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Abstract
After the collapse of communism in Central and Eastern Europe (CEE) many countries in the
region radically liberalized their foreign trade regimes in the 1990s. In particular preferential
trade liberalization in the CEE countries has been promoted by the European Union in the
form of the association agreements that involved “vertical” trade liberalization between the
EU and countries in Central and Eastern Europe. In addition to this the CEE countries
liberalized trade ‘“horizontally” among themselves in the form of sub-regional and bilateral
free trade agreements. In this paper, we use the generalized gravity equation estimated on
bilateral trade data for ten CEE countries during the period of 1993-2004 to evaluate the
effectiveness of preferential trade liberalization in Central and Eastern Europe. We find that
all forms of preferential trade liberalization positively contributed to the expansion of trade of
the CEE countries but their impact was country specific.
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|. Introduction

Preferential trade liberalization has become a niajature of the global trading system during
the past fifty years. The limited ability to acheefar reaching multilateral trade liberalizatiorden
the auspices of the General Agreement on Tarifts Biade (GATT) and later the World Trade
Organization (WTO) has led to the proliferationregional trade agreements (RTAs) in the world
economy. Following WTO terminology, the term regibtrade agreement encompasses reciprocal
bilateral free trade areas (FTAs) and customs snf6Us) as well as multicountry agreemeénts.

The first wave of regionalism was triggered by raup of Western European countries
following the 1957 Treaty of Rome establishing thestoms union that later evolved into the
European Union (EU) and created a network of pesifigal trade agreements with other partners. In
the 1990s the EU played also an active role in spang trade liberalization in Central and Eastern
European (CEE) countries that during the communikt remained isolated from the rest of the
world for almost fifty years.

The bilateral association agreements (the so-ca8ll@dpe Agreements) concluded between
particular CEE countries and the EU were intenaesiupport their economic reforms and prepare
them for eventual EU membership. These efforts mdted in two subsequent waves of
enlargement to the East in 2004 and 2007. In andib trade liberalization with Western Europe,
CEE countries liberalized trade among themselvesr&gting a matrix of bilateral and sub-regional
free trade agreements.

The theoretical literature does not offer cleardprons concerning the effectiveness of
various forms of preferential trade liberalizati@n the one hand, it is argued that accessioneto th
multi-country agreement should be more effectivantthe creation of a bilateral trade agreement.
This may be due to the fact that in the former dasée liberalization often takes the form of a

“take-it-or-leave-it” offer while in the latter cadariff formation may be subject to lobbying of

Y In a free trade area all members eliminate bartiertrade in goods among themselves, but each ereratains the
right to maintain different barriers on non-membesdile a customs union goes beyond a FTA by esfibg a
common external tariff on all trade between membeisnon-members.



organized groups of interest seeking for protectimn instance Grossman and Helpman, 1994).
On the other hand, it is argued that bilateral dragreements are easier to negotiate as fewer
partners are involved in the negotiations. Therefdhis paper attempts to verify empirically
whether institutionalized trade liberalization i®om effective compared to trade liberalization on
the bilateral basis.

In this paper a generalized gravity model is usedtudy the trade effects of the EU-
sponsored trade liberalization in the CEE countasswell as the effects of preferential trade
liberalization among themselves. In contrast toviptes studies it is found that both the Europe
Agreements and various sub-regional and bilatesalet agreements were effective in promoting
trade of the CEE countries.

Two main strands in the empirical literature empigythe gravity models in the context of
Central and Eastern European countries can benglisshed. The first strand that emerged in the
early 1990s concentrated on estimating the tradengial of CEE countries and predicting the
volume of their trade flows with the West. The mosinmonly cited examples that belong to this
strand include Wang and Winters (1991), Hamiltod ®/inters (1992), Baldwin (1994), Gross and
Gonciarz (1996), and Piazolo (1997).

The second strand that emerged in the late 199Deanty 2000s focuses on evaluating the
ex-post effectiveness of trade liberalization im& and Eastern Europe. However, most studies
that belong to the second genre take into acconiyttbe trade effects of the Europe Agreements
and almost completely neglect the intra-CEE agreésneoncluded by particular countries in the
region. This in turn may lead to the biased es&waf the parameters on the variables capturing the
effects of the EU association agreements. The twalhe exceptions include studies by Adam

al. (2003) and De Benedictes al. (2005).

2 These studies find that initially high unexploitedding potential of Central and Eastern Europieldy eroded as a
result of adjustment in trade flows that took platéhe early 1990s. See Brenton and ManzocchiZp@iy the review
of this literature.



Adam et al. (2003) explore the effectiveness of two sub-regidnade agreements: the
Central European Free Trade Area (CEFTA) and tHecBaree Trade Area (BAFTA). They find
that both agreements were effective in stimulatnagle among the CEE countries, however, the
BAFTA agreements turned out to be more effectiventiCEFTA. Moreover, the effects of the
Europe Agreements were smaller than either BAFTABFTA. In general, the authors conclude
that all agreements were trade creators for thembers.

