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1. INTRODUCTION

in four vyears the EEC will bhe a single market and many national
peculiarities concerning production, consumption and trade, are
3oing to be swept away. In the minds of the authors of the White
Faper [ Commission of the EC, (1985) "The Completion of the
Internal Market",White paper of the Commission for the European
Council,Com (85)310 def.1 the elimination of technical, fiscal,
physical barriers should let national markets loose their usual
features in the EEC (see Felkmans-Robson, 1987).

As recent research has shown (see Breitenacher~Paba—Rossini, 1988)
there are industries in which the degree of integration in the
cEC  1s already substantially advanced.

The textile and clothing industry is one among these sectors.
Firms interviewed in four major European states (Great Britain,
Germany, France, Italy) have asserted that exporting to any EEC
country is not hampered by any severe barrier. Just slight
obstacles remain due to 1. different VAT 's, 2. exchange rates
tluctuations and3. some residual custom control. On top of that an
Italian firm has declared that it finds easier to sell to Germany
than to Southern Italy.

Despite ot thnese statements is it really the EEC market for
cextile and clothing merchandises so integrated?

his 1s the guestion we would like to address and we shall try to
answer 1t by analysing prices of the same goods at the same time
1n ditterent EEC countries. There are sectors like the car
1ndustry in which huge differences of pPrices across countries for
the same car have become the signal of the delays of the
integration process (seea Felkmans, 1984; Ginsburgh-Vanhamme,

1788). Do we have the same phenomenon in the clothing industry

o



and 1+ so, how do we explain 1t? Will it be dueto slight

carriers which still exist when trading in the EEC?

<.A CROSS SECTION ANALYSIS OF CLOTHING FRICES

The main guestion to be addressed concerns the existence of
residual barriers to trade among EEC countries. We decided to
1nguire into the existence and dimension of barriers through the
analysis of prices of identical goods across Europe.

The reasonwhy we do that is the tollowing: if the price of the
same  good, for instance cotton jeans, diverges substantially
between countries it means either that there are natural
barriers (transport costs) that do not make arbitrage profitable
through riexporting, or that there are other kinds of barriers
(administrative and custom costs) which make exporting costly.

The first set of reason explains why prices stay different among
countries, yet it does not explain why they are get at different
levels.

Before answering these guestions we would rather examine prices .
In tablies 1la, 1b, le we present data on gross prices for some
clothing goods in the EEC countries for years 1973, 1980, 19835.
From these tables it appears that price differences are huge for
many goods and do not decrease over time as integration becomes

more i1ntluential for +irm policies and consumer habits.



Table - 13
GROSS PRICES OF CLOTHING IN DM IN 1975

) 4 1 " B L U.K IRL DK EUR-9  ST.DEV. S.T./mMeAN
]
1 200.13 451.30 319.56 305.45 360.49 325.61 248.40 203.95 345.67 325.73  s¢.86 0.06 . N
2 140.00 207.32 174.60 136.19 187.43 171.07 106.77 101.20 155.51 153.34  33.68 0.08
S 71.32  85.19  62.38  71.56  64.29 90.59  62.5¢ 73.44  93.19 77.17  10.87 0.0s
7 192,00 216.03 206.66 180.24 231.96 215.65 197.83 180.52 288.77 212.19  31.S4 0.05
10 307.29  331.17 274.31 312.63 298.05 321.14 194.04 206.39 365.53  290.06  53.43 0.07
11 107.43  193.04 167.41 133.27 140.27 156.47 114.30 103.30 166.27 142.42  29.03 0.07 | _
12 114.29 142.36  S6.45 136.96 140.13 133.78 101.40 116.53 208.92 127.87  38.2¢ 0.11 *
13 74,88 87.66  64.01 86.72 71.22 83.48  79.00 78.71  87.14  79.20 7.62 0.03 ‘ A
14 7141 72.68  59.11  80.63  61.02  75.64  86.56  70.23  90.04  76.37 "W 1) 0.04
16 52.00 . 65.3¢  51.20 48.15  S3.18  $3.18 _ 42.93  39.76  %6.27  S1.34 7.02 0.05 | !
17 3216 34.49  33.19  30.2¢  30.08  32.51  28.42  26.35  34.81 - 31.36 2.66 0.03
19 12.9¢ 1069 12.42 11.41 11.71  10.37  13.77  11.88  13.40  12.07 1.10 0.03
24 66.30  64.98  41.23  64.16  57.02  $5.80  36.75  36.82  51.28  52.71  11.23 0.08
25 S1.20  64.70  43.25  46.18  49.03  S1.62  35.39  41.48  56.98  48.87 8.19 0.06
27 3.93 463 6.58 5.64 .00 624 6.01 2.43 4.06 628 0.83 0.07
35 61.98  76.38  34.64  65.90  61.47  66.05  30.73  32.86  42.00 $2.45  16.31 0.11
38 24.10 22,23 1045 18.73  23.0¢  16.50  16.55  19.47  21.84  19.21 403 o.07 |
39 €6.86  84.65  67.21  67.01  66.39  73.38  59.40  66.15  60.73  &7.97 7.01 0.04
. i

