 

x.j = 
Xsj ;:: 

exporting country 
trading partner 
total value of exports 

s = 1 ... m, m equaling the 
number of trading partners 

value of exports to trading partners 

The Gini coefficient of commodity concentration is: 

i = l . . . n, n equa 1 i ng the 
number of commodities 

Hirschman and Michaely believed that a coefficient above 40 indi
cated a high level of concentration on both a geographic and com
modity basis. Taking the averages from 1961-1974, table 4-1 
indicates that Canada's coefficient of geographic concentratioH 
approximated 86, using the 18 countries listed. Table 4-5 indicates 
that Canada's coefficient of commodity concentration, in 1970, 
approximated 80 for class 2 exports, 93 for class 3, 93 for class 
4, and 92 for class 5. My analysis of commodities by export class 
from 1961-1974 indicates that the composition of exports analyzed 
in table 4-5 did not vary materially from that of the other years. 
Thus, using the Gini coefficient as an indication of both commodity 
and country concentration, Canadian exports can be considered highly 
concentrated during the years studied. 
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Canadian Exports by Country and Regio~ 

W. Europe 

U.K. 
Bel gi um/Lux. 
France 
W. Gennany 
Italy 
Netherlands 
Norway 

E. Europe 

USSR 

Middle East 

Africa 

Asia 

India 
Japan 
Rep. of China 

Oceania 

Australia 

S. America 

Argentina 
Brazi 1 
Venezuela 

c. America 

Cuba 
Mexico 

26.2 ~4.8 

15.8 14.7 
1.3 1.1 
1.2 . 9 
3. 3 2.9 
1.2 1.2 
1.1 1.2 
1.2 1.1 

.4 

24.6 ?.~..:.1 

14.8 14.8 
1.1 1.2 
.9 1.0 

2.5 2.6 
1.1 .8 
1.3 1.3 
1.1 . 8 

2.2 3.9 

?.3.9 20.2 18.8 

13.8 1l.2 10.5 
1.5 1.2 .9 
1.0 .8 .7 
2.2 1.8 1.6 
1.1 1.1 1.3 
1.5 1.4 1.6 
1.0 1.1 .8 

2.3 3.2 1.2 

16.9 

9. l 
1.1) 

.6 
1.7 
1.0 
I. 3 
.9 

7 

• 4 ~ ....::1_ _d._ . 4 

l..:l l..:l 1 . 3 L.1.... u kQ_ l..:..Q.___ ___&_ 

8.2 ~ u 1.&.. ll_ 8.0 .!h.L 

.8 .5 .8 .8 .7 1.1 1. 3 . g 
4.0 3.5 
2.2 2.4 

4.4 4.1 3.7 3.9 5.2 4.6 
1.5 1.7 1.2 1.8 .8 1.2 

1.9 u. 
1.4 1.7 

.u. u bl L! 
1.5 1.8 1.6 1.2 

1..& .Ll 
1.4 1.4 

.5 .4 .5 .3 .4 .4 .3 .4 

.5 .5 .4 .3 .2 .2 .2 .4 

.6 .7 .7 .8 .9 . 7 . 7 .8 

~ 12 2.7 l:l ~ 2.6 2.2 ~ 

.5 .2 .2 .7 .6 .6 .4 .3 

.7 .7 .8 .8 .6 .5 .4 .4 

54.0 
Above 

Tota1:kountries 90.7 

58.4 55.4 52.8 56.8 59.9 

i2..:.l 90. 2 90. 5 91. 0 92. 1 

Source: Compiled from Exoorts ~~~chandise Trade, Statistics Canada, 

. ' 

0 

1969 1970 1971 1972 1973 1974 1961-197! 

15.4 

7.6 
.8 
.9 

1.9 
.9 

1.3 
.7 

• 1 

18.8 16.6 

9.0 7.9 
1.2 1.0 

.9 .9 
2.3 1.8 
].2 1.2 
1.7 1.3 
1.1 1.1 

.6 .7 

14.7 

7.0 
1.0 

.8 
1.6 
1.0 
1.3 

.8 

1. 4 

14.6 14.9 

6.4 6.0 
1.1 1.2 

.8 1.0 
1.8 1.7 
1.2 1.5 
1.1 1.2 

• 7 • 7 

1.7 

1.2 

....d _;]_ _.:.!!. .6 

• 1 

1.0 

_.:.!!. 1. 1 ....:.1 ~ 

7.9 7.9 1..& 10.4 10.6 

.7 
4.3 

.8 

hi 
1.1 

.8 .8 
4.9 4.7 

.9 1.2 

1.5 1.3 

1.2 1.0 

. 5 .6 
4.9 7.3 
1.3 1.1 

hQ .L.l 
.8 .9 

.4 
7.1 
1.4 

u 
1.0 

.u. u u 2.1 1.8 2.7 

.4 

.3 

.6 

.u. 
.3 
.5 

70.8 

94.0 

.4 .3 

.5 .5 

.7 .7 

bl 2.0 

.4 . 3 

.6 .4 

64.4 67.2 

93.8 93.0 

various years . 

.3 .2 

.4 .5 

.8 .6 

1.9 1.8 

.3 .3 

. 5 . 5 

.2 
1.3 

.6 

f::Q 

.5 

.6 

69.0 67.1 65.9 

93.4 92.4 

17.5 

9.C 
1.1 
.c 

2.:.' 
1.2 
1.3 

.9 

1.1 

1.0 

.t 

5.3 
1.3 

u 
1.2 

2.2 

.3 

.5 

. 7 

u 
.4 
.5 

64.5 

92.9 

0 
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Exports by Commodities 

Commodit~ Class 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 1971 1972 1973 1974 

1. Live animals 1.1 1.1 .6 .4 .9 .8 .4 .4 .4 .4 .4 .4 .6 .3 
1.2 l.l .6 .4 1.0 .9 .5 .6 .5 .5 . 5 .6 .8 .4 

2. Food, feed, beverage 20.8 19.0 20.9 22.3 19. 1 18.7 14.4 11.7 9.7 11.0 11.8 11.5 12.1 11.9 
and tobacco 21.4 19.7 21.7 23.3 20.3 21.1 17.4 14.8 12..9 14. 1 15.8 15.8 16.2 16.1 

3. Crude materials, 20.8 22.0 21.0 20.0 20.7 19.3 19.0 18.6 17.0 18.8 18.8 18.2 20.2 24.7 
inedible 18.7 19.0 18.3 17.5 18.5 18.4 19.0 19.9 19.0 20.8 21.1 20.0 22.0 22.0 

4. Fabricated material, 48.2 47.0 45.7 43.3 43.7 39.8 38.0 36.6 35.6 35.8 33.3 33.6 33.0 33.9 
inedible 49.7 49.0 47.6 45.2 46.5 44.8 45.8 46.2 47.3 45.8 44.9 45.7 44.3 45.8 

5. End products, 8.8 10.6 11.5 13.7 15.2 21.0 28.0 32.3 37.1 33.8 35.6 36.5 33.8 28.9 
inedible 8.9 10.9 11.4 13.2 13.4 14.6 17. 1 18. 1 19.9 18.6 17.5 17.6 16.5 15.4 

6. Special transactions .2 .2 .4 .3 .2 .2 .3 .2 .2 .2 .2 .2 .2 .2 
.2 .2 .4 .3 .3 .3 .2 .4 .3 .2 .2 .3 .2 .3 

Note: 1) Under each year the first percenta~e includes all co~odit{ P.Orts of motor vehicles and parts since there were o fset ing 
(i.e., net of imports). 

exports· the second percentage excludes all ex-
imports~ and excludes net exports of crude oil 

Source: Compiled from Exports Merchandise Trade, Statistics Canada, various years. 

0 0 
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and 4-2 show the overall degree of such concentration. In particular, 

Canada has always specialized in exploiting and exporting its 

natural resources, either in the raw state or in products having a 

high degree of natural resource content. From 1961 through 1974 

this pattern held, although special circumstances tended to bias the 

overview, as presented in tables 4-1 and 4-2. In later sections 

of this chapter the discussion centers upon the individual im-

parting countries, and the commodity concentration within each 

class of exports becomes more apparent. 

Exports by Commodity1 

In table 4-2 Canadian exports are broken down by commodity 

class. 2 Classes 1 and 6 have never been significant and will not be 

discussed. Class 2 exports consist primarily of grains (49.8%), 

whiskey (10.2%), fish (7.6%), meat (4.2%), and tobacco (2.9%). The 

main reason for the decline in importance of this class during the 

period was the slow growth of wheat exports relative to the growth 

of overall exports. 

Exports of classes 3 and 4 commodities reflect Canada's 

specialization in the exploitation and exportation of its other 

natural resources, forestry products and minerals. The proportion 

of class 3 exports, crude materials, to total exports actually rose, 

1All percentages refer to 1970. 

2commodity classes refer to the degree of manufacture. Thus, class 1 
refers to live animals (i.e. no manufacturing involved) whereas class 
5 refers to completely manufactured products (i.e. end products, 
inedible). 
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to almost 25% by 1974. 1 This was due mainly to the growth in the 

industrialized world's demand for the mineral ores and energy 

resources that Canada possesses in abundance. According to table 

4-7, about fourteen such commodities provided close to 90% of all 

class 3 exports in 1970 (exports of rapeseed providing a further 

4.5%). 2 Fabricated materials (class 4 exports) have always formed 

Canada's most important export class, but its importance had 

declined considerably since 1961 when it comprised almost half of 

total Canadian exports. This has been due to the growing preference 

on the part of consuming countries to purchase unprocessed ores 

(class 3 exports) rather than semi-fabricated products of the same 

metals. Exports of less than a dozen semi-processed minerals and 

energy products provided slightly more than a third of class 4 ex

ports {35.0%), with forestry products providing almost half (news

print, 18.9%; woodpulp, 13.3%, lumber, 11.0%; and other wood and 

paper products, 3.4%; totaling, 46.6%). Other products relying 

heavily on natural resources content comprised a further 4.7%. Thus, 

more than 85% of class 4 exports consisted of about eighteen products, 

related to each other {as well as to 87.6% of class 3 exports) by 

1ouring the period reviewed class 3 exports accounted for between 17% 
and 22% of total exports. On an adjusted basis class 3 exports ac
counted for 22% of total exports in 1974, the same proportion as in 
1973. 

2As Canada follows international commodity classification rapeseed is 
included in crude materials, inedible, whereas it would appear more 
appropriately classed with other grains in class 2. 
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Table 4-4 

Index of Industrial Production 
{ 1963=1 00) 

Year U.K. Belgium France w. Germany Italy Netherlands 

1960 95 83 87 88 77 87 
1962 96 93 95 97 92 95 
1963 100 lOO 100 lOO 100 lOO 
1964 108 107 107 109 102 110 
1965 111 109 109 116 107 116 
1966 113 111 116 117 119 123 
1967 113 113 119 114 . 128 129 
1968 119 120 124 127 136 143 
1969 123 128 138 143 142 159 
1970 123 136 147 152 151 175 
1971 123 140 153 155 151 186 
1972 125 148 165 161 157 194 
1973 135 158 177 172 172 207 
1974 130 165 181 169 181 212 

Sources: U.K.: Central Statistics Office. 
France: Institut National de la Statistique et des Etudes 

Economiques. 
W. Germany: Statistiches Bundesamt, Wiesbaden. 
Italy: Institute Centrale di Statistica. 
Netherlands: Centraal Bureau Voor de Statistick. 
Japan: Bank of Japan. 
U.S.A.: Survey of Current Business. 
Belgium and Norway: U.N. Statistical Yearbook. 

96 

Norway Japan U.S.A. 

86 70 87 
95 90 95 

100 lOO lOO 
109 116 106 
115 120 115 
122 136 126 
127 162 127 
132 190 133 
137 217 140 
143 247 135 
149 254 135 
156 272 145 
164 314 159 
170 306 157 

0 
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their total reliance on an abundance of mineral and forestry 

wealth. 

It would appear from table 4-2 that exports of finished 

goods were the outstanding success story behind the growth in. 

Canadian exports during the 1960s and early 1970s. However, a 

closer look reveals that by excluding motor vehicle exports this 

increase would have been considerably less. As a result of the 

Canadian-American Automobile Agreement of the early 1960s, exports 

of motor vehicles and parts amounted to 13.6% of total Canadian 

exports and to 64.6% of end products exports in 1970. (By way of 

comparison, these percentages were .2% and .7% respectively, in 

1961.) End products exports as a whole are very specialized. 

Aside from automotive products they consist mainly of specialized 

equipment, ships and aircraft (totalling 22.4%). The balance, 

amounting to 13.0%, is divided among dozens of products, none of 

which has ever amounted to significant relative proportions. 

Exports by Country 

While later sections of this chapter analyze exports by 

country in greater detail, the present section gives an overall 

impression. Table 4-1 presents a breakdown of Canadian exports 

by country and/or region of destination from 1961 to 1974. 92.4% 

of the value of Canadian exports went to eighteen countries in 

1974, little changed from 90.7% that was shipped to the same 
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countries in 1961. The composition within this group, however, 

became more concentrated during this period. Canada•s most 

important customer, the U.S.A., purchased 54% of all Canadian 

exports in 1961, versus almost two-thirds (65.9%) in 1974. 1 

Other significant changes involved exports to the U.K., whose 

proportion fell from 15.8% to 6.0%, and those to Japan, whose 

purchases rose to 7.1% from 4.0% in 1961. Exports toW. Germany 

also fell, relatively, from 3.3% to 1.7%. Other country changes 

were negligible. 

Exports to the seven industrialized countries of W. 

Europe included in table 4-1 amounted to 13.3% in 1974 versus 25.1% 

in 1961, a fall due entirely to the relative declines in the impor-

tance of exports to the U.K. and W. Germany. However, if exports 

to Japan and the U.S. are added to the exports to these seven 

European countries, fully 86.3% of all Canadian exports were 

shipped to only nine highly industrialized economies in 1974 {up 

from 83.1% in 1961), leaving 13.7% as having been shipped to the 

rest of the world (of which 6.1% was exported to the other nine 

countries listed). 

1The percentages used in this section are gross exports, unadjusted 
for exports of motor vehicles, crude petroleum and military material 
(see note 1, table 4-2 and IV below). · 
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II Country Concentration in World Commodity Export Markets 

According to value, many of the major commodities ex-

parted by Canada enter world markets dominated by four or fewer 

countries, and in almost every case Canada ranks among the top 

four exporters. The significance of such a situation is dif

ferent than that of high industrial concentration within a single 

economy (discussed below). When countries are themselves mono

polists in the exportation of a particular commodity (such as 

the Canadian Wheat Board as the sole seller of Canadian grains), 

high seller concentration internationally leads to a strong 

presumption of oligopoly coupled with monopolistic pricing 

practices. However, regardless of the high seller concentration 

by country, such behavior will not necessarily follow since there 

is no guarantee as to the number of individual producer/exporters 

within each exporting country. 

The importance of high seller concentration by country 

was outlined in chapter 3. 1 It was pointed out at that time that 

a unilateral exchange rate change by Canada would have great 

repercussions on the exportation of commodities in which few 

selling countries dominated the international markets, since such 

an exchange rate change would only affect the prices of Canadian 

producer/exporters. The fewer the number of sellers, the greater 

1see Monopoly Power. 
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the possibility of oligopolistic price behavior. 

Table 4-3 lists commodities important in the overall 

value of Canadian exports. In every case but three, the largest 

four exporting countries supplied more than half of the world 

import demand in 1970 (the figure of the remaining three was 45% 

in each case), and for more than half of the commodities listed 

the figures for the largest four exporting countries exceeded 75%. 

Canada ranked as the largest or as the second largest exporter 

in more than 60% of the examples. In all, 47.2% of Canada's 1970 

exports were included in the list. The implication of such high 

Canadian dominance in world commodity export markets supports the 

results below, in which Canadian industrial concentration is 

analyzed: for 47.2% of Canada's exports Canada is among a handful 

of countries who control world resources. 

III Canadian Industrial Concentration Ratios (CRs) 

The analysis of the previous section noted that Canada 

has specialized in the exportation of a relatively small number 

of commodities to a relatively small number of countries. As a 

result of the nature of both the commodities exported and the 

importing countries, the analysis of chapter 3 on the theory of 

market structures provides insight into the responsiveness of 

market demand to exchange rate changes in the international value 

of the Canadian dollar. Chapter 3 concluded that only oligopolistic 
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or monopolistic sellers could afford to sell in all markets in 

the face of exchange rate changes. Firms marketing corrmodities 

within other types of market structures would, in theory, find 

it impossible to survive in both the home as well as the export 

market. As a result, there should be a great tendency for the 

markets for internationally traded commodities to be highly 

concentrated (i.e., oligopolistic), dominated by few companies 

in each industry. 

The effect of high industrial (i.e.~ oligopolistic) con

centration on the demand for commodities was also analyzed in 

chapter 3. It was concluded that the normal buyer behavior, 

based on the price elasticity of demand for individual products, 

would be preempted by the oligopolistic behavior of the producer/ 

exporters. No buyer reaction was possible because the effects of 

the exchange rate changes would be absorbed and adjusted for by the 

industries as a whole, rather than being left to the individual 

companies directly affected. Thus, the degree to which the 

producer/exporters of a country are, in fact, highly concentrated 

will determine the overall effectiveness of any exchange rate 

changes on both the value of a country's exports and, therefore, 

on the balance of trade, as a result of consumer response to 

theoretical price changes. 

