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Based on various tariff reduction scenario simulations, this paper
analyzes the impact of the North American Free Trade Agreement
(NAFTA) on Taiwan’s exports from both the macroeconomic and
microeconomic perspectives, The empirical result shows that
macroeconomically, the cross elasticity of demand with respect to U.S.
tariff reduction between Taiwan and Mexico is larger than that between
Taiwan and Canada; this implies that Taiwanese products will face a
greater threat from Mexican than Canadian products. For the micro-
economic analysis, eight key Taiwanese export items {HS six-digit) were
selected. Among them, the biggest impact resulting from U.S. tariff
reduction on Taiwan’s exports will be on plastic and rubber shoes
(HS640391) followed by men’s or boys’ shirts of cotton (HS620520),
and men’s or boys’ suits of synthetic fibers (HS620343). Automatic
data processing machines and units (HS847192) and other articles of
iron or steel (HS8732690) will suffer the smallest impact., The economic
intuition behind this result shows that Taiwan’s low value-added pro-
ducts will face a larger negative impact than high value-added products
after the implementation of NAFTA,

L. Introduction

The United States, Mexico and Canada completed negotiation of a
North American Free Trade Agreement (NAFTA) on August 12, 1992,
NAFTA was enacted on January 1, 1994 after the three countries’
legislators ratified the agreement, According to the terms of the agree-
ment, the three conntries promise to phase out barriers to trade in goods
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and services in North America, eliminate investment barriers, and
strengthen the protection of intellectual property rights and the environ-
ment. However, such a regional arrangement and the strict rules of
origin in the agreement, particularly in automobiles and textiles, arouse
fears of a protectionist trend which may be to the detriment of the
existing free trade regime. As a consequence, for an export-oriented,
U.S. market-dependent economy such as that of the Republic of China
on Taiwan (hereafter referred to as ROC), NAFTA is an important con-
cern for both the government and for industry leaders.

In terms of the trade perspective, in 1992, the ROC’s merchandise
exports to the United States were US$23.57 billion, about 29% of total
ROC exports, and represented 12.8% of the ROC’s GNP. Before the
ROC government can find ways to reduce the U.S. export market con-
centration ratio, NAFTA and its further development will have a critical
impact on the ROC’s economic development and long-term prospects.
Among NAFTA member countries, Mexico is a labor-abundant coun-
try, and its average wage level is about half as high as that of the ROC.
In addition to the wage advantage, NAFTA removes many tariff and
nontariff barriers to trade and investment among member countries,
which will benefit Mexico’s competitive position. The U.S. market ex-
pansion for Mexico will definitely cause some trade diversion away from
the ROC’s U.S.-bound exports. :

Under such circumstances, the ROC government is anxious to figure
out what possible impact NAFTA may have on the ROC.

As such, the purpose of this study is to assess the possible impact of
NAFTA on the ROC’s exports, and provide ROC industry and govern-
ment with an understanding of the consequences of NAFTA for the
- ROC economy,

We begin in Section II by presenting a brief overview of the
literature on NAFTA and its impact on both member and nonmember
countries. The methodology used in the research is described in Section
III. In Section IV, we present both micro and macro analyses to assess
the possible economic effects of NAFTA on the ROC’s exports. Our
conclusions are summarized in Section V.

II. Literature Review on the Impact of NAFTA on Member and
Nonmember Countries '

As a result of the unification of the European Community, the for-
mation of trading blocs and fragmentation within the world trading
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community has become a trend that promotes regionalism, Considera-
tions of possible economic benefits and political considerations have
given rise to the emergence of NAFTA.

According to several studies [Brown, Deardorff and Stern (1992),
Marwick (1991), Page (1991), Prestowitz, et al. (1991} etc.], macro-
economically, the removal or relaxation of each of these barriers will af-
fect the economies of the three countries. The initial impact of NAFTA
will occur on investment flows, and this had already begun to take place
even before NAFTA negotiations were completed. Due to the interna-
tional specialization of production, a significant amount of foreign
capital will relocate to Mexico in order to take advantage of cheap land
costs, lower wages and lax environmental standards. Accordingly, this
‘will stimulate production in the labor-intensive sectors in Mexico, and
the U.S, and Canada will shift to capital-intensive production. Follow-
ing investment flows, a significant stimulus to trade flows will occur in
the longer term. '

Moreover, Mexico will become a stronger competitor in several
labor-intensive sectors due to the following two factors. First, the
removal of trade barriers under NAFTA will allow Mexican firms access
to U.S. technologies, capital goods, and managerial expertise, which can
modernize their production processes. Second, the U.S. market will pro-
vide opportunities for Mexican firms to take advantage of economies of
scale. Consequently, potential competition from Mexico will shrink the
ROC’s U.S. market share and have a major influence on ROC-U.S.
trade.

According to the empirical study of Brown, Deardorff and Stern
(1992), intra-régional trade in North America will increase in com-
parison to a non-NAFTA scenario, and the market shares of these three
participants in North America are expected to increase. The market
share growth of each member country will be at the expense of the rest
of the world, while low-cost producing Asian countries may be hurt
most.

