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Abstract 

This paper analysis the effects of the EU enlargement process on: 1) trade between the 

EU and the CEECs (trade creation); 2) EU imports from middle-income developing 

countries and CEEC imports from the OECD (trade diversion); 3) intra-EU and intra-

CEEC trade (trade displacement).1 It is shown that the enlargement process has 

resulted in significant trade creation and limited trade diversion. However, we have not 

been able to identify any trade displacement. The gravity model applied has enabled us 

to identify the effects of the integration process in different time periods and country 

groupings, which is important due to the gradual liberalization of trade. We have 

found important differences between groups of countries and time periods.  
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1. Introduction 

The entry of the Central and Eastern European countries (CEECs) into the EU in 2004 

was preceded by extensive efforts to integrate them into the European economy.2 

Important steps of this process were the gradual liberalization of trade between the EU 

and the CEECs, as laid down in the Europe Agreements (EAs) and the promotion of 

trade integration among the CEECs (the Central European Free Trade Agreement, and 

the Baltic Free Trade Agreement). In order to assess the welfare effects of the EU 

enlargement process, it is essential to analyse how trade between old and new 

members and among old members has been affected. A first step in such an analysis is 

to distinguish between trade creation, trade diversion and trade displacement. Even 

though this is not sufficient to highlight the welfare effects of regional integration, it 

provides a basis for analysing the trade effects of integration. 

The purpose of this paper is to estimate to what extent the EU enlargement 

process has induced trade creation, trade diversion and trade displacement. More 

specifically we assess the impact of the enlargement process on: 1) trade between the 

old and the new (and potential) member countries, 2) trade between the EU and the 

rest of the world (trade diversion), 3) intra EU trade and 4) trade among the CEECs. 

The gravity model is used to estimate the trade effect of the EU enlargement 

process. The method is similar to the one used by Egger and Pfaffermayr (2002) who 

investigate the changes in intra-EU trade resulting from the previous enlargements of 

the EU.3 The virtue of this method is that it allows an analysis of the differences in the 

impact on groups of countries entering the regional cooperation at different times and 

being on different levels of integration. Hence the model addresses some of the 

concerns about traditional gravity estimates of trade creation and trade diversion 

discussed in Ghosh and Yamarik (2004); namely that no distinction is made for the 

degree of integration and that the actual implementation of the preferential agreements 

                                                
2 For the purpose of this paper CEECs are defined as Bulgaria, Czech Republic, Estonia, Hungary, 

Latvia, Lithuania, Poland, Romania, Slovakia, and Slovenia. Bulgaria and Romania did not join the 
EU in 2004, but are likely to do so. 
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is unaccounted for. The sample of countries includes the EU, OECD, CEECs, middle-

income developing countries and the Commonwealth of Independent States (CIS) over 

the period 1992–2002.  

Most previous studies tend to estimate the total impact of the preferential trade 

agreement (PTA) on all the members of the PTA, but ignore the fact that widening and 

deepening integration affects members of the PTA differently. Further, even though 

the gravity model has been used to estimate gross trade creation and trade diversion, it 

is important to distinguish between trade creation, in terms of increased trade due to 

more efficient use of resources, and trade displacement which improves resource 

allocation within the PTA and decreases exports of some previous members of the 

PTA. With the exception of Egger and Pfaffermayr (2002), the focus of previous 

studies of trade volumes of the EU and the CEECs is on trade volumes between, but 

not within, the two country groups, or on trade effects for individual countries. 4  

The main contribution of this paper to the literature on the trade effects of regional 

integration is; identifying the effect of trade integration, induced by the EU 

enlargement, at different stages of the liberalization process; and trade displacement 

separately from trade creation and trade diversion. Further, the effects on imports and 

exports are separated allowing conclusions to be drawn on the trade balance effect of 

the enlargement process. 

The paper is organised as follows. In section 2 liberalization of trade between the 

EU and the CEECs and among the CEECs is briefly described. A description of the 

empirical model and previous studies follows in section 3. The estimation results are 

presented and analysed in section 4. This section is divided into subsections discussing 

gross trade creation, trade diversion, and trade displacement. Section 5 concludes the 

paper. 

 

                                                                                                                                                   
3 The method is also used by Egger and Pfaffermayr (2004) to study the evolvement of FDI in Europe 
4 Adam et al (2003) study the effects of the EAs on, and trade liberalisation among, the CEECs 

themselves. Martin and Turrión (2001), and Christie (2002) investigate trade between EU and 
selected CEECs and Alho (2003) examines trade agreements in Europe. Examples of studies on 
individual countries are Martin (1995) and Brülhart and Kelly (1999). 
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2. Trade Liberalization 

The Trade Provisions of the Europe Agreements 

The trade provisions of the Europe Agreements (EAs) created a free trade area (FTA) 

including the EU and the CEECs from 1 January 2001. That is, most goods are to be 

traded without tariffs and quantitative restrictions, and technical standards in the 

CEECs were adjusted towards EU standards. However, agricultural products were not 

traded freely and rules of origin applied. When the EU was enlarged on 1 May 2004 

the new member states introduced EU external tariffs and agricultural products are 

now traded without tariffs. 