The methodology employed below in the calculation of the 
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degree of industrial concentration in Canadian export industries 

was adapted from that developed by Bain. 1 Bain suggests that 

11 
••• company concentration within an individual industry ... is 

usually measured ... by the percentages of the total shipments, 

output, capacity or employment of the industry accounted for· by 

various absolute numbers of the 'largest' firms in the industry". 2 

Further, Bain claims that "{t)he extent of the monopoly power is 

evidently related to the degree of seller concentration as this is 

revealed by our barebone statistics on percentages of industries 

controlled by a given absolute small numbers of firms 

Employing seller concentration, as a measure of oligopolistic 

power, is endorsed by Scherer. 4 According to Scherer an analyst 

must carefully choose his index of aggregate concentration (that is, 

his measure of how large a share of economic activity the largest 

firms contribute). For purely pragmatic reasons "one usually uses 

the variahle on which one can obtain the highest quality data, or 

maximum comparability, relevant to his hypothesis." 5 This normally 

l B • . t a1n, op. c1. 
2Ibid., 67. 
3Ibid., 73. 

4scherer, 9P· cit., 41-52. 
5Ibid., 41. 
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eliminates value added due to unavailable comparable data . 

... By far the most widely used approach is to 
focus on directly observable dimensions of in
dustry structure. Economic theory suggests that 
the vigor of competition is related positively 
to the number of firms in the relevant industry 
...• An alternative ... is the market concen
tration ratio, defined as the percentage of 
total industry sales contributed by the largest 
few firms .... The most common variant in 
American studies {referred to as the four-firm 
sales concentration ratio and often as the 
concentration ratio) is the percentage of total 
industry sales made by the leading four firms. 

According to Bain, concentration in an industry begins when 

not more than four firms control at least 25% of the total value of 

the shipments, progressively becoming more concentrated until the 

industry is so controlled by a small number of firms that it is con

sidered an oligopoly characterized by monopolistic pricing practices. 

This point is reached when the largest eight firms control at least 

70% of the value of shipments. 2 It is these criteria that I have 

used in the analysis that follows. Caves also measures seller 

concentration according to the number and size distribution of firms 

in a market. According to Caves, highly concentrated industries 

exist when the largest eight firms control at least 50% of the 

industry's shipments, and when the largest twenty firms control at 

least 75%~ a dual measure _that uses less highly concentrated data 

than that used in the analysis below. 3 Also, since many sellers 

l Ibid., 50. 

2Bain, op. cit., 72. 
3Richard Caves (American Industry: Structure, Conduct, Performance), 
op. cit., 11. 
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have regional consumer loyalties, Caves believes that any analysis 

using national concentration figures (the only figures that exist 

on a wide scale) understates the degree and influence of seller 

concentration in many industries. 

There are economists who do not believe in the value of 

using seller concentration in predicting seller behavior. Jacoby 

states that n under contemporary, multi -vectored, dynamic competition, 

the probability of tacit collusion among a few producers is 

negligible because the decision variables are so numerous that no 

producer is able to anticipate the precise actions of his competitors." 1 

If this position held true, competition would be effective among a 

few firms in a concentrated market and concentration ratios would be 

of minor significance. While his argument is plausible, it is un

supported by tangible evidence in the remainder of his book, whereas 

the evidence below, gathered from statistics and industry studies 

involving Canadian exported commodities, supports Bain's hypothesis. 

The industrial concentration ratios (CRs) for Canada are 

those prepared by Statistics Canada for 1970. Tables 4-5 through 

4-9 present a breakdown of 1970 Canadian exports by export class 

according to these CRs. As shown in table 4-5 (which summarizes 

the findings of the other four tables) almost 60% of all exports 

analyzed, representing 54.5% of total exports, are included in the 

1 Nei 1 H. Jacoby, op. cit., 140. 
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8-firm CR above 70% category, and, therefore, would be considered 

by Bain's criteria to be marketed by oligopolistic firms characterized 

by monopolistic pricing practices. As shown below, this percentage 

is, in fact, considerably higher when the individual export classes 

are examined in detail. Nevertheless, 54.5% should be considered 

a rather high percentage, since 10.4% of all exports had no CRs 

listed and only 4.6% of those industries listed were included in 

the category considered to be free of industrial concentration 

{that is, competitive). 

Table 4-6 gives the CRs for class 2 exports (food, feed, 

beverages and tobacco), representing 11% of all Canadian exports 

in 1970. Although only 16.8% of these exports (20.9% of those 

analyzed) were considered very highly concentrated (flour, whiskey 

and unmanufactured tobacco), this figure is deceivingly low because 

it does not include grain exports (mostly wheat) that accounted for 

5.1% of all Canadian exports in 1970. Since grains are marketed 

through the Canadian Wheat Board, they should be inc 1 uded in the 

8-firm CR above 70% column, which would bring its total to 78.5% 

of class 2 exports analyzed, and to 62.9% of all class 2 exports. 

Of the remaining class 2 commodities, the meat industry has a high 

4-firm CR and a moderately concentrated Herfindahl index. 1 Fish, 

though somewhat concentrated accordinq to its CR, has a low Her-

findahl index and is most probably free of the effects of 

1A Herfindhal index above 0.1000 indicates a concentrated industry; 
see note a, table 4-6 for discussion. According to Scherer, the four
firm and eight-firm concentration ratios and the Herfindahl index 
have an average correlation coefficient of 0.921. Therefore, each 
provides very similar results. op. cit., 52. 
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Canadian Industrial Concentration 106 
Sumrnar~ P970) 

8-Fi rmb 
4-Firm CRc No 

Total 
Total a Exports CR Above Above Bel CM c~ 

Ex~ort Class Anal~zed 70% 75:. 50-74'L ~ 

Food, feed, Beverages & Tobacco 

1970 Exports ( mi 1 . $) 1800.3 1441.4 301.8 235.6 142.2 212.6 851.0 
16.4 9.9 14.8 59.0 

of Exports Analyzed 80.1 100.0 20.9 13. 1 7.9 11.8 47.3 
of Export Class 100.0 80.1 16.8 

. Crude Materials, inedible 

1970 Exports (mil.$) 3084.0 2870. 1 2126.3 260.7 53.2 429.9 
2416.2 74. 1 9.1 1.8 15.0 

of Exports Analyzed 93.1 100.0 84.2 69.0 8.4 1.7 13.9 
of Export Class 100.0 93.1 78.4 

Fabricated Materials. inedible 

1970 Exports (mil.$) 5866.4 2051.4 537.6 2136.5 645.4 69.6 
5442.5 2440.6 37.7 9.9 39.3 11.9 1.3 

~ of Exports Analyzed 92.8 100.0 44.8 35.0 9.2 36.4 11.0 1.2 
~ of Export Class 100.0 92.8 41.6 

End Products, inedible 

1970 Exports (mil.$) 5551.0 2942.0 857.4 849.4 104.3 372.6 
5125.7 3686.4 57.4 16.7 16.6 2.0 7.3 

of Exports Analyzed 92.3 100.0 71.9 53.0 15.5 15.3 1.9 6.7 
~ of Export Class 100.0 92.3 66.4 

Total Canadian Exports 

1970 Exports (mil.$} 16301.7 7392.2 1797.4 3251.7 749.7 1688.5 
14879.5 8879.7 49.7 12.1 21.9 5.0 11.4 

of Exports Analyzed 91.3 100.0 59.7 45.4 11.3 20.0 4.6 10.4 
of Export Class 100.0 91.3 54.5 

:ources: Statistics Canada, Industrial Organization and Concentration in the Manufacturin~. Mining and Logging Industries, 1970. 

Statistics Canada, data prepared from Export Merchandise Trade, monthly, 1961 to 1974. 

Notes: (to Tables 4-5 to 4-9): 

a) Refers to the value of 1970 exports. 

b) Definition of an 8-firm CR: The value of shipments by the largest ei'}ht firms of an industry as a percentage of the 

total shipments of the industry for the year in question (1970). 

c) Definition of a 4-firm CR: The value of shipments by the largest fout· firms of an industry as a percentage of the 

total shipments of the industry for the year in question (1970). 

0 



Industry 

Meat (mil.$)b 
{CR:%) 

Fish 

Dairy 

Grains, flour 

Bran, meal 

Whiskey 

Tobacco 

Mi s ce 11 aneous 

Total 

On adjusted basis 

Total 
Exports 
Analyzed 

76.0 

136.9 

40.6 

896.'2 

35 .l 

183.1 

52.5 

21.0 

1441.4 

Notes: (to Tables 4-6 to 4-9): 

Table 4·6 
Canadian Industrial Concentration: 

Food, Feed, Beverages & Tobacco {1970) 

8-Firm 
CR Above 
70% 

66.2 
(88) 

183.1 
(98) 

52.5 
(lOO) 

301.8 

1131.8 

4-Firm CR 
Above 
75% 50-74~, 25-49~~ 

133.1 
(86) 

52.5 
(97) 

235.6 

76.0 
(53) 

66.2 
(70) 

142.2 

136.9 
(39} 

40.6 
(29) 

35.1 
(29) 

212.6 

No 
Below CR 

Listed 

830.0 

21.0 

851.0 

Herfi ndah 1 a 
Index 

0. 0577 to 
0. 1053 

0. 0605 

0.0327 

0.1398 

0.0298 

0.2938 

0. 2968 to 
0.4100 

107 

a) The Herfindahl Index gives the distribution of shipments, by value, an1ong .al~ Pnterprises in an industry. 
A low index indicates that shipments are evenly distributed; a high index 1nd1cates greater control of 
industry shipments by a single enterprise. 

0 

Equation: H .~~;2, where n=number of enterprises in industry 
1= x;= share of industry's shipments accounted 

for ~Y the i th enterprise. 
b) When applicable the exports of each industry listed are accounted for first by value, in millions of 

dollars, and then by the industry's concentration ratio, as a percentage. 

0 
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Table 4-7 

Canadian Industrial Concentration: 

Crude Materials, Inedible (1970) 108 

Total 8-Firm 4-Firm CR No 
Industry Exports CR Above Above Se low CR Herfi ndah l 

Analyzed ZL__ ~ 50-74: 25-49:. 2<' 3' listed Index 

Cattle hides, 28.8 16.1 16.1 12.7 0.1643 
fur skins (91) (78) 

Seeds 137.9 137.9 

Pulpwood 23.3 23.3 0. 0589 
(37) 

Iron ore 500.3 500.3 500.3 0.2353 
(91) (79) 

Aluminum 16.6 16.6 16.6 0.3903 
(95) (90) 

Copper ore 260.7 260.7 260.7 0.1553 
(82) (68) 

Lead ore 41.8 41.8 41.8 0.2609 
(97) (85) 

Nickel ore 371.6 371.6 371.6 0.6600 
(lOO) (lOO) 

Platinum, 61.1 61.1 61.1 o. 2609 
s i1 ver ores (97) (85) 

Zinc ore 124.3 124.3 124.3 0.2609 
(97) (85) 

Other metal ore 108.7 108.7 108.7 0.3812 to 
( 100) (93 to lOO) 0.4520 

Coal 29.2 29.2 29.2 0.0852 
(70) { 49) 

Crude Oil 649.1 649.1 649.1 0.1940 
(96} (79) 

Natural gas 206.0 206.0 

Asbestos 227.2 227.2 227.2 0.2136 
(81+} (81} 

Gypsum, sulphur 82.8 9.5 9.5 73.3 0.2717 
(89+) (89) 

Total 2869.4 2416.2 2126.3 260.7 52.5 429.9 

On adjusted basis 2760.1 

0 0 



Tald.f! 1:fl 
Canadian Industrial Concentration: 109 

Fill ri c:a ted~Ma~t~! Jil2..t.Jiie<ITI)f~DJJO l 

Total 8-Firrn 4-Firm CR No 
Exports CR Above Above ·~~BeloW CR Herfindah 1 

Industry Ana1yzed IQ!_~ 1?.!.__ 50-74% 25-49% e!._ h_is.t;~- lnd~--

Llllber 645.4 645.4 ').0184 
(21) 

Wood, o tiM!r 89.7 32.6 89.7 0.0900 
(73) (50-56) 

Woodpulp 780.9 780.9 0.0506 
(36) 

Newsprint lll0.4 1110.4 0.0506 
(36) 

Paper, board 110.9 110.9 0.0506 
(36) 

Fabrics: natural 35.0 35.0 
manmade 

Oils: Animal, 21.8 21.8 21.8 0.1910 
vegetable 1 ( 100) (97} 

Inorganic acids 89.0 89.0 ().0892 
(52) 

Organic acids 52.8 52.8 0.0615 
(36) 

Fertilizers 211.6 211.6 211.6 0.1544 
(87) (51) 

Po lyres ins, 104.0 104.0 104.0 0.1097 
industrial chemicals (79) (57) 

Fue 1 oil 31.9 31.9 31.9 0.3148 
{97) (87) 

Gas, oil, coal 39.0 39.0 39.0 0.0852 
(70) (49) 

Iron, steel: 381.0 345.7 345.7 35.3 0.1019 to 
shapes (90-92) {72-75) (51) 0.2241 

Aluminum shapes 453.9 453.9 453.9 0.3903 
(95) (90) 

Copper shapes 462.8 462.8 462.8 0.2396 
{94) (84) 

Lead shapes 42.1 42.1 42.1 0. 2434 
(97) (79) 

Ni eke 1 shapes 434.1 434.1 434.1 0.2434 
(97) (79) 

Silver ingots 45.4 45.4 45.4 0. 2434 
(97) {79) 

Zinc shapes 87.9 87.9 87.9 0.2434 
(97) ( 79) 

Other non-ferrous 6.7 6. 7 0.0702 
met a 1 shapes ( 45) 

Hardware, wire, 110.3 66.5 66.5 8.0 35.8 0.0135 to 
cable ('16) (R1) (55) (41) 0.?017 

Glass, cement 22.1 22.1 2?.1 
(lOO) (79-'18) 0.1566 to 

0.371!l 
Abrasives 39.2 39.2 39.2 

(98) (88) 0.?733 

Electricity 34.6 34.6 
- -~-----·· 

Total 5442.2 2440.6 2051.4 537.6 2136.5 645.4 6'1.5 
-------~--c On adjusted basis 4477.4 

----~--- ---~ ----~---,--

l. Since Canada follows international C0fll110dity classificatiolls, a11imal and vegetat1e oils are 
included together with inedible crude materials whereas lt would appear more logical if they 
were classed with food, feed, beverages and tobacco exports. 
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End Products, lnedib1e.JJHQ) 

Tntal 8-Firm 4-Firm CR No 
Exports CR Above Above ----·--·· ·-----BeTow CR Herfindah 1 

!fl~us trx Analyzed_ Z9:L__ 75:1 51J-mc 25-49% 25~ . liste.Q !_ndex. __ 

Boilers, en(lines 88.1 88.1 0.0351 to 

compressors (55) 0.0947 

Natura 1 resource 72.9 72.9 

equipment 

Special industry 104.3 104.3 0.0042 to 

equi pm~nt (7-16) O.tl129 . 

Agricultural 105.9 105.9 105.9 0.1589 
eq1Jioment (80) ( 71) 

R~ i1 road eoui pment 35.7 35.7 35.7 0. 177() 
(90) (79) 

Motor vehicles 3583.7 2801 .a 2801.8 781.9 0.0604 to 

and parts (92) (93) (46) 0. 2970 

Ships, boats 31.0 31.0 31.0 0.1240 
(82) (62) 

Ai re raft & parts 389.1 389.1 389.1 0,1351 
(84) (72) 

Te 1 ecommunica t ion 218.4 21fl. 4 218.4 0.1407 

& radar (70) (56) 

lighting, house 57.7 24.9 16.8 . 1f .0 0. 0838 to 
app1 iances (56) (43) 0.1198 

Measurinq equipment 94.1 9~. 1 

Wooden househo 1 d 9.3 >.3 
furniture 

Computer, office 104.5 104.5 104.5 0' 3624 
equipment (91) (83) 

Safety, sanitation 4.5 4. 5 

Appare 1 41.4 41.4 0.0297 
(38) 

Sport equipment 9.3 9.3 0. 0647 
(40) 

Biological, medicine 17.4 17.4 

Newspapers 27.2 27.2 

Photo. equip., film 15.8 15.8 

Military 60.4 60.4 

Prefab. and 55.0 55.0 
construction 

Total 5125.7 3686.4 2942.0 857.4 849.4 
~-----------~-----·--~-------~--~-. 

On adjusted basis 3711.3 

c 
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concentration. The bran and meal industry is low on both counts, 

and the remainder (fresh apples, chocolate, and biscuits) have no 

available rating. 

Production of class 3 exports (crude materials, inedible) 

is very concentrated, with all but three industries included in the 

8-firm CR above 70% group. This should not be unexpected since, 

with one exception, all commodities included are minerals generally 

known for their high industrial concentration. Overall, the class 

concentration is actually more than 78.4% as shown, since CRs for 

the oil seeds, natural gas and sulphur industries were unknown. 

It is reasonable to assume that each of these industries would be 

included in the highest concentration category. Oil seeds are 

marketed through a handful of grain dealers, and the industrial 

structure of the natural gas industry is similar to that of crude 

oil. 1 If these two are added to the 8-firm CR above 70% category, 

the high oligopolistic proportion in class 3 rises to 96.2% of 

exports analyzed, or 89.5% of all crude material exports. 

The indicated concentration in class 4 industries 

(fabricated materials, inedible), is not as high as would be 

imagined due to the exclusion of the woodpulp and newsprint industries 

1McFarland, op. cit. 
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from the highest concentration category. Exports of woodpu1p and 

newsprint accounted for 36.8% of total class 4 exports in 1970, 

and their omission is an important factor in the overall concen
. 1 

tration of this class. According to another study, the CR in 

the newsprint and the pulp and paper industries is, in fact, very 

high, and Canadian companies in these industries act in a completely 

oligopolistic manner. Therefore, it is useful to include both in 

the highest concentration group, bringing its proportion to 81.6% 

of class 4 exports analyzed, or 75.7% of total class 4 exports. 

