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The Effect of  Breaking the Sterling Link on Anglo-Irish Trade 
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rtance of  this last effect is the focus of  the present paper. 

5
' 

0
 a 0
 

o-
 

4:
1 0-

 
0 .0. P

-
P

 

,-
-
,.

-o
  8
 	

il
l'  

5
 	

5 	
,,',

 	
c-

 
t,'
 

 
5
 
a
 
0
 

0
 

IsS
 	

P
 	

0
0
 	

E
.: 	

a 	
Cig

 	
0

  P
; 

a
. 	

R
- 	

'g
 	

A
 	

co 0...
 	

g 
,--

, 	
a

. 
	

cQ
 	

fft
. 

0
 

0
 	

'rl
. 	

g
 	̀

‘'.5 	
'a'

, 	
a 	

§L
1  

a
. 	

0-
 	

r-P
, 	

4
 .

 	
a 	

B
. 	

(Jo
 

0.
.. 	

Cr,
 	

cn
 	

eg
 
	

6° 
B

'z
' 	

8
 	

co
 	

'.4
,,

 	
,-

- 
a

: 	
5

' 
o
 	

0
1

 
a

 	
5
" 

0
 	

8
 

ao
 

5-
 	̀

9.
 	

a-
. 	

11
 	

t'il
 

 co
 

0
. 	

.
,
.
,

c
r 

a
. 

--
1 

	
o
 

,,
 

0
 
0
 
 

'P'
 	

..c
t  

PR,
 	

1
 	̀

.''. 0
 	

9,
  

P
 	

03
 

re
 	

a
 	

•,8
 	

0
0

 	
0
 

1
' 	

E
.  
0

 
	

a 	
a 0 

 
0 a

. 
a

.
 
g

 

6- 
• 	

,F
.  

1
 5

  -", 	
0-5

0  „'
 

,-.-
. 

.0
 

.,,•
 

.c
, 	

f2..
., 	
.
 	

.-
. ,.
. 	

ii
 

5
 	

5-
 	

coP
 

P,
 	

0
 	

'LT
' 

'8^
 

	
p
 

o
 	

g
 	

a
. 

.-IP
 

0
 

.,P
. 

VW
' 	

5 
,,,

 	
E

 	
R

 	
•-g

 

co
n 	

ro
 	

5.
 	

g-
 	

a 	
'.. 	
I
 
	

.-0
 

5
' 
	

0
 	

-,
 	

.
 

0
 • 	

9
 	

CL
. 	

n
 

M
S 

0
 	

tr
i 	

.5
 	

:1
1  

Pc
' 	

5
  ,
 	

te
 

0
 

c
r

1
1

 
o

 	
,..0

 	
9

 
CD

 	
. 	

■
_.

., 	
..-

s 

 0
 

P
 	

o-
ri 	

0
0
 

fg
 	

0
 	

l',
) 

P
 

- 	
5.

 	
E

. 
0 	

8  .
 	

s.,
 

F,
 	

g.•
 	

',.,--
 

5 	
O

a 	
--.

1 

) 	
0
 	

0
' 

---
e 	

I
-
I
 	

CD
 

`i 	
,....R.

 	
0
.
  

0
 	

9
 	

-.
 	

.
 

a 	
a

. 	
0"

 
e

. 	
-.

. 	
Co

 	
.e

  
P

•
n
. 	

_ 
H 
	

t,.., 	
0 

_, 	
5

. 	
g
 

fg
 	

so
 	

0-
  

8
 
	

. 	
tr

i 
a-

 	
'O

 	
,r)

 

B 	
a.

  Cs
 	

9
. 	

„„
 

5
 	

C
co

  
'0

 	
2

 
7

 
. 	

- 	
,c1.

 	
R

 
P.,

 , 	
a
. 	

-
 	

0 
mo

 	
R

. 
A

 
Fr

 	
.
 	

Co
 	

0 

,, 	
91

 	
;
 

ed
 

5.
 
	

6  
rD

 	
co

 	
co

 	

0
 

co
 	

5
 

o
 	

5
 

o-
, 

o
' 

o
 

.n
 
	

0
.  

N
 

.0
 

5
: 

o
 

co
 	

5
 

0
" -, 

 
s0

 
--

) 
,D

 	
'12

 	
•C+

1 	
,,,

_.
 

:4
' 	

0
0
 	

.-
..

 
?
 	

P
-  
A

 

7
,
 
o

 
a
 

R
 	

a
: 

a
. 

unt of  the transition to free trade see Meenan, 1970, Chapter 3. g 

OUT  Arlin  Lisp'  atp  Act  paprojular  stm  

ro
 ro 0
 

co co
 

0
 CD co
 cr•
 

5.
  (q.
  g- 

0
 

0
' 

CC 

S a
. 