Under the assumption of removal of all tariffs on trade among these
three NAFTA countries, and a 25% expansion of U.S. import quotas
imposed on Mexican exports of agriculture, food, textiles and clothing,
their microeconomic analysis also shows that the market share of
Mexico's electrical machinery, clothing, and textile products in the U.S.
market will increase 102.18%, 24.90%, and 14.10%, respectively, after
integration. These three industries happen to be the ROC’s major in-
dustries and this will cause a negative impact on the ROC’s com-
petitiveness in the above industries,
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In addition, Peat Marwick (1991) applies a multisectoral computable
general equilibrium model to evaluate the sectoral impact of NAFTA on
Mezxico and the U.S. With the assumption of US$25 billion in capital
flows into Mexico after NAFTA, it is shown that sectors that are highly
protected in the U.S., including textiles, apparel, and electronic com-
ponents, will be contracting, while Mexico is expected to expand in these
sectors.

However, since the above literature focuses mostly on the impact
of NAFTA on member countries, we can only analyze the impact of
NAFTA on the ROC through their indirect results. This gives us only
rough qualitative rather than concrete quantitative results. Therefore,
whether products from Mexico or Canada threaten ROC exports more,
and to what degree, is also taken into consideration.

For these reasons, we extend our coverage to examine the impact of
NAFTA on ROC exports through policy simulation.

TIL. Methodology

Within NAFTA, member countries promise to phase out barriers in
trade and services in North America. Therefore, in order to analyze the
future impact of NAFTA on the ROC*s exports, we have to assume
various tariff reduction scenarios as set by the U.S. government, and
observe the difference in its import demand before and after NAFTA.
Through the above procedure, we can evaluate the possible impact of
NAFTA on ROC exports in the U.S. market.

A. The Model

We begin with an estimated U.S. import demand function for the
ROC, Mexico and Canada in order to assess the impact of NAFTA on
the total trade value of these countries. Traditionally, an aggregate im-
port demand function can be expressed as the function of the ratio of
import prices to domestic prices and domestic real income [Khan and
Ross (1977), Boylan and Cuddy, et al. (1980)]. That is, M=1(P, /P,
Y), where M is volume of import demand, P, the dutiable price of im-
ports, P, the price of import substitutes, and Y domestic real income.
Howeyver, in the setup, this import demand function takes a further step
‘which the traditional import demand function does not; in order to
analyze tariff reduction effecs, we not only separate the import tariff
rate from relative price but also divide the tariff rate into two parts:
member countries’ tariff rate and nonmember countries’ tariff rate.l
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This technique incorporate the idea of competition from member and
nonmember countries into the model. The model can be defined as
follows:

(1) M=f(P,/Pp, t/(B1, +Bt), t,/1, Y)

where M: volume of U.S. import demand from ROC -
P, U.S. dutiable price of imports from ROC
P,,: price of U.S. import substitutes
Y: U.S. output effect
ty: tariff rate for other countries’ products exported to the
- U.S. market
t,: tariff rate for Canadian products exported to the U.S.
market
t,: tariff rate for Mexican products exported to the U.S,
market
ty: tariff rate for ROC products exported to the 1J.8S.
market :
3, B4: coefficients for weighted tariff rate.

B. The Choice of Functional Form

The estimation method, functional form, and log structure of this
study are quite different from other empirical studies. Rather than using
the linear ‘or log-linear functional form, this study employs the Box-Cox
transfer functional form. Regarding the estimation method, a more
generalized ARIMA is used to replace the OLS or Cochrane-Orcutt
method. In addition, the transfer function is designed for the log struc-
ture, Therefore, in this study, the import demand function is estimated
by the ARIMA transfer function.?

C. Structure of the Analysis Framework

According to the concepts mentioned above, Figure 1 expresses the
structure of the analysis. In the figure, on the one hand, we use data for
48 months (from January 1989 to December 1992) to estimate U.S.
import demand; the result we derive in this estimation will be the base-
line estimation. On the other hand, various tasiff rate reduction
scenarios are assumed in order to simulate U.S. import demand. The

! See Hitiris and Petoussis (1984).
2 See Box and Jenkins (1976) chap. 10 & 11 for further details.
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difference between baseline estimation and scenario simulation is
NAFTA’s impulse forecast.

D. Cross Elasticities & Scenario Analysis

The scenario analysis of this study is to assess the impact of NAFTA
on the ROC’s exports under various tariff reduction scenarios. How-
ever, the impact of NAFTA on ROC exports will come mostly from
U.S. tariff reduction on Canadian and Mexican products, which hurts
the ROC’s market share in the U.S. Therefore, we then explore the cross
elasticity of demand between the ROC and Canada, and between the
ROC and Mexico, respectively, with respect to U.,S. tariff reduction,
which can be expressed as follows:

@)y =M/Bt 1/ M =vyBYT,/MPM - Bit,)

() Map, =M/t 1,/ M =v(B)T,/MM — f,t,)

where M is the volume of U.S. imports from the ROC, and t, and t,
represent U.S. tariff rates for Canadian and Mexican products, respec-
tively, exported to the U.S. market.