SOURCE: DATA FROM EUROSTAT CALCULATIONS BY PROMETEIA . , !

16 blue jesns
17 shirt for wan

1 wool coat for men

2 reaincoat for man

S trousers for man 19 slip for man 4 ) |

7 wool bleser 24 pullover for man

10 wool coet for woman 23 chemise for woman

11 reincoat for womean 27 elip for woman

12 drese for woman in jersey 35 wool pullover for women
13 women skirt )8 children’a pullover

14 trousers for womaen 39 eporting outrit
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Table 4b

GROSS PRICES OF CLOTHING IN BCU IN 1980

D | 4 1 8 L u.r IRL DK Gr &P
, N . .

e 307 124.12, 15%.90 120.40 151.82 153.08 154.51 : 108.08 198.0% 128.%3 149.84 hno.ub

309 73.01 A 82.07 85.71 87.89 83.088 89.72 57.7¢ 44.9% 102.08 72.49% 91.08 .71

312 29.68 35.32 23.14 UN.N# 34.91 40.31 32.9% 25.7¢ 44.00 21.62 33.02 21.44

313 26.08 Nﬂ.ﬂu_ 16.18 26.29 24.28 28,62 25.02 18.7¢ 29.3) 23.01 a3.08 26.5%9

319 80.23 105.27 82.94 89.14 102.2¢ 103.91 87.08 73.22 132.3% 73.39 107.¢8 $9.683

Nz 12.18% 15.63 15.00 12.86 12.81 168,36 13.68 10.92 20.49 nu.nu 20.39 15.2¢

320 12.96 20.19 . 17.4% 13.14 17.00 22.69 16.61 14.00 28.06 19.42 23.9% 14.29

k) 5.88 6.29 5.3 $.79 .O.NO 6.088 5.50 . 3.o8 6.56 2.40 §.20 5.09

322 4.0% 4.93 3.17 3.18 5.04 5.48 3.2 3.3¢ 5.3% 3N 3.7% .09

32¢ 126.85 140.73 100.60 136.61 127.70 150.33 : 90.72 104.00 127.%1 133.4¢ .12

330 43.96 54 .00 30.21 51.25% 38.99 s1.37 42.66 33.88 52.44 25.62 45.78 N.J‘d

33 26.31 26.28 17.18 25.68 27.02 29.45% 18.43 ° 21.00 26.13 21.69 NQ.W. as.43

33¢ 13.00 : 16.82 10.43 16.07 16.30 15.84 14.00 16,15 11.%3 18.3 13.21

337 12.42 18.73 15.41 12.21 11.13 12,65 12.60 10.22 22.71 14.21 23.58 13.%7

33 1.12 2.%9 1.56 1.43 1.15 1.73 1.5 1.26 1.19 1.19 3.0} 1.08

340 1.90 2.29 1.20 1.54 1.9% 2.45 : ot 1.96 2.60 2.87 2.47

344 15.3% 18.98 13.49 15.18 20,48 25.60 14.40 11.34 17.5%9 16.29 19.5%2 1¢6.41

346 10.58 12.18 11.37 11.00 0.1¢ 10.02 9.54 10.36 .33 8.67 : 9.48

348 17.08 17.40 9.53 13.54 11.64 14.%5% : : : 9.80 : H
Source: EUROSTAT

307 wool cost for man 330 wool ekirt

309 reincost for man 333 velveteen trousers for womas

312 clessic trouser for men 336 clessic shift for woman

313 jeans for men 337 wool pullover for woman

315 wool tweed jacket for man 339 s1ip for woman

317 cleseic ehirt 340 collent nylon for womsn :