In a more recent study De Benediaisal. (2005) do not distinguish between BAFTA and
CEFTA and use in their estimating equation onlyiregle dummy variable for all regional trade
agreements concluded among the CEE countries. fiifieeyhat while sub-regional FTAs increased
bilateral exports between the CEE countries th@gaiAgreements had no impact on their exports
to the EU. They explain this puzzling result by faet that starting from the end of the 1980s trade
between the CEE countries and EU-12 was alrea@yset because the reduction of trade barriers
had already taken place and there was not muctoléhberalize in the 1990s.

Our study is related to the second strand in thpirgral literature on the effects of trade
liberalization in Central and Eastern Europe witvesal key differences. First, to study the
effectiveness of particular trade agreements, &ngéimed gravity equation is used. Second, the
potential effects of various bilateral trade agreeta concluded by the CEE countries among
themselves as well as with countries located oetslte region are controlled in estimating
equations. Third, in addition to the average edwsaof the effects of preferential trade
liberalization in CEE countries for the whole grogstimates for the particular countries in the
region are presented.

Section 2 provides a brief overview of preferentiatie liberalization in Central and Eastern
Europe. Section 3 discusses the analytical framewsed for evaluating the effects of preferential

trade liberalization in the CEE countries togethath the definitions of variables and the data



sources used in our empirical study. In Sectiomel dstimation results are discussed. The final

section summarizes and concludes with directionfufore research.

Il. Preferential Trade Liberalization in the CEE Countries

This section discusses three different forms offgpemtial trade liberalization in CEE
countries that include: i) trade liberalization vdn already existing trade bloc such as the EU or
EFTA, ii) the creation of a new sub-regional fremde area such as BAFTA or CEFTA, and iii)
bilateral free trade agreements concluded by paaticCEE countries among themselves as well as
with other countries outside the region.

The ultimate goal of joining the EU has been thgomiactor shaping foreign trade policies
in the CEE countries throughout the 1990s. The Bbcltided the Europe Agreements with the
majority of the CEE countries in the first halftbe 1990s.

These agreements aimed at establishing a hub-ake-$pee trade area covering industrial
products and granting some preferences to agrralilgoods between the CEE countries and the
EU over a maximum period of ten years. The tradmpmments of the Europe Agreements
overshadowed and extended the Generalized Syst@mef#rence status granted by the EU to most
CEE countries in the early 19998y January 1, 1997 the EU eliminated practicallytaiffs on
imports from the CEE countries with the exceptibagricultural and “sensitive” products.

Although trade parts of the Europe Agreements watimne CEE countries entered into force
on different dates ranging from 1992 (former Czetbbwakia, Hungary and Poland) to 1997
(Slovenia), schedules of elimination of tariffs ameh-tariff barriers on industrial products had one

important element in common. They all had to be gleted by the target date of January 1, 2002.

% Unilateral trade liberalization with the CEE cotgs was initiated by the EU immediately after tfadl of
communism in Central and Eastern Europe. In 198l granted the Generalized System of Preferda8€] status
to Hungary and Poland, in 1991 to Bulgaria and far@zechoslovakia, and in 1992 to three former &aépublics:
Estonia, Latvia and Lithuania. Slovenia retainegl pineferential status for its exports into the Etdler the so-called
autonomous trade preferences granted to former Maga in the 1980 Cooperation Agreement. The GBRIS
significantly improved access of exporters from @teE countries to the EU markets, especially fdustrial products.
GSP preferential rate embraced 63 percent of alt&iff lines in EU imports with most of them subjeo zero rates.
However, at about the same time a list of “sensitiproducts was created. In fact these product® weoduced by
industries in which the comparative advantage ef@EE countries was the strongest.



However, the real liberalization of trade in agtiotal goods between the EU and the CEE
countries did not take place until two waves obegg¢ment of the EU to the East in 2004 and 2007
despite some previous efforts to liberalize tradagricultural products that were limited to a dmal
number of selected products. Only since then thE €&untries have been able to participate fully
in the EU Single Market.

In addition to trade liberalization with the EU tEE countries liberalized in the early
1990s their trade also with other Western Europeaumtries that were the members of the
European Free Trade Association (EFTA) — anothgomteade bloc in Europe, although much
smaller in size and much less integrated than thé Ehe bilateral free trade agreements between
the CEE countries and the EFTA member states wafterped on the trade parts of the Europe
Agreements as far as the scope and timing of fiberlization are concernéd.

At about the same time when the Europe Agreemeets signed the CEE countries started
to liberalize trade also among themselves. Thdorf resulted in a matrix of sub-regional and
bilateral agreements that were supposed to completrede liberalization with Western Europe.
The most important of these was the Central Eurogaae Trade Area established by former
Czechoslovakia, Hungary and Poland.