From this equation, we know that the cross elasticity is equal to the
impulse response function (v,(B)) times a constant term, where ), Bity,
and g,t, are all constants, and v,(B) is an impulse response function.?

E. Sources of Data

In this study, U.S. import data are based on Harmonized System six-
digit import items. Sampling periods are set between January 1989 and
December 1992 for a total of 48 monthly sample points. These data
come from the ROC Directorate-General “US Customs Import Export
Data Disk.”’

The data for the price of U.S. import substitutes come from the Pro-
ducer Price Index, which is published by the U.S. Department of Labor.
The output effect variable data is from the Economic Indicators,
published by the United States Government Printing Office.

3 vo(B) =W (B)/5 {B); v,(B} is an impulse response function which represents the multi-
ple effect of explained variables on unexplained variables. The impulse value of vy(B) in
this study is designed for a more generalized structure; that is, the disturbance term is
assumed to follow the random process of ARIMA (p.d.q).
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IV. Analysis of Results of the Empirical Study

This section is separated into two parts so that we can analyze the
impact of NAFTA on ROC exports from both the macroeconomic and
microeconomic perspectives. The macroeconomic approach simulates
the possible impact on ROC aggregate products; the microeconomic
analysis, based on HS 6-digit classification, analyzes eight key ROC ex-
port items to assess the economic impact of NAFTA.4

A. Macroeconomic Analysis

In 1992, the U.S. real weighted tariff rate for ROC imports averaged
6.11%, higher than those for Mexico and Canada (2.34 percent and 0.51
percent, respectively) (see Table 1). Table 1 shows that the cross elastici-
ty of demand with respect to U.S. tariff reduction between theé ROC and
" Mexico (0.0475) is larger than that between the ROC and Canada
(0.0326). This implies that ROC products will face a greater threat from
Mexican than Canadian products in the U.S. market. This result is not
surprising since ROC products belong to similar market segments as
Mexican products and are less similar to Canadian products.

In addition, U.S. output elasticity for ROC products is positive
(2.9751). This reveals the fact that ROC products can increase their
share in the U.S. market as long as the U.S. market keeps growing after
NAFTA,

In order to examine NAFTA’s impact on ROC exports more closely,
we employ various scenarios to simulate possible impacts. As shown in
Table 1, there are 12 scenarios, which are made up of *‘tariff reduction”’
and ‘“output increase.”” The U.S. schedule for tariff reduction is assum-
ed to be 25%, 50%, 75%, and 100% on the existing tariff rate. The
positive output effect indicates the growth of the U.S. market after
NAFTA. In addition, we assume three scenarios where U.S. output will
grow by 0.5%, 1%, or 2%. By combining four tariff reduction

schedules and three different output growth projections, we have 12 dif-
ferent scenarios. These scenarios are used to estimate the economic im-
pact of NAFTA on exports for the ROC.

For instance, in Scenario 1, ROC exports as a whole will rise by
USS$5 million if the U.S. tariff rate is reduced by 25% and output in-

4 Based on the Harmonized System (HS) six-digit classification, these cight items are
selected from top 13 ROC U.8.-bound export items with a value over U.5.350 million.
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creases by 0.5%. In Scenario 12, the combination of a 100% reduction
in tariff rate and 2% output growth will cause a negative impact on
ROC exports amounting to US$1.112 billion.’

B. Microeconomic Analysis

The result of the microeconomic analysis is shown in Table 2 to
Table 9. Based on the tariff reduction schedule and output growth, we
come up with 15 scenarios. The economic intuition behind the empirical
analysis can be summarized as follows;

1. The cross elasticities of demand between the ROC and Mexico
are basically larger than those between the ROC and Canada
except for other articles of iron or steel (HS732690), which im-
plies that Mexican products will impose more competitive
pressure than Canadian products on the ROC’s products in the
U.S. market.

2. Among the eight products selected, the largest negative impact
of a U.S. tariff reduction on ROC export items will be plastic
and rubber shoes (HS640391), followed by men’s or boy’s shirts
of cotton (HS620520), and men’s or boys’ suits of synthetic
fibers (HS620343); automatic data processing machines and
units (HS847192) and other articles of iron or steel (HS732690)
will face the smallest impact. This finding can be interpreted as
showing that the ROC’s low value-added products are expected
to face a large adverse impact than those of high-value added
after the implementation of NAFTA.

3. Generally speaking, the higher the U.S. tariff rate before
NAFTA, the larger the negative impact on ROC exports after
NAFTA.

V. Conclusion

As an export-oriented country, the ROC’s economic growth hinges
on the world trade environment. After the unification of the European

5 The scenario analysis simulates the effect of NAFTA on the ROC not only for 1994
but also for the next few years. For instance, suppose the U.5. tariff rate is reduced by
25% and output increases by 1% (the result is shown in Scenario 2 of Table 3) in 1995,
while in 1996, the U.S. tariff rate is reduced by another 50% and output increases by
another 1%. Combining Scenario 2 and Scenaric 5, we can obtain Scenario 9 (i.e., 2%
tariff rate reduction and 2% output growth). Thus, the total effect of NAFTA on the
ROC will be U,S.$30 million.