320 wool pullover for man 344 velveteen children‘s trousers

321 t'ehirt for men 346 cotton jecket for chila

322 elip for man 348

32¢

wool cost for women

wmix of fibre sslopette for bebe"



Table 1=

AVERAGH GROSS PRICES OF CLOTHING IN BCU IN 1985

D 4 1 " » L U.K. IRrL DK GR sP
%16 172,00 15%1.00 153.00 140.30 172.50 209.40 186.00 : 226.00 : 171.19 :
S17 183.00 . 176.00 183.00 185.30 231.00 180.40 161.00 192.90 203.00 198,00 190.40 - 120.70
519 102.00 109.00 137.00 86.10 115.i0 110.40 7%.00 73.40 110.00 117.00 139.30 83.80
S24 34.00 32.00 28.00 32.30 38.10 34.40 22.00 26.69 41.00 29.00 30.460 34.00
822 43.00 46.00 45.00 44.90 79.20 50.50 45.00 6.9 ¢0.00: 30.00 : 30.20
..uuq 115.00 106.00 152.00 100.50 172.70 148.10 86.00 102.30 uuo.oL 110.00 167.70 935.60

S 35.00 61.00 46.00 60.90 ¢7.00 64.20 45.00 38.00 49.00 35.00 71.00 70.00
L3 1) 16.00 23.00 24.00 16.9%0 21.30 22.20 15.00 15.40 18.00 25.00 26.70 21.%0
$37 18.00 30.00 27.00 20.80 3%.80 2%.20 19.00 21.00 22.00 a7.00 : 23.10
543 21.%0 L 26.20 29.80 46.30 38.20 26.00 24.5%0 32.00 36.00 31.80 33.9%
543 5.40 5.30 5.40 5.70 6.40 11.20 5.00 5.40 8.40 3.% 4.70 9.60
347 3.40 3.60 3.00 3.20 : : 3.00 5.9 5.30 4.30 4.40 13.30
$33 185.00 176.00 221.00 126.00 149.50 214.10 65.00 182.40 '202.00 171.00 187.10 111.10
339 63.00 73.00 49.00 41.00 60.70 61.9%0 41.00 65.60 90.00 38.00 64.10 44.00
360 49.00 41.00 41.00 33.3% 41.40 €3.10 26.00 43.30 32.00 : 34.%0 ° 20.20
3¢¢ 24.%0 23.1% : 21.46 37.91 as.s%2 20.44 24.24 14.37 : 30.59 21.9%
567 31.00 26.00 28.00 29.60 38.60 26.30 °  29.00 33.20 3¢.00 33.00 . 3.60
11 ] 4.80 5.90 3.60 4.60 : : 3.40 : 4.40 4.00 : H
872 2.20 1.20 2.00 1.70 2.00 -2.70 : 1.90 2.3 3.3 2.40 2.70
S7¢ 2¢4.60 20.60 20.80 17.20 42.90 24.00 16.20 16.00 23.70 27.30 24.10 44.10
500 14.10 13.30 20.90 11.70 30.5%0 16.40 14.30 13.70 9.9 15.20 : 18.10
s8¢ 20.30 26.40 23.60 17.%0 3¢6.60 37.00 12.90 12.00 H 23.80 23.9%

Source: Data from EUROSTAT

$16 wool loden for san 547 slip for men

517 wool tweed coat for man 333 wool cost for woman

519 reincoat for men 359 wool skirt

$24 jsans for men 360 trousers for women mix of fibre

$22 cleesics trousers for man 366 chemise for women

$27 wool tweed jechet for man 367 wool pullover for woman

331 sporting outfit for men 568 slip for woman

333 clessics shirt 572 collent nylos

337 cotton sport shirt $78 velveteen children's trousers

543 wool pullover for man 380 cotton children's ehirt

545 t eshirt for man 3886 cotton aslopette for bebe’



Tables la,ib,1c.