The detailed provisions and the time schedules for transition to free trade in 

industrial products of CEEC EAs vary, but some important provisions are common.5 

Reduction of tariffs and non-tariff-barriers (NTBs) are implemented asymmetrically in 

favour of the CEECs. Since 2001 industrial products have been traded free of duties 

and other equivalent restrictions. The transition period is shorter for the countries 

signing EAs later. The trade provisions of the EAs came into force before the EAs 

themselves became ratified through Interim Trade Agreements (ITA).6 The 

implementation of the ITAs provided for the elimination of quantitative restrictions 

(except for textile and cloth, and coal and steel) and elimination of tariffs on EU 

imports from the CEECs of most industrial goods. Industrial goods have been 

imported freely to the EU from the CEECs (except Slovenia) since 1995 (except 

textile, steel and coal products). The coverage of the liberalization of EU imports from 

the CEECs, resulting from the ITAs, was substantial. In the case of Hungary, 70 % of 

the exports of industrial goods to the EU became free of duty (WTO 1998d). 

Except for a few products (mainly agricultural) the CEECs had to eliminate tariffs 

and quantitative restrictions on imports from the EU before 1 January 2001. After the 

                                                
5 For the complete text of the EAs see http://europa.eu.int/comm/enlargement/pas/europe_agr.htm 
6 For a detailed review of the ITAs of Bulgaria, Czech Republic, Slovak Republic, Hungary, Poland, 

and Romania, see Kaminski (1994).
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ITAs came into force, tariffs could not be raised and new NTBs could not be 

introduced by the CEECs against imports from the EU. However the process of 

liberalizing CEEC imports from the EU is rather complex with special provisions in 

each EA. The table below presents an overview of the implementation of free trade in 

different product groups and countries. Even though the detailed lists of products vary 

between the EAs, the time schedule of trade liberalisation is basically the same for all 

countries signing agreements in the same year.7

 

Table 1 The timetable for liberalizing EU-CEEC industrial trade. 

          Destination/ 
                    origin 
commodities 

EU/ 
Poland 

Polen/ 
EU 

EU/ 
Latvia 

Latvia/
EU 

EU/ 
Slovenia 

Slovenia/ 
EU 

Industrial goods 1992 1992 (mainly raw 
materials), 1999 

1995 1995 1997 1997 

Minerals and 
chemical prod. 

1993       

Nonferrous metals 1994      
Other sensitive 
industrial goods 

1995 2001 (Petroleum prod.) 
2002 (vehicles)  

 19973 

19994
2000 2000, 2001 

Textile 19971  1998  1998 1997, 20005, 
20016

Steel/Coal 19962 1999(Steel, some steel 
1992) 

  1997 1997, 20007

Year only indicated in the table if different from industrial goods. 1Quantitative restrictions eliminated 
1998, 21993 for most coal products. 3some goods including footwear and trunks. 4Including some 
footwear, tools and wooden furniture. 5annex II(a) in the EA. 6 annex II(b) in the EA. 7Some specified 
goods. Sources WTO (1998a, 1998b, 1998c) Zukrowska (2000) 

 

Rules of origin have an important role in limiting free trade to goods produced in 

the FTA; hence restrictive rules of origin increase the risk of trade diversion. In the 

case of the EAs these rules were initially quite restrictive. Cumulation of origin was 

only allowed within the EA area but not other PTAs of the EU (WTO 1996, p. 50). But 

in 1997 diagonal cumulation of origin within the framework of Pan-European 

                                                
7 Estonia is a special case since basically all imports have been free of duty since Estonia became 

independent (Feldmann and Sally 2002). 
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cumulation was implemented by the EU and the CEECs (European Commission 

2002).8  

CEFTA and BFTA 

In order to boost trade among the CEECs, the Baltic Free Trade Agreement (BFTA) 

and the Central European Free Trade Agreement (CEFTA) were signed and 

introduced. The objective was to create a free trade area for industrial goods and the 

agreements were viewed as a step towards membership in the EU. In the case of the 

BFTA, free trade was eventually extended to include agricultural products. 

The CEFTA resulted in free trade in industrial goods between its original 

members as of 1 January 1997.9 Liberalization of trade in agricultural products has not 

advanced much.10  When the CEFTA came into force on 1 March 1993, the founding 

members were Poland, the Czech Republic, Slovakia, Poland and Hungary. It was 

widened with the accession of Slovenia 1996, Romania 1997 and Bulgaria 1999. 

Tariffs on trade with those countries were liberalized after a short transition period. 

After the 2004 enlargement the new member states of the EU apply EU trade rules to 

their trade with the former CEFTA partners not joining the EU (Romania and 

Bulgaria). 

Estonia, Latvia, and Lithuania implemented the BFTA in April 1994, implying 

free trade in industrial goods. The integration of trade was taken further in 1997 when 

the agreement on free trade in agricultural products came into force. 

 

                                                
8 Diagonal cumulation means that products originating in any of the countries that have signed the 

agreement are classified as local, but the processing of non-originating materials in different 
countries of the agreement cannot be added to obtain status as a local good. 

9 Some exceptions to free trade in industrial goods remained, for example imports of cars to Poland. 
For a discussion of the CEFTA trade framework see Dangerfield (2000). A brief discussion of the 
trade framework within BFTA can be found in Kazlauskiene and Meyers (1999). 

10 Note that the extent of liberalisation of agricultural and food trade varies significantly across bilateral 
trade relations. 
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3. The empirical method and data 

The gravity model 

The gravity model, which is applied here to estimate the trade effects of the EU 

enlargement process, may be derived from a variety of models of trade and has been 

frequently used to analyse the trade effects of preferential trade agreements.11 A 

theoretical justification of the model based on a microeconomic foundation was first 

provided by Anderson (1979) and Bergstrand (1985 and 1989).12 The empirical 

specification of the gravity equation applied in this paper is based on the work of 

Helpman (1987), who derived a gravity equation including variables reflecting size, 

relative size and relative factor endowments in line with the Heckscher-Ohlin model of 

trade, and the so-called New Trade Theory. The differences in factor endowments 

between most of the incumbent members of the EU and the CEECs being significant, 

this formulation of the gravity model is appropriate. But since the gravity model can 

be derived from several theoretical models of trade and the empirical specifications of 

the model include the same basic explanatory variables (GDP and population), the 

formulation of the specification is not crucial to our results. 