Of the remaining commodities, lumber is a significant example of a 

basically competitive industry. Its CR is below 25%, supported by 

a low Herfindahl index. It is possible that the companies pro

ducing inorganic acids are highly concentrated, for the 4-firm 

CR is 52% and the Herfindahl index is close to 0.1000. Electricity 

was excluded from being ranked due to lack of information. Al-

though its exportation was modestin 1970, by 1974 exports had grown 

five-fold. Considering that it is a government-controlled industry, 

it is reasonable to include it in the highest concentration 

category, bringing the level of the highest oligopolistic concen

tration of class 4 commodities to 82.3% of the commodities analyzed, 

and to 76.3% of overall fabricated materials. 

Class 5 industries (end products, inedible) show a very 

mixed pattern. The CRs for nine groups of comnodities and part of 

1Robert M. Dunn, Jr., "Flexible Exchange Rates and the Prices of Traded 
Goods: A Study of Canadian Markets," unpublished Ph.D. dissertation 
(Stanford University, 1967). 
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another were not available; however, their export value was in

consequential. Included in the highest concentration group are 

known oligopolies, such as agricultural and telecommunication 

manufacturers, the automobile and aircraft industries, and computers. 

A significant omission is automotive accessories which has a 

relatively high CR (46%} but a more modest Herfindahl index (0.0604). 

One would question whether automotive accessories are subject to 

the market conditions of the motor vehicle industry. The latter 

is the most important consumer, but the general public is also a 

large user. Therefore, it is believed best to leave exports of 

this industry unadjusted. Except for lighting products, the 

remainder had both insufficiently high CRs and Herfindahl indices. 

Of the lighting industry, it would appear expedient to include in 

the highest concentration column at least that part that had a 

reasonably high CR (56%) and a Herfindahl index (0.1198). 

Concentration in end products, therefore, should be given as 72.4% 

of commodities analyzed (instead of 71.9%) and 66.9% of all class 

5 exports (rather than 66.4%). 

While the overall percentage of oligopolistic industries 

characterized by monopolistic pricing practices was given in table 

4-5 as 59.7% of commodities analyzed (or 54.5% of all Canadian 

exports), the adjustments discussed above raise this proportion to 

81.2% and 74. 1%, respectively. Thus, almost three-quarters of 

the commodities produced for export by Canadian industry in 1970 
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(the year of the dollar revaluation) came out of an industrial 

structure that possessed enough control over its respective 

markets to modify significantly, and perhaps to nullify, the 

potential price effects of an exchange rate change on both the 

total volume of exports and on the export side of Canada's balance 

of trade. 

Table 4-10 summarizes the above analyses, on the basis of 

the proportion of exports belonging to each market structure. Only 

11.8% belonged to competitive industries, while three-quarters 

were marketed by oligopolies characterized by monopolistic pricing 

practices. If the undetermined and unanalyzed are grouped together 

with the competitive, the combined total is only a quarter of all 

Canadian exports. Based on the analysis of individual Canadian 

comnodities, without going into the relevant market structures of 

Canada's export markets, it appears that Canadian exports are over

whelmingly sold under oligopolistic/monopolistic market conditions, 

by a margin of three to one. Under these conditions, it is 

difficult to forsee meaningful results in analyzing the effects 

of exchange rate changes on Canadian commodity exports and the 

export. side of the Canadian balance of trade by means of price 

elasticity of demand theory. 

IV Exports to the U.S. 

Exports to the U.S. have always been crucial to Canada's 

overall balance of trade. Since 1961, as much as 70.8% of total 

Canadian exports have been shipped to the U.S. , whiie the average 
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Table 4-10 

Market Structure of Canadian ExQorts: 
Summary 

(% of total 1970 exports) 

Exeorts Anallzed 
Industrial Structure Exports 

Export Class ComQetitive 01 i gap ./Monop. Undetermined Not Analxzed 

1. Live animals 0.4 

2. Food, feed, beve- 0.7 7.3 0.7 2.2 
rages & tobacco 

3. Crude materials, 0.1 16.3 1.1 1.3 
inedible 

4. Fabricated materials, 2.4 28.9 2.0 2.6 
inedible 

5. End products, 8.6 22 .. 6 2.6 
inedible 

6. Specia 1 transactions 0.2 

Totals 11.8 75.1 3.8 9.3 
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over the years has amounted to 64.5% (see table 4-1). 

The breakdown by class of commodities is of interest 

since some of almost every commodity exported by Canada is sold 

in the American markets, and in four of the five export clas~es 

these exports represented more than half of the totals. Part B 

of table 4-11 shows that the most interesting proportional 

change took place in class 5. This was primarily due to the 

Canadian-American automobile agreement which, since the middle 

1960st has boosted Canadian exports of motor vehicles, parts and 

accessories to 24.1% of total Canadian end products exports in 

1974 from less than 1% in 1961. This has also increased the 

relative importance of end products exports to 37.1% of total 

Canadian exports to the U.S.; without the motor vehicle industry 

exports, this percentage would have been 17.2%. Similarly, exports 

of crude oil raised the American proportion of Canadian crude 

material exports to 64.7% by 1974; excluding these exports, the 

U.S. share would have been 46.5%. 

While more of Canada's exports are going to the U.S., 

gradually less of America's imports are coming from Canada (13.5% 

in 1974 versus 21.7% in 1964; see table 4-12). Of the U.S. 

import commodity groups whose 1974 values exceeded $100 million, 

Canadian exports having less of the American market in 1974 than 

in 1964 outnumbered those having more of the American market by 

almost 50%. The comparison is even more startling during the 



1961 1962 

Part A 

Tab le 4-11 
Exports to the U.S. 

1963 1964 1965 

~; of total Canadian exports to U.S. represented by class: 

1. Live animals 2.0 1.8 1.0 0.7 1.5 

2. Food, feed, etc. 9.6 8.5 8.8 8.5 8.5 

3. Crude materials 22.4 24.5 23.4 22.9 20.9 

4. Fabricated material 56.7 54.5 54.9 52.4 51.3 

5. End products 9.1 10.4 11.3 15.0 17.5 

6. Specia 1 transactions 0.3 0.3 0.5 0.5 0.4 

Totals 100.0 100.0 100.0 100.0 100.0 

Part B 

;,; of tota 1 export class shipped to U.S.: 

1. Live animals 91.3 94.7 91.3 87.3 91.0 

2. Food, feed, etc. 24.9 26.1 26.4 20.0 25.1 

3. Crude materials 58.1 64.9 61.8 60.6 57.4 

4. Fabricated material 63.4 67.7 66.6 63.9 66.6 

5. End products 56.1 57.4 54.6 58.0 65.2 

0 
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1966 1967 1968 1969 1970 1971 1972 1973 1974 

1.1 0.5 0.6 0.4 0.5 0.5 0.5 0.7 0.4 

7.1 6.1 5.5 5.4 5.7 5.1 4.9 5.2 3.9 

18.6 16.7 15.4 13. 3 15.4 14.9 14.8 16.4 24.3 

45.8 39.8 37.6 34.8 34.1 33.5 34.3 34.3 34.1 

27.0 36.7 40.7 45.8 44.0 45.8 45.3 43.2 37.1 

0.3 0.2 0.3 0.3 0.2 0.2 0.3 0.2 0.2 

100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

88.4 81.5 85.4 84.2 81.0 83.0 77.7 81.4 80.6 

22.7 26.9 31.5 39.4 33.6 29.4 29.5 28.6 21.4 

57.7 56.2 55.6 55.7 52.7 53.2 56.3 54.4 64.7 

68.8 66.7 69.0 69.2 61.4 67.5 71.9 69.6 66.2 

76.7 83.4 84.8 87.4 83.8 86.5 86.1 85.8 84.4 

0 
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£ltJ!.Q!1 1964 !!t!? !.26! )367 1968 1969 1970 !1Z! )972 !Jfl !Jl! ~ 
Live Anima Is 50.3 59.8 55.5 39.7 42.3 35.2 34.6 37.0 36.3 47.3 44.1 M<!~f eo 

Food, Feed, Beverages. Tobacco 
Meat 9.6 18.5 12.0 8.2 9.1 8.2 10.7 10.4 8.3 8.1 7. 1 Australia 
Fish 33.6 34. I 30.1 29.9 29.1 28.6 27.2 25.9 22.2 23.0 18.6 Canada 
Barley 75.2 97' 5 99.9 84.5 85.6 72.7 99.9 99.9 92.6 96.8 99.9 Canada 
Oats 77.2 84.5 89.5 72.3 74.5 80.0 86.5 88.5 95.2 78.6 86.7 Canada 
Malt 46.3 44.9 47.5 47.6 43.5 47,4 45.0 42.9 39.5 43.2 50.8 Canada 
Animal feeds 32.8 37.8 24.7 19.6 20.1 38.2 43.7 43.5 34.6 59.4 60.9 Canada 
Whiskey 33.5 32.7 31.3 32. I 31.1 35.6 32.1 31.7 34,2 35.0 28.4 U.K. 

Crude Materials, inedible 
Cattle hides 4.5 6.1 5.3 6. 5 7.1 ~. 5 9. 7 6' 7 In. 3 ?0.5 16,0 New Zealand 
fur skins 14.? 16.9 13.4 19.1 16.0 14.7 IB.8 15.6 If., 8 lfl. 3 20.7 Canada 
Pulpwood 66.4 66.8 68.3 70.8 57.4 61.0 73.1 69.0 61. 3 67.0 75.3 Canada 
Iron ore 65.2 59.6 59.1 62.3 67.9 54.6 62.9 59.3 59.6 58.4 49.1 Canada 
Aluminurn ore 75.6 65.3 69.4 55.8 51.7 61.9 66.2 51.3 68. 3 59.5 43. 1 Canada 
Silver ore 25.0 34.1 25.9 21.5 25.6 42.4 46 4 b'. 9 49.4 34.8 34.7 Canada 
Asbestos 83.0 85.7 84.0 90.1 89.7 92. 7 92.9 92.6 95.7 93.9 94.1 Canada 
lul'lber 91.5 91 '4 89.2 90.A 93.2 91.9 91.3 91.9 94.4 93.1 89.4 Canada 
Natural gas 91' 1 91.7 92.5 93.9 94.9 95.8 96.0 95.8 96.5 84.7 86.6 Canada 
Iron scrap 93.4 82.9 71.6 77.6 81.6 33.3 93.6 90.4 ~5.9 93.0 92.6 Canada 

Fabricated Materials, inedible 
Planned ••ood 51.0 46.0 41.2 38.3 42.2 39 1 34.9 42.1 41.3 41.3 37.6 Canada 
Woodpulp 92.3 90.8 90.8 92.3 93.5 96.2 96.2 96.6 36' 7 94.8 96.4 Canada 
Newsprint 96.2 96.5 96.5 92.3 96.1 96.3 95.8 96.5 96.3 95.6 97.8 Canada 
Inorganic acid 38.6 37.3 28.8 25' 4 24.9 25.0 23.8 25.6 22.9 23. 7 21.2 A us tr/Germany 
Organic acid 18.6 20.1 13.8 17' 2 15.1 13.2 10.9 9. 7 7. 6 8. 3 7.6 Jap/Germany 
Ferti 1 izers 61.9 72.8 82.2 81.2 85.1 87.6 87.1 89.2 84.6 78.7 62. 7 Canada 
Synthetic rubber 5.6 7.4 8. 5 8.6 9.4 8.1 8.9 12.0 12' 5 8.2 7. 7 Canada 
Pig iron 30.3 28.4 19.4 29.6 23.4 20.9 23.0 17.7 17.4 15.4 13. 3 Canada/France 
Stee 1 bars 6. 3 4.6 6. 7 7.5 7. 3 8. 3 12.1 6.3 6.9 6.1 5.8 Japan 
Steel Ni~"e rods .3 .1 .1 .4 3.6 3. 5 5. 5 6.6 4.8 3.6 Japan 
Sheet, strip 16.2 8.7 7.8 5.5 6.4 5.6 7. 9 6.8 5.8 4.6 Japan 
Alum. ingots 55.6 55.2 55.7 66.2 62.4 73.0 66.9 64.7 62.6 67.9 66.5 Canada 
Copper, refined 15.8 14.1 17.2 23.4 20.2 22.9 27.0 35.4 34' 7 31.8 21.1 Canada 
Ni eke 1 anodes 85.4 87.9 90.7 88.1 87.6 83.3 85.4 83.4 75.4 64.2 62' 1 Canada 
Zinc pigs 57.6 58.3 43.3 38.2 39.9 47. 1 45.3 47.1 51.6 54.1 41. 1 CaMda 
Nuts. bolts 9.2 7' 7 10.0 12.1 15.2 13.2 13.0 18.7 16.9 16. 7 16.4 ,Jap•n 
Basic hardward 21.9 26.9 30.3 37.8 41.2 37.7 36.7 37.1 33.4 35.9 34.5 Canada 
Plywoods 22.3 21.8 19.5 20.3 14.9 11.4 12.4 13.~ " 4 

14.2 15.7 Caeada 

End Products. inedible 
Tools 3.6 4.6 3.6 3. 7 3,9 5. 9 4.8 12.7 7. 9 6.0 4. ~ Germany 

Boi 1 er/compressor20. 2 26.8 22.2 21.2 29. 7 32.6 31.0 32.0 25.9 26.1 26.6 Canft.,ermany 

log handling 33.0 37' 6 37.6 38.7 33.4 33.9 33.5 34.6 29.2 25.9 30.9 Can/Japan 
Cultivator ,weeder96. 0 94.3 93.4 92.4 85.7 88.5 87.6 90.6 90.7 86.7 R4.2 Canada 

' 
Tractors 23.5 39.7 31.7 41.9 60.0 52.6 40.6 34.1 36.2 35.9 27 3 Canada 
Ai re raft engines 43.8 38.9 36.1 29.7 40.8 41.2 43.4 58.5 20.7 16.5 ]4. c U.K. 
Car tires 14.6 11.1 15.4 17.9 7. 7 5.4 12.2 8.8 8. 5 14.2 12.6 Fr/Germany 
Tel. equip. 38.2 31.6 23.2 26.2 32.1 27.9 26.4 20.9 10.6 9.4 11 .4 Japan 
Electric.part 12.3 16.1 12.4 13.5 18.6 17.5 17.9 17.6 14.4 12.8 9. 3 Japan 
Electric. tube 6.1 6.3 5.0 6. 7 8.2 5. 7 4.2 4. 3 4.0 2.7 2. s Hong Kong 
Me as ur I test. 8.4 11. 1 14.0 15.0 11.4 11.2 20.8 15.3 15.5 13.1 12.3 Jap/Gt'rmany 
Motor veh./pts 3. 7 12.4 30.5 48.9 49. 1 55.4 49.9 47.2 46.1 42.9 41.~ Canada 
Motor access. 37.2 43.9 79.3 72.9 76.8 79.9 76.0 74.4 71. 1 69.1 57. 7 Canada 
Trucks 5.8 69.1 96.1 98.0 98.9 99.2 99.1 93.6 78.8 !!6' 4 93. 1 Canada 
Aircraft 80.4 48.5 39.6 66.8 72.8 71.1 78.6 66.5 55.4 43.4 45.2 UK/france 
Card punch 11.1 7.1 14.8 26.4 12.0 43.4 63.9 73.4 77.2 60.5 46.2 Canada 
Furniture 7. 3 17.0 29.1 32.2 40.2 46.4 47.4 52.1 44.9 39 .ll 40.2 Canada 
Recreation 3.5 3.1 3. 2 3. 7 4.0 5.3 5.4 6.3 5.8 5.9 5.4 Japan/Hang Kong 

Above Canadian exports to U.S.A. as %of total U.S. imports: 

Excluding motor vehicles & parts -
21.7 18.818.1 18.317.2 17.3 16.6 lfi.7 16.1 1 '1. 3 13. s 

Including 1110tor vehicles & parts P.xports -
22.1 19.fi 21.1 ?4.0 25.0 27.125.6 77.? ?!i.? ?4.1 ?0.~ 

Above Canadian exports to U.S.A. as %of toul C~narlian Pxporl', '" IJ.',fl 
83.2 83,5 84.9 84.4 83.6114.5 81.7 83.R 83.7 7R.7 7?.1 

Sources: Complied from OECD, Trade~ CollmOdftie<. varfoU'i y<>a,...; 
Stathtfcs Canada, E_xi??.!:t..~_:ic'hliiid'f~ . .!r.a.~. various vear~. 

c 
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period from 1969 to 1974: overall, thirty-three commodity groups 

fell while only six increased, seven remaining constant. As a 

proportion of the value of the imports listed in table 4-12, 81.5% 

were represented by Canadian exports whose shares of the U.S. 

markets fell, while only 5.8% were represented by Canadian exports 

whose share of the U.S. market rose. 

It seems apparent that the 1970 Canadian dollar revaluation1 

had a negative effect on most Canadian exports to the U.S. Not only 

did the American market demand less of each commodity class after 

1969 (an overall decline of 6.4 percentage points from 70.8% in 

1969 to 64.4% in 1970), but Canadian exports' share of these 

markets fell for more than 80% of the commodities analyzed. The 

groups of commodities most affected appear to be in class 5; those 

least affected, in classes 2 and 3. Without going into the details 

of individual commodities (which are analyzed in the section that 

follows), this type of behavior is what price elasticity theorists 

would expect. However, there does not appear to be a subsequent 

recovery accompanying the December 1971 devaluation of both the 

Canadian and American currencies. A glance at the pertinent years 

in table 4-12 reveals that, with very few exceptions, Canadian 

exports' share of the American import markets actually fell after 

1971 in spite of the theoreti ea 1 increased costs of competing 

European and Japanese products in the U.S. market resulting from 

1The discussion in this section does not include the possibility that 
time lags could be involved to account for export changes, as this 
would involve general equilibrium analysis in which variables other 
than price could influence exports. 
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the revaluations of their currencies vis-a-vis both the Canadian 

and American dollar. This is especially significant for Canada's 

performance, since the principal suppliers to the American market 

of those end products and fabricated materials that Canada ex

ports to the U.S. are Japan, West Germany, and France, the very 

export-minded countries whose exchange rates rose the most during 

this period. 