The CEFTA agreement was signed on December 21, 48@2ntered into force on March
1, 1993. The initial CEFTA agreement eliminatedffion approximately 40 percent of industrial

goods. Trade in industrial goods and some agri@lljoroducts was liberalized further through a

*In 1992 most EFTA countries signed an agreemeifit the EU establishing the European Economic AEEA) that
entered into force in 1994. This agreement creatide trade area covering trade in industrial gamtl most services
as well as liberalized the movement of labour amgital between EFTA and the EU. Through the EEAeagrent the
EFTA countries can participate in the EU Single ké&ar The exception was Switzerland which concludeskparate
bilateral agreement with the EU. In 1995 three EFEBAIntries: Austria, Finland and Sweden that jgiattcounted for
more than 50 percent of EFTA’s output joined the. Eldwever, this EU enlargement did not change nthehtrade
relations between the old and the new EU membéesstaxcept for trade in agricultural products,asuse trade in
industrial products was liberalized earlier.

*These agreements covered mainly trade in indugtriadlucts as well as some marine and processeduligral
products. Similar to the EU Association Agreemexis® the EFTA agreements implied asymmetric trdmbdlization.
These agreements opened the EFTA markets to imfpontsthe CEE countries faster than the CEE markefSFTA
products.



series of additional protocols, mostly signed i®4.%nd 1995. By 1996 almost 80 percent of the
CEFTA trade in industrial products were free oiftar By 1999 tariffs were abolished on almost all

industrial products except a minor list of “sengti products. The CEFTA membership gradually
expanded overtime to include Slovenia (1996), Romdh997), Bulgaria (1999) and Croatia

(2003).

The CEFTA agreement was initially supposed to idelwalso three newly independent
Baltic States: Estonia, Latvia and Lithuania thaieeged from the former Soviet Union after its
collapse in 1991. However, these three countriesbaut the same time when the CEFTA was
created decided to establish their own Baltic Aresle Area (BAFTA) whose scope and pace of
trade liberalization were different from the CEFTAhe BAFTA agreement was signed on
September 13, 1993 and entered in force on April94° Many BAFTA and CEFTA members
signed bilateral trade agreements in subsequend.yea

In addition to bilateral and sub-regional tradestddization among the CEE countries these
countries also participated in a number of bildtpraferential trade agreements concluded with
other countries located both in the Middle Easwal as in South-Eastern Europe.

Most agreements were signed by the CEFTA membdts atiael and Turkey in the late
1990s and the early 2000s once these two courtniesluded new Association Agreements with
the EU! In addition to that the Balkan members of the CEFdoncluded also a number of
agreements with neighbouring Balkan countries: Aibaand Macedonia. The Baltic states also
concluded bilateral free trade agreements with @yriand Estonia also a separate preferential trade

agreement with Ukraine.

®In contrast to CEFTA, BAFTA did not increase itembership but the coverage of the agreement wasased over
time at a faster pace than in the CEFTA membeestdh particular, by January 1, 1997 BAFTA inclddet only
industrial but also agricultural and fish produdtsthis way BAFTA became the first free trade aire¢he region that
provided for completely liberalized trade in thesmnomically sensitive areas. Significant diffelesyin the pace and
the coverage of trade liberalization between thd=BA and the CEFTA member states did not allow @ngad single
free trade area that would embrace all the CEEtoesrbefore their accession to the EU.

" The new EU association agreement with Turkey éistadil a customs union with the EU that entered fatce in
1996.



[11. The Analytical Framework and the Data Sour ces

To study the impact of free trade agreements oatdydl exports and imports of the CEE
countries a generalized gravity equation of biktérade flows is used. The gravity equation has
often been utilized to evaluate effects of FTAsti@aae flows. However, most previous studies use
simple gravity equations derived from theoreticald@ls that assume complete specialization in
production. In our view, the estimates of the a@feaf FTAs obtained using such models may be
biased due to the lack of controls for factor pmipas that play a key role in the determination of
trade flows in the incomplete specialization modétsparticular, in the case of CEE countries,
where agriculture still plays an important roletlve economy, models assuming that all trade takes
place in different varieties of manufactured prddudo not seem plausible. Therefore, our gravity
model, besides the standard gravity-type variafdash as size of and distances between trading
partners) and various controls includes the labdfaatio (T/L) to account for differences in facto
endowments.

The dependent variables used in the estimatianbikateral exports and imports of ten CEE
countries that joined the EU in the two subsequexves of enlargement to the East. These include
five Central European countries: the Czech Repuldlovakia, Hungary, Poland and Slovenia,
three Baltic states: Estonia, Latvia and Lithuaraad two South-Eastern European countries:
Bulgaria and Romania.