The empirical specification of the model 

The estimated model is 

 (1.1) 
10 10 3

1 1 1
log ji

i j

KK P
ijt G ijt S ijt R ijt K K p ij t iti j

k k p
Y G S R D D Dβ β β π µ λ

= = =

= + + + + + +∑∑∑ ε

P

                                               

 

 

  ( )logijt it jtG GDP GD= +

 
11 See for example Greenaway and Milner (2002) for a discussion on the application of the gravity 

model to regional trade agreements. 
12 A discussion on the gravity model and different models of trade can be found in Evenett and Keller 

(1998). 
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2 2

log 1 jtit
ijt

it jt it jt

GDPGDPS
GDP GDP GDP GDP

⎡ ⎤⎛ ⎞ ⎛ ⎞
⎢ ⎥= − −⎜ ⎟ ⎜ ⎟⎜ ⎟ ⎜ ⎟+ +⎢ ⎥⎝ ⎠ ⎝ ⎠⎣ ⎦

 

log log jtit
ijt

it jt

GDPGDPR
POP POP

⎛ ⎞⎛ ⎞
= − ⎜ ⎟⎜ ⎟ ⎜ ⎟⎝ ⎠ ⎝ ⎠

 

, ,ji KK PD D D  are dummy variables indicating to which country group K (see table 2) 

the importer i and exporter j belong and a period dummy variable, respectively. K K pi j
π  

are the estimated coefficients from the set of interaction dummy variables constructed 

to capture the effect of integration. lo  is the log of real imports from country i to 

country j at time t; GDP denotes real GDP in constant USD and POP is the population 

of the countries i and j at time t; 

g ijtY

α is a constant equal for all countries and time 

periods; ijµ  is a country pair fixed effect capturing time invariant factors specific to 

each country pair (for example distance and common language); ij jiµ µ≠ , that is, the 

country pair effect distinguishes between imports and exports e.g. when France 

imports from Poland it is different from when France exports to Poland. This implies 

that bilateral trade on average over the considered period does not have to be balanced. 

tλ  is a constant equal for all country pairs but varying over time, which is included to 

capture the effects of time-specific factors affecting all countries (like decreased 

transport costs). The model is estimated with fixed effects. 

The variable G reflects the combined size of the two countries and we expect trade 

to increase as the combined size increases. S measures the similarity in economic size 

of the two countries and, in line with the so-called New Trade Theory, similarity 

should also assert a positive effect on trade. R is interpreted as a proxy for differences 

in factor endowments or differences in demand patterns. The R coefficient could be 

either positive or negative from a theoretical standpoint. According to the Heckscher-

Ohlin model, dissimilarity of factor endowments should increase trade, but the Linder 

hypothesis implies that trade increases when demand patterns in the two countries 

become more similar. Following Egger and Pfaffermayr (2002), the variable R has 

been transformed, and hence differs from the original definition in Helpman (1987), to 

take into account the fact that differences in GDP/capita could be small. K K pi j
π  is a set 
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of coefficients from the set of interaction of group*group*period dummy variables 

constructed to capture the integration effect on imports to one group of countries from 

another in different phases of the integration process. The estimated coefficients are all 

relative to the reference period and group. The construction of the dummy variables as 

an interaction of groupings and periods enables analysis of the effects of integration in 

different integration phases and separates the impacts of the trade arrangements on 

exports and imports. The dynamic formulation is important since the trade preferences 

have been implemented gradually and at different points in time for different groups of 

countries. Therefore, it is not satisfactory to analyse trade effects on the basis of time-

invariant dummy variables. The formulation is also convenient since the model can be 

estimated directly by applying standard panel data fixed effects. Moreover, the 

division of countries into groups is also important, since the EU has enlarged.  

To estimate equation 1 a set of restrictions have to be imposed. We restrict the 

sum of the individual effects to zero and omit one individual effect, one time effect, 

one group interaction and one period hence; the estimated coefficients K K pi j
π  used to 

analyse the integration effect on trade, should be interpreted as deviations from the 

omitted reference group rOECD (OECD countries that are not EU or the CEEC, or not 

Mexico and Turkey) and the omitted reference period (1999–2002). This implies that 

the estimated coefficients isolate the integration effects similar to difference-in-

difference estimates. A negative estimated coefficient therefore implies that imports of 

the relevant country group have grown faster than the imports of one rOECD country 

from another rOECD country between the relevant period and the reference period, 

indicating trade creation. On the other hand, a negative coefficient of trade between 

the EU and the CEECs, together with positive coefficients of EU and CEEC imports 

from other countries, indicates trade diversion. A negative impact on intra-EU trade, 

coupled with increased trade between the EU and the CEECs, would imply trade 

displacement, replacement of producers within EU15 with producers from the CEECs. 

rOECD is chosen as the reference group since trade relations among these countries 

are not of direct interest to us, and their economies and trade policies have not gone 

through major changes even though trade barriers have decreased, for instance 

between the members of NAFTA.  
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The countries in the sample are classified into ten different categories groups 

according to their degree of integration into the EU (e.g. how long they have been 

members of the EU) and their level of economic development. Since our main concern 

is the changes in volumes of trade resulting from the enlargement process, the division 

of the groups of main interest (EU and CEECs) into sub-groups is based on the date of 

entrance into the EU or implementation of an EA. The groups are specified in table 2. 