American Industrial Concentration Ratios 

As stated above, exports to the U.S., unlike Canadian 

exports in general, have shown greater concentration in those 

industries supplying finished and semi-finished industrial products. 

Since the middle 1960s this tendency has intensified. The markets 

for finished and semi-finished products in the U.S. are characterized 

by higher industrial concentration, as illustrated in table 4-13. 

Thus, the tendency has been for Canadian exports, shipped to its 

. most important consumer, to be concentrated in products whose 

domestic industrial CRs have been called by Bain, oligopolistic 

with monopolistic pricing tendencies. 1 Using Bain's definition 

in the following analysis, about 64.4% of all class 4 exports to 

the U.S. and 81.2% of class 5 exports (which together comprised 

38.5% of total Canadian exports to all countries in 1970), totalling 

at least 62.8% of all exports to the U.S. (using 1970 figures) fell 

into this category. 

1Bain, op. cit., 72. 
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Table 4-13 summarizes exports to the U.S. in 1970 and 

tables 4-14 through 4-17 contain the details by class of exports. 

Table 4-13 reveals that very few products met Bain's classifica

tion of industries basically free of monopolistic pricing prac

tices (that is, industries with 4-firm CRs below 25%}. Only 6.4% 

of all exports to the U~S. belonged to this category, primarily 

consisting of semi-processed lumber. Table 4-13 underestimates 

the degree to which Canadian exports are sold in highly concen

trated American markets. As shown in table 4-15, exports of iron 

ores, crude oil and natural gas, and, as shown in table 

4-16, exports of silver ingots and electricity, are omitted from 

the 8-firm CR above 70% category. There is extensive evidence 

demonstrating that the American markets for each of these commodities 

are, in fact, highly concentrated. 1 By including these five 

products with the other oligopolistic industries having monopolistic 

pricing tendencies, the proportion of Canadian exports to the U.S. 

so characterized would rise to 74.7% (from 62.8%). This alone 

is convincing evidence that the American markets for Canadian 

exports are, overwhelmingly, oligopolies. As for the Canadian 

markets which have produced these export commodities, the evidence 

1see McFarland, op. cit., Dunn, "Flexible Exchange Rates and Oligopoly 
Pricing: A Study of Canadian Markets", op. cit. 
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Total 8-Firm No 
Total Exports CR Above Above ow CR 

Ex[!ort Class Ex[!ortsa Ana1x:zed 70c 50-74~. 25-49; 25% Listed 

Food, Feed, Beverages & Tobacco 

1970 Exports (mil.$)d 606.0 430.4 210.8 7.3 226.4 177.5 19.2 
of Exports Analyzed 70.9 100.0 48.9 1.7 52.5 41.3 4.5 

% of Export Class 100.0 70.9 34.7 1.2 37.3 29.3 3.2 

Crude Materials, inedible 

1970 Exports (mil.$) 1625.6 1526. l 271.8 42.2 229.6 1018.6 235.7 
~ of Exports Ana1yzed 93.9 100.0 17.8 2.8 15.0 66.8 15.4 
X of Export Class 100.0 93.9 16.7 2.6 14. 1 62.7 14.5 

Fabricated Materials, inedible 

1970 Exports {mil. $) 3606.8 3413.4 2323.5 451.3 1411.6 959.1 510.4 81.0 
~; of Exports Analyzed 94.6 100.0 68.1 13.2 41.4 28.1 15.0 2.4 
% of Export Class 100.0 94.6 64.4 12.5 39.1 26.6 14. 1 2.3 

End Products, inedible 

1970 Exports {mil. $) 4651.5 4544.0 3778.2 3524.7 264.0 478.3 130.0 147.0 
~ of Exports Ana1yzed 97.7 100.0 83.1 77.6 5.8 10.5 2.9 3.2 
% of Export Class 100.0 97.7 81.2 75.8 5.7 10.3 2.8 3. 1 

Total Canadian Exports to u •. s.A. 

1970 Exports (mil. $) 10489.9 9913.9 6584.3 4025.5 2131.6 2633.5 540.4 482.9 
X of Exports Ana lyzed 94.5 100.0 66.4 40.6 21.5 26.5 6.5 4.9 
% of Export Class 100.0 94.5 62.8 38.4 20.3 25.1 6.1 4.6 

Source: u.s. Department of Commerce, Bureau of the Census, Annual Survex: of Manufacture- 1971. 

u.s. Department of Commerce, Bureau of the Census, Concentration Ratios in ~anufacturing Industrr - 1963. 

Statistics Canada, data prepared from Export Merchandise Trade, monthly, 1961 to 1974. 

Notes: for a, b, and c - see Table 4-5. 
d Figures refer to values in Canadian dollars. 

0 0 
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Table 4-14 

c US. Industrial Concentration: 

Food, Feed, Beverages, Tobacco (1970) 

4-Firm CR 
Total 8-Firm No 
Exports CR Above Above Below CR 

Industry Analyzed 70% 75% 50-74% 25-49% 25% Listed -·-

Meat (mi 1.$) 69.0 22.9 46.1 
(CR:%) (50) (26) 

Fish 116.7 116.7 
(26) 

Grains, flour 15.6 2.2 13.4 
(39) 

Bran, meal 28.5 16.0 16.0 12.5 
(75) (54) (38-42) 

Whiskey 176.6 176.6 176.6 
(73) (54) 

Biscuits, 24.0 18.2 7.3 10.9 5.8 
chocolate (70-89} ( 77) (59) 

430.4 210.8 7.3 226.4 177.5 19.2 

c 
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Table 4-15 
US. Industrial Concentration: 

0 Crude Materials, Inedible (1970) 

Total 8-Firm 4-Firm CR No 
Exports CR Above Above Below CR 

Industry Analyzed 70% 75% 50-74% 25-49% 25% listed 
--··~ 

Cattle hides, fur 11.6 11.6 
skins (33)· 

Pulpwood 29.7 29.7 

Iron ore 323.4 323.4 
(27-47) 

Aluminum ore 11.2 11.2 11.2 
{ 100} (93) 

Copper ore 13.4 13.4 13.4 
(98) (77) 

Lead ore 8. 1 8. 1 8. 1 
(lOO) (1 00) 

Nickel ore 68.4 68.4 68.4 
(80) (60) 

Platinum, silver ore 20.6 20.6 20.6 
(80) (60) 

Zinc ore 42.4 42.4 42.4 
(90) (59) 

Other metal ores 26.3 26.3 26.3 
(80) (60) 

Crude oil 649.1 649.1 
( 33) 

Natural gas 206.0 206.0 

Asbestos 71.9 71.9 71.9 
(75) (55) 

Gypsum, sulphur, salt 44.0 9.5 9.5 34.5 
(93) (80) (37) 

Total 1526.1 271.8 42.2 229.6 1081.6 235.7 

c On adjusted basis 1450.3 





I?ble 4-Jl 
US. In<!_u_s_tri<ll Concentration: 
End Products, Inedible (1970) 

Total 8-Firm 4-Firm CR No 
Exports CR Above Above-~- Below CR 

Indus t_r..r Analyzed 70% 50-74% 25-49% Listed ---- -·-----
Boilers, engines 54.7 50.2 27.6 22.6 4. 5 . 

& compressors (73-98) (88) (54-66) (26) 

Natural resource 67.5 67.5 
equipment ( 38) 

Special industry 93.0 4.9 4.9 73.4 14.7 
equipment (72) (51) (28-48) ( 13-23) 

Agricultural 133.8 101.6 112.2 21.6 
equipment (80-95) (50-74) (44-48) 

Railroad equipment 19.8 19.8 19.8 
(85} (75) 

Motor vehicles 3345.4 3345.4 3345.4 
& parts (81-100) (76-99) 

Ships, boats 28.2 28.2 
(42) 

Aircraft & parts 238.6 90.8 90.8 147.8 
(81-Bq} (64-69) (25) 

Telec0mmunication 133.3 48. i 48.1 24.9 46.6 13.7 
equipment (96-99) (94-96) (47-49) (22) 

Lighting equipment 50.0 17.2 5.5 11.7 12.9 5.1 14.8 
( 78-95) (91) (65) (32) (19) 

Measuring 70.0 4.8 4.8 65.2 
equipment ( 77) (62) (35-38) 

Wooden household 19.5 19.5 
furniture (12-18) 

Computer equipment 67.0 67.0 64.6 ?.4 
(74-100) (75+) (63) 

Apparel 28.3 28.3 
(5-24) 

Sport equipment 25.1 25.1 
(25-28) 

Safety & sanitation 3.4 3.4 
equipment 

Newspapers, etc. 23.0 7.2 15.8 
(28) (16-24) 

Photo equipment 13.7 13.7 13.7 
& film (99) (96) 

Military 48.9 48.9 

Prefab. & 62.0 62.0 
construction 

Tires 14.6 14.6 14.6 
(88) (70) 

c Hand powered tools 4.2 4.2 

Total 4544.0 3778.1 3524.7 264.0 478.3 130.0 147.0 
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previously given reinforces this statement. 1 

Comparison with Canadian CRs 

Although the U.S. is not well represented in Canada's 

class 2 exports the degree of concentration in the individua~ 

American industries is remarkably similar to that of the Canadian 

counterparts. In the case of whiskey, which is the single most 

important Canadian class 2 export to the U.S., the degree of con

centration is very comparable. This similarity continues in the 

class of crude material exports (see tables 4-13 and 4-15). In 

both Canada and the U.S., every mineral ore is included in the 8-

firm CR above 70% category, with the exception of the American iron 

ore industry (controlled by the steel companies). 

This pattern is followed by exports of fabricated 

materials. Notably, the woodpulp and newsprint industries 

(classified as one industry in Canada) are highly concentrated 

in the U.S. but are not considered to be so in Canada. Considering 

that, in 1970, almost 80% of Canadian newsprint exports and more 

than 60% of Canadian woodpulp exports were shipped to the American 

market, the extent of industrial concentration in Canada would be 

secondary to that of the American market. Lumber, the most 

1There is much evidence of the high degree of American control of 
Canadian industry, from raw materials to finished products. In many 
industries, the dominant American firms control their Canadian counter
parts. Thus, although there may be industries in which firm concentra-
tion would appear lower if the American and Canadian CRs were to be 
combined, elimination of intra-corporate control would leave the in
dustries as highly concentrated as within the American or Canadian 
economies alone. Of the four industries examined in chapter 5, whiskey 
and asbestos are examples of this. 



0 

c 

128 

important industry that was not highly concentrated in the 

American market, was similarly structured in Canada. 

Aga·in, there are few dissimilarities within the end 

products class of exports. Some aircraft and telecommunication 

equipment exports, produced in highly concentrated Canadian 

industries, were sold in moderately concentrated (4-firm CR, 25-49%) 

American markets. 

In all, the markets in both countries have remarkably 

similar industrial CRs. Few exceptions were noted. ·The degree 

of industrial concentration in the American markets for goods im

ported from Canada reinforces the concentration in the corresponding 

Canadian markets. Thus, for overall Canadian exports, both markets 

are highly concentrated. 

American Imports, U.S. Domestic Shipments, and Canadian Representation 

A review of column 2 of table 4-18 shows that, with a few 

notable exceptions, Canadian exports generally held a subordinate 

position when analyzed as a proportion of the total of individual U.S. 

imports in 1970. These percentages remained quite stable both before 

and after the Canadian dollar revaluation of that year. The figures 

show even less influence when, in column 3, imports from Canada 

are compared to U.S. domestic shipments of the same year. Since, 

individually, Canadian exports to the U.S. are, in general, 

insignificant when compared to U.S. imports and to the total value 
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of U.S. domestic shipments, the analysis of Canadian exports 

should be modified to reflect the somewhat higher industrial 

concentration ratios of American industry, with the possible ex-

ceptions of those products of which Canadian exports hold a 

dominant position in the U.S. domestic market. The last column 

in table 4-18 reveals that, with few exceptions, total imports 

represent a small proportion of total U.S. domestic shipments. 

With these exceptions in mind it is reasonable to assume that im

ports in general do not reduce domestic monopoly power. 1 

Table 4-19 summarizes the findings of the above 

analysis. It shows that 77.4% of Canadian exports to the U.S. 

in 1970 were commodities from highly concentrated industries that, 

for the most part, were subject to monopolistic pricing practices. 

Since exports to the U.S. accounted for 64.4% of total Canadian 

exports in 1970, and since possibly 77.4% of these exports were sold 

in highly concentrated markets, at least 50% of all Canadian exports 

in 1970 most probably were not responsive, in a manner predicted by 

conventional price elasticity theory,to the dollar revaluation of 

that year. 

Of the remaining exports shipped to the U.S., 13% 

probably entered competitive market structures. The remainder, 9.6%, 

were either not analyzed (6.1% of all Canadian exports) or, though 

1Ba1n, op. cit., 73-74. 
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Export Cl ass 

1. Live animals 

Table 4-19 
Industrial Market Structure 

of Canadian Exports to U.S. 
Summary of Tables 4-13 to 4-18 

( %of total exports, 1970) 

Exports Anal,Yzed 
Industrial Structure 
Competitive 01 igopol is tic/ 

Monopolistic 

2. Food, feed, beverages, 
tobacco . 7 2.9 

3. Crude materials, 
inedible 13.6 

4. Fabricated materials, 
inedible 5.0 25.2 

5. End products, 
inedible 7.3 35.7 

6. Special transactions 

l3.0 77.4 

131 . 

Exports not 
Undetermined Analyzed 

. 5 

.5 1.7 

.9 .9 

2. 1 1.8 

1.0 

.2 

3.5 6. 1 
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analyzed, it was not possible to account for a market structure. 

It is quite conceivable that many of these exports would have 

been sold in competitive markets, bringing the overall total of 

exports sold in competitive markets to 22.6% of exports to the 

U.S., or to 14.5% of all Canadian exports in 1970. 

V Exports to the U.K. 

Canadian exports to the U.K. have been on a relative 

decline since the beginning of the 1960s. As shown in table 

4-1, in 1961 the U.K. was Canada's most important customer after 

the U.S.; but this position has slowly eroded throughout the 

fourteen years reviewed, until in 1974 the U.K. was purchasing 

only 6% of total Canadian exports (versus 15.8% in 1961). 

Considering that the U.K. had the least dynamic economy of the 

nine industrial countries listed in table 4-4, this trend is not 

surprising. Industrial production in the U.K. rose only 30% 

between 1963 and 1974, whereas the increase for the other major 

industrial economies varied from 57% (U.S.A.) to 206% (Japan). 

Exports to the U.K. have concentrated in the natural 

resources, both raw and semi-processed, that make up the bulk of 

Canadian commodity classes 2, 3, and 4. In 1974 exports from 

these classes amounted to 91.5% of total exports to the U.K., down 

from 97.1% in 1961 (see table 4-20, Part A). Exports of cheddar 

cheese, salmon and tobacco {class 2) have almost exclusively been 
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shipped to the U.K. Britain has been an important consumer of 

Canadian nickel and platinum, and after the U.S.A. is Canada's 

most important purchaser of newsprint, lumber and woodpulp. 

Although exports of end products to the U.K. have been 

relatively insignificant (0.1% of total class 5 exports in 1974), 

Britain buys more finished goods from Canada than the combined 

totals Canada has shipped to Japan, W. Germany, France, Italy, 

Belgium and Norway {based on 1973 exports). Perhaps the explana

tion for the relative strength of class 5 exports stems from the 

stagnation in the industrial productivity of Britian's economy. 

Such stagnation in a highly industrial economy could reduce the 

relative demand for raw and semi-processed commodities, while at 

the same time raise the demand for those end products that the 

econo~ involved finds difficult to produce. With regard to the 

U.K., Canada may have found a better customer for finished products 

at the expense of less processed exports. The question may be 

asked, is such a situation in Canada's best interests? Considering 

the inconsistent and undynamic results shown in tables 4-1, 4-4, and 

4-20, the answer must be a qualified no, the qualification being 

that it is better to sell any commodities even in such a situation 

than to have traditional exports suffer. 

U,K. Industrial Concentration 

Concentration within the British economy has been charac

terized by Everly and Little as collusive, with the degree of 



1961 1962 1963 

PART A 

1964 

Table 4-20 

Exports to the U.K. 

1965 1966 1967 

;, of tota 1 Canadian Exports to UK represented by class: 

1 Live animals ( less than 0.05% for all years 

2 Food, feed, etc. 26·. 2 29.7 29.6 26.0 25.7 25.5 25.1 

3 Crude materials 22.5 18.9 21.5 19.7 21.8 20.6 21.1 

4 Fabricated material 48.4 47.7 45.4 50.2 48.3 48.8 48.8 

5 End products 2.9 3.4 3.4 4. 1 4. 1 5.0 5.0 

Totals 100. 100. 100. 100. 100. 100. 100. 

PART B 

~; of tota 1 export class shipped to UK: 

1 Live animals .3 .2 . 1 . 1 . 1 . 1 . 1 

2 Food, feed, etc. 19.9 23.1 21.0 17.3 18.6 15.2 18.3 

3 Crude materials 17. 1 12.6 15.2 14.6 14.5 11.9 11.7 

4 Fabricated material 15.9 15.0 14.7 17.2 15.2 13.7 13.5 

5 End products 5.2 4.7 4.4 4.4 3.7 2.6 1.9 

0 
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1968 1969 1970 1971 1972 1973 1974 

22.4 23.6 17.4 20.2 20.3 21.1 20.7 

22.8 21.6 21.3 24.1 22.4 19.7 19. 1 

48.9 48.4 54.0 46.6 48.1 49.0 51.7 

5.8 6.3 7.2 9.0 9. 1 10. 1 8.5 

100. 100. 100. 100. 100. 100. 100. 