199

IMPACT OF NORTH AMERICAN INTEGRATION

s | 102t |eses | pwsse-] vz 001 51 ]
x9b°s 0 :
ww- | v (s [ ooz %2 %08 n
[T
e wsl- | a0k |ewes | ee- | e 100 st
W0 ﬂuu_x§ jea.
ammiony wal Loz (s | - | tg wor 2
w0 epeue; ww |50 s | e | se w i
ovz- |00 |ae | seese- | w ool or
Z0°Z561 | no1yrmrise LN
~I"6961 [ Jo sporg | 1o 10y G- | &z fem | besl-| v 108 6
nyhg -
e | oen [aw e | kg ) 8
w00 | v [eg-
19}19 99141 0A138| 0y - |1 ez | G- | %1 xor L 2
Rl 50-T) . :
HsHGe-D4 | zzor | 620 Juwe | vem- | 21 1002 9 '
x| K PUR 0N [ (YA A AGEZDE+ - FA
596170 PR | IGL70 [ 1918 001DBRY Jj1401 | (y)ris A AUBOLO+ bregve- | 9802 [ wesr b gl 50 wo1 g s
"§Uf) "1t prewsp (YA s | g
J0 Runasele ssom oL | i I60°0enr0°0)+ | 26WI- | 9101 | psen | pez- | w0 s v pu
(I AA0 = sengpwe | g
ZELHO0 - = 94784 SL0 WET GbBl- 50 o8 £ Augsson | 1)
RpEUE] pUR )Y 1Y IHTA A -0t eyep
$280°0 | uf [G020 { weokssq worympa 1j1my s | o |wn | oo | weo wor z | arenomy
‘TR T3rata puewsp :
10 Q4o13sere 5040 B Sk f v v | eI 150 0z 1
o owey {sJef[op 394] 18 | uoyonpo. jj10e3 | veyydansse
523 O BULSD 10| gang A U0t A8 g0 | 1) 0 | Am0ppe | yiaedd s [ Jo eRejuanmg ) opseneng ouen
SIISHNE )5y JoJSte) yHENY [ -fr1m3oef | ssosy | qnetng | emnug payg | s
-4 |B10] UDIR|NEES Of.euBdg

s811e]J8A pouyRjary

(stsf[eUy SIIOU0I30IOTN) .
SLAOIXH ANNOE-"S 1 .20y NO VIAVN 40 NOILVINWIS HSTENdN] J0 HNIVA JH]T,

Z3qeL

L0°£98'T 8 (S[[0Pp 5 Uo({{ya seu[esEq) SnjeA fuodu]




JOURNAL OF ECONOMIC DEVELOPMENT

8582~ 69'9 | G60°L | TEUEE- L XO00E 61
%05°8 04 ”
68°11- 15 | 89°L | SI'¥E- LA 0 bt
a1es
JJLEy 8L°%- 128 | 80°4 | #9°01- 52 0o £l
Wo'L LSIRE: ] jeau
BARIDAY 00'1- w2 [ BUL | HLCO1- Xz oy Zl
v EPRUE) 19°¢ 9670 ] suL | Y0 LEA 0z I
81°02- bt | GV | 21°8E- L] X001 oI
2002685 | vo1qemnse e
~1°GggE | Jo spotsag | @i'2 ] )0 or-el- 05°Z | e8l'¥ qke- . 108 [
g
v £L701- L'k Bk 44901~ Tl 108 g
100°0 14 §5°01- -
REC RN B LI L) k4= bI'E | GLE LLT- L xob L 1
Bl H GFECL 0+T) 8
14 25bg 0+ | EE70- ¥ito | otk 90°4- %1 07 9 €
¥ OOl PR 08 [ (YIAT A A (Y §6- - g ¢
18340 fpr | 3G fusantoq uoilanpda | jrimy off 907BI-EE"G1-)s | BO°EE- 8 0e'g | 2rrge- ] X001 g L4
U8 3R pliewep (YL AATHEE- . S8ons | 9
Jo A3I01ISR{e 8500 o) | (¥ ) '1"' A ALZGEO'E- | ED702- 21 A I N T 2570 tog ¥ Jaqqnd
(e A ALY 01- pee 1 g
YOLIO'0 = | G57ET- 260 | 0272 | 89707~ %0 %08 g aMIseLY {11
PPEUE]) PUE 1Y {YINFFAA
CEER'D 1) §°4  j veonloy Hoplanpou | jyae) 16'L- 0o [ 022 | LLTol- %40 0¥ z
.w._._ b RN ALY v:ﬂluv
JU £312115819 S50 @) #5°2- 820 | 02°Z | %0°5- x50 0% 1
A1 ouey ) [s#e] |op 300 jo [ U011ANReS J1|JEY | UO|Jdunsse
513 $011eE14Se ud1gnun) g ouoy [ 100))0 toaje | 1) e YIR0.s8 nding Jo efejusdied 0}Jeuang -1 1.1T]
s138(9Ms oISy : sojsueay vHIgy | -11paee | ssoag | anaing | eagy onpoag  |-5H
9| qEL.Jea pouje|drg e . uoLjR[ LS O.eUssS

