ol

to a gram in Xk.. The effegt of a United States tariff

reduction desends &n  the reagtigns oF Camadian exporzars.

Trzy zpuic lesve %P fixeg and reazp tne windfall proviiz oo

they could lower IP by the amount of the tarifr and incrsase
$K. In aftuality, they ars more Tikely to lower 4P by an
amount less than the tariff and take some of the gifns in

increased XK.

4. In the fourth case, the exports of a commodity are largely
institutionaliTy detarmined. IHaturaI gas is 2 case in point,
This does nct mean that prices are not relevant. Rather, 1in
such’ cases, ¢the impact af prices and tariffs can not be
realistically described by a simple linear equation. In
casas such. as this, Jjudgment, based on a knowladge of <he
nolificai economy surrgunding the commodity, must be used

when zssaszing the fuiure of exporis.

In the ¢ase of imports, the size of the Canadian market and
the price of Canadian goods relative to that of the importes goods are
relevant factors., The proxigs for the size of the Canadian markat
depend on the good. If it i3 a consumer gogd, ihen Canadian persona!l
income is generally used; however, fin the casa of ean inpuz ta
araduction, the real gutput of the using fndusiry is anpliec. Thess
eguaiions take the form:

MK=f(pl*act, bZ2*MP(1+tr]/CF)
where MKazonstant dollar importis

act=activity variable ‘

MP=price of imports in Canadz

{P=arice oFf goods oroduced by Lanacians
tr=Canadian tariif rats ‘

bi,nZ=aconcmetricelly detemmined ceefficients;
bl is positive and bZ, negazive
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