.6 . 1 . 1 . 3 .8 1.0 .7 

17.4 18.3 14.3 13.6 12.3 lL 1 10.4 

11.2 9.6 10.2 10.2 8.6 6.2 4.6 

12.2 10.3 13.6 11.1 10.0 9.5 9.2 

1. 6 1.3 1.9 2.0 1.7 1.9 • 1 

0 
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actual monopoly power exceeding that suggested by British 

industrial CRs. 1 The authors conclude that "(i)f competition 

exists ... it will be oligopolistic in form and rarely extend to 

active price competition". 2 Bain found the political, as well as 

the economic, climate in Britain to be more favourable to effective 

collusion than in the u.s. 3 The results of the analysis below 

confirm Bain's conclusion. 

The compilation of the industrial CRs for the U.K. was 

based on Bain's definition regarding the CRs in the u.s. 4 Since 

U.K. data were available only at the 5-firm level, the categorization 

of an industry as oligopolistic having monopolistic pricing 

practices was redefined to the above 50% level (as contrasted 

with Bain's 8-firm CR above 70%). At this level of concentration 

each firm within an industry would control, on average, more of 

the market than Bain's original test (10% per firm per industry 

versus 8.75% according to Bain's definition). 

The summary of the unadjusted results of the CR compilations 

is shown in table 4-21. Overall, more than 80% of analyzed 1970 

Canadian exports to the U.K. belonged to the highest oligopolistic 

1Richard Everly and I.M.D. Little, Concentration in British Industry 
(Cambridge University Press, 1960), 45. 

2Ibid., 48. 

3B • • t 80 a 1 n , op . c 1 • , • 

4see my analysis above. 
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Table 4-21 
U.K. Industrial Concentration: 

Summary (1970) 

Total 5-firm No 
Total Exports CR Above Below CR 

Export Class Exports Analyzed 50%a 25-49% 25% Listed 

Food, Feed, Beverages and Tobacco 

1 9 70 Exports (m i1 . $ ) b 2 57 . 7 
% of Exports Analyzed 
% of Export Class 

Crude Materials, inedible 

1970 Exports {mil.$) 
% of Exports Analyzed 
% of Export Class 

316.1 

Fabricated Materials, inedible 

1970 Exports (mil.$) 
% of Exports Analyzed 
% of Export Class 

End Products, inedible 

1970 Exports (mil.$) 
% of Exports Analyzed 
% of Export Class 

799.7 

106.9 

Total Canadian Exports to U.K. 

1970 Exports (mil.$) 
% of Exports Analyzed 
% of Total Exports 

Source: Compiled using: 

1481.0 

232.7 
100.0 
90.3 

282.3 
100.0 
89.3 

745.1 
100.0 
93.2 

66.7 
100.0 
62.4 

225.3 
96.8 
87.4 

251.7 
89.2 
79~6 

526.2 
70.7 
65.9 

61.2 
91.8 
57.3 

1326.8 1064.4 
100.0 80.3 
89.6 71.9 

11.4 6.8 
1. 5 . 9 
1. 4 . 8 

3.7 
5.5 
3.5 

15.1 6.8 
1. l . 5 
1 . 0 . 5 

7.4 
3.2 
2.9 

30.6 
10.8 
9.7 

200.7 
26.9 
25.1 

1.8 
2.7 
1.6 

240.5 
18. 1 
16.2 

U.K. Board of Trade, Report on the Census of Production 1963. 

Statistics Canada, Export Merchandise Trade, monthly, 1961-1974. 

Notes: a) Value of domestic shipments of largest five firms in industry 
as percentage of total domestic shipments for 1963. 

b) Figures ·refer to values in Canadian dollars, for 1970. Tables 
4-22 to 4-26 refer to 1970 Canadian exports as well. 
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Table 4-22 
U.K. Industrial Concentration: 

Food, Feed, Beverages, Tobacco (1970) 

Total 5-firm No 
Exports CR above Below CR 

Industry Analyzed 50% 25-49% 25% Listed 

Meat 5.6 5.6 

Fish 8.9 8.9a 
(92) 

Cheese 10.2 10.2 
( 79) 

Grains, flour 122.6 122.6 
(79) 

Animal feeds 20.2 20.2 
{59) 

Tobacco 48.8 48.8 
(98) 

Potatoes 1.6 1.6 
(92) 

Vegetables, 13.0 13.0 
not fresh {67-93) 

Apples 1.8 1.8 

Total 232.7 225.3 7.4 

Note: (applicable to Tables 4-22 to 4-26) 

a) The first figure is millions of Canadian dollars (nominal); 
the figure beneath, in parentheses, is a percentage. 
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Table 4-23 
U.K. Industrial Concentration: 
Crude Materials, Inedible (1970) 

Total 5-fi rm No 
Exports CR Above Below CR 

Industry Ana1yzed 50% 25-49% 25% Listed 

Furs 3. 1 3. 1 
(50) 

Oil seeds 10.0 10.0 
(59-93) 

Iron ore 53.7 53.7 
(88) 

Copper ore 1.4 1.4 
(74) 

Nickel ore 136.3 136.3 
(95} 

Platinum ore 27.1 27.1 
(84)a 

Zinc ore 3.2 3.2 
(69) 

Molybdenum ore 16.0 16.0 

Urani urn ore 9.0 9.0 

Asbestos 16.9 16.9 
(82-94) 

Sulphur 2.8 2.8 

Other non-metallic 2.8 2.8 
minerals 

-~-

Total 282.3 251.7 30.6 

On adjusted basis 276.7 

c Note: a) CR refers to 1951 Census of Production. 
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Table. 4-24 

U.K~ __ I_ndustrial Concentration: 
Fabricated Materials, Inedible (1970) 

Total 5- firm No 
Exports CR Above Below CR 

Industry Anal~zed 50% 25~49% 25% Listed 

Lurmer 61.1 61.1 

Wood, other 27.4 27.4 

Woodpulp 48.5 48.5 

Newsprint 59.6 59.6 

Paper & board 39.2 39.2 
(56} 

Manmade fabrics 13.3 2.2 4.3 6.8 
( 100) ( 36) ( 19) 

Animal & vegetable oil 15. 7 15.7 
(82-93) 

Inorganic acids 43.8 43.8 
(63) 

Organic acids 17.6 17.6 
(fi5) 

Po1yresins 13.6 13.6 
(99) 

Iron & steel 20.1 0.8 6.3 
(67-94) (45) 

Aluminum shapes 108.3 108.3 
(58) 

Copper shapes 161.1 161. l 
( 74) 

Lead shapes 15.0 15.0 
(69) 

Nickel shapes 70.2 70.2 
(95) 

Zinc shapes 24.3 24.3 
(69) 

Other non-ferrous 4. 1 4. 1 
metals 

Floor covering material 1.4 1.4 
{74} 

c leather, undressed .8 .8 
(45) 

Total 745.1 526.2 11.4 6.8 200.7 

On adjusted basis 634.3 
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Table 4-25a 
U.K. Industrial Concentration: 
End Products, Inedible (1970) 

Total 5-firm No 
Exports CR Above Below CR 

Industry Analyzed 50% 25-49% 25% Listed 

Boilers, engines 1.1 1.1 
(63-84) 

Special industry equipment .7 .7 
(25) 

Motor vehicles & parts 2.8 2.8 
(78) 

Ships 1.2 1.2 
(68) 

Aircraft & parts 11.0 11.0 
(98) 

Telecommunication 19.2 19.2 
(64-94) 

Appliances 2.5 2.5 
(56) 

Measuring equipment 6.3 3.3 3.0 
(56) (45) 

Computer equipment 9. 1 9. 1 
(62) 

Fur apparel 1.1 1.1 
(50) 

Photo film 1 . 5 1.5 
(9l)b 

Mi 1 itary 8.4 8.4 
(62) 

Office machinery 1.8 1.8 

Total 66.7 61.2 3.7 1.8 

Notes: a) Volume figures for Class 5 exports are either unavailable or, 
when available, inappropriate for analysis purposes. 

b) CR refers to 1951 Census of Production. 



Export Class 

1. live animals 

2. Food, feed, beverages 
& tobacco 

3. Crude materials, 
inedible 

4. Fabricated materials, 
inedible 

5. End products, inedible 

6. Special transactions 

Total 

0 

Table 4-26 
Industrial Market Structures 
of Canadian Exports to U.K. 

( % of total 1970 exports) 

Exports Analxzed 
Industrial Structure 

Competitive Monopolistic/ Undetermined 
Oligopolistic 

5.6 15.2 .4 

.2 18.7 1.1 

5.3 42.8 3.4 

.2 4.1 .1 

11.3 80.8 5.0 

141 

Exports 
not 
analyzed 

1.7 

2.3 

3.7 

2.7 

10.4 
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category, while only 0.5% belonged to industries basically free of 

monopolistic practices. Of total exports these figures were 71.9% 

and 0.5%, respectively. The results of classes 2, 3 and 5 were ex

treme, since all industries analyzed possessed a high degree of 

market imperfection. Only in class 4 exports were any industries 

found to be basically competitive. Few industries were excluded 

from the 5-firm CR above 50% category, although notable exceptions 

were molybdenum and uranium ores for which no CRs were listed by 

the Census of Production. Considering Canada's over a 11 importance 

in th~ ~xportation of ~oth MPt~ls Rn~ t~e doMinance of th~ l'.S. an~ 

Canada in world markets (85.6% and 100%, respectively, in 1970; see 

table 4-3), these two exports were added to the oligopolistic 

category in class 3, giving an adjusted class total of 98% of 

exports analyzed or 85.4% of total crude material exports to the U.K. 

In general, overall results revealed greater concentration than in 

both Canada and the U.S. 

In class 4 exports adjustments were made for the woodpulp 

and newsprint industries, raising the percentage of class 4 exports 

entering highly concentrated British markets from 65.9% of the total 

to 79.3%. Unfortunately, U.K. CRs were not given for these two 

industries; however, given the industrial market structures in 

Canada and the U.S., as well as the combination of the prominence 

of Canadian exports in the world markets for both products (29.9% 

and 68.9% in 1970, respectively) and the dominance of the largest 

exporting countries in world markets (90.8% and 91.2%, respectively), 
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I decided to include both products in the highest concentration 

category, on an adjusted basis. 

Although no class 5 industries ,were listed as being 

completely free of market concentration, Canadian exports to the U.K. 

were divided among such a large number of different products that 

less than two-thirds of total exports were analyzed, resulting in 

the rather low figures reported. However, of those industries 

analyzed, 90% were considered highly concentrated. 

Thus, on an adjusted basis, BO.B% of all 1970 Canadian 

exports to the U.K. entered an oligopolistic market structure having 

monopolistic pricing practices. This compares closely with the 

results of the corresponding commodity market structures in Canada 

itself (74.1%) and in the U.S. (74.7%). 

U.K. Imports: Canadian Representation 

Table 4-27 lists the only commodities in which Canadian 

exports exceeded 25% of total U.K. imports in 1970 and 1971. In 

each case the commodity involved came out of a highly concentrated 

Canadian industry and entered an equally concentrated U.K. domestic 

market structure. With the exception of inorganic acids (for which 

statistics were unavailable), Canada ranked among the most important 

world exporters of the commodities included. Together, these ten 

industries represented 42.9% of all Canadian exports to the U.K. in 

1970. A further 35.8% of Canadian exports to the U.K. were products 
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Commodity 

Barley 

Wheat 

Iron ore 

Nickel ores 

Asbestos 

Inorganic acids 

Newsprint 

Aluminium ingots 

Nickel, refined 

Zinc, refined 

Table 4-27 
Canadian Exports• Shares 

of U.K. Import Markets a {%) 

1970 

37.2 

33.7 

25.9 

98.9 

62.7 

28.2 

51.9 

44.4 

70.3 

60.8 
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1971 

30.0 

31.3 

30.2 

45.6 

24. 1 

26.5 

43.7 

37.5 

50.5 

42.1 

Note: a) Only commodities whose shares exceeded 25% of total imports 
to the U.K. were included. 

Source: Compiled from O.E.C.D., Export Merchandise Trade, Series B, 
various years. 
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included in table 4-3, those whose world markets were dominated by 

four or fewer countries. This lends credence to the previous re

sults that Canadian exports to the U.K. come out of, and enter into, 

highly concentrated, imperfect market structures. 

The evidence given above indicates that, on the basis of 

industrial concentration ratios, the U.K. domestic markets for the 

types of commodities Canada exports to Britain are highly concen

trated, with more than 80% of the value of Canadian exports entering 

Bain's classification of oligopolistic market structures having 

monopolistic pricing practices. All evidence points to a degree of 

industrial concentration that is higher than in both the U.S. and 

Canada itself. 

VI Exports to Other Countries (tables 4-28 tq 4-31) 

The analysis of Canada's exports to the remaining sixteen 

countries (table 4-1) uses the 4-firm and 8-firm concentration 

ratio statistics employed in determining the degree of such concen

tration in Canada, in the U.S., and in the U.K. CRs have not been 

developed for any of the remaining countries, with the exception 

of Japan (although the latter are unpublished and have not been 

translated into English). Therefore the results below are only an 

indication of the degree to which the industrial structures are 

concentrated, based on the correlation between industrial concentra

tion in Canada, the U.S., the U.K. and in the other sixteen countries. 
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Table 4-30 
Industrial Concentration: 

Summary of Table 4~29 (1970) 

Anal~zed According To: 
Cdn 8-firm US 8-firm 

Export CR Above CR Above 
Class 70% 70% 

2 Canada 1131.8 
Others 1005.3 1018.6 

3 Canada 2760. 1 
Others 2626.1 2425.3 

4 Canada 4477.4 
Others 3761.7 3661.7 

5 Canada 3711.3 
Others 4027.2 4099.3 

Totals: 

Canada 12080.6 
Others 11420.3 11204.9 

% of Total 
Exports: 

Canada 74.1 
Others 69.6 68.3 

148 

UK 5-firm 
CR Above 
50% 

1032.0 

2618.7 

3770.0 

4106.5 

11527.2 

70.3 
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u.s.2 U.K.- l ~_ap_dn_4 ~-r~!'.c~ 
s 1ta_l} ~!t_d_i_ali 

C t_as" _2 

Flour, meal 40 S1 46 ?B 53 66 11(3) 19(A) 4(?) 5(8) 12( J) 
Distilled liquor~ 64 19 73(6) 

Beer. ale 27. 41 11 39 98 100(5) 17 15(5) 32(8) 
Cartned~ preserved 18 39 21 9 14(5) 

fruit, vegetables 

~_1_a5_~_3 

lOO 43 49 100 ij1 100(2) 61 100(3) 87 100(?) 
Pri!l\ary <Jluminlum 

51 87 82{?) 32 71 100(5) 25 
Ptimary zinc 

• 100 32 77 100(5) ?8 Primary lead 100 
Primar"y copper 86 NA 23 60 77 

14 40( 3) 66(8) 92(3) 100(4) 
Petro 1~um refining 32 55 93 16 41 84 32 72(3) 100(8) 

1l[G) 34(G] 

Cl~'-~ 

;:-h'lrtP.nin'l. 55 80 79 
cookinq oils 40[G) 32 23 52 80 10 40( ]) ~3(8) 38(G] 47( J) 

Stt?+?'l it'll'lot'> 64 76 
72(8) 80(1) 100(6) 

flat glass 90 99 51 58 lOO 
35 46{2) Cement 31 48 89{4) 17 48 82 21 52( 1) n:~l 42 
11[G] 77(8} 

Sulphuric acid 82 95 9 25 58 60 81 

Pulp mills 29 42 13 27 59 
Newsprint lOO[ G) 
Paper & board 19 31 19 30 64 NA 14(3) 27{13) 11 19(2) 25 

85(8) 
Nitrogen fertilizer 'lQ(G] 

~]_a_s 1,_5_ 

Passenger autos 98 99 74 34 76 100 19 l~tl) 100( /) B4 9~(J) 100(~) 47 
10(G] 95(3) 

Trucks )] 93 86 33 57 93 ll 78(3) 10018) 59 92(3) 100(8) 
9[G] 

Tires & tubes 79 91 73 28 67(3) 75(5) 
Rai tway cars 64 81 25 20[G) 
locomotives 91 98 53 100(2) 

Tl Aircraft 47 % 47 JB 62(1) 69(8) 'Tl 100 G 
s•!pbul lding 43 58 21 15 31 67 25 57( l) 90{8) 67 r, 100 G 
:r,m tNct.nrs 73 88 38 76( J) 11)11(8) Fj1 f; 100(1} 

21 

Textile machinery 31 46 36 ~o( C,J 71 ( 5) 
J4otors, engines 
Electric lamps 93 97 56 37 64 79 
Klchine tools 19 29 8 25 58 40 

Telephone, cables 
25fG] too GJ 

Notes: 1) Compiled from tables included if! Joe S. Bain, l,_'!_t_~!f3'~-i.Q~.L!l_i_~.!tr:~.!l.<-~_~i~ .. L'!d.!J~.tr_ij:_l~_?J!_us:J~!~· ~Jl-·.SJ~-

2) Data refer!. to 1954: percentaqe of v~lue of shipmnts 'iupplied by thE? lar~est four anti eiQht firms. 

3) Data refers to 1~51: I'JHC~ntai'JP of vlll ur addNI by t~~ hr•!f'*,t thrr>P t i rmo,, with P¥r t>pt ion.;; notJ•ff l"l 
parrnthr>">e~. 

4) (Mt., rt>ff'P. In l'lrjn· rH•rrf'nt~'l" of \OJIHP nf outrn;t hv lhl' IM<fl'•,t (jf;t'' thtl''' !'11\fl lf'fl flr'ff!'. wltti 
PYfl'jJI low, In l'llt'N!fhP•,t• .. ,, 

5) ~t:~~~~!'i!:.1flf.:~~~.,:~c;:;:~~~t~~!f!~~;i'ln~;~~t{~).tht> l.trl}f''>f firm, 1tfttt -JrMitfontll fi~ nnt~>d 

6) D.lta rt'fen to 1960~61: ""centt(Jf of output orupte:tt~ of 1arqe<;t firm. wHt; .-.tir!iUM.:tl fi~ notPd 
tn parentheses. Goverftfi'IMtl Plrtit:ipatton noted wtth [GJ, 

7) Oat• "'''"' to 1948: ~tentage of ~ICW"'IO't of largest thr•• fir..,, with •ddltlon.l I;""' ••t•d lo 
P•rtn theses. 