200

£9°LF ¢ (SSE[TOP *SML UOI|(|N tOu1|BSBY) BN{BA Y]

(SISA[BUY JIUOUOI0IINIA)
SLYOdXH ANNOE-'S'N 5,008 NO VIJIVN J0 NOLLVINWIS SSTNdA] 40 3NTVA FHL,

€ dIqEL




201

IMPACT OF NORTH AMERICAN INTEGRATION

921 f 00°BI- L A X001 41
LT 0N
L foe | &1 | 8ps- L4 108 bl
st 050 | 27t 50°E- 12 %09 El
we2 oibixop -
BRRIOAY £0°0- Za)] A g - L xet 2t
n_m.,o EpHIre]) 1870 ore | 1§ 99°0- 12 102 11
0L7sI- 22 | 89°0° | opel- 1 X001 ot
Z1°2081 | woryew|ise kgLl -
~17°88581 | Je sporang | pgz-z 1)) I b= 05°C { 90°0 | BbGe ¥ 08 6
ndng
012~ 2o | o 60°g- ¥1 %09 !
(N} Y - -
198] )8 abjuad ealjr|8y B 2LLL7O 28°0- £1°0 | 8%'0 bgI- %1 0y L ]
LR FRLY. WX 750 N ’ Se0e ]
te)sl*taa 00 50°0 | 800 | 990w L] wZ 9 I
ad ORIXOH DB G0N | (H BILT [+d22 <) + !
Prastei] P2 | BI4°T [ vseal0q no13anpo. j1amy (YI'L*aa 1271~ 48°1 E2'G | 00BI- 260 oot S soapea | p
"SI "374"W puewap (o8 15062+ ‘syeon | g
JO £11213RIe 5S040 AY) 1 g 080)0-60/8°0) + 28" b~ P20 | 50 1 GhUg- x50 08 |4 *sdg|
FYYH™ A AZGIEL - s
TR0 = | g4z vi'o [ ggr0 | gots- 60 100 € 1]
EPELE]) PUE” 30§ (Y™ 'A A
23000 of 1 E6°0 | UBOA10q volionpa.L. | 1110y ¥2'1- 070 | EE0 | K1- 0 o [4
m.= RaCA t:mnmv
Jo Adasers sse ayy 080~ £0°0 | 5870 | oo70- %0 102 1
3101y Baey (sJef|op 198)38 | vopionpad Jreaey ) ugrdunsse
-sey Ul teHI)ED uoraNn) ST WL | 300308 | 408)50 1 998 j0 HnoUE Jnding Jo edejusniay LIRS Rl
$213517#1s 2SRy JOJSUR) VNI Y -[1m3e) [ ss0a) {andeg [ eafag onpoay | gH
SO[qe[JeA poujR]dxy -Je [#0] U0} yR[NuyS 0)Jpundg

(sisd1euy JTHOUOIDOINIA)
SLA0dX] ANNOF-'S' N 5,008 NO VIAVN 40 NOLLVINWIS HSINJN] 40 HNTVA HH],

P 2lqeL

6LOTT 5 (saB1jop g4 E.::- 10U} [Bseq) enjes Juoduy




202

JOURNAL OF ECONOMIC DEVELOPMENT

. Obk2- | LETh- | 42761 0R°dE- e o0 51
8607 20 .
00°g- £0°2- | G2TE1 | -8REl- LA 102 ]
LRl -
FAIRL] LR [Z2°0- | Y261 | 12°%- L X4 109 £l
L 03 %0} PO
AARIDAY 43 1570 GOUET [ 617k L o 21
e wpaIe) Barol €80~ [ 42781 | E2'E- %2 %07 1
K8g- | G2e- | G0 | 08°2E- 31 X001 ol
2002661 | ueriemyiss EALA -
~§ 0807 | JO Spobad; WIZ°Z 1m) e - g6'0- | S0 | 88°El- 11 108 6
ndng
- 1570~ § G0 | 18- L w00 e
fo. ] Y 581°04
Riofl GLLLT0-1) bE0- | S0 | BI'b- L xor L 0
+ LY AT A AQEIL 2+ | 2
Bl BLERG0-1) L'y G1°0- 1 Gk | 2272 LA 102 9 ]
od oarxaN pie iy 18 202°0-1)+ - 0
29870 tpe | zoog | ueswien uopsamp. fjamy | (viAm AALSOKGI- | GL0S- | S0'1- | KoL | ow'EE- 20 X00E 8 [
“gh aate pueeap | (v IRLEA ARVEOL R - uoyen g9
Jo MIPNSR(D SSOMD 3L | (¥IUTTAABZIE'0- [ GTUEE- | TR0 | POCE | BREI- o %08 L4 Jo sy
(YN A HILLBT0- - SR | g
SE070-= | TG $2°0- [ WE | 1ET8 e 09 £ 40 8 Uy [ 11
) EpeUER) pue 0¥ (YR ha
528970 od LL'E | UBBAIBN HO{JRRDD. f11-1EY f0°g- YUOO- | WL 5 BETH- %50 xor [
‘SR Y ITe puenap
Jo Apanysere sso.n agp 540 90°0- | WE | 822 e W T
LS TRILY Bty (saejop 179 )0 | up|4onpaL 3 paey | uo|jdansse .
-SR] 1Q|7EMIT5D UOIiNn] ‘g nog | aoe))e § 40 e [ 199)8 | WAGIR Inding 10 BRRUOIIBG | 0]JBUDDG BBl
a0178118Y5 1158y 40 JSue.l yH] §Y -11tw)10) | S804 § 4ading dopag 40nptiid SH
SHqRIJEA pou]R[dR] .Jo e10] UCTELIL TR IR

