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Are Armington Elasticities Diff erent 
across Countries and Sectors?
A European Study

Abstract

CGE models are widely used for policy evaluation and impact analysis especially with 
respect to trade reforms, tax reforms, energy sector reform and development policy 
analysis. However, the results of such models are often argued to be sensitive to the 
choice of exogenous parameters such as trade elasticities. Several authors show that 
the choice of the so-called Armington elasticities in the import demand function has 
a strong infl uence on the simulation results. Most existing estimates of Armington 
elasticities are only for the US. The few studies for other countries fi nd substantially 
diff ering results. Nevertheless, many CGE modelers simply adopt the elasticities from 
the literature. This paper aims at providing estimated elasticities based on recent data 
for a larger group of European countries. Using cointegration and panel fi xed eff ects  
analyses we estimate the fi rst order condition resulting from cost minimization or utility 
maximization subject to the CES subutility or cost function in imports and domestic 
goods. The results show a rather large variation across sectors and countries and the 
magnitude is only partly comparable to the US elasticities. Moreover, in a small CGE 
application we are able to show that changing the elasticity set has a quantitative and 
even qualitative impact on CGE model results, which confi rms the concern that one 
might end up with biased results due to a misspecifi cation of the elasticities.

JEL Classifi cation: F14, C68, F17
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