  

Table 2 Country groups used in the study
Group Included countries Notes and comments 
EU6 Belgium-Luxembourg, France, 

Germany, Italy, Netherlands 
Six founding nations of the EU. 

EU2 Denmark, Greece, Ireland, Portugal, 
Spain UK 

EU members before 1995. 

EU3 Austria, Finland, Sweden The 1995 enlargement group 
CE1 Czech republic, Hungary, Poland, 

Slovakia, Slovenia 
Members of the EU 2004 with EAs in force 
before 1996. Slovenia signed an EA in 1996. 

CE2 Estonia, Latvia, Lithuania Members of the EU 2004 with EAs 
implemented 1998.  

CE3 Bulgaria, Romania Have EAs but did not join the EU 2004. 
rOECD OECD members not included 

elsewhere 
Used as reference group 

DEV Middle income developing countries 
(MIDC)1

Including Mexico and Turkey which are 
MIDC, but also members of the OECD. 

MC Malta and Cyprus Members of the EU 2004 but not a CEEC. 
CIS Commonwealth of Independent States Former USSR except the Baltic States. 

1Middle income developing countries are defined as countries with 1998 GNP/capita between 760–
9360 USD in accordance with the definition used by the World Bank in WDI (2000). 

 

There is a total of ten groups giving 100 possible group combinations 

(k=1,…,100) according to which group the importing and exporting countries belong.  

The sample is divided into three time periods based on changes in status of the 

trade relations between the EU and the CEECs. The first period is 1992–1995. In 1995 

several EAs became effective and Austria, Finland, and Sweden became members of 

the EU. The second time period is 1996–1998. In 1998 the EAs signed by the three 

Baltic States were implemented and in February 1999 Slovenia’s EA came into force. 

1999 was the first year with a common currency. The last period is 1999-2002.  

Even though interim agreements on trade were signed before the EAs came into 

force, the date of implementation of the EAs has been used to define the breakpoint in 
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the sample, since neither the interim agreements nor the EAs stipulated an immediate 

introduction of a free trade regime, but a gradual decrease of trade barriers.  

As a result of the integration process, we expect gross trade creation, that is, 

increased trade within the trading block. This gross trade creation effect can have 

different sources. First, decreasing trade costs induce higher trade within the FTA, 

creating new trade (trade creation). Second, firms within the trading block gain an 

advantage over firms outside, inducing more trade within the trading block but less 

imports from outside (trade diversion). In the case of enlarging an existing trade block 

there is also a third effect termed trade displacement. Trade displacement is decreased 

trade among the incumbent members of a PTA due to an enlargement. In our case this 

implies that if, for example, German producers substitute intermediates from Spain 

with intermediates from Poland, trade displacement has taken place. Trade 

displacement, although contributing to improved resource allocation, might have a 

negative impact on exports from the old members of the trading block. But in contrast 

to trade diversion, involving reorientation of imports from the most efficient source on 

the world market to more inefficient sources within the trade block, trade displacement 

invokes a reallocation from less efficient sources within the trade block to more 

efficient sources, implying increasing competitiveness of producers within the block 

on the world market. 

Sample 

The empirical estimation is carried out on a sample of developed countries, middle 

income developing countries (as defined above) and CIS countries.13 The sample 

covers the period from 1992 to 2002 and consists of 74,286 observations. The data and 

sources are described in the appendix. 

 

                                                
13 A comprehensive list of included countries is in the appendix Table A3. 
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Previous studies 

The trade effect of previous enlargements of the EU has been investigated in a gravity 

setting by, among others, Carrère (2002) who found that the inclusion of Spain and 

Portugal into the EU resulted in significantly trade diversion. Soloaga and Winters 

(2001) also found some evidence of trade diversion when comparing EU trade in the 

period 1980–1982 to 1995–1996. However, Egger and Pfaffermayr (2002) conclude 

that intra-EU15 trade increased significant as a result of the 1995 enlargement (they do 

not analyse extra-EU trade) and that intra-core (EU founding countries) trade 

decreased relatively as a result of Greece and later Portugal and Spain joining the EU. 

They also find that the enlargements of the EU have affected the EU core and 

periphery (new EU members) differently considering intra-EU trade only. Therefore, it 

is important to study not only how the enlargement process affects the entire EU but 

also groups of countries. Egger and Pfaffermayr (2002) came to the conclusion that 

previous enlargements of the EU caused Core–Periphery trade and Intra-Periphery 

trade to grow faster than Intra-Core trade.  

 
Table 3 Selected previous studies
Author Analyses Sample Main results 
Egger and 
Pfaffermayer (2002) 

intra-EU trade  OECD, 1960–1998 Trade displacement due to 
southern enlargements but not 
1995 enlargement 

Soloaga and Winters 
(2001) 

9 PTA OECD, some DEV1, 
1989–1996 

EU causes TD2. 

Alho (2003) PTA in Europe Europe? 1995, 1999  EU causes TD EMU TC3

Adam et al (2003) CEFTA, BFTA, 
EA. 

37 countries (CEEC, 
CIS, OECD, 
SEEC4), 1996–2000 

CEFTA, BFTA positive 
overall impact; EA positive 
impact on EU exports but not 
EU imports 

Martin and Turrión 
(2001) 

EAs (Trade and 
FDI5) 

CEECs, OECD, 
1988–98 

TC; EU exports increase more 
than EU imports from the 
CEECs. 