0
  0
 

cr:g
 

, 
a
 	

:i
 

a 	
'EF 

DT
I 	

Cr
. 	

g
 	

.c
, 	

,
 
	

.
 

g, 	
ii.

 	
n
 	

R.
 	

5-
  

ro
 	

g
" 	

ct
. 

5
' 	

r,
 

a:
 	

x 	
o
 	

g.
. 	

o
 

n
 	

.--
p 	

-(ti
 	

a
. 	

C
 

po
 	

al
 	

"
 	

* 
P

 	
..
-■

 	
n

 
9

 	
5-

 	
°-

. 	
7
` 	

5
 	

.-t-
i 	

..
. . 
0

, 
A

 	
n
 	

a
 	

-I
 	

5
 	

t,,,
" 	

s,,
 	

. 

i 	
b- 

...
 	

0
 	

co

.  
tI

l 	
. 

n
 

9
 0

 '
 

a,
 

0
, 	

t-
-■

 
..
 

C
r 

co
 

B
 

ti
l 

t' 	
5-

 	
p
 

0
  

t
 
r
i
 

 
-o

 	
5
 	

I
-
;
 
a
.
 
9
 	

--
 

5
 	

G
s 	

0
 

O
a 	

4
 	

0
 	

8 
5

 	

,...,
 

(0
 

.01
. 	

C
Y

 	
.-

. 
0,

 	
.
 

8
 

P
L 	

5.
 

Pr,"
' O cr
 

pQ
 O "‘P:
 

0
 

 co
 

0
  

CT
 co co
 5-
  

re
 

0
 

t--
, 	

•1
 	

,cf.
). 	

5-
 	

g
 	̀

-' 
E.

 	
p
 	

ra'--
 	

P,
 	

2
. 	

as
: 	

0
 

?-
  ..
 g

 	
a
. 	
'
 	

9
 	

. 	
9
: 

	

O 	
6
"
 '

11
  

,,4 	
' 

' ''
•,

 	
B 	

°,-,
 	

R 	
,.'?

 

	

,,,,; 	
0 	

,,,- 	
co

 	
a
,  

,I
.
 	

8
 	

cc 	
4

 
:
 	

5
 	

...o
 	

'.0
 	

0
 	

coN
 	

p
t 

R.
  g

' 
5
:
 

c,2,
, 

g,'
 

ro
 ' 

er
q

 
0

 
4
 
=

 
9 

0
 
t
o
 
P

-
.
 

0
  

,
o
 
0
_
 
0
 
,
,
 

p.„> 
g 

;
.
,
 
,
 

... 
4

.  

Et 	
R

. 	
. 	

T
i 	

0'
1  

.
 	

-2
 	

(j,
 	

9
 	

p, 	
9. 

a
. 

ff
i 	̀

'', 	
,9-

 	
:-4,
 	

B.
 	

R.
 

A
 	

,e, 	
(7 
	

2-
 	

0
 	

g.'
 

5.'
- 	

0
 	

t.0
 	

0
 	

0.
..)

  

	

C
V 	

A
 

n
 	

ta
. 

a
. 	

A
 	

0
 	

0-
 	

fl
 	

0
" 

PS
 	

5
. 	

Te
 	

00
 	

.'1'
 	

s-
4  

F. 	
4
 	

g 	
g.

 	
a.

 	
G.-

  
CA

 
V

s 	
t!i
i 	

B.
 	

•
i o
 

g-
 	

S 
R, . 	

i
 

0
 	

0
 
	

R
 	

('
 

0-
 	

5
, 

	

o.
 	

'''
' 

4.
. . 	

1,9
" 	

'-‘. 	
0
 	

R
 

0
 	

'..
. 

a
  Q

u
 

Er
 )
 
a

g
 
B

 
Ca

 -
 

,., 
a 

0
 
.
.
 
o

 
,
 
.
 
f
L

' 
a

.
 
5

 
a 

'<i'
..,' 	

g 
,.
. 	
;
 	

t;
 	

g-
 	

o-
 

p
 	

0
 	

-c
t 	

-,
 

O0
 	

a 	
0

- 
- 	

0 
. 
	

P
 	

0
 	

M
 	

Co
'.  

	

0.
.. 	

0
- 	

0
 	

vs
 	

0
 

"7%
 i 	

0
 	

a
 	

g
 	

a
. P. 

n
 	

0
 
0

 
 

S
 

9
. 

co
 

9
,  
5

.  

CD
 	

0
 	

M
. 

g.
 

w e
  
A

 

a
.
 

