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Irish Trade 

• Contribution to growth 

• Destinations and products 

• Exporting firms 

• Adding differences across firms to models of 
trade 



Open Economy 

Ernst & Young Globalisation Index 



0 

10000 

20000 

30000 

40000 

50000 

60000 

70000 

80000 

90000 

100000 

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012  

Imports 

Exports 

Imports and Exports 

Source: www.cso.ie 



Source: Forfás (2011) 

FDI Openness 
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Contribution to Economic Growth 



What does Ireland Export? 

Source: Forfás (2011) 



Where does Ireland Export? 

Source: Forfás (2011) 



• A simple but extremely successful empirical model of 
international trade is the gravity model. 

• The gravity model is a log-linear model relating trade flows 
between  countries to the size of their markets and the cost of 
moving goods between them. 

• The gravity equation to be estimated for aggregate export 
sales S to country j is: 

 

• The fundamental components of the gravity model are GDP 
and distance.  

• The final term in the equation above, X , is a vector of 
coefficients for other trade cost variables. 

Explaining Export Patterns 



Gravity Results for Irish Trade 



Amount of Trade Explained 



• Trade data has traditionally only been available at the country level. 

• Recently, it has become possible to also analyse trade patterns at 
the level of the firm. 

• For example, evidence has shown that exporting firms are typically 
larger and have higher levels of productivity than non-exporters. 

• Exporting tends to be very persistent. 

• New empirical findings from firm-level data have led to 
development of trade theories based on firm heterogeneity. 

• Marc Melitz (2003) has developed a very popular and elegant 
model of heterogenous productivity and fixed costs to market 
entry. 

From Country to Firm Level 



Source: Lawless, McCann and McIndoe-Calder (2012) 

Exporters and Employment 
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Exporters and Value Added 
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Firm Ownership and Exports 



Average Number of Markets per Firm 

Source: Lawless (1999).  Irish-owned firms only. 



The Melitz Model 

• Standard trade theory typically assumes that each industry 
variety is produced by a single firm in a country and that this 
firm exports everywhere in the world. 

• The empirical evidence shows this does not describe how 
exporting actually works at the firm level. 

• Need a model that allows for differences across firms. 

• We use a model with features first introduced by Melitz 
(2003) - heterogeneity in productivity and both fixed and 
variable trade costs. 

• We’ll look at a pared down version of the model, with 
features presented by Chaney (2007). 



Set-up and Preferences 



Demand 



Technology and Costs 



Firm Behaviour 



Export Threshold 



Productivity and Export Status 



Summing Up 

• Exports central to Irish economy – one of the most open 
countries in the world. 

• Significant changes in export composition and destinations 
over time – particularly to higher technology sectors. 

• Looking at firms, Irish exports dominated by foreign-owned 
companies. 

• Incorporating firm differences into trade models is a fairly 
recent development. 

• Melitz model probably the most famous example – built on 
assumptions of productivity differences and costs of market 
entry. 



 
 

Thanks! 
 

Any questions? 
 
 