Ome might simply object that prices presented above are gross
prices, hence differences are due to national divergences between
VAT rates. Net prices should likely display lower differences. We
tried to see whether this objection was reasonable, by getting
net prices from gross prices. As a result of that net prices are
reported in tables 2a and 2b  for 1980 and 1985 excluding 1975
since 1t could not be properly treated due to taxation systems
which were not homogeneous at that time because not all countries
had adopted simultaneously the VAT tax (see‘ Commission of the

EC,"Inventory of Taxes® various years).

o



AVERAGE NET PRICES OF CLOTHING IN ECU IN 1980

107.9
64.21
25.02
22.¢9
69.80
10.87
11.28

$.12
4.22

110.3%
30.28
2.9
11.31
10.01

0.97
1.6
13.38
9.20
14.0¢

128.46
67.63
29.10
22.85
.74
13.04
16.64

s.10
4.06¢
115.9¢
436
21.68
15.43
2.13
1.09
15.64
10.01
14.40

109.14
72.05
19.67
15.43
70.30
12.78
14.93

4.36
2.69
03.351
25.¢60
14.58

14.30

13.10
1.33
1.09

11.47
9.66
8.10

124.49
72.07
2¢.41
21.%%
71.47
10.58
10.77

4.7%
2.61

112.02
42.03
21.06

8.38
10.01
1.17
1.2¢
12.45
v.02
11.10

127.03
69.60
6.9
20.18
84.00
10.63

14.11

s.20
4.10
105.99
32.3¢
22.43
13.34
9.24
0.9%
1.62
17.00
9.03
9.66

146.78
$5.23
38.29
27.19
98.71
17.63
21.%

6.52
s.21

142.01
48.80
27.98
15.49
12.02

1.64
2.33
2¢.32
.52

13.02

InL

91.07
38.20
21.90
15.95
62.2¢

9.20
11.%0

2.62

2.06
77.11
20.90
17.08
11.90
“8.69

1.07

9.64
8.01

1

1

s4.48
79.62
u.%
22.08
03.23
15.98
21.09

s.12

417

143.92

..

40.90
20.3¢
14.16¢
17.71
0.9
1.33
13.72
7.20

EUR-9

110.03
66.30

28.08

n.1
00.10
12.48
15.2%
4.97
3.64
9.2
37.%2
20.%0
“11.39
1.97
1.27
1.2¢
14.43
v.01
7.99

sT.oev.

42.93
13.00
S.40
3.2
13.24
2.40
3.0
0.9%
0.00
40.02
7.10
jl.u
4.4¢
2.8
0.3
0.7%
4.0¢
0.02
6.02

5.T./MEAN

0.0¢
0.07
0.07
0.0¢
0.0¢
0.07
0.09
0.07
0.09
0.07
0.07
0.07
0.0¢

0.08

0.10

0.09
0.10
0.03
0.0y

Source: Jate from FUROSTAT celculations by PROMETEIA

307
309
312
313
ns
317
320
k7))
322
32¢

wool coat for maas

reincoat for sem
m—--no trouser for san
Jeane for sen
wool tweed jecket for men
cleseic shirt
wool pullover for man

t ehirt for man

slip for men

wool coat for wowen

330 wool skirt’

333 velveteen trousers for woman

336 clessic shift for woman
337 wool pullover for women
339 slip for woman
340 collsnt nylon for woman
344 velveteen children's trousers
344 cotton u-nrrn for child
348 mix of fibre aslopette for bebe"
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Table 2}

s16
817
s19
524
822
s27
331
333
$37
S43
543
547
533
sse
360
566
567
568
872
37
580
s86

AVERAGE. NET PRICES OF CLOTHING IN BCU IN 1985

147.92
157.38
s7.72
29.24
36.98
2.9%0
30.10
13.7¢
15.48
18.92
4.64
3.10
159.10
$5.90
42.14
21.07
26._66
4.13
1.89
21.1¢
12.13
17.46

122.91
143.2¢
88.73
26.03
37.44
.20
49.63
18.72
24.42
4.1
2.93
143.2¢
39.42
33.37
18.84

n.16

4.00

0.98
16.77
10.83
21.49

125.46
150.0¢
112.3¢
22.9¢
36.90
124.64
37.72
19.68
22.14
21.32
Y
2.48
101.22
40.18
33.62
22.9¢
2.98
1.64
17.06
17.14
19.3s

114.08
130.09
.74
26.16
36.37
-91.41
.33
15.31
1¢.03
24.30
4.62
2.99
102.06
BN
26.97
17.38
23.98
3.73
1.3
13.93
9.48
14.18

139.73
187.11
93.23
30.86
64.15
139.09
84.27
17.28
29.00
37.3%0
s.18
121.10
49.17
33.53
30.72
n.7

1.62
34.73
¢.71
29.65

1v6.04
169.%58
103.76
32.34
47.47
139.21
60.35
20.87
23.69
3.9
10.53
201.2%
37.81
61.19
23.9°
24.72
2.54
22.%¢
17.3¢
.76

U.K.