Carrère (2002)  A wide range of 
PTA 

All available, 1962–
1996 

TD due to enlargement of EU 
to the South 

1developing countries, 2trade diversion, 3(gross) trade creation, 4south-eastern European countries, 
5foreign direct investments 

 

The impact of the CEFTA and the BFTA on trade is found to be significant and 

positive by Adam et al (2003). Damijan and Masten (2002) show that in the case of 

Slovenia the main contribution of the CEFTA agreement is decreased cost of the 
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reorientation of imports due to the breakdown of the Yugoslavian market, but without 

a significant effect on trade. Moreover, they found that the full effect of the CEFTA 

agreement on imports appeared two to three years after its implementation. A 

summary of the most relevant previous studies can be found in table 3. 

 

4. Estimation results and analysis 

Our hypothesis is that the enlargement process has increased trade (positive gross trade 

creation), but that part of the gross trade creation is a result of trade diversion and trade 

displacement; hence we expect that the trade creation is smaller than the gross trade 

creation. The trade creation is likely to be positive since external tariffs of the CEECs 

and the EU have decreased as well, and most countries with factor endowments similar 

to those of the CEECs have preferential access to the EU market. Furthermore, CEEC 

trade was limited before the dismantling of the plan economy.  

We will start analysing gross trade creation and then trade diversion and trade 

displacement in order to estimate the trade creation. But before analysing these issues 

we will look at the estimates of the main explanatory variables reflecting size and 

differences in factor endowments. As noted above, G and S should be positive and, as 

can be seen in table 4, they have the expected signs and are statistically significant. 

The estimates are, however, small compared to the ones obtained by Egger and 

Pfaffermayr (2002), who have a sample of developed countries indicating that the 

relative size might be less important when the differences in factor endowments are 

larger. The R-coefficient is negative and significant, implying that differences in factor 

endowments or taste have a negative impact on trade. 

 

Table 4 The main explanatory variables’ effect on trade
Variable Estimate Robust s.e. p-value 
G 1.34 0.10 0.00 
S 0.51 0.08 0.00 
R -0.26 0.05 0.00 

Main coefficient estimates from the full two-way fixed effect model (country pair and time effects) 
including 198 group*period dummy variables.  
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The model is estimated in logarithms. Therefore, the coefficients of the 

group*period dummy variables g g pi j
π , indicating the integration effect on trade, have 

to be transformed in order to calculate the impact of integration on trade. The 

percentage impact on imports, related to the value of the dummy variables and their 

standard errors, is calculated according to the formulas suggested by Garderen and 

Shah (2002).14 To calculate the effect on aggregates like the EU and the CEECs, 

weighted averages have been calculated where the numbers of observations in each 

group*period have been used as the weights. The integration dummy variables 

represent deviations from the reference group (rOECD defined as OECD countries not 

members of the EU, or a CEEC and not Turkey and Mexico) and the last period and 

should therefore be interpreted as relative increases or decreases of trade. 

 

4.1. Gross trade creation 

The enlargement process decreases trade costs and should therefore result in gross 

trade creation (increased trade between the EU and the new members). But since the 

external tariffs of the EU are low compared to most of the CEECs and rules of origin 

apply, a larger proportion of the gross trade creation might be attributed to CEEC 

imports. To measure the gross trade creation one has to look at trade between the EU 

and the CEECs, and if their trade increases significantly it will be taken as evidence of 

gross trade creation. The total gross trade creation is the sum of increased EU imports 

from the CEECs and increased CEEC imports from the EU, but they are estimated 

separately in our model.  

 

 

                                                
14 To derive the % effect of integration on trade and its standard errors the following formulas are 

used: ( )( ) ( ) ( ) ( )( ) ( )( )2ˆ ˆ ˆ ˆ ˆ1ˆ ˆ ˆ ˆ ˆ100 exp 1  and  100 exp 2 exp exp 22kp kp kp kp kp kp kpp v v p vβ β β β β⎡ ⎤ ⎡ v̂= − − = − − −⎢ ⎥ ⎢⎣ ⎦ ⎣
ˆ kp⎤

⎥⎦
 where p  gives the 

impact on trade in percent due to belonging to the group k in period p as defined by the dummy 
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Figure 1 Gross trade creation in trade between the EU (EU15) and the CEECs
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Note: Weighted average of -1*% deviation from trade between two rOECD countries and in the period 
1999–2002. The weights used are the numbers of observations in each group*period effect. Robust 
standard errors are presented in italics above the bars. 

 

Since the dummy variable coefficients have been multiplied by -1, positive bars 

indicate that imports of the country group in question have increased more than 

imports of one rOECD country from another between the indicated period and period 

3 (1999–2002). The total changes over the sample period could be interpreted from the 

period one (1992–1995) light bars above and the change between the second period 

(1996–1998) and the third from the dark bars. The difference between the light and 

dark bars indicates the relative changes between the first and second periods.  

As expected, EU imports from the CEECs as well as exports from the EU to the 

CEECs have increased significantly, indicating that the enlargement process has 

indeed resulted in gross trade creation. Bearing in mind the asymmetric feature of the 

liberalisation process, we would expect imports to the EU from the CEECs to increase 

faster at the beginning of the investigated period than exports to the CEECs. 