Our main explanatory variables include dummy \@es indicating the Europe Agreement
as well as dummy variables indicating various H@EE bilateral trade and sub-regional trade
agreements discussed in detail in Section 2 thae weforce for the time span covered by our
sample. In addition to this in our study we contatdo for potential effects of other preferential
trading agreements concluded by the CEE counffiesse include bilateral agreements concluded
with the EFTA member states, the Mediterranean trmsnas well as the South Eastern European

countries. Moreover, we also control for the pawneffects of the EU enlargement in 2004 by



including two special dummy variables for tradewssn the old EU-15 and the new member states
(NMS) as well as for trade among the new membeesta

The trade flows data comes from the single sourbe @OMTRADE database and is
expressed in the constant US dollars in 2000 pritlee sample covers 149 trading partners of the
CEE countries in the period of 1993-260%he country size is measured using the data ainga
partners’ GDPs expressed in constant 2000 US dodlad evaluated in the PPP terms to assure
their cross country comparability. The GDP andl#mal-labor ratios come from the World Bank’s
World Development Indicators 2006 (WDI).

The remaining control variables include proxies fi@nsportation and transaction costs.
Distance between trading partners is measuredng@esigeographic “as the crow flies” distance
between their capital cities and is expressed loneters. We also control for the existence of a
common border and common language between tradamtngys and colonial tiés Control

variables data comes from the CEPIl database &aitmline.

V. Empirical results

In this section two sets of empirical results basedestimating equation (1) are presented that
include the average estimates for the whole CEEpkaas well as the estimates obtained separately
for particular CEE countries.

The estimation results obtained for bilateral imtpaf the CEE countries using different

estimation methods are in Table 1. The baselinmatds obtained using the fixed effects estimator

8 The sample choice was determined by data avafiabilhe sample is limited downwards because of ghitical
changes in Central and Eastern Europe relatedet@diiapse of the Soviet Union and the break-upywjoslavia in
1992 and the ‘velvet’ divorce between the Czech @luvak Republics that earlier constituted the @Gzaad Slovak
Federal Republic. This yields a total of over 1lduband observations in the case of exports andsalbfothousand in
the case of imports for the whole sample. The samgls limited to countries with population over ZWD inhabitants.
® In our context a colonial relationship applieste former parts of the Austro-Hungarian Empir¢her Soviet Union.



for the whole sample including all the CEE courgtrigith individual time effects for particular
years are in column (1.

The estimation results indicate that both the agesds with Western European countries:
the Europe Agreements and the EFTA agreementseglhsasvsub-regional intra-CEE agreements:
BAFTA, CEFTA and bilateral agreements concludeavieen the members of BAFTA and CEFTA
were effective in stimulating imports of the Cehtiad East European countries. Interestingly, the
accession to the EU of the CEE countries did neinst® contribute to the increase in their imports.
The evidence for bilateral agreements is not aeéarWhile the agreement concluded with Turkey
appear to have increased bilateral imports of tB& Countries the estimates for other agreements
are either not statistically significant or displaggative signs.

The robustness of the fixed effects estimates lisesguently investigated in columns (2)-(4) that
display the estimation results obtained alternagisgmation techniques. In column (2) we present
estimation results obtained using the random effestimator. In column (3) we control separately
for fixed effects for the reporting and the parteeuntries instead of controlling for the common
country-pair fixed effects. Finally, in column (fptential endogeneity of trade agreements is
controlled for using the Hausman-Taylor estimatiechnique. Unlike in specification (1), we
obtain estimates for time-invariant controls tha mughly in-line with intuitiofr-

The estimation results obtained for the Europe Agrents are robust with respect to the estimation
method. In all cases, estimation results demomrstifaat the Europe Agreements significantly

contributed to the increase in bilateral importshaf CEE countries from the EU member states.

9 The F-tests for time specific effects confirm #ppropriateness of including time dummies for patér years of our
sample in all estimated regressions for the wh&& Gample.

Y“The median dummy for the common colonizer variabl@.878, which would indicate roughly 17-fold irese in

trade due to effects due to colonial links. We havé&eep in mind that many countries in our sangalestituted the

Soviet Union before 1989 and the trade linkagew&eh them still remain strong (in particular, thpgplies to the case
of Estonia, Latvia and Lithuania).