1%8.10
136.83
67.13
18.70
38.23%
73.10
38.23
12.73
16.18
22.10

4.29%

3.23
72.2%
‘34.09%
22.10
17.37
24.43
- 2.89
H

16.20

14.30
12.9%0

IRL

173.61
66.046
23.9%
40.41

92.07-

34.20
13.8¢
18.90
22.0%
4.86
3.31
164.16
59.04
38.97
a1.82
29.08
1.72
14.40

12.33

10.80

17¢.28
158.34
83.80
31.98
46.80
121.68
38.22
14.04
17.1¢
24.9¢
6.33
4.1)
137.5%¢
70.20
24.9%
11.21
28.08
3.
1.7
18.49
7.72

178.20
103.30
26.10
45.00
.00
31.%0
22.50
4.0
32.40
3.5
j.e
133.9%0
34.20
29.70
3.60
2.97
24.957
13.¢8
23.22

UR-10

118.13
160.49%
87.98
26.04
4.9
105.62
42.3¢
16.87
20.81
23.98
5.29
2.7¢
145.9%9
49.40
31.69
16.24
26.31
2.3%
1.68%
19.99
13.9%
18.38

ST.DRV.

63.643
13.374
15.3¢¢

4.119
0.148
22.932
’.706
3.243
4.302
10.060
1.098
1.592
34.037
12.3¢%
14.0%4
9.41%
3.170
1.7%0
0.76¢
s.919
4.601
r9.348

$.D./MRAN

0.07
0.03
0.0¢
0.03
0.0¢
0.07
0.0e
0.08
0.07
0.09
0.12
0.10
0.08
0.08
0.11
0.10
0.04
90.07
0.1}
0.10
0.11
0.13

Source: Data from EUROSTAT; calculation by PROMETEIA

316 wool loden for man

517 wool tweed cost for man

519 raincoat for man

324 jeans ftor man

522 cleeasice troussrs for man
$27 wool tweed jacket for man
331 aporting outfit for men
3535 classfics shirt

537
.543
543
347
333

560

cotton sport shirt
wool pullover for man
t'shirt for man
slip for man

wool coat for woman
559 wool skirt

trousers for women mix of fibre

uaa.nvtluno for woman
567 wool pullover for womans
568 slip for woman
372 collant aylon
578 velveteen children's trousers
580 cotton children’'s shirt

3884 cotton salopetta for bebe’



Tables 2a,Zb.



As can pbe seen from the above tables, net prices do not show lower
divergences than gross prices. Standard deviations and
coefficients of variation [ in the last two columns on the right
the coetficient of variation has been computed by correcting it
because not all series had the same number of observations . The
coetticients of variation have been computed according to the
following tormula
St.Dev. 7/ L Mean ( i n -1 ) 1
where n 1is the number of observations 3] ‘prove that price
discrimination across countries is a phenomenon which goes far
beyond the problem of the so called “"fiscal barriers". In other
words VAT rates harmonization would not be able to bring prices

across countries on a row.

<. INDUSTRIAL DETERMINANTS OF FRICE DIFFERENCES

When markets are somehow separeted, pricé differences among
markets might be just the result of a discrimination policy by
firms which want to take advantage of separation by charging in
each market a different price according either to demand

elasticity or to the degree of competition in that market.

Lemand elasticity provides information on many features of a
mariket. |
First of all it (price elasticity) says something on the habits
ot consumers in that market, their willingness to buy the good
produced by that sector.

Zecondly it (income elasticity) tells us whether the good is



inferior, normal or a luxury.
A second thrust to the gquestion of price discrimination could

come from market structure. We might think that different

market structures give rise to different prices when barriers
among countries exist even to a slight degree. This is not to
revive the old guarrel about structure-performance; yet we just
want to maintain that relative concentration among national
markets could be related to the degree of openess of national
markets. Only because a more concentrated market is deemed to be
less open we will say that higher concentration 1in the clothing
sector could lead to higher prices.