(SISA[BUY OTUIOUOII0IINN)
SLI0dXH ANNOY-"S' ] 5.0 NO VIAVN 40 NOLLVINNWIS JSTNdW] 40 HNTVA FH],

& °lqeL

18°6@ ¢ (S2|10p "§°A MOL| (1 tBui[aseq) GnfEa Y.0dd]




203

IMPACT OF NORTH AMERICAN INTEGRATION

- |- | oseret| sets- %7 X001 51
0792 204
08°7-  {O00- | SEET) 48°)- 12 08 "
vito- | Teo- | eRtes| 00°e- %2 x00 gl
2L
154 vzio- | e osn- %2 0 2t
5191 vz £z 1o~ | sesr| elto- 17 02 ]
8% 190~ § 2071 | BL6- % %001 ol
ZI°2661 | volieutisa e1ns
~1°8951 198521 100 8 f9e- Psso- | 2w | etk T 08 6
Ny -
59°1- (120~ | 201 | 90g- 1T %09 8
1600 4 £80°2- :
Rl A0+ | 820 |ere- | ot | oeel- 31 o0k L £
(YIRS A ADIZT 2+ v
LI () 8L°0 aoce- |zt | ese- £ X0z 9 £
o 0| X0 PUE. 08 (4 ZW1°0-1 + o
SKGL'G | PE [201°5T [ ueongeq woLIOMpS Jlramy | (¥)AT'AASSSZE 214+ 05°B- | 62°0-. | g0 | 6LoB- %60 £00T 5 2]
"STIE YA PUERRR | (¥ )L A ABRLVOE 0+ ] 9
Jo fyyapyseqe ssewa oy [ (vpiLrraazoosio— | sete- |ete- | st | e 50 08 v 0 s11ns
(YN A ABLKOT 2— Sk g
1566010°0-= | 482~ fooco- | 8o | sote- %50 o) £ EENCNT
epeue) pue Y (YIHT'AA '
82080 | «3 [ 296870 | weemjeq woptonpea jpyam 401- |00 | eLo | sL1- x0'0 : ok z
FS *3°d°s puemop :
Jo £3[31758]0 55040 oyt £0'0-  |Zoo- | fL'o | aLio- %50 07 1
31919 suey (SR [op 108 )8 | vo)jonpad J110ey | vepydensse
~38(3 (IR LLIS B R ERILY] SN vop [1maj)e [ 4smyge | 10epfe | yjaoas qmdgng Jo efmuentod [ ofseusng ewey
SISHINS 35y JoJSuRIt WHIYY | -|11m)300) | sS04 [ ghaang [ sapag wnpoag | sy
SB|qefses paule|dxg -Jo 0] UOIR[MIIS O)JeUBDg ’

(stsATeuVy 2IwoU030191A)
SIIO4AXH ANNOg-"S'N .00 NO VIAVN 40 NOLLVINWIS 3SINJdN] 40 d0TVA HH],

9 Iqey,

88°82 1 (S4R{19P “§°fL Vol 14w souyfesen ‘en[ea Juom]