0
 

Cs
,
 	

CD
 	

9
. 

O 	
8
 	

EL 
0

 	
(9

- 
A

 
5-

 
as

 
0-

 	
re

 	
o

 
F,

' 
w 
	

5
. 	

9,
 

ti
 	

CD
 

g
 	

0
- 	

R
. 

-
 
6

 
A

 
0 

00
 	

0
 

p
 

1:
 

n
 	

0
 	

", 
o

 	
r
i 

g
 

';)
 

=
 

o
 

,-
•
 

(la
 

0
 

g
 

9-
  
-
 

0
 

P
 

G
 G-:
 

• 	
5.

 
0
 

5-
 	

C'r
 	

5
, 

°
3

 	
t:

i 
D

0
 	

o
 	

.,■\
, 	

o
 

2
 	

.-.
1 	

'4
- 	

,-F
3 	

8
 

C:
 	

c
, 	

,„
 	

R-
.  

 
W
 

"0
 	

Po 	
0

 

R-
 	

gl 	
'
 	

9 	
9_.

 
,?. 	

V.
 	

ug
. 

F,','
 	

g
, 	

0".
 	

0
 	

!
... 

i
 

g 
a.

 	
P.-

 	̀
4 	

,'5; 
CD

 	
0
 	

...
.-.

. 	
0
- 

5-
  
A

 
'
0
 

5 	
1
 

0 	
cn

 	
g 	

co
 

0
 	

0
 

 7
.  

,s
.' 	

ti
l-
 

P
 	

0
,
 	

0
' 	

(51
; 

Ci
"
 	

'a
l. 	

9
 	

0
 - 	

g
 

.t
 	

..•
 	

ro
 

N
7
 2

 	
t„' 

.
 

- 
 

‘7"
 	

t
 	

,,T
 	

8 
W, 

fl
 

1
 
	

,z, 	
1
,
,_.

 	
P,-

 
,.
 	
.
 

-.4
.. 	

co
 	

0
 	

0
 

10
 	

P
 	

c:L
 . 	

re
 

n
0-

 	
,_

, 
0

 	
»

,
$,

 	
‘..

, 	
ro

 
S.:

0 	
0 	

"
 	

8
 

CC 	
CD

 	
"
 	

:I
' 	

0
-' 

0.
.. 	

9
. 

g
 

a
a.r.

 	
.`,1'

 	
m

 	
R-,

  
a
, 	

ro
 	

ag
 

5
. 	

0 	
A 	

ro
 

CD
 	

vs
 	

re
 	

8
 

co
 

P
I 	

n
 	

o
 	

0
 	

C
r 

0
 	

r,
 

g
 

eo
 	

rts
-
 	

0
 

 
te-1

 	
0 	

- 

a.
 	

A 

 
%--- 

co
 	

0
 	

,-
. 	

a
 



Rolrasas  snoyom  .c  

cr
 

• 
2-

  

C
r 2 2
 

0
 
0
-
 

0
 

as
 

0
 

5t
• 

C/
Q 0
 

0
 

i
t
 

■-■-
■

 

The question addressed  in the present paper is whether any inferences 
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Ireland  has however been included  in previous studies of  trade patterns. Fitzsimons, Ho 
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mg,  ton  pvy  put,  5861  of  0861  mod/  

capita that would ordinarily lead to a substantial increase in trade.'  [p. 20, italics added]. In 

1990. This decline occurred  despite large increases in both  real  GDP and  real  GDP  per 

trough of 1982 and the 1979 peak  was surpassed in 1984 (see Figure 2). It is not clear why 

Rose's data, taken from the World  Trade Database, so seriously exaggerate the slump in Anglo 
generality it allows the use of a longer time series than is available in pooled data sets and 

its own or as part of  a model  estimated  on a larger data set. 

less important than it would  in a study involving bilateral  trade between several countries. 

KIDEI  aseo  alSuis E 2uyiprus  

ed even its 1975  level  before the end of the sample in 
age do not account for any of  this variation, while the role of  population is likely to be 

avoids the maintained  hypothesis that the effects of  all  currency unions are identical and  can 

fact the volume of bilateral  trade fell  by only 7.0  per cent between the peak  of  1979  and the 
A strategic research issue relates to whether the Anglo-Irish experience should be explored on 

•aun2ai  ales  a2uripxa  s‘purpri  

trade it would have reduced  North-South trade below the level  predicted  by the gravity 

how currency unions have major effects on trade. However, the Irish data used in his study 

model.'  While the authors did  not explicitly address this issue, they concluded that North- 

South trade was higher than predicted  by the gravity model. This is prima facie evidence that 