According to Kaminski (2001) it was not until 1997 that the CEECs’ tariff reduction 

on industrial goods from the EU became an important factor that might affect trade. If 

this is so, the change in EU exports to the CEECs ought to have been relatively small 

between period 1 and 2 and relatively large between period 2 and 3. This is not the 

                                                                                                                                                   
ˆ

k p
variable. β  is the estimated coefficient belonging to the relevant dummy variable and v ( )ˆˆ kpβ  is the 
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case since EU exports to the CEECs initially increased relatively faster than EU 

imports. The restrictive rules of origin applied in the original EAs could be part of the 

explanation, since goods could be exported to the EU duty free only if the content of 

intermediates from the EU and the CEECs was large enough. But the relatively fast 

increase of EU exports to the CEECs might partly be a result of some other factors 

than the enlargement process. One obvious reason might be the reorientation and 

restructuring the CEEC trade went through in the aftermath of the breakdown of the 

Community of Mutual Economic Assistance (CMEA).15  In order to investigate if the 

increase of EU exports to the CEECs is mainly a result of trade reorientation, the 

estimates above have to be compared to trade between the CEECs and rOECD 

countries.  

 

Figure 2 Trade between the EU (EU15) and the CEECs compared to trade between 
rOECD  and the CEECs 
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Note: Weighted average of -1*% deviation from trade between two rOECD countries and 1999–2002. 
The weights used are the numbers of observations in each group*period effect. Robust standard errors 
presented in italics above the bars. 

 

Comparing EU imports from the CEECs with rOECD imports from the CEECs, 

there is no significant difference over the full sample period, implying that a large 

                                                                                                                                                   
e

15 See Kaminski et al (1996). 
stimated variance. 
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share of the indicated gross trade creation in figure 1 may actually be a result of 

reorientation of CEEC exports, combined with reduced tariffs on imports from the 

CEECs not just in the EU but in other rOECD countries as well.16 There is, however, a 

significant difference between the first and second periods when EU imports from the 

CEECs increase relatively faster than rOECD imports from the CEECs, coinciding 

with the abolishment of tariffs on EU imports from the CEECs and the 1995 

enlargement.17 Exports of goods from the EU to the CEECs have increased 

significantly faster than OECD exports to the CEECs; that is, the enlargement process 

has contributed to the expansion of EU exports to the CEECs. 

From this section it follows that the enlargement process has induced gross trade 

creation, and that it can be ascribed mainly to EU exports to the CEECs. The effect on 

EU imports from the CEECs is, however, limited.  

 

Gross trade creation in trade between groups of EU countries and CEECs 

We expect gross trade creation to vary between different groups of countries, since the 

CEECs have had different time schedules for liberalising trade relations with the EU, 

and new members joined the EU in 1995. Gross trade creation is expected to be larger 

in the early stage of the enlargement process between the incumbent EU members and 

the CE1 countries signing EAs earlier than the other CEECs. Similarity in factor 

endowments or taste has a positive impact on trade; therefore the potential for gross 

trade creation might be larger in trade between EU2 and the CEECs than in trade 

between EU6, EU3 and the CEECs. Besides, the previous enlargements of the EU 

have boosted periphery trade (Egger and Pfaffermayr 2002). If this is true for the new 

enlargement as well, trade creation should be large in trade between CE2, EU2 and 

EU3. 

 

 

                                                
16 Excluding the EFTA countries from the rOECD group since they give preferences to the CEECs 

similar to those granted by the EU, does not change the results significantly. 
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Table 5 Imports of groups of EU countries from groups of CEECs 
1999-2002/1992-1995 1999-2002/1996-1998 Importer_exporter 
% effect s.e. % effect % effect s.e. % effect 

EU2_CE1 29.76 2.06 19.06 1.94 
EU2_CE2 42.20 3.43 23.29 3.85 
EU2_CE3 29.17 2.75 14.19 2.74 
EU3_CE1 17.72 2.01 12.18 1.61 
EU3_CE2 28.23 3.49 14.29 2.47 
EU3_CE3 13.03 4.86 7.29 4.71 
EU6_CE1 25.13 1.50 15.11 1.37 
EU6_CE2 23.97 3.21 8.17 2.68 
EU6_CE3 27.42 4.64 13.91 5.51 

Estimates of imports relative to 1999—2002 and trade between two rOECD countries. Estimates 
multiplied by -1 so a positive value indicates higher import growth than between two rOECD 
countries. Robust standard errors. 

 

The relative increase in EU imports from the CEECs is evident in trade between 

all of the EU and CEEC groups in table 5. There are, however, significant differences 

between the country groups. The periphery of the EU (EU2) increases imports from 

the CEECs more than the core of the EU (EU6) and the 1995 enlargement group 

(EU3). The EU3 group imports increase relatively less than EU6 and EU2 except for 

imports from the periphery of the CEECs (CE2). The EU periphery (EU2) has 

increased its relative imports more than the other EU groups as indicated by the 

estimated coefficients, but it is only significantly larger than the core EU (as indicated 

by a Wald test) in the case of the Baltic States (CE2). Bulgaria and Romania (CE3), 

which are not members of the EU, show a relatively slow increase in exports to the EU 

between the second and third periods.  

According to the estimation results presented in table 6, it is evident that exports 

of all EU country groups to all CEECs groups increase significantly and the effect is 

relatively strong for the periphery of the EU. The EU exports to the Baltic States 

(CE2) increase relatively fast between the first and second periods, while the exports 

to the two other CEEC groups mainly increase relatively between the second and third 

periods. This suggests that the timing of liberalization of trade is important and that the 

                                                                                                                                                   
17 The significance of  the difference is tested by a Wald test giving a p-value of 0.028 
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enlargement process has resulted in trade creation. The Baltic States signed EAs with 

the EU later than for example Poland, but free trade in industrial goods was in place in 

1995 between the EU and the Baltic States and liberalization of EU exports of 

industrial goods to Poland did not take place until 1999. 