m 10°z1- | 20~ | sv'oT] w2E- 12 %001 st
ws's 208
m 89°p-  [90°0- | GpTOT| €2°6- 1z x08 ]
oles "
&
3] 1w £6'2-  {%0°0- | SbUoT| £0°g- L] x09 &
= Xig'0 oz xeq 1eas
= (LY 120 |%0%0- | svol| £9'1- 12 v 2l
2 .
w g2 EpRuE} s°0- [1000- | weor| 60'0- x7 w2 ]
g wzl- 609~ | 20 | seEl- 1 £001 ]
&) ZUnz661 | moyiemiyss el
ANU 16961 | Jo spogsg b gorg'y o s Lwo- | o | e 51 209 6
Indng
3 mze |ae | 2o | goe- 11 209 8
[0 Y G768~
5 J05ja oHLK BALIR[DY et 20T+ | ave- |20to- | g20 § surl- t1 0r L o
a (YTAR A ADIZZ 24 6
M Bie)8 05KE°0-TY oe°g- o | ezo | eo- 11 0z 9 9
o 021xeH PR 1)y {9 690205 1) + : 2
nUn srarcg | fee | goueo [ uesmisq weranpas pprmy | (vaarra GRSl ] w102- fwote- | 20 | oEiEl- %0 0ol g e | g
e : TN e piremdp | ()RR A ATOGLE R - 30) fens | g
= Jo AuPnise(e ssean aiy | (Y) UM AAGZOET0— | O1'S-  [2000- | 20 | geu- e 08 v [0 won g0
(¥4 A AVISEE £ s | g
LIze0T0-= | za- |zore- | 20 | £0E- 50 200- £ o0 | 11
EpRUE) PUR ) (YR AA
ZOh'0 | oA [ 2519°2 | ueemieq woijanpal J1en z5'1- [100- §oato | eel- 50 20v z
ST 1IN puesep
o fyarisere ssoan ey 5'0- o | 210 | s0v0- 150 0z i
o enBy (sse[ [0 0] j8 VOpIONpes 1i14¥) :n_a.n_lsmm.a
. lwﬂ_m o {7eW| 388 UpIjouh| | q-n# u..va.u-ﬂc 1®]je us.CQ _—H:a._n .«:-—H:G ._o Oﬂs__ﬂu.am om._meoum daen
mu._,.au—ulda U—uﬂﬂ 43 SURIL YHI Y |:_..:..—90L 55047 u:au_._o 20ldd . onpodg SH
SBEqQE| R —unc_ﬂm_.qu -J8 (B10] UOIJR|AMLS O JRUBTG

204

(SISA[RUY DTWOUOIA0INN)
SLYOIXH aANNOF-"S' 1] 5.00d NO V.IAVN 40 NOLLVINWIS SSTIdWN] 40 FTVA JHL

L 2q8L

£8°8A ¢ (SJR{10p §°() OL{||n :9u|[asen) enjea JJodw)




205

IMPACT OF NORTH AMERICAN INTEGRATION

S9°61- {12°%- | S5°51| 68'1¢- 2 xoo1 a1.
o2 204
20°01~ | 8971= | 859t BEEl- L 4 %08 ki
62 b 93°0- | 5G| 96°8- %2 k) 1
79 Xy .
o7R.134Y 10°0- L0~ | OSGT61 T BIG- | 24 L0y 2
134761 Fpete;) [ ar'e- | 45°61 67"~ Tz %02 11
: 12°02- [ 05°1- | vL'Z2 | 68'12- E | 001 ol
N—.Nmm._ ta1jewl150 ajed -
~176961 3 Jo spetdd [ gl RECIL WL- | k'o- | kz | egsl- 11 08 &
a:._.—:_.._ -
- botg- | 2e0- | w2 o968 L X0 R
19070 ¥ -
103 J0 antal aatqe[ay e Jeto- e | 8104- ES | Lor L ]
Bio 84557613 [
o §6°0-Tr+ | LD 30°6- | W2 | 622 il 102 9 [
oy onrRay pue gy CEIAR A AL B+ 0
YRG0 [ 0PR | gy | weomyey uondanpan jeaen | pvanlrea aRZE 0~ | bz Liwoe | s | esiz- EUR] 001 5 sl g
“§°N *3°4°A pumop (RSN N - - spea-vee | g
JO £1DEI5R]9 S50 Byl 41780 REVSZ O+ | 16771+ [ 658'0- d ger | esel- 260 we 4
LYY AASTIST - JSh0Y g
. 97200°0= £8°2-  lzoco- | ser | uGs- 050 00 & #0803 | 1]
BpRue) pue 0y {YIH A A -
LEL'G | o | BIL'Z | ueeat0eq upijanpe. )))um S8°8-  fooe- | et | el's- e L0y z
.m.: ‘3aA 1:!=_v - .
J0 fagasere ssoun sy 00'1- U A I B - %9 02 1
£18913 aey {s®|jop uuc.:v to13yanpdly ])10e} | uotjdmnsse
~50[7 HO13EM1753 Be1Ioun; §N vl | 1me) et ey ja | yoegge 34003 Jndyny 30 efinjunaugy ofteuang owgu
11818 o1seg ABJSUEST YHIAY [ -[11W)300) | sseuy | qndang | eajy Janpoad [ g
SO|qepaea peuje|dry -Jo 12301 uoijeInalS o) Jeueng

(sIsAreUY DTWOUO0D30IMA])
SLA0dXH ANNOY-"S N 5.20d NO V.IJVN 40 NOILVINWIS SSTNdAL 20 HVIVA dH]L

8 2IqeL

V650 ¢ (SIB7[0P "S°f) UOT (18 tau [asey) onjea tuode]