57{3) 

56(3) 

RJ{l) 

501 1) 

65(?) 
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C_an'!_~ 1 

35 
~4 
49 
32 

lOO(l) 

79 

54 

81 99(8) 

lOO 

100 

lOO 

79 98(5) 

78 
32 
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The concentration results for exports to W. Germany exceed 

those for which CRs were developed. Since exports to Germany fol

low the pattern already set by those to the U.S. and U.K., it is 

not surprising that 86.8% were analyzed, with the_ degree of concen

tration varying from 80.3% (using U.K. CR statistics) to 60.5% 

(using U.S. CR statistics). 

Exports to Belgium followed the normal Canadian pattern. 

Industrial concentration would therefore correspond to CRs in the 

U.S. and U.K. France has become an important purchaser of Canadian 

end products, although individually each commodity purchased has 

tended to be relatively immaterial in value. For this reason ex-

ports analyzed fell below 70%, as did the degree of concentration. 

According to Bain, the French government encourages seller concen

tration through mergers. "In general it would be fair to say that 

France operates with recognized cartelization and under a policy 

which encourages increasing seller concentration and does not attempt 

to reduce existing concentration."1 This official policy apparently 

reflects the Italian position too. In Italy it is the government 

policy to oversee cartels, not to outlaw them. " ... The largest 

two or three firms in Italian industry apparently rather often match 

the market share of the largest eight firms in the counterpart 

American industry, so that there is a tendency in Italy toward 

tighter-knit oligopolies and partial monopolies."2 As in France, 

l B ' 't 95 a 1 n, op. c 1 • , • 

2 Ibid., 98. 



c 
151 

the government is involved in many basic and manufacturing in

dustries, sometimes as the dominant seller (see table 4-31). 

As regards the other European countries, Canadian exports were 

largely of natural resources and their derivatives. The market 

structures, therefor~, revealed a consistently high level of in

dustrial concentration. 

Exports to the USSR have been concentrated almost ex

clusively in wheat (85.2% in 1970). There have been indications 

of other export interest, but considering that the USSR is a 

completely centralized country, politically and economically, 

there is little freedom for price considerations to prevail un

less the products are free of concentration in Canada itself. 

As shown in table 4-28, at least 96.5% of Canadian exports to the 

USSR come out of highly concentrated Canadian industries. 

Exports to India do not differ materially from those of 

the other countries analyzed, with the exception of large exports 

of fertilizers, the Indian manufacture of which is close to a 

government monopoly (see table 4-31). It should be noted, however, 

that seller concentration in India has been encouraged by 

restrictive governmental policy and by the existence of managing 

agencies (similar to the zaibatsu in Japan). 

Japan has become Canada's second largest export customer, 

surpassing the U.K; and raising its proportionate share of our ex

ports to 7.1% in 1974, from 4.0% in 1961. However, the Japanese 
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are major importers of raw materials, and Canadian exports to Japan 

are no exceptions. Canada sells very little finished commodities 

to Japan, accounting for less than 3% of total exports to Japan 

in 1974. (It is significant to note that of total exports to Japan, 

85.8% were of commodities considered to be highly concentrated in 

a global context.) The degree of industrial concentration shown 

in table 4-28 is most likely understated, considering the structure 

of the Japanese economy. According to Bain, the zaibatsu, or 

trading conglomerates,still dominates the Japanese economy. As 

much as 40% of Japan's big business, from manufacturing and metals 

to real estate, banking and insurance, is controlled by three 

reconstituted zaibatsu (Mitsubishi, Mitsui and Sumitomo}. 1 11 It 

seems very likely ... that the large volume of vertical supplier

customer transactions and reciprocal trading within each individual 

zaibatsu substantially reduces the scope and effectiveness of hori-

zontal competition within many Japanese industries, so that more 

monopoly power is associated with given degrees of intra-industry 

seller concentration than would otherwise be the case. 112 The data 

included in table 4-31 reveal relatively high seller concentration, 

the 10-firm CRs exceeding or close to 60%, of which two-thirds 

exceed 75%. A study by Caves and Uekusa3 compared seller concentra

tion in the manufacturing sectors of Japan and the U.S., using 

l Ibid., 88. 
2Ibid., 90. 
3Richard E. Caves and Masu Uekusa, Industrial Or anization in Ja an 

{The Brookings Institution, Washington, D.C., 976 , 16-28. 
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Japanese concentration figures developed in 1963. The results of 

their regressions revealed little difference in the degree of seller 

concentration in the two countries. "Like previous investigators, 

we find no great difference in concentration between Japan and the 

United States. "1 

Exports to the Peoples' Republic of China have traditionally 

been wheat (85.6% in 1970). More recently, exports of nickel anodes 

and aluminium ingots (9.1% and 2.0% respectively) have become im

portant. However, as with the USSR, China is a completely centralized 

country and domestic price competition is meaningless. 

The Australian economy parallels the Canadian. For this 

reason, Australian purchases of Canadian exports have not been of 

traditional raw materials. Exports of end products figure pro

mine~tly, although for the most part these exports have been 

individually modest, and, therefore, difficult to analyze, which 

accounts for the low CRs. 

With the e<ception of Cuba, exports to South and Central 

American countries have been more heavily concentrated in class 5 

(end products} exports than Canadian exports in general. Exports 

to Brazil have been more traditional, but products of highly con

centrated industries. Aside from grain and mi"lk powder, exports 

to Cuba include small quantities of a variety of finished products 

l Ibid., 26. 
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that, because of their relatively low values.and irregularity, 

defy analysis. On the other hand, exports to Mexico have also 

included an unusually high proportion of end products, several 

of which have been of major proportions, as have exports to 

Venezuela (especially of motor vehicles). 

With the exception of Australia and Mexico, Canadian 

exports to the individual countries discussed above were from 

highly concentrated industries regardless of the method of analysis . 

used. Occasionally, the overall CRs fell below 70% of total ex

ports for any country. Considering that in only half of the cases 

exports analyzed exceeded 80% of total exports, these results 

indicate a level of industrial concentration for overall exports 

that would exceed the levels indicated in table 4-28. 

Conclusion 

Tables 4-29 and 4-30 summarize the findings of the above 

analyses, reviewing exports to Canada's eighteen most important 

customers. In 1974 exports to these countries accounted for 92.4% 

of total Canadian exports {little changed from 90.7% in 1961 and 

the average of 92.9% from 1961-1974). Thus the results are based 

on an analysis of less than 100% of Canadian exports (actually 93.8%, 

using 1970 figures). Also, when reviewing the summaries, considera

tion must be given to the fact that, in each case, considerably 

less than lOO% of exports to any country were analyzed (ranging 
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from a low of 67.3% of exports to Australia to a high of 99.2% of 

exports to the Republic of China). With these facts in mind, it 

was found that Canadian exports come out of, and enter into, highly 

concentrated industrial structures. Almost three-quarters (74.1%) 

of the commodities exported by Canada come out of highly concen

trated industries. Using Canadian CRs, this figure for all the 

countries analyzed was 69.6%. Using American CRs, it was found 

that 68.3% of Canadian exports enter highly concentrated industrial 

structures; employing U.K. CRs, this figure was found to be 70.3%. 
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CHAPTER 5 

STUDIES OF EXPORT COMMODITIES 

Introduction 

Chapter 3 analyzed theoretical market structures within a 

framework of changing exchange rates and international trade. It 

concluded that only within a monopolistic or oligopolistic struc

ture could individual firms continue to trade in all markets, 

given the effects of changing exchange rates. As monopoly has not 

been empirically verified for any widely consumed commodity, oli

gopoly is left as the sole long-run market structure in which firms . 

are able to operate according to traditional economic theory, both 

domestically as well as internationally, given a change in ex

change rates. 

Chapter 4 employed Bain•s levels of industrial concentra

tion, as well as the Herfindahl index, in analyzing the degree of 

seller concentration in Canadian export industries as well as in 

these same industries in Canada•s major trading partners. It was 

determined that at least 75% of total Canadian commodity exports 

come out of, and enter into, highly concentrated markets. According 

to Bain, such firms are able to employ monopolistic pricing 

practices in order to maximize their profits. 

To broaden the scope of this thesis, specific Canadian 

commodities were analyzed in detail. This chapter examines four 

Canadian exported commodities. The sole criterion for choosing a 

156 
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particular commodity was its relative importance to overall ex

ports and to its own particular class of exports. The analysis 

of each commodity concentrates on its history as an export from 

1961 to 1974, the Canadian industry involved and its market 

structure, and the pricing policies set and followed by the in

dividual firms within the industry. 

My conclusion in each case is that the commodity involved 

is part of an oligopolistic market structure having monopolistic 

pricing practices. Thus, the theoretical analysis of chapter 3, 

as well as the industrial market structure hypothesis of chapter 4, 

are reinforced when specific Canadian exported commodities are 

studied in greater detail. 

I. WHISKEY 

Approximately two-thirds of Canadian whiskey production 

is exported, of which 97% is shipped to the American market. As 

these figures indicate, the Canadian whiskey industry is export

oriented and completely dependent upon the American market. Exports 

to other countries are generally restricted as the direct result 

of outright prohibition or protective tariffs. In spite of this, 

whiskey exports have risen steadily during the years reviewed. 

In 1961 the value of whiskey exports represented 1.4% of total 

Canadian exports and 6.7% of class 2 (food, feed, beverages and 

tobacco) exports •. By 1974 these proportions were 0.6% and 5.2%, 

respectively. 
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Canadian whiskey was developed specifically to suit 

American tastes. Prohibition laws were in effect in the U.S. from 

1922 to 1933, placing Canadian distillers in a unique position as 

the sole legal manufacturers of distilled spirits in North 

America. This position was exploited when the distillation and~ 

sale of whiskey was legalized in the U.S. Canadian producers, 

using the expertise gained and the inventories built up during the 

era of American prohibition, moved south, dominating the American 

market, from production through vertically integrated corporate 

structures to the distribution and sale of both Canadian and 

American whiskies. 

The Canadian a~d American Industries_ 

Through astute business dealing, Canadian distillers became 

the largest American distillers as well, thus assuming the role of 

vertically integrated multinational corporations dominating, if 

not controlling, the world market for distilled liquors. The 

Canadian 4-firm industrial concentration ratio is 86%, and the 

8-firm CR, 98%. The American ratios are 54% and 73%, respectively. 

Both sets of ratios indicate highly concentrated oligopolistic 

industries having monopolistic pricing practices. The Canadian 

industry has a higher concentration than the American counterpart, 

with an Herfindahl index of 0.2938, indicating clear domination 

of the domestic industry by one firm (the two largest firms produce 

approximately 70% of the industry's sales). In fact, two 

.. 
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Canadian firms rank one and three in the American industry (the 

largest being the largest in the world). 

Canadian whiskey has made significant inroads into the 

large American market. In 1961, Canadian whiskey's share of the 

American market was 6.6%, whereas domestic (American) whiskey's 

share was 36.4%, bourbon straight, 31.2%, Scotch, 11.0%, and 

vodka (domestic}, 10.0%. By 1973 these relative positions had 

changed radically: Canadian whiskey had now captured 15.4% of the 

American market; domestic (American) whiskey had fallen to 20.2% 

and bourbon straight, to 23.3%, whereas Scotch and domestic vodka 

had risen to 19.2% and 20.5%, respectively. Clearly, by the end of 

the period reviewed, competition in the American market was from 

Scotch and domestic vodka, whereas consumption of both domestic 

American whiskey and bourbon had declined, both relatively and 

absolutely (actually, consumption of domestic American whiskey and 

bourbon fell by 10% during this period). 

There are a number of substitutes for Canadian whiskey, 

the most important being within the same industry (as listed in 

table 5-l). From the point of view of consumer tastes, Scotch 

whiskey and vodka have been the main substitutes for Canadian whiskey 

and have proved to be the most competitive for a larger share of 

the American market. In spite of the growth of both Scotch and 

vodka consumption since 1961, consumption of Canadian whiskey has 
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shown a greater than proportionate rise. This was due entirely 

to the introduction in the middle 1960s of Canadian whiskey shipped 

in bulk. A combination of cheaper transportation costs, lower 

effective tariffs (due to bulk shipments)~ plus the original 

grooming of the American taste for imported Canadian whiskey after 

TABLE 5-l 

Distilled Liguor Consumetion 
u.s. 

(% oftotal) 

Canadian American 
Year Whiskey Whiskey Bourbons Scotch Vodka 

1961 6.6 36.4 35.9 11.0 10.0 
1964 7.8 32.6 35.0 12.9 11.8 
1967 9.5 28.9 33.() 15.0 13.6 
1970 12.2 25.6 29.3 17.4 15.5 
1973 15.4 20.2 24.7 19.2 20.5 

Source: Liguor Handbook, 1974. 

prohibition, all contributed to influencing American consumption 

of the Canadian product during this period. It must be added, 

however, that the same Canadian distillers who control the American 

whiskey market are the largest distillers of Scotch whiskey and 

domestic (American} vodka. Therefore, it is difficult to en-

vision full-scale rivalry between competing spirits. Any competition 

that exists has been between companies within the industry, on a 

brand, or advertising basis. 
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As stated above, the multinational corporations who domi-

nate the American industry are fully integrated. Thus, price 

changes for Canadian whiskey take into consideration the effect 

such changes will have on the sales of other distilled spirits 

manufactured and distributed by the same Canadian whiskey distillers. 

Prices of all competing products tend to change together. This is 

reflected in table 5-2. The prices given in table 5-2 are com

posite, based on proportionate consumption figures on a state by 

state basis. They are only indications of established retail 

prices, and small fluctuations from year to year are without 

meaning. · Increased state and local taxes accounted for most of 

the nominal price changes. Only Scotch showed price trends running 

counter to the others. There are indications that, to a moderate 

degree, the listed retail price of Scotch changed with the pound/U.S. 

dollar. The same cannot be said for the price of Canadian whiskey. 

The 1970 price increase had already come into effect six months 

before the Canadian dollar revaluation and was part of an industry-

wide price increase in the U.S. Subsequent to the revaluation, 

there were no further price changes in the American retail price 

of Canadian whiskey. 

The industry has definite and strong beliefs that any price 

1The information in this section was collected from sources within 
the industry and from industry publications, mainly the liquor 
Handbook. 
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increase will lead to a decline in sales. Therefore, intra-

industry competition is generally kept to advertising campaigns 

and to states that are neither "control" nor "affirmation" stat~s. 1 

Since practically every state is by now either a 11 control 11 or 

11affirmation" state, intra- industry competition has been re 1 egated 

to advertising campaigns. In their attempts to create differentiated 

products, firms more than quadrupled their expenditures on a 11 

forms of advertising in the decade from 1963 to 1973. New products 

have been introduced {i.e. the 11 light" whiskies) and old products 

have been repackaged (i.e. whiskey shipped in bulk, repackaged as 

cheaper brands of established whiskies) in order to capture a 

greater share of a relatively stable market. 

Firms within the industry, both in Canada and in the U.S., 

believe that they are highly interdependent. They realize that 

unilateral price changes would be neither in their short-run, nor 

in their long-run, interests, as they face moderately elastic 

demand within the framework of a Sweezy-type 'kinked' demand curve: 

price increases would lead to a sharp fall off in sales volume and 

market shares whereas price decreases would be followed by similar 

1control states are those in which all liquor must be sold through 
government-controlled outlets. In states with affinnation laws a 
distiller or importer must affirm that all his prices to wholesalers 
are no higher than the lowest prices charged in any other state 
(i.e., in control states, since under the 11 Des Moines Warranty 11 

distillers have guaranteed control states that they will sell to 
them at prices no higher than charged elsewhere). 
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TABLE 5-2 

Composite American Retail Prices1 •2 

American Bourbon Scotch Vodka 
(7 Crown) (Old Crow) (Haig) (Smirnoff) 

Year Price % change Price % change Price % change Price % change 

1961 4.60 4.87 6.51 4.24 
1962 4.65 1.09 4.84 (2,67) 6.52 . 15 4.26 
1963 4.66 .22 4.84 6.51 ( .15} 4.29 
1964 4.73 1. 50 4.83 ( . 21 ) 6.82 4.76 4.49 
1965 4.73 4.81 ( .41) 6.87 .73 4.45 
1966 4.74 . 21 4.81 6.99 1. 75 4.45 
1967 4.78 .84 4.82 . 21 7.04 .72 4.50 
1968 4.90 2.51 4.90 1.66 7.10 .85 4.59 
1969 4.90 4.97 1.43 6.58 (7.32) 4.70 
1970 5.19 5.92 5.03 1.21 6.65 1.06 4.83 
1971 5.19 5.11 1. 59 6.67 .30 4.84 
1972 5.21 .39 5.20 1. 76 6.81 2.10 4.99 
1973 5.32 2.11 5.24 .77 7.10 5.58 5.02 
1974 5.34 .38 5.24 7.55 5.01 5.04 
1961-
1974 16.09 7.60 15.98 

Notes: 

1. Compiled based on proportionate consumption by state (each state 
having a different average price). 

2. When price was not available for specific states, proportionate 
representation by remaining states was adjusted. 

3. Price, in u.s .• $.on January basis each year, per fifth. 

.47 

.70 
4.66 

( . 89) 

1.12 
1.02 
2.40 
2.77 

. 21 
3.10 

.60 

.40 

18.87 

Source: Compiled using information in the L.j_q!J~!.JI!ln~b.ook, varlou<> years. 
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Canadian 
(V.O.) 
Price % change 

6.30 
6.37 1.11 
6.39 .31 
6.46 1.10 
6.44 ( .31) 
6.45 .16 
6.46 .16 
6.62 2.48 
6.63 .15 
6.92 4.37 
6.95 .43 
6.98 .43 
7.02 .57 
7.06 .57 

12.06 
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price changes by other firms in the industry. Therefore, firms 

change prices in a coordinated manner, thus avoiding price compe

tition. 