This statement can also be supplemented by the analysis of
economies of scale in the textile ¢*clothing sector conducted
elsewhere (see Breitenacher-Faba-Rossini, 19883 Mariotti, 1982;
Boston Consulting Group, 1984; OECD, 1987, 1987; Owen, 1983 .
From the wide literature it appears that in this sector
economies of scale at plant level do not extend very far. This
makes the optimal plant rather small. However this does not mean
that the dimension of the firm has to be small as well.Yet simply
that concentration is more a matter of market and organization.
Then our supposition is that concentration isla sort of proxy for
the existing barriers of a national market. This means that a
market where concentration is higher is going to be a market in
which international competition is lower and prices are higher.

We tried to test this proposition by using data on prices of two
goods produced by two subsectors of clothing industry and the
respective concentration indices. The analysis is mainly
Crossectional, i.e. over the two goods in each EEC countrys also

time 1n some way entersd the picture since we have used data for

1975 and 1980 pooling cross sections with time series in order



to nave a wider sample. Time series are not proper time series
s1nce we nave Jjust two observations over time. We have to remind
that pooling times series and cross sections 1s acceptable
itstructural coetficients are stable aver time (see
Maddala,1977). Stability can be simply assessed by analysing the
coefficient estimated each year. I¥f these coefficients are stable
according to the Chow test we can proceed with pooling,
otherwise we cannot.

Let us describe the structure of the relation we want to test. We
shall estimate a function whose dependent variable is the ﬁrice
o+ a good produced by the trousers subsector and a good produced
by the knitwear subsector.

The prices come from Eurostat data and cover all EEC countries
Concentration is the only explanatory variable: it bhas been

computed by a Gini index on Eurostat data.

The function estimated was

Lprnet = a Lgini

a = 1.0181 S.E. = 0.043Z T = 23.58 R= = 0.62
S.E.of regr.: 0.6715

log.likelihoad = —-16.8Z8

wrere Lprnet is the log of prices while Lgini is the log of
concentration indeces for trousers and knitwear in different EEC
countries in 1973 and 1980. [ log specification is introduced
because the Gini coefficient 13 not a linear measure ot
concentration 1.

From the results obtained it seems that over &0 percent of price



differences for two clothing goods across the EEC can be

explained by the differences im concentration of their respective

country industry.

A second industrial determinant of price differences across EEC
countries can be national consumer expenditure structure. The
rationale for it can be traced from different elasticities to
income of clothing expenditure in each EEC’ country. In other
words we suggest that whenever a country has a higher elasticity
ot clothing expenditure to income prices ot luxuriuos goods tend
to be higher. We then collected data on the proportion of
clothing expenditure respectively for man and for woman according

to difterent income classes. These data are provided by Eurostat

and have been reported in table 3.
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table

AVERAGE ANNUAL EXPENDITURE OF HOUSEHOLD

ACCORDING TO INCOME CATEGORIES IN 19792
0<mnwww m<mnuom income lower income between the
than 1lst quartile l1st quartile and median
code GERMANY FRANCE ITALY U.K. |GERMANY FRANCE ITALY U.K. |GERMANY FRANCE ITALY U.K.
20000 810 840 1 045 796 766 713 594 589 733 869 735
21000 657 681 851 626 628 578 452 436 608 624 686 569
21010 668 676 846 626 618 575 448 436 601 619 682 569
21011 216 236 182 109 175 . 109 180 193 154
21012 375 296 . .282 421 © 308 . 228 348 283 253
income between the income higher
median and the 3rd quartile than 3rd quartile
code GERMANY FRANCE ITALY U.K. |GERMANY FRANCE ITALY U.K.
20000 734 847 1 060 814 747 898 1173 850
. 21000 609 685 845 633 628 783 979 683
21010 604 682 841 633 623 732 973 683
21011 207 237 180 224 276 . 210
21012 325 285 ./ 253 334 308 324
a) With total expenditure of households = 10 000.
Source: EUROSTAT :
code 20000 = clothing and footwear .
code 21000 = clothing other than footwear, including repairs
code 21010 = clothing other than footwear :
code 21011 = men's garments

code 21012 = ladies' garments






From  the above table it appears that aggregate c«lothing 1in
Germany is an inferior good since 1its share declines as we move
to higher income classes. We tried to find a relationship between
the prices of goods which are usually bought by people with
average income in the first income gquartile and the proportion of
their expenditure devoted to clothing. As can be seen this 1s &
way to treat in a cirumvented manner the problem of different
income elasticities amaong countries which should allow price
discriminmation [ The problem of price elasticties has been
examined recently for the clothing sector also by GATT,17841.