JOURNAL OF ECONOMIC DEVELOPMENT

206

b2ol- | £8'0- | B2°FT| OL°EL- 1 4 X001 81
S 204
90°1- S0~ | 62¥I[ 00S- 52 %08 bl
898 -
Jpes bt izo- | 62'v1] 2972- L4 200 £1
(N 00 XoR [ee.L :
oFeRAY 53'2 P10 | BRI 927I- te 10 u
98 epRUR]) ILe 80°0- | GZ°¥L| 05°0- %2 W2 1
[0°21- fit0- | 8172 § OLET- 50 2001 o1
ZU°Z66E | uoilearlss 8l
—~1°686% | Jo sperand | 29 %] jo $0°g- 810~ | o2 | 0075 Tl %08 6
FLoU -
£4°0- io- | oz | a@z- 51 %09 8
wee t |wtg-
109}10 301d BALIRY 9L°0 soo- | o1z | ®:2'1- 31 30k i L. [
g
181 £0°0- | ol'2 { 040~ 1 02 ] 9
B 001%3 pue 103 B4 86°0- + - €
58570 | rPe [ f680°0 | wooadaq voIoRpRS jytaedl (Y )ARTAASZKNZE O+ | 9721~ 1 B1°0- | £0°1 | OLEL- W0 001 g g
g YA puesap]  (Y)ElE'AAE00R'E— SH0100UNeD | @
10 RD1158(8 55043 Y] | (YI'LM AAIGSTO= | 00'b- 600~ | £0°T | 00°5- 150 08 4 a[qex 184}
{Y)4°' A AB0C 9~ 40 soga | ©
68610 0=} SO°I- 90~ | €01 | 2oe- %50 09 £ ‘pegxeoy H
BpEIR) PUB D04 (OHTAA
£206°0 | o | G220 [wwesleq uoiponpes jiidey 2z PO70- | £0°T | 92°I- i) xor 2
"'l 3*in puesap
18 E3UOLISRIS $50.12 By) 1570 00 | o' | 080 5570 02 1
113 oy (sJ8] {0p 13043 | uoianpat jure | uo)jdunsse
Bk | “u0IIRa1959 up1joung *go ual | qo0ppe (100338 | 30dfje [ yaRedd jnding Jo sIvjusiaeg | opseRdg aati
IS4 8 sgJsuesy VHIEY | -1Im30e) [ sSoa) | annng | 831y - jonposd | SH
sajqeldes pauye|deg -Jo [ei0L uoyIRENALS 0] JRUBDE

TI°FL2 (SM0](0P "§'() WOS[F1W 10u}[6620) enjeA Juodu]
(sTsATRUY STWOUOI0IDIN)
S1H0dXH aNNog-'S' N 5.20¥ NO V.LIVN 40 NOLLVINWIS HS1NdIN] 40 dNTYA HHL,

6 9qeL



IMPACT OF NORTH AMERICAN INTEGRATION : 207

Community (EC), its intra-regional trade is expected to increase from
the current 63.4%), which thwarts the ROC’s market expansion efforts
in the EC. In addition, the Japanese market is hard to penetrate due to
complicated marketing channels and nontariff barriers; this highlights
the importance of the U.S. market to the ROC. In 1992, the ROC’s
merchandise exports to the United States were US$23.57 billion, about
29% of total ROC exports. If we take into consideration the ROC’s
direct investment in mainland China and the ASEAN countries which is
aimed at the U.S. market, ROC product U.S. market dependence could
easily be over 40%. Considering the strong market dependence and
market potential, the ROC is certainly concerned about the impact of
NAFTA’s implementatin.

In order to assess the possible impact of NAFTA on ROC exports,
with the removal of tariff and nontariff barriers to trade and invest-
ment, the NAFTA member countries are expected to boost their trade
shares in the North American market at the expense of non-NAFTA ex-
porters. We then are anxious to figure out the future impact of NAFTA
on the ROC from both the macroeconomic and microeconomic perspec-
tives. The macroeconomic approach focuses on the impact of NAFTA
on the ROC’s total trade value, while the microeconomic approach con-
centrates on the consequences of NAFTA for several key ROC in-
dustries.

The study shows that macroeconomically, U.S. output elasticity for
ROC products is positive. This reveals the fact that ROC products can
increase their share in the U.S. market as long as the U.S. market keeps
growing after NAFTA. Additionally, the cross elasticity of demand with
respect to tariff reduction between the ROC and Mexico is larger than
that between the ROC and Canada; this implies that ROC products are
expected to face a greater threat from Mexican than Canadian products
in the U.S. market after NAFTA.

In the microeconomic analysis, we select eight key ROC export items
(HS six-digit) to analyze the possible impact of NAFTA under U.S.
tariff reduction. The empirical results show that, among the eight pro-
ducts, the biggest impact under U.S. tariff reduction will be on plastic
and rubber shoes (HS640391), followed by men’s or boys’ shirts of cot-
ton (HS620520), and mens’ or boys’ suits of synthetic fibers
{HS620343). Automatic data processing machines and units (HS847192)
and other articles of iron or steel (HS732690) will suffer the smallest im-
pact. This implies that the ROC’s low value-added products will face a
larger negative impact than high value-added ones after NAFTA is
enacted.
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