Rose (1999) included  Ireland  in his study and  emphasised  its importance as an example of  

ppow  AITAEJO  V  '17  

rs  8ad ADUQIITI3 alp  in  3rearq  gip  ratpawn  

maintained. The gravity model is highly re 

rationalised  on theoretical  grounds (Anderson, 1979). It predicts that the volume of  trade 

downward  trend  in the UK's share of  Irish  trade revealed  in Figure 1, the volume of  trade 

Figure 2 displays the volume of Anglo-Irish trade over the period 1950-98. Despite the 

An obvious approach  to estimating how the break  in the sterling link  affected Anglo-Irish 

now reached  almost three times its pre-sterling-break  level. 

antly affected  this trend. It is not evident from 

d  in the empirical trade literature and can be 

trade is to use a gravity model  to predict what the flows might have been if  the link  had  been 

the graph that it did: while there was a brief  pause in growth  during the early 1980s trade has 

British pound in 1979  to join the European Monetary System. Its bilateral  trade with the UK  f ell 
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that now peg their currencies to the US$. 

the IEP/GBP exchange rate regime rather than relying on shorter time series to estimate an 

In [(X/P„)„ +  (M/P„)01, =  ao  +  ociln  (Y/P0P):(  Y/P0P)], +  a2  In (PopiPop), + e,i , 

erage effect over a very heterogeneous group of countries. 

are miniscule by comparison even with  Ireland. Examples are the Vatican City and the 

where i and,/ denote Ireland and the UK, t runs from 1950  to 1998, and 

and  of the populations as regressors. All variables are in logarithms: 

little to choose between them. The basic equation estimated  here uses the sum of  the volume 

of imports and exports as the dependent variable and the products of real incomes per person 
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deviation over a year of  the percentage change in the monthly IEP/GBP  exchange rate.) 
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A variable (VOL) was added to test for the influence of the volatility in the IEP/GBP rate 

 
 

12  Although  gh Anglo-Irish  trade data are available since the 1920s, the regression analysis has 

"The correlation between VOL and  SL is —0.86 over the whole sample period. 

included for the stability of  the relationship before and  after the break in the sterling link. 
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El as a. `su..gts  papaclxa  atp  DAELI  salcmrs.A  .9g2-  pus  

that the estimated  per capita income elasticity is very close unity, which  has been found in 

3E) in- Apo  jo  padsax  Tun  apert  Jo  Alppsvp  us  sar[dtut  alutuusa  sp.u,  uotisnba  comparing the coefficients of  the corresponding variables in equation (1) for 1950-98 and  

(lagged) VOL  falls short of  the 5% significance level in equation (7) and  the 10% level  in 
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test this hypothesis VOL has been added to equations (3) and (7). The negative coefficient of 

Atutunp  ijItTS-lda0Ia3M  e equation for the whole period  (equation 2). Its coefficient is 

equation (4) for 1950-78. These are virtually identical. A  second  test consists of inclu 

on income, although that on population is unstable. There is some suggestion that the 

"  To allow for the fact that tariffs on imports were dismantled  gradually over a ten-year a
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model (ECM) was estimated to deal with  this problem. The residuals of a regression of 
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'(3661  tPaliV,Pa) Act PPIAcud 

ing volatility completely in 1992, for example, would have led to an 

structural  break in 1979. The decline and  recovery of  Anglo-Irish  trade in the early 1980s was 

caused  by cyclical  factors and  not attributable to the change of  exchange rate regime. 

derived from equations (5) and (6). These tests conclusively reject the hypothesis of a 

ralgz  ppoui  aqs  m3jraiq  resruongs  s JO SISal  IEUSIOA  8 are reported for equations (4) and 
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Ireland and  the UK. No structural  break was found  in a gravity model  of Anglo-Irish trade 
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Figure 1: UK's share of  Irish  trade, 1924-98  

too 
90 

80  

70 

60  

,;.■  50  

40 

30 

20  

10  

1924 1930  1936  1942  1948 1954 1960 1966  1972  1978 1984 1990  1996 



Neary, J. P  and D. R. Thom (1997). 'Punts, pounds, and  euros: In search  of an op 

Meenan, J. (1970). The Irish  Economy since 1922, Liverpool  University Press. 

'(9661) Ila'ARPH 

P. Neary (1999). 'A  Gravity Model of  North-South  Trade', .7
1 

Mc O
 

European Union (1990). 'One Market, One Money', European Economy, 44 (October). 

Dublin, Economic and  Social  Research  Institute. 

Economic and  Social  Research  Institute (1996). Economic Implications for I reland of EMU, 

Figure 3: IEP/G  BP Exchange Rate Volatility 
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