The empirical testings conducted in this case are very poor and we
do not present  the result since no significant relation seems to
exizt between the share of expenditure devoted by consumers
belonging to different income classes and the prices charged for
the goods they buy more frequently. FProbably we should try to get
data which describe more precisely income elasticities of diverse
goods or group of goods.

Now we should shift our attention to price elasticities, since it

is more likely that differemces 1in these elasticities should be

responsible for price discrimination.

4,.5TRUCTURAL DETERMINANTS OF FRICE DIFFERENCES

We are going to consider two sorts of structural determinants 1n
order to euplain price discrimination. One is per capita income
differences among EEC countries and the other 1is the degree of

import penetration from third countries.



S.L FER CAFITA INCOME DIFFEREMCES

ihe +i1rst ong 18 linked to the famous L.inder (1941)

=pecialization  theory. According  to Linder, countries with a
Slgher per capita  income tend to buy goods of better quality
wnich should be priced at higher level. This theory is  at the

2as31s5 of a great deal of Intraindustry trade literature (sae

i

Loertszcher—Wolter,1980; Helpman-krugman, 19853 Helpman,l1981). It
2ays  that 1t 1s a matter of guality if we find for instance
Classic man wool trousers priced at a spread of about 40 percent
oetween Hamburg and Milan or Madrid, and this guality is directly
linked to the standard of living of a country. In other words in
Germany people will buy on average better cloths since they are on
average richer than their fellow EEC citizens in Madrid. This

will 1mply that on average in German shops we +ind cloths better

styled at a higher price.

We have tested this hypothesis by taking prices of the same goods
in two different years (again pooling time seriesz and cross
sections data) as explained by per capita income of the
respective countries,

The result is as follows:

Lprnet = ¢ + b lgdpcapita

where lpinet is the log of net prices of two homogensous goods in

1980 and 1985, ¢ is a constant and lgdpzapita 1= per capita

1T Ome in the the EEC countries.



b = JI7V9E 5.E. = .10 T = Z,47

sven though almost one half of price discrimination is explained
by per capita differences it seems that this axplanatory variabhle

15 not sufticient to give reason ot the entire phenomenon.

G 2o IMPORTS FROM THIRD COUNTRIES

It has bean argued 2]l sewhere (gaa Cline, 1987
Breitenacher~Faba-Rossini, 1988) that the degree ot import
penatration ot a market by low cost producers, mainly coming +from
third world countries, might be one of the main causes of price
differences. The reader could at this point ask why price
differences are so great. After all the FEC is a common market
in which all merchandises can circulate freely without any
reztraint and  1mports from third countries should axplalin mainly
the level ot oaverall prices in the FEEC rather than price
dif+erences. Yet there are some goods which cannot freely
circulate 1n the EEC. Which are and why? We have to remind that
1mports from  third countries are regulated under the Multifiber
Agreement  which has set limits to imports of tewtiles and

ng. Yet this would be of no relevance if the limits where

[

toth

1
.

eztanlished, say, by a unifarm tariff or an EEC quota.  The fac

L that  the MFA 1z "mainly an umbrelia" {see Oline, 1987



Silberston, 1984) while the actual content of MFA 1= representad
Dy ollaterszl agreements signed ssparately by EEC national
governments. Each government sets the limits 1t decides attear
negotiations  with  each country separately. Quotas established
mave to be consistent with the fréme zet by the HMFA.

We -now that when a country imposes a gquota on  an imported good
the same quota can give rise to ditferent prices according to the
demand elasticities (see Corden,l1971 J. I+ in addition guotas
differ among countries because of separeted agreemnts prices will
dirf+er even more.