10



Table 1. The panel data estimatesfor bilateral imports of the CEE countries

1) (2) (3) (4)
VARIABLES FE RE 2FE HT
GDP Partner 1.80*** 0.93*** 1.72%*= 1.19%*=
(0.098) (0.024) (0.15) (0.040)
GDP Reporter 1.28*** 1.25%** 1.44%* 1.82%**
(0.12) (0.044) (0.17) (0.074)
T/L Partner -0.58*** -0.086** -0.44xx* -0.19%**
(0.14) (0.038) (0.17) (0.062)
T/L Reporter -0.89%+* -0.74%x* -0.88*** -0.70%*
(0.12) (0.068) (0.14) (0.089)
Distance -0.74%x* =127 % -0.62%+*
(0.050) (0.043) (0.090)
Colonial relationship 0.43 -0.37%* 0.38
(0.48) (0.091) (0.87)
Common colonizer 2.88%* 1.32%** 4.30%*
(0.26) (0.097) (0.46)
Contiguity 1.28%** 0.46%* 1.36%**
(0.26) (0.054) (0.46)
Common language 0.77* 0.49%+* 1.38*
(0.46) (0.094) (0.82)
NMS-EU15 Integration 0.15 0.30%*** 0.15* 0.14
(0.094) (0.094) (0.066) (0.091)
Intra NMS Integration -0.48*** -0.39** -0.35%** -046***
(0.16) (0.16) (0.095) (0.15)
Association Agreement 0.66*** 0.83*** 0.49%** 0.71*
(0.069) (0.065) (0.066) (0.068)
FTA EFTA 0.85** 0.88** 0.46%* 0.83**
(0.12) (0.12) (0.14) (0.12)
CEFTA 0.39** 0.61** 0.073 0.42%*
(0.10) (0.098) (0.061) (0.100)
BAFTA 0.97* 1.09%** 2.34%* 1.08**
(0.52) (0.41) (0.14) (0.51)
FTA with Turkey 0.76** 0.94%** 0.75%* 0.83**
(0.18) (0.18) (0.12) (0.18)
FTA with Israel -0.14 0.13 -0.22* -0.058
(0.22) (0.22) (0.12) (0.22)
FTA with Croatia -0.66 -0.68 -0.71%* -0.71
(0.77) (0.78) (0.112) (0.75)
Baltics/CEFTA FTA 0.21* 0.58*** 0.51%** 0.31%**
(0.11) (0.10) (0.066) (0.11)
FTA with Albania 0.33 0.48 -0.69 0.44
(0.63) (0.64) (0.59) (0.62)
FTA with Macedonia -1.41 % -1.01%* 1.11% -1.40%*
(0.39) (0.39) (0.45) (0.38)
FTA with Ukraine 0.53 0.75 -0.13 0.36
(1.05) (0.88) (0.18) (1.03)
Constant -B7.7*+* -38.8%** -61.2%+* -60.0%**
(2.38) (1.21) (3.17) (2.12)
Observations 9950 9950 9950 9950
R-squared 0.37 0.62 0.80
FE F-stat. 19.6%**
Sargan-Hansen 407 127

Standard errors in parentheses
*** n<0.01, ** p<0.05, * p<0.1

The empirical evidence obtained for intra-CEE trageeements is also fairly robust. While
the country-pair fixed effects estimates suggest @i agreements concluded by the CEE countries

significantly increased their bilateral importset@EFTA variable loses its previous statistical

11



significance when the double-fixed effects are ugddo, the estimation results obtained for the
agreements with other countries turned out to besbwith respect to the choice of the estimation
method. The Sargan-Hansen test favors, howevefixeu effects estimation method.

The corresponding estimation results for bilatergborts of the CEE countries obtained
using different estimation techniques are in Tabl&imilar to the case of imports the fixed effects
estimates suggest that both the Europe Agreemadttha EFTA agreements as well as intra-CEE
sub-regional and bilateral trade agreements coadludetween the BAFTA and the CEFTA
members contributed significantly to the developmeh exports in the Central and Eastern
European countries. Interestingly, unlike in theecaf imports, the accession of the CEE countries
to the European Union contributed to the increastheir exports to the old but not the new EU
member countries. Other trade agreements were tatisteally significant except for those
concluded with Turkey. Similar to the estimatiosulkts obtained previously for bilateral imports,
the results obtained for both the Europe Agreemantsthe intra-CEE agreements remain robust
with respect to the choice of the estimation meti#xin the case of imports, the country-pair fixed
effects remains the preferred estimation method.

It is worth noting that the estimated parameteitsiabd for the intra-CEE agreements were
always higher than those for the Europe Agreemevitseover, the coefficients obtained for the
BAFTA were always much higher than those for thd=C& which can be explained by the faster
and the bigger scope of trade liberalization in Badtic states than among the Central European
countries that did not liberalize trade in agriawdl products completely until their entry into the
EU in 2004.

To see what actually drives our empirical resutis the whole sample our sample was
disaggregated into sub-samples for particular CR@nties and the gravity equations for their

bilateral exports and imports were estimated séglgrdor each country using the fixed effects

12



estimator. The estimation results for bilateral amp of the individual CEE countries are in Table 3

while bilateral exports are in Table 4 (both taldes placed in Appendix).