 

Table 6 Exports of groups of EU countries to groups of CEECs 
1999-2002/1992-1995 1999-2002/1996-1998 Importer_exporter 
% effect s.e. % effect % effect s.e. % effect 

CE1_EU2 32.44 1.74 16.56 1.65 
CE1_EU3 15.13 1.68 7.99 1.46 
CE1_EU6 26.99 1.88 11.59 1.35 
CE2_EU2 54.59 2.87 11.77 2.60 
CE2_EU3 34.96 3.21 5.95 2.16 
CE2_EU6 41.41 3.88 6.17 5.36 
CE3_EU2 34.11 2.46 25.77 2.46 
CE3_EU3 25.00 3.04 17.80 2.84 
CE3_EU6 24.02 2.06 19.44 1.83 

Estimates of imports relative to 1999–2002 and trade between two rOECD countries. Estimates 
multiplied by -1 so a positive value indicates higher import growth than between two rOECD 
countries. Robust standard errors. 

 

The gross trade creation is largest in trade between the periphery of EU12 and the 

CEECs and trade between the Baltic States and the EU. It is also clear that the time 

schedule for implementation of trade liberalisation has affected the expansion of EU 

exports to the CEECs. 

 

4.2. Trade diversion 

Trade diversion arises when producers on the world market are substituted by less 

efficient producers within the trade block. That is, if a significant part of the trade 

creation identified above is due to trade diversion, imports to the EU from country 

groups other than the CEECs should decrease. Since trade liberalisation has focused 

on industrial goods with low external tariffs compared to other sectors e.g. agricultural 

products, trade diversion should be limited. But the rules of origin could result in trade 

diversion since the CEECs use more imports from the EU, than they would do without 

rules of origin, to fulfil the local content criteria. Keeping in mind the factor 

endowments in the CEECs, one might expect trade diversion to occur mainly in EU 
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imports from middle-income developing countries and CEECs imports from the 

rOECD. Preferential trade agreements between the EU and developing countries limit 

the risk of trade diversion.  

 

Figure 3 EU (EU15) and CEECs imports from rOECD and Developing countries  
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Note: Weighted average of -1*% deviation from trade between two rOECD countries and 1999–2002. 
The weights used are the numbers of observations in each group*period effect. Robust standard errors 
presented in italics above the bars. 

 

EU imports from the rOECD have not developed significantly differently from 

trade between two rOECD countries, implying that no trade diversion in EU imports 

from developed countries is evident when comparing the first and last period. It 

should, however, be noted that EU imports from rOECD decrease between the first 

and second periods, but increase again between the second and third periods. The 

decreasing EU imports from rOECD seem to be a result of the 1995 enlargement. 

Interpreting the results above, one should remember that rOECD includes countries 

having basically free trade with the EU, for example Norway. However, excluding the 

European Economic Area (EEA) countries from rOECD does not significantly change 

the results above.  

In CEECs’ trade relations no evidence of trade diversion is found, studying figure 

3, even though imports from the rOECD countries between the second and third 

periods increase relatively slowly compared to imports from the EU. The large relative 
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increase in imports from the rOECD between periods 1 and 2 is most likely an effect 

of trade reorientation and general liberalisation of trade regimes of the CEECs. 

EU imports from developing countries give some indication of trade diversion, 

even though they do not significantly differ from the reference group. Despite 

extensive trade preference schemes for developing countries including Turkey, EU 

imports from developing countries have decreased between period 2 and period 3.  

Since all estimates reflect deviations from the reference group (rOECD) and period 3 

(1999–2002) and different factors may affect trade between developed countries and 

between developed and developing countries, the estimated development of EU 

imports from developing countries should be compared to rOECD imports from those 

countries.  

Comparing EU and rOECD imports from developing countries, in figure 4, we 

find that the trade diversion effect of the EU enlargement process is larger than 

indicated earlier (see figure 3), when EU imports are compared to trade between two 

rOECD countries. rOECD imports from developing countries have increased 

significantly but EU imports have not. In the absence of trade integration between the 

EU and the CEECs, EU imports should develop about the same as rOECD imports; 

hence the enlargement process has induced trade diversion, but, in the case of middle-

income developing countries, it is limited. 

 

Figure 4 Comparison of EU and OECD imports from developing countries 
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Note: Weighted average of -1*% deviation from trade between two rOECD countries and 1999–2002. 
The weights used are the numbers of observations in each group*period effect. Robust standard errors 
presented in italics above the bars. 
 

Trade diversion by groups of EU countries 

The aggregates above give some indications of trade diversion, but might hide 

important differences between groups of EU countries. The distribution of trade 

diversion, if evident, among EU countries is important in order to assess the effects of 

the enlargement. Since the EU3 countries became members of the EU during the 

period in question, part of the results above might be explained by that enlargement. 

Moreover, since we have found that the major trade creating effect is attributable to 

trade between the EU periphery and the CEECs, we would expect to find trade 

diversion in EU periphery trade with middle-income developing countries. 

Table 7 shows that there are some indications of trade diversion in EU imports 

from rOECD countries between the first and second periods, that is, when Austria, 

Finland and Sweden joined the EU, but this effect is only significant in the case of the 

1995 enlargement group (EU3) which experiences relatively decreased imports from 

the rOECD countries in all periods. The periphery of the EU (EU2) imports from the 

rOECD neither increase nor decrease. If trade diversion is apparent EU2 imports 

should decrease. The relative imports of the EU6 from the rOECD increase except 

between period 1 and period 2, giving an indication of possible trade diversion but 

related to the 1995 enlargement.  