‘2t +that is not the end of the story. In presence of huge

i

oirrerences  of prices of third countries goodsz among EEC
countries there should be some arbitrage thruogh riexporting.
That 1s in practice impossible because of art.113 of Rome Treaty
wh:ohn requires +or every good the declaration of country of
Origin. Hence a T-shirt imported by EBritain wﬁich has a more
timeral peolicy cannot be riexported to France which has a more

reztrictive policy.

It 1= at this point interesting to see whether imports +from third
countries coupled to the restraint on riexporting can explaln
nrice differences. To do that we resort to 1mporits in quantitlies
available from QCIRFS (Comité International de la Rayonne et des

Fiores Synthetigues ) and we tested ow hypothesis. The results

[

ar s follows:

o

it

The estimated fuanction 15

Lprrnet =c + d lgquota

h



where the variables have the usual meaning

vector of the whole set of

to only two prices when using

of tne degrese of third world import penetration of

= 2,33 ok = .54 t = 4.62

= (.10 SE = .09 t 1.16

[}

variable gquota does not

mitch.

Howesver we couwlid Jjointly use many

Dy able tobetter explain the

di=zcriminination by giving

varliables mentioned. A+ter tew experiments,

obtained when using as explanatory

income and imports from third countries.

In this case the function esztimated was

Frnet = o + b gdpecapita + d quota

o= A.TE SE o= .09 T = 2,25
b= O,0013  GQE = O.000Z4 T = 5,58
o= 0.00%1 0 SE = O,0029 T o= A.0R

pZnetd and guota is

phenomenon ot

welight only to

variables

[prnet 1s again the

prices no longer restricted as before

the inverse

a country .

seem to “plain that

variables to see whether we may

price
some  oF to all the
the best results were

both per capita
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SZ of regr. = 2.93
L2203 lik. = —45.79
o= 146083

. T appears that the best way to explain price differences in the
EEC 1n the clothing sector 1s by wusing an esconometric
Zpesitication which takes into account both per capita income
s2Cross countries  and import penetration by  third world producers
lwe have to remind that we include among producers from third
world, HIC's and Eastern Europel. These two variables are able to
explain almost 2/3% of the price differences 1in a pooled cross
zection analysi=: this is not a bad result after all. Moreover
coetticients have the right sign.

Theretore we can say that

1. The higher the level of income per capita in a country the
higher will be the level of the price of a good. This is a
turtner comfirm of Linder, Helpman, loetscher—-Wolter hypothesis: a
country which 13 on average richer will end up by buying the same
good vyet at a higher price, .. with nigher quality
zpecitications which let the good be priced higher.

2. The sffect of third world import penetration stands clear as

i

well. The influence of cheap imports on prices makes them |[ower

where 1mport penetration is higher {quota is the inverse of third

worlid import penstration.

DL COMELUS TONS

Some2  general conclusions  might be  drawn even  though we  do not

nave to attribute  too much weight to the empirical relations we

3



~ave tested, bhatalse their econometric reliability 1is bounded.

it sopears that the hypothesis at some intraindustry trade
theor:sts can be extended. They maintained that a richer country
axporte merchandises which are priced higher pecause ot thelr
quality. Thig 1s the consequence of & specialization beginning on
rhe  domestic market where more affluent consumers pretfer more
Cuvurious  goods. To this it can be added what we found: that
countries with greater per rapita income will pay more for the
zame goods which are =pld at a lower price in. less affluent
~ountries within  the EEC. Thizs phenomenon could be thoght of as
phy;iologlcal and the 1992 single market =hould progreseively
piiminates 1t 1nsofar as

1. consumer habits become more akin among FED  COonsSumear G, as
integration goes on

7. producers become more European in terms nf commercial networks

e trade becomes even less costly because of the eventual
elimination of any custom control and perhaps 0wing to Fiscal
narmonization.

However the second variable, we found zignificantly linked to
price differences, tell= us that a part of price differences is
due to the discretionary import policy of mach country oOf at
{easzt to the ability of third world producers to enter and be
successtull on that mar ket.

W1 il  this disappear in 19927 The answer iz fmot  easy zince it
copends on what iz going to happean o the MFéa. The result will
finge upon the degree ot discretionary power laft to =ach country
1A onegeotiating import quotas. The greater will be the room lett to
wilateralism within the EED (coupled to art. 115 of Rome Treaty)
e more likely will Dbe the nerslistence ot price dittferences

amorig EEC country ir the clothing sector.

G
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