Table 2. The panel data estimatesfor bilateral exports of the CEE countries

1) (2) (3) (4)
VARIABLES FE RE 2FE HT
GDP Partner 0.76%* 0.71%* 0.74%* 0.82%**
(0.089) (0.020) (0.15) (0.025)
GDP Reporter 1.98*** 1.23%** 1.98*** 1.68***
(0.11) (0.037) (0.17) (0.057)
T/L Partner 0.25** 0.023 0.34** 0.042
(0.12) (0.031) (0.14) (0.038)
T/L Reporter 0.14 -0.26%** 0.23 -0.067
(0.10) (0.060) (0.15) (0.070)
Distance -1.15%* -1.78%* -0.99%+*
(0.044) (0.041) (0.057)
Colonial relationship 0.52 0.049 0.65
(0.42) (0.093) (0.53)
Common colonizer 2.21%* 1.89*** 2.88%*
(0.22) (0.089) (0.28)
Contiguity 0.67** 0.13** 0.75%*
(0.22) (0.052) (0.28)
Common language 0.58 0.24%* 0.86*
(0.40) (0.090) (0.50)
NMS-EU15 Integration 0.40%* 0.53** 0.48** 0.43**
(0.092) (0.091) (0.079) (0.090)
Intra NMS Integration -0.015 0.046 0.24* -0.0072
(0.15) (0.15) (0.112) (0.15)
Association Agreement 0.44 % 0.48*** 0.23*** 0.44*
(0.068) (0.061) (0.065) (0.066)
FTA EFTA 0.58** 0.52%* 0.070 0.59%*
(0.12) (0.11) (0.16) (0.12)
CEFTA 0.46%* 0.55%* 0.62%* 0.48**
(0.100) (0.094) (0.063) (0.099)
BAFTA 1.70%** 1.13%** 1.18%** 1.61%**
(0.51) (0.38) (0.14) (0.51)
FTA with Turkey 0.49%* 0.5 % 0.49** 0.49**
(0.18) (0.17) (0.17) (0.17)
FTA with Israel 0.071 0.16 0.15 0.077
(0.22) (0.21) (0.12) (0.22)
FTA with Croatia 0.61 0.65 0.35** 0.67
(0.75) (0.75) (0.17) (0.75)
Baltics/CEFTA FTA 0.42%* 0.51%* 0.89*** 0.42%*
(0.10) (0.099) (0.080) (0.10)
FTA with Albania -0.15 0.085 0.66*** -0.12
(0.62) (0.62) (0.14) (0.62)
FTA with Macedonia -0.16 0.22 1.40%** -0.14
(0.38) (0.37) (0.41) (0.38)
FTA with Ukraine -0.038 0.74 0.27 0.052
(1.03) (0.82) (0.19) (1.02)
Constant -56.3**+* -29.2%* N W il -43.4%x*
(2.16) (1.02) (2.62) (1.68)
Observations 11017 11017 11017 11017
R-squared 0.4 0.69 0.80
Fixed effects F-stat. 14.0%**
Sargan-Hansen 120*** 16.1***

Standard errors in parentheses
*** n<0.01, ** p<0.05, * p<0.1
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The Europe Agreements were found to increase faignily imports of all the Baltic
countries: Estonia, Latvia, and Lithuania togethwth Romania and Bulgaria. The same result
applies also to the EFTA agreements in the cagheoBaltics. Interestingly, the accession to the
European Union resulted in increased imports of ¢duy and Slovenia only. The estimates
obtained for the intra-CEE agreements were noisstally significant for most countries. In
particular, the CEFTA agreement turned out to bassically significant for only Poland, Romania,
and Bulgaria while the BAFTA agreement was not ificgmt at all. Moreover, of all the bilateral
agreements concluded between the BAFTA and the @ER&mber states only the agreements
concluded by Slovenia were statistically significamhe estimation results obtained for other
bilateral agreements were statistically significanlty for Estonia, Hungary, Latvia, and Poland and
only in the case of the agreement with Turkey.

The estimation results obtained for bilateral eigpof the particular CEE countries are in
columns (1)-(10). Similar to the results obtainem fmports, it was found that the Europe
Agreements were effective only in stimulating expaf the Baltic states: Estonia and Lithuania as
well as Romania and Bulgaria. The results obtafoettade agreements concluded with the EFTA
member countries show statistical significance lfatvia, Lithuania, and Slovenia. The CEFTA
agreement contributed to the expansion of expartsix member countries: Bulgaria, the Czech
Republic, Hungary, Slovenia, Poland and Romaniae BAFTA agreement was statistically
significant only for Estonia. The bilateral agreensebetween particular BAFTA and CEFTA
countries were statistically significant for thee€h Republic, Poland, and Slovenia. The results
obtained for bilateral agreements with other caaatwere positive and statistically significantyonl

in the case of the agreement concluded betweemdéPalad Turkey.

V. Concluding remarks

Trade liberalization in the CEE countries has beféective. Institutionalized trade liberalization o

average has been more effective in stimulatingetrdthn bilateral free trade agreements. In
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particular, trade liberalization with the EU in them of the Europe Agreements is on average
effective in raising both bilateral imports andatbdral exports of the CEE countries to the EU.
Moreover, estimates for bilateral imports are higtean for bilateral exports. This result can be
explained by the initially higher trade barrierdliie CEE countries compared to the EU states.