Unique to the whiskey and tobacco industries is the ex

tremely high incidence of taxes in the retail prices of their 

products. As much as 60% of the retail price of whiskey is made 

up of a combination of federal, state and local taxes (indirect 

taxes). This situation leaves the whiskey industries with less 

flexibility regarding its price structure. Consumers are confronted 

with increased prices due to greater indirect taxation as well as 

rising costs within the industry. Distillers, faced with the pos

sibility of losing sales volume since demand is elastic {especially 

for price increases), have tried to absorb their risinq costs at the 

risk of falling profits. Retail price changes, therefore, have 

been due mainly to indirect taxation, some of which has also been 

absorbed in the cost structure of individual firms. 

Firms within the whiskey industry have thus been caught 

at the 'kink' in their demand curve. Faced with an elastic demand 

curve to the left of the 'kink', both the firms and the industry 

have been very reluctant to raise prices, even to cover indirect 

taxation. Faced with rising costs and a firm belief that sellers 

are interdependent in an oligopolistic sense, firms cannot afford 

to lower prices. Only with great hesitation and after finding 

that their profit margins have been squeezed to their limits have 
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distillers raised prices to cover part of their increased costs. 

As seen in table 5-2, such price changes have been infrequent and 

generally of little consequence. 

Since consumer demand for Canadian and American whiskey 

is confined almost entirely to the North American continent, 

Canadian distillers do not change their American prices as a 

result of changes in the U.S. dollar value of the Canadian dollar. 

Corporate profits are looked at from a total product-line point of 

view; prices are adjusted for all products at the same time, based 

on the economics of the fully integrated operations as a whole, 

with due regard for the effects of exchange rate changes on the 

overall profitability of the industry's operations. This is 

clearly an oligopolistic industry in which the Canadian operations 

are regarded as a small part of a corporate structure that bridges 

the Canadian-American border. Scotch, as an accepted distilled 

spirit throughout the world, is somewhat insulated from the effects 

of exchange rate changes. Distribution can be switched from one 

country to another, as dictated by the theoretical effects of ex

change rate changes on consumer demand. Thus, Scotch distillers 

can avoid the adverse effects of an exchange rate change on sales 

volume, or profit margins, in the North American market, whereas 

Canadian and American distillers do not enjoy such flexibility. 
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II. RAPESEED 

In 1961 Canadian rapeseed exports were not insignificant, 

being 0.24% of total Canadian exports and 1.15% of class 3 exports. 

However, by 1974 world demand had boosted the value of rapeseed 

exports to 0.64% of total Canadian exports, and to 2.57% of class 

3 exports, an impressive 15-fold increase (to a large degree under

stated in the overall figures as a result of the very large increase 

in Canadian exports of motor vehicles, and understated in the class 

3 figures as a result of the unusual increase in Canadian exports 

of crude oil during the latter part of the period). 

The rise in rapeseed exports was the result of two re

inforcing events that occurred almost simultaneously: the first was 

a surge in world demand for animal feed at a time when there 

appeared to be a growing shortage; the second was the development 

by Canadian farmers, in 1971, of a new variety of rape low in erucic 

acid content (LEAR). Within two seasons all Canadian farmers had 

switched to the new variety, offer-ing animal feeds containing the 

lowest level of the same toxic acid contained in other varieties 

of rape as well as in rape substitutes (such as soyabeans). The 

introduction of LEAR brought to the attention of world seed 

crushers and animal feed users the fact that high levels of erucic 

acid were contained in rapeseed, causing them to be wary of using 

greater quantities in their feed mixtures. This and the easy 

substitution in planting caused production and exports of rapeseed 
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to fall after 1973. 

Canada is the world•s second largest producer of rape, 

having produced, on average, 14.4% of the world•s production from 

1961 to 1974 (only India produced more). However, as an exporter, 

Canada has, during the same period, been unique as the world•s 

leading exporter in that domestic consumption has been a negligible 

portion of domestic production. In 1973 Canada accounted for 70.7% 

of world exports, having averaged 53.8% since 1963. Among world 

producers only Fr·ance (15.1%) and Sweden (6.8%) have been signifi

cant exporters during the same period. Most producers, such as 

India, require more than they are able to grow and, therefore, 

are rarely in the position to export. 

The Industry Abroad 

Canadian rapeseed exports are for the most part shipped to 

six countries, four of which are members of the EEC: France, W. 

Germany, Italy and the Netherlands; the remaining two are India 

and Japan. Together, the six countries purchased 89% of the value 

of total Canadian rapeseed exports in 1974. The common agri

cultural policy of the EEC makes it impossible for exchange rate 

fluctuations to change the internal price of most agricultural 

products within the common market. When one of the common market 

currencies fluctuates by more than 2 l/2% from its official parity 

(which the French franc did in 1969; the German mark and Dutch 

guilder, in 1969; and which all EEC currencies did, vis-a-vis the 
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Canadian dollar, in 1970, 1971 and 1973, etc), the country concerned 

is permitted to impose a border tax on those agricultural imports 

that compete with domestic production, to offset the currency 

fluctuation. Thus, Canadian rapeseed can only be .imported when 

demand within the EEC exceeds domestic supplies; and imports . 

cannot be sold at prices that are lower than prices established for 

domestic production. There cannot be any exchange rate effects 

on the prices of imports. Therefore, increased rapeseed exports to 

the EEC countries is dependent upon changes in EEC domestic 

supplies (that is, French production), and upon the relationship 

between overall market demand and these supplies. 

Similarly, Canadian exports to India are entirely dependent 

upon the difference between Indian demand and production. As India 

is the world's largest producer, Canada has been called upon to 

export rapeseed only when Indian domestic consumption exceeds pro

duction, which occurred from 1971 to 1973. When domestic production 

is capable of meeting demand, India will not permit imports to 

compete with domestic production, using methods whose effect 

resembles the EEC border taxes. Therefore, exchange rate changes 

that could make Canadian rapeseed more competitive are discounted 

in full by governmental policy. 

Japan is the world's largest importer of rapeseed, con

suming almost half.of the world's exports in 1974 (compared to 20% 

in 1963). Japan is also Canada's most important customer, buying 



c 

169 

over 80% of the total value of Canadian exports in 1974. Exports 

to Japan have increased constantly throughout the period examined, 

being 27 times larger in 1974 than they were in 1961. In value, 

rapeseed exports amounted to 7.2% of total exports to Japan in 

1974. Two important factors contributing prominently to the in

crease after 1971 were the abolition, on May 1, 1971, of rapeseed 

import quotas, and the Japanese expansion of domestic crushing 

capacity. By 1972 Japan ranked second in the world as a rapeseed 

crusher. 

There are two main problems regarding Canadian rapeseed 

exports to Japan: the first is the erucic acid content (discussed 

above} that affects all rapeseed regardless or origin; the second 

is the ability and willingness of Canadian farmers to guarantee 

Japanese rapeseed crushers of a secure source over the long-run. 

The latter problem is one that haunts every raw material supplier 

to the Japanese market. The Japanese have even tried to encourage 

Australia to grow rapeseed, since they have felt that Canadian 

growers could not be totally relied upon on a long-term basis. Japan 

worries that high wheat prices will reduce the acreage devoted to 

rapeseed, a fear that was proven justified in the case of Canadian 

farmers (Canadian acreage fell 40%, from 5.3 million acres in 1971 

to 3.2 million acres in 1974). Since rapeseed is a close substitute 

for soyabeans in animal feeds, and since Japan is also an important 

importer of soyabeans, Canada could greatly increase the Japanese 

demand for rapeseed if it could assure the Japanese of its desire 
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to supply an expanding market over the long-run. This Canadian 

farmers have failed to do~ with the result that the Japanese 

continue to look for alternate sources and product substitutes 

(such as soyabeans) for their domestic requirements. 

Substitutes and Pricing1 

Pricing of rapeseed is~ like the pricing of most agri

cultural raw materials, based on supply and demand and the futures 

market. As Canada is~ by far, the largest exporting country, the 

Winnipeg Commodity Exchange price is generally regarded as the 

world price for imported rapeseed. Within the borders of countries 

that produce rapeseed, such as the EEC countries and India, other 

prices prevail, generally administered by their respective goverA

ments. The Winnipeg price, therefore~ is for world demand in 

excess of domestic supplies. 

Table 5-3 gives the average quarterly cash price of rapeseed 

quoted by the Winnipeg Commodity Exchange, from 1963, when 

quotations for rapeseed were inaugurated, through the second 

quarter of 1975. During the period from 1963 until the end of 1972 

the cash price for rapeseed fluctuated within a narrow band~ from 

$2.50 per bushel to $3.00, with the exception of 1968 and 1969 when 

oil seed crushers and animal feed users reduced their purchases of 

rape as a result of their concern over its erucic acid content. 

1The information on pricing came from discussions with representatives 
of grain dealers based in Winnipeg. 
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During this period there were several exchange rate changes in

volving the Canadian dollar and the currencies of nations who 

purchased Canadian rapeseed. There is no evidence that these 

currency changes affected either the price of rapeseed or its 

consumption. This period includes the Canadian dollar revaluation 

of 1970. An analysis of prices paid, on a country by country 

basis, during this same period did not reveal any change in unit 

price or quantity demanded that could be directly connected to 

any exchange rate change occurring at about the same time or before. 

Demand appears to have been insensitive to currency changes. It 

was only after 1972 that the price of rapeseed changed. This co

incided with the development, in Canada, of LEAR, and with a re

duction in acreage devoted to rapeseed. As stated above, the 

development of a strain of rapeseed low in erucic acid content 

influenced many users to substitute rapeseed for other grains in 

producing animal feed. Since rapeseed competes with other grains 

(such as barley) for acreage, and s·ince planting is easily switched 

from one season to the next, production is subject to wide fluctuations 

that may have little to do with consumer demand. Also, as shown 

in table 5-4, Canadian requirements for crushing rapeseed into both 

oil and oil meal increased sixteen-fold between 1961 and 1973, the 

increases in 1972 and 1973 being 36% and 29% respectively. After 

1972 the price of rapeseed rose to such an extent that any dollar 

devaluation would have been a minor factor in the price to its 
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TABLE 5-3 

Average guarterl~ Cash Quotation: Rapeseed 
{cents per bushel) 

First Second Third Fourth 

19631 280 

1964 270 265 261 286 

1965 315 288 241 258 

1966 283 275 283 274 

1967 287 274 256 233 

1968 229 212 208 217 

1969 237 220 215 277 

1970 305 291 264 261 

1971 292 289 273 248 

1972 236 251 246 271 

1973 354 438 623 515 

1974 680 683 823 890 

1975 664 586 

Note: 1Quotations of rapeseed prices began on September 16, 1963. 

c 
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TABLE 5-4 

Canadian Consumption and Planting of Rapeseed 

Oilseeds crushed Acreage ( • 000) Production 
(bushels '000} (bushels '000) 

1961 1 , 181 710 11,220 

1962 1,495 371 5,860 

1963 1,591 478 8,360 

1964 1,749 791 13,230 

1965 2,635 1 ,435 22,600 

1966 4,273 1,525 25,800 

1967 5,024 1,620 24,700 

1968 5,770 1,052 19,400 

1969 7,461 2,012 33,400 

1970 7,829 4,050 72,200 

1971 9,739 5,306 95,000 

1972 13,209 3,270 57,300 

1973 17,023 3,150 53,200 

1974 12,900 3,260 52,900 

Source: 
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users. Between the first quarter of 1972 and the last quarter of 

1974 the quoted price of rapeseed increased by 277%, whereas during 

this two year period, the dollar devalued by between 10%-15% vis-a-vis 

the currencies of Canada's major trading partners (aside from the 

U.S. which does not import rapeseed). Imports by major consumers, 

such as Japan, increased substantially in spite of the large increase 

in price. 

Canadian rapeseed is sold by farmers to cooperatives who 

then sell to Canadian grain dealers. The number of Canadian grain 

dealers involved in rapeseed exports is, at most, half a dozen. 

Thus, control over rapeseed marketing is highly concentrated, 

compounded by the fact that cooperation among the grain dealers is 

normal. 

There are many product substitutes for rapeseed in use, 

the most notable being soyabeans. There are also substitutes for 

the land used to grow rapeseed, the most important being wheat and 

barley. Therefore, it is the relationship between the prices of 

rapeseed and wheat (and barley) that determines the acreage devoted 

to growing rapeseed; and it is the relationship between the prices 

of rapeseed and its substitutes in use (i.e. soyabeans) that 

determines the market demand for rapeseed. Since the price of 

wheat has become administered, because of governmental interference, 

rapeseed supply is-dependent upon the prices of substitutes in 

use ( i . e. soya beans). 
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Since, as explained above, most of Canada's exports are 

shipped to countries that are either major producers themselves, 

purchasing only when their domestic demands exceed domestic 

supplies, or to countries that are quick to switch from rapeseed 

to a substitute (and vice versa), relative price differentials 

lead Canadian grain dealers to react in an oligopolistic manner. 

Exchange rate changes have little, if any, effect on the inter

national pricing of rapeseed, and, therefore, on the volume of 

Canadian exports. 

III. ASBESTOS 

In 1961 the value of asbestos exports represented 2.3% of 

total Canadian exports and 10.9% of class 3 exports, whereas in 

1974 these ratios were 1.1% and 4.3%, respectively. Canadian 

asbestos is shipped to many countries, but our main customers 

have been the U.S., Japan and W. Europe. By the 1970s the U.S. 

was absorbing 33.9% of the value of Canadian exports; Japan, 7.1%; 

and the nine countries of W. Europe listed in table 4-1, 27.5%. 

Canada is also the major supplier of asbestos to each of these 

countries. The ratio of asbestos imports from Canada to total 

asbestos imports ranged from a high of over 90% in the case of the 

U.S. to a low of around 40% in the case of Japan. However, such 

high ratios are to be expected since Canada has consistently 

supplied more than 60% of the world's demand for asbestos, the USSR 

and S. Africa being the only other producers/exporters of note. 

In terms of world producers of high grade ore, Canada is first. 
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(Much of Russia's production is believed to be filler and not ex

portable.) Canada exports more than 90% of its own 9roduction. 

The Canadian Industry 

The Canadian industry is primarily situated in Quebec, 

with only one major company producing outside the province (in 

British Columbia). The domestic industrial concentration ratio is 

one of the highest in Canadian industry, being 81 .4% at the 4-firm 

level. Figures are not given at the 8-firm level since it 

approaches lOO% (there are only 10 producing companies in Canada). 

The Herfindah1 index of 0.2136 indicates that one or two firms 

dominate the industry. This is borne out by industry statistics, which 

reveal that the Johns-Manvil1e Corporation produces about 35% of 

total Canadian production. 

Not only is the Canadian industry dominated by a few 

companies but free-world production, fabrication and distribution 

are controlled by vertically integrated multinational corporations. 1 

In Quebec itself, the producers are all members of an association 

that not only deals with non-business matters on behalf of its 

members, but also forms the basis for collusion on production, 

contracts, and industry pricing, in order to avoid intra-industry 

rivalry and competition. 2 The fact that each producer has an 

1Miche1 Perrault, Notre Amiante (Centrale des Syndicats Democratiques, 
1974), 59. . 

2 Ibid., 59-60. 
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equity interest in its "rivals" reinforces the fraterna 1 spirit 

within the industry. 

As stated above, vertically integrated multinational 

companies control all aspects of the industry, from the ownership 

of the mines to the utilization of the end products themselves. 

More than 80% of the asbestos mined is used in the construction 

industry where the largest asbestos producers are also actively 

involved. Thus, control of supplies and pricing by a few firms 

are guaranteed at all levels, throughout the free world. 

Product Substitution and Pricing1 

There are two areas of substitution: in use and in the 

properties of the product. Since asbestos is a material used almost 

exclusively in the construction industry there are several other 

possible usable substitutes, such as wood, aluminium, glass, 

concrete, etc. However, these products do not possess the same 

properties as asbestos. In this respect, asbestos is unique. 

Since, for most uses, it is the properties of asbestos that are 

required, there is no existing substitute. 

There are two price lists for Canadian asbestos: one for 

the mines in Quebec and the other published by Cassiar Corporation. 

which operates on the West Coast. In essence, these price lists 

are identical if product grading and transportation costs are 

1Information for this section comes from the following sources: 
Michel Perrault, Notre Amiante; an industry study prepared by Draper, 
Dobie & Co.; the Quebec Asbestos Mining Association;and discussions 
with officers of companies within the industry. 
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taken into consideration. All companies contract to sell the 

major part of their production of the coming year in the 4th 

quarter of the current year. They establish their prices for 

the entire year at this time. Asbestos is basically a uniform 

product with many grades, but all production falls into a pre

specified grading classification. Therefore, there is no possible 

product differentiation within the industry. r,enerally, the 

companies give discounts to their largest customers (who are 

often the parent companies). However, discounting, when it occurs, 

is uniform throughout the industry and lasts only as long as 

supply exceeds demand. As soon as supply and demand are in 

balance, discounts are uniformly abandoned. 

Since Canada is the leading producer/exporter in the world, 

the world price follows the prices set by the companies in Quebec. 

Since the Johns-Manville Corporation clearly dominates the 

Canadian industry, Canadian pricing policy and free world prices 

are established by one company. All other companies follow suit. 

The evidence reveals asbestos to be an oligopolistic industry, 

both domestically and in a worldwide sense, having monopolistic 

pricing practices. 

The effect of the 1970 Canadian dollar revaluation was 

not as would be determined by the theory of price elasticity of 

demand as a result of the multinational character of the industry. 