At the same time, our results show significant tegfeneity among the CEE countries with
respect to the timing and the scope of trade lllzi@on. Estimation results for particular CEE
countries demonstrate that the positive effecthef Europe Agreements was driven by trade with
Bulgaria, Romania, and the Baltic states. The laicknpact of the Europe Agreements on trade
flows of Central European countries can be expthing the fact that these countries had been
enjoying a preferential access to the EU marketsesihe early 1990s. Our results show that small
countries are likely to expand trade through libeasion towards larger trade partners. The EU-15
trading block was a natural trading partner for @€E countries after the reorientation of trade
towards the West.

Finally, entry of the CEE countries into the EU yadeed a new stimulus for trade expansion
between the old and the new member states. Howduerto the data constraints our empirical
evidence is limited to the effects of first East&nlargement in 2004. Trade effects of the EU
enlargement to the East, especially those of tlw®rgk enlargement in 2007, deserve closer
attention in future studies. Another topic for fiduesearch is the trade effects of the European

Monetary Union enlargement to the East.
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Appendix: Remaining tables

Table 3. Thefixed effects estimatesfor bilateral imports of particular CEE countries

1) (2) (3) (4) (5) (6) ) (8) 9) (10)
VARIABLES Bulgaria Czech Republic Estonia Hungary atlia Lithuania Poland Romania Slovak Republic Sihoxa
GDP Partner 0.79** 1.54%** 3.25%** 2,10 % 2.49%** 4.38*** 0.75%** 1.55%* 2.10%** 0.81***
(0.34) (0.25) (0.50) 0.27) (0.44) (0.47) (0.24) 30 (0.30) (0.29)
GDP Reporter 1.87%+* 4.36*** 2.24%** 1.09%*+* 0.72** -1.07* 1.52%* 3.54%** 2.22%*%* -0.030
(0.55) (0.71) (0.52) (0.37) (0.34) (0.55) (0.28) .68) (0.43) (0.52)
T/L Partner -0.80 0.33 -2.01%+* -0.27 -0.18 -2.43% -0.046 -0.32 0.65* -1.64%+*
(0.50) (0.33) (0.52) (0.37) (0.45) (0.66) (0.28) .39) (0.35) (0.43)
T/L Reporter 0.11 -3.80 0.96** 3.06 -0.51* -1.20%* -2.86%** -4.02 -0.16 -2.55%*
(0.76) (5.42) (0.41) (2.00) (0.25) (0.28) (0.98) AP (1.13) (0.98)
NMS-EU15 Integration -0.12 -0.044 0.42** 0.26 ®01 0.22 0.19 0.53*
(0.20) (0.28) (0.21) (0.25) (0.38) (0.21) (0.19) (0.25)
Intra NMS Integration -0.39 -0.92* 0.17 -0.66 3n** 0.049 -0.39 0.43
(0.49) (0.45) (0.43) (0.41) (0.62) (0.41) (0.51) (0.43)
Association Agreement 0.42* 0.27 0.93*** 0.33 0.86* 1.12%* 0.37 0.53** 0.51 0.068
(0.23) (0.39) (0.19) (0.30) (0.18) (0.26) (0.26) .24) (0.43) (0.16)
FTA EFTA 0.17 0.51 1.39%** 0.33 1.50%** 1.85%** 08 0.073 0.70 0.45
(0.49) (0.51) (0.36) (0.36) (0.33) (0.49) (0.30) 0) ( (0.43)
CEFTA 0.66** 0.12 0.29 0.52** -1.29* 0.33
(0.28) (0.24) (0.24) (0.24) (0.54) (0.23)
BAFTA 1.00 1.03 -0.12
(1.07) (0.94) (1.07)
FTA with Turkey 0.76 0.33 1.12* 0.76* 1.15* 1.17 Qq** -94 9*** -18.9** 0.57
(0.68) (0.42) (0.57) (0.44) (0.55) (0.79) (0.45) 3B (8.93) (0.52)
FTA with Israel -0.11 -0.25 -0.18 0.13 -0.11 28). 0.073
(0.81) (0.44) (0.44) (0.44) (0.64) (0.43) (0.51)
FTA with Croatia -0.79
(0.62)
Baltics/CEFTA FTA 0.041 0.19 0.16 0.34 0.35 -0.081 0.15 0.026 0.94**
(0.55) (0.26) (0.26) (0.28) (0.24) (0.37) (0.27) 0.207) (0.41)
FTA with Albania 0.91 -0.45
(0.97) (1.12)
FTA with Macedonia -1.24* -1.79 -1.29%
(0.74) (1.11) (0.54)
FTA with Ukraine 0.56
(1.08)
Constant =55, 7*** -139%** -126%*+* -67.0%** -71. 1% -80.1%** -49.8*** -119%x* -94 g*** -18.9*
(13.1) (10.7) (11.0) (5.69) (6.72) (12.6) (6.02) 1® (8.33) (8.93)
Observations 1115 994 896 1019 838 969 1185 1147 4 82 963
R-squared 0.080 0.385 0.456 0.304 0.400 0.331 0.302 0.179 0.419 0.191
FE F-stat. 134 20.8 134 42.1 14.7 6.72 23.5 184 28.6 23.1

Standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1



Table 4. Thefixed effects estimatesfor bilateral exports of particular CEE countries

1) (2) (3 4 ®) (6) (7) (8) ) (10)
VARIABLES Bulgaria Czech Estonia Hungary Latvia Lithuania Poland Romania v8io Slovenia
Republic Republic
GDP Partner -0.17 0.90*** 2.09%+* 1.04%* 1.85%* 130*** 0.40** 0.99*+* 0.82** 0.050
(0.28) (0.18) (0.50) (0.20) (0.55) (0.38) (0.19) .28) (0.40) (0.22)
GDP Reporter 2.56%* 2.9 % 2.92%+* 2.49%+* 1.01* 0.80* 0.99**+* 4. 745 1.03* 2.96*+*
(0.43) (0.50) (0.61) (0.28) (0.43) (0.47) (0.23) .60 (0.58) (0.35)
T/L Partner -0.51 0.59%* -0.94 0.50** -0.27 -0.87 0.28 0.71* 1.09%+* 0.79%*
(0.36) (0.21) (0.62) (0.22) (0.57) (0.55) (0.25) .3® (0.41) (0.23)
T/L Reporter 2.9 % 0.52 1.46%* 2.60* 0.49 -0.33 -3.54%*x -10.5%** -2.16 1.29**
(0.60) (3.80) (0.50) (1.43) (0.35) (0.24) (0.83) 18 (1.49) (0.63)
NMS-EU15 Integration 0.44x+* -0.062 0.51 % 0.47 .53 0.48*+* 0.78*** 0.18
(0.14) (0.34) (0.16) (0.38) (0.33) (0.18) (0.27) (0.17)
Intra NMS Integration 0.15 -0.24 0.33 -0.018 -0.40 0.50 0.20 0.48*
(0.36) (0.56) (0.32) (0.64) (0.54) (0.35) (0.73) (0.27)
Association Agreement 0.69*** 0.082 0.58** 0.049 20. 0.78*** 0.10 0.78*** 0.31 -0.13
(0.19) (0.29) (0.24) (0.22) (0.28) (0.22) (0.22) .20 (0.61) (0.11)
FTAEFTA 0.43 -0.26 0.68 -0.11 1.21* 2.06%* 0.32 0.19 -0.29 0.46**
(0.40) (0.37) (0.47) (0.24) (0.50) (0.43) (0.25) 4O (0.75) (0.24)
CEFTA 0.51* 0.37** 0.32* 0.99%*+* 0.91x+* 0.49 028*
(0.23) (0.17) (0.18) (0.21) (0.24) (0.35) (0.15)
BAFTA 2.26* 1.29 1.17
(1.34) (1.49) (0.92)
FTA with Turkey 0.57 0.37 -0.21 0.36 0.65 1.01 0%93 0.65 0.52 0.17
(0.56) (0.31) (0.72) (0.33) (0.81) (0.68) (0.39) .50 (0.58) (0.35)
FTA with Israel 0.58 -0.076 -0.15 0.57 0.17 @®.3 0.37
(0.66) (0.33) (0.33) (0.38) (0.62) (0.61) (0.34)
FTA with Croatia 0.38
(0.53)
Baltics/CEFTA FTA -0.26 0.73** 0.15 0.12 0.34 0407 1.15%* 0.19 1.63*+*
(0.45) (0.19) (0.33) (0.21) (0.38) (0.32) (0.23) 0.39) (0.22)
FTA with Albania -0.12 0.083
(0.80) (1.06)
FTA with Macedonia -0.15 1.71 -0.60*
(0.61) (1.07) (0.36)
FTA with Ukraine -0.083
(1.35)
Constant -45.2%*x -82.1%** -110%** -73.9%** -61.4%** -44 4 -27.9%* -138*** -36.4%** -57.5%**
(10.1) (7.38) (12.6) (3.83) (8.98) (10.4) (5.04) 88 (10.9) (5.60)
Observations 1217 1096 966 1119 1040 997 1216 1370 967 1029
R-squared 0.058 0.339 0.250 0.420 0.113 0.182 0.304 0.136 0.134 0.327
FE F-stat. 9.07 20.8 8.28 18.4 7.34 10.7 19.0 10.8 8.22 19.8

Standard errors in parentheses
** p<0.01, ** p<0.05, * p<0.1
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