Prior to the revaluation, the American construction industry was 
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in a recession, causing the supply of asbestos to exceed demand. 

Canadian companies discounted their list prices as a temporary 

measure, until the American construction industry resumed its 

growth. Exports were priced after the revaluation at the same 

Canadian dollar price as prior to the revaluation, in spite of 

the excess supply situation. Since Canadian producers are controlled 

by large American corporations that purchase almost half of the 

production of Canadian mines, it is customary for the cost of 

Canadian asbestos to be absorbed in the overall cost structure of 

the American companies, in the same way that the cost of Canadian 

whiskey is absorbed by the American affiliates of Canadian dis

tillers. To a lesser degree the same applies to asbestos exports 

to Europe. Faced with a Canadian dollar revaluation the American 

(or European) affiliated companies either absorb the additional 

cost in their cost structures or the Canadian producers give 

larger discounts from their list prices to compensate for the ad

ditional costs in foreign currencies. In either case, any possible 

effects of a revaluation on the retail prices of products using 

asbestos or on the consumption of asbestos are eliminated. Con

sumption of Canadian asbestos remained relatively constant in 1970 

and 1971, reflecting the effects of a construction recession in 

the U.S. rather than increased export prices. 

About the time of the Canadian and American dollar devalua

tions (in late 1971 and early 1973) the markets for asbestos were 

becoming firmer. Canadian producer/exporters took the opportunity 
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of the devaluations to reduce, and then eliminate, the industrywide 

discounts. This nullified the possible price effects of the de

valuations on demand and on real Canadian prices and is consistent 

with the past behavior of Canadian producers. Thereafter, Canadian 

producer/exporters resumed their yearly price list revisions, since 

supply and demand were, once more, in balance. After 1972 asbestos 

exports expanded even though list prices increased and discounts 

were eliminated. This was especially evident in Japan where 

tonnage increased by more than 50% in 1973. 

As stated previously, asbestos is a highly concentrated 

industry, both in Canada as well as in countries that have tradition

ally purchased a very large percentage of Canadian production. 

The major Canadian producers are affiliated with each other through 

the ownership of share capital and are, in turn, controlled by 

their American counterparts. In addition to this, Canada supplies 

about 60% of the world's demand in excess of the world's domestic 

supplies. There is evidence linking Canadian export prices with 

the relationship between demand and supply in such a way that 

exchange rate changes involving the Canadian dollar will either be 

absorbed by Canadian producer/exporters or by their customer 

affiliates. It is the overall, multinational, structure of each 

company that decides when retail prices change, rather than the 

general effect of revaluations and devaluations. 

IV NEWSPRINT 

In 1961 newsprint exports were of far greater relative 

importance than in 1974: 13.2% of total Canadian exports and 27.4% 
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of class 4 exports, versus 5.5% and 16.2% respectively, 

in 1974. Although the value of newsprint exports has in

creased 126% over the· period, it has not keep pace with most 

Canadian exports, mainly as a result of the low increase in 

exported volume (39. 1%), which, in turn, is the result of small 

increases in production capacity. 

For the most part, Canadian exports have traditionally been 

shipped to the U.S. market, which alone accounted for 79% of the 

value of newsprint exports in 1974 (down from 83% in 1961). Since 

1964 Canada's share of the U.S. import market has exceeded 95% 

(table 4-12), and imports from Canada have accounted for 15.4% 

of the value of U.S. domestic shipments. Aside from the U.K. 

(which purchased 6.2% of Canadian exports in 1974), very little is 

exported to Western Europe (which is supplied by the Scandinavian 

producers). Canada's other major markets are Australia, India, 

Argentina, Brazil, Venezuela and Mexico (which together bought 

7.7% of newsprint exports in 1974). For each of these countries, 

newsprint imports from Canada represented a major share of their 

total 1974 imports from Canada (ranging from 5.7% for the U.K. to 

25.5% for Argentina}. 

Canada is the world's largest exporter of newsprint. 

About 90% of domestic production is exported. Since 1961, Canada 

has supplied around 70% of total world exports (the worln's top 

four exporting countries supplied 91.2% of all exports in 1970). 1 

1see tab1e4-3. 
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Industrial Structure 

Canadian newsprint is a moderately concentrated industry. 

The 4-firm concentration ratio was 36%, the Herfindahl index, 

0.0506. Both levels indicate that the largest firms within the 

industry are of approximately equal size. The American industry 

has a higher concentration level, the 8-firm CR being 88% and the 

4-firm CR, 57%. However, the reason for the relatively low 

level of concentration in the Canadian industry is explained 

below. 

Most Canadian firms are vertically integrated, from the 

cutting of trees to the manufacture and selling of the final 

product. In general, each company operates a minimum cost plant, 

but the cost of entry into the industry is high {approximately $50 

million in the 1960s). At least 80% of the mills produce only five 

products or less. There is no real product differentiation. Any 

possible differentiation through assurances of regular supplies, 

terms of payment, etc. have been minimized by industry associations 

that provide detailed intra-industry exchange of credit and sales 

information. 1 The basic product is sold to buyers on the basis 

of recognized standard specifications agreed to by all producers. 

Brand or trade names are non-existent. Quality differentials are 

insignificant. 

1systems Research Group, Competitive Structure in the Canadian Pulp 
and Paper Industry, 13 (not dated). 
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World demand for pulp and paper products is 
strongly dependent on per capita income and 
total population. At low per capita income 
levels demand ... is income elastic. In 
fully developed countries this elasticity has 
disappeared .... The demand for (pulp and 
paper) products is probably inelastic with 
regard to price .... Even when paper costs are 
a high fraction of the total, as in newspapers, 
the coroiDodity itself faces an inelastic 
demand. 1 

According to the same report, the price elasticity of demand for 

newsprint was -0.1, indicating an inelastic derived demand for 

products of the Canadian pulp and paper industry. Hayes, in his 

thesis, divided the product elasticity issue into price increases 

and price decreases: newspapers are made up of advertising space 

and news, whose proportions vary; advertising space is inelastic, 

whereas news space is elastic. When newsprint prices rise the 

profitable advertising content of newspapers remains relatively 

constant while the amount of space devoted to news is reduced. 

Per contra, when the price of newsprint falls, advertising content 

remains constant and news content increases slightly. Thus demand 

is inelastic for price decreases but somewhat more elastic for 

price increases. 2 

1Ibid., 9. 
2Francis J. Hayes, 11An Analysis of Competition in the Pulp, Ne~.<tsprint, 
Wrapping Paper, Fine Paper, and Paperboard Sectors of the Canadian 
Pulp and Paper Industry" (unpublished Ph.O. dissertation, McGill 
University, Montreal, 1960), 113. 
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Even recent increases in world demand do not indicate 

similar increases in world demand for imports. Since 1960 

countries have tried to stimulate their own domestic newsprint 

production. In Japan, newsprint consumption rose 177% between 1960 

and 1970, yet increased import demand accounted for less than 

10% of this increase with increased domestic production accounting 

for 90%. This situation reflects the efforts of other industrial 

countries to reduce their reliance on newsprint imports to satisfy 

their domestic markets. 1 

The demand curve facing both the industry and firms 

combines the characteristics of an industry made up of efficient 

firms of approximately equal size, a product that is homogeneous 

and standardized, and inelastic user demand. In such a situation 

individual firms will face highly elastic demand curves, while the 

industry as a whole faces an inelastic demand curve. "Thus the 

individual incentive to cut prices is strong, while the result of 

full price competition is an immediate drop in price to short-run 

marginal cost .... "2 This is a classic example of an oligopoly, 

with member firms facing a kinked demand curve. 11 1n such a 

situation .•. producers will recognize their total interdependence 

.... [and] joint action is to be expected even when the total number 

of producers is large. 113 

1The Competitive Position of the Quebec Pulp and Paper Industry, (The 
Council of Pulp and Paper Producers of Quebec, 1972), 32. 

2systems Research Group, op. cit., 24-25. 
3Ib1d. 
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The problem has been aggravated by periods of excess 

capacity which forced producers to act in tacit collusion to avoid 

price wars. This elimination of price competition, in effect, 

decreased the elasticity of the individual firm's. demand curve. 

Excess capacity and high fixed costs tend to 
place a premium on volume rather than price .... 
The situation is further aggravated by the 
fact that, in general, the output of any one 
producer is sufficiently large to influence 
the price and production policies of the others. 
At the same time, no one firm is large enough 
to exercise effective monopoly control.l 

For the last fifty years the North American newsprint in

dustry has been characterized by uniform pricing, policed by the 

firms themselves and by the Canadian provincial governments affected 

by newsprint production. Instituted in the 1920s, zone pricing 

fixed the prices charged by all major newsprint manufacturers 

throughout the U.S. and Canada. Price leadership, at first by 

International Paper, merely set the pricing trend to be followed by 

all the other firms within the industry. Since World War II, price 

leadership by one firm has given way to sales under long-term 

contracts of from five to fifteen years, with prices set by the 

11 interlock" clause: by reference to the lowest price set by any 

mill, or to the average of prices charged by recognized price 

leaders. Therefore, 11 
••• the accepted tool for directly restricting 

the possibility of price competition is the open price contract 

1Hayes, op. eft., 116. 
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with interlock clause .... , [which] can be viewed as a device 

which ensures that all firms realize they will move along the 

industry demand curve if prices are cut. "1 

A review of Canadian and American wholesale newsprint 

prices during the 1960s and early 1970s reveals a pattern that 

follows exactly that to be expected of a highly concentrated, 

oligopolistic industry. The basic difference between the Canadian 

and the American prices listed in table 5-5 is freight charges 

included in the American wholesale price that are not included 

in the Canadian equivalent. This difference has amounted to 

approximately 6% (resulting in the Canadian price being 6% less 

than the American price). From 1961 to 1973 there were two changes 

in the relationship between the Canadian and American prices= from 

the second half of 1961 and the beginning of 1962 the Canadian 

price rose about 8.6% relative to the American price, and between 

the first half of 1970 and the first half of 1971 the Canadian 

price fell about 12% relative to the American price. Both price 

changes coincided and offset unilateral exchange rate changes in

volving the Canadian dollar. In 1961 the Canadian dollar was 

devalued by 8.6%. Therefore, by increasing the Canadian wholesale 

price, Canadian producers eliminated any advantage that might have 

accrued from the devaluation, as the relative Canadian/American 

price remained constant. Similarly, in 197~ when the Canadian 

dollar was revalued by about 12%, the Canadian wholesale price of 

1systems Research Group, op. cit., 24-25. 
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TABLE 5-5 

Newsprint Prices 

Canadian f per U.S. $ per Canadian price/ 
2000 lbs. short ton2 U.S. price 

1961 first half 115.8 134.4 .862 
second half 120.7 134.4 .898 

1962 first quarter 122.5 134.4 . 911 
rest of year 125.8 134.4 .936 

1963 125.8 134.4 .936 

1964 126.0 134.4 .937 

1965 125.5 132.4 .948 

1966 first quarter 125.2 132.4 .946 
second quarter 127.1 134.4 .946 
last half 131.3 138.4 .949 

1967 first half 131.7 138.4 .952 
second half 134.0 141.4 .948 

1968 first half 134.5 141.4 .951 
second half 132.8 141 .4 . 939 

1969 138.5 146.1 .948 

1970 first half 142.5 150.5 .947 
second half 133.7 150.5 .888 

1971 first half 130.0 153.7 .846 
second half 138.9 158.1 .879 

1972 139.5 163.7 .852 

1973 first half 143.2 168.6 .849 

Notes: 1. Price FOB Quebec mills~ 
2. Price delivered to principal ports. 

Source: United Nations, Commodity Yearbook. 

0 
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newsprint fell by the same percentage. Such action by Canadian 

newsprint producers parallels oligopolistic theory and is to be 

expected in an industry that is highly dependent upon exports to 

the U.S. and whose influen~e in export markets is not considerable 

as a result of general excess capacity and inelastic consumer· 

demand. 

In summary, "[t]he newsprint industry [is] an oligopoly 

of efficient firms which, in the absence of substantial barriers 

to entry, prevent(s) overcrowding by a low price policy 11
•
1 

1Eastman and Stykolt, op. cit., 276. 
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CHAPTER 6 

SUMMARY AND CONCLUSION 

By using traditional market structures, as developed in 

the theory of the firm, and applying them to international trade 

theory within a framework of partial equilibrium, this thesis has 

analyzed the relationship between price changes, as theoretically 

derived from exchange rate changes, and the demand for commodity 

exports. 

In chapter 2 the "classical" or price elasticity approach 

to balance of trade adjustment, commonly referred to as the t1arshall-

Lerner condition, was examined, together with the results of studies 

that have been carried out to lend empirical validity to the 

responsiveness of consumer demand to export commodity price changes. 

The results of this review are two-fold: first, the price elasticity 

approach relies heavily on the existence of perfectly competitive 

conditions as characterizing international commodity markets; second, 

there is no consensus among researchers regarding the size of the 

relevant price elasticities themselves. As a result, it cannot be 

hypothesized, a priori, that an exchange rate change will improve the 

export portion of a balance of trade imbalance, since the necessary 

conditions for such an improvement are a perfectly competitive 

·market structure plus sufficiently large price elasticities of demand 

for traded commodities. The first condition can only be determined 

by studying the actual markets for those particular commodities ex

ported by the country whose currency's value is changing vis-a-vis 

189 
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the c.urrencies of its trading partners. The second condition has 

yet to be consistently estimated on a commodity-by-commodity and 

country-by-country basis, in studies employing disaggregated data. 

This leaves the "classical 11 approach, which still forms 

the basis of international trade theory as well as governmental 

policy, dependent on perfectly competitive market conditions. 

Chapter 3 analyzed the various market structures that form the 

basis of jl"ice theory (perfect competition, monopoly, monopolistic 

competition and oligopoly) in order to determine which, if any, 

can accomodate the price effects of exchange rate changes without 

home country firms theoretically expanding their share of export 

markets to the exclusion of foreign producers or having their 

markets, both domestic and export, completely taken over by foreign 

producers. If market structures exist that can accomodate exchange 

rate changes without these unrealistic results, it will be the 

theory of these market structures that will determine the effect 

of exchange rate changes on final market prices. Only when exchange 

rate changes affect the market pric~of exported commodities will 

consumers respond according to 11 classical 11 theory. Therefore, 

consumer responsiveness to exchange rate changes will affect only 

those exported commodities that are traded within market structures 

that produce both realistic, traditional results and allow exchange 

rate changes to affect final market prices. 
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The analysis in chapter 3 reveals that only a mono-

pal is tic or ol igopol is tic market structure can accomodate inter

national commodity trade given changing exchange rates, without 

obtaining the above non-traditional and empirically unobservable 

results. Since there is no evidence that pure monopoly characterizes 

the markets for any widely consumed commodity, we are left with 

oligopoly as the only theoretical and empirically observable 

market structure that will support individual firms in all markets 

in the long-run. Oligopoly, however, neglects price as a variable 

in firm decision making. Oligopolistic firms are primarily con

cerned with the reaction of their competitors to their own decisions 

and vice versa. Pricing decisions are considered on an industry

wide level. Therefore, if oligopoly characterizes the markets in 

which exports are traded, the price effect of exchange rate changes 

will not necessarily be reflected in final market prices. Consumer 

reaction will be pre-empted due to firm behavior. It will be 

meaningless to analyze the demand for exports as a function of price. 

The "classical" approach to examining balance of trade imbalances 

will, in these circumstances, be devoid of practical meaning. 

The purpose of chapter 4 was to determine the extent to 

which Canadian export industries are hiqhly concentrated (i.e. 

oligopolistic). By classifying Canadian exports from 1961-1974 

according to the levels of industrial concentration developed by 

Joe Bain, it was estimated that 75% of all Canadian exports are 

produced within highly concentrated industrial structures, such that 
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it can be said that the firms involved practice monopoly pricing. 

Only 11.8% of all exports could be classified as basically 

competitive. 

When applying the same concentration criteria to the 

American and British markets for the same industries, the results 

showed at least as much concentration as the Canadian industries 

themselves. The American statistics revealed that 77.4% of Canadian 

exports enter highly concentrated American markets, while only 13% 

are marketed under competitive conditions. The British statistics 

approximated those of their Canadian counterparts: 8Q~,highly 

concentrated, and 11 .3%, competitive. 

The industry studies in chapter 5 confirmed the analytical 

results of the previous chapters. In all cases, product export 

prices did not change in accordance with traditional international 

trade theory. Each industry was found to be either highly concen

trated (i.e., oligopolistic) or to act as though it were an oli

gopoly. There was no evidence that any of the exports were 

marketed in a competitive setting where changing exchange rates 

would affect exports prices which, in turn, could affect export 

demand. 

As a result my analysis concludes that: 

1. given the traditional theory of the firm and changing 

exchange rates, exports can only be marketed within 

an oligopolistic market structure; 
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the export sector of the Canadian economy is dominated 

by highly concentrated industries, with little 

evidence of competition; 

3. the corresponding domestic sectors of the American and 

British economies are as highly concentrated as is 

their Canadian counterpart. 

Therefore, since the theory of oligopoly revolves around the 

competition between individual firms in the industry and concerns 

itself with competitors' reactions to any changes that will affect 

market conditions, price becomes a parameter to the pricing 

decision in international trade. Under these circumstances, changing 

exchange rates will not directly affect export market prices. This, 

in turn, will mean that the market structure that characterizes 

international trade precludes the possibility that consumers will 

react to exchange rate changes. It is therefore with little 

meaning to discuss the price elasticity effects of exchange rate 

changes on the demand for exports and the resulting changes in 

trade balances. Tnere i's a question as to whettier a:1 
exchJnge rate change will remedy a country's trade imbalance. 

The analysis of this thesis indicates that exchange rate changes 

will not affect the volume of Canadian commodity exports because of 

the market structure characterizing the industries involved in 

Canadian expoTted commodities as well as in the counterparts in the 

domestic industries of Canada's major export purchasers. 
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