 

Table 7 Imports of groups of EU countries from OECD and developing countries 
1999-2002/1992-1995 1999-2002/1996-1998 Importer_exporter 
% effect s.e. % effect % effect s.e. % effect 

EU2_OECD 0.95 1.54 3.14 1.34 
EU3_OECD -14.15 2.24 -6.36 1.88 
EU6_OECD 7.48 1.39 9.52 1.39 
EU2_DEV 4.42 1.97 2.03 2.04 
EU3_DEV -21.43 3.53 -22.01 3.78 
EU6_DEV 8.42 1.74 2.58 1.79 

Estimates of imports relative to 1999–2002 and trade between two rOECD countries. Estimates 
multiplied by -1 so a positive value indicates higher import growth than between two rOECD 
countries. Robust standard errors. 
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In the aggregate we have found an indication of trade diversion away from 

developing countries, but all of this effect should be ascribed to the EU3 countries. 

That is, it is a result of the 1995 enlargement and not the integration of the CEECs into 

the EU. Remembering that the countries joining the EU in 1995 had liberalised trade 

with the EU before then, this should not be an effect of trade liberalisation. When 

joining the EU the new members had to adopt the EU’s common external tariffs, 

forcing them to raise tariffs in some areas, and common agricultural policy. The 

Swedish textile industry for example, substituted imports of intermediates from 

outside the EU/EA-area with imports from the Baltic States as a result of higher tariffs 

on imports from outside the EU.18  

The implementation of the EAs does not appear to have resulted in trade 

diversion, but membership in the EU might result in some trade diversion when the 

new members adopt the common external tariff. Since a majority of the new members 

had higher tariffs than the EU, the risk of trade diversion is limited. 

 

4.3. Trade displacement 

Trade displacement arises when imports from producers within the existing trade 

block is substituted by imports from more, but not necessarily the most, efficient 

producers in the new member countries. If trade displacement arises, intra-EU trade 

will decrease and EU imports from the CEECs will increase. It is also possible that 

intra-CEEC trade will be substituted by imports from the EU as a result of the rules of 

origin and outward processing activities. On the whole we do not expect this to take 

place since trade among the CEECs was limited and the rules of origin from 1997 and 

onwards allowed for diagonal cumulation. Therefore, we will focus on intra-EU trade. 

Trade among the CEECs has increased, indicating that the integration of trade in 

the region has been important. Besides, most of the increase is apparent after 1997 

                                                
18 Swedish imports of textile yarn etc (SITC group 65, rev. 3 decrease approximately by 69 %, but imports 

from the Baltic States increase by 48 % (Own calculations based on Statistics Sweden 2004). 
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when free trade in industrial goods was implemented within CEFTA. One should, 

however, bear in mind that the volume of intra-CEEC trade at the beginning of the 90s 

was rather small. Therefore, modest absolute changes will have a significant impact on 

trade growth.  

Figure 5 Intra-EU and intra-CEEC trade 
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Note: Weighted average of -1*% deviation from trade between two rOECD countries and 1999–2002. 
The weights used are the numbers of observations in each group*period effect. Robust standard errors 
presented in italics above the bars. 

 

Compared to the increase in trade among the CEECs, the increase in intra-EU 

trade is limited and in fact does not increase at all between the first and second 

periods. The increase in intra EU-trade is apparent between the second and third 

periods, that is, after most of the liberalisation of EU imports from the CEECs. Thus, 

we cannot identify any trade displacement. However, we have not been able to correct 

for the deeper integration within the EU during the period (single market program and 

EMU for example). Hence, even if trade displacement did arise, we might not be able 

to identify it, since it might be offset by efforts to increase intra-EU trade. That is trade 

displacement can only be verified if it dominate the positive impact on trade from 

deeper integration within the EU. On the other, hand it is not possible to exclude the 

possibility that trade displacement has taken place. 
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Trade displacement by groups of countries 

If the enlargement process has resulted in trade displacement, it might be unevenly 

distributed among groups of EU countries, presumably shifting trade away from the 

southern EU countries with trade structure and factor endowments more similar to 

those of the CEECs.  

 

Table 8 Trade between groups of EU countries 
1999-2002/1992-1995 1999-2002/1996-1998 Importer_exporter % effect s.e. % effect % effect s.e. % effect 

EU2_EU2 6.26 1.30 5.08 1.28 
EU2_EU3 4.36 1.57 5.14 1.45 
EU2_EU6 6.28 1.13 5.81 1.04 
EU3_EU2 -5.56 2.08 -2.52 1.82 
EU3_EU3 1.24 2.06 3.14 2.05 
EU3_EU6 6.98 1.33 5.71 1.84 
EU6_EU2 8.20 1.31 8.22 1.22 
EU6_EU3 5.11 1.60 6.97 1.59 
EU6_EU6 4.91 1.19 7.95 1.07 

Estimates of imports relative to 1999—2002 and trade between two rOECD countries. Estimates 
multiplied by -1 so a positive value indicates higher import growth than between two rOECD 
countries. Robust standard errors. 

 

The results presented in table 8 indicate that, so far, the enlargement process has 

not shifted trade away from the southern EU countries (included in EU2) towards the 

CEECs, with the exception of exports to the EU3. But, the EU2 group also includes 

Denmark and the UK; hence our groupings are not optimal for analysis of this issue. 

EU3 imports from EU2 decreased when EU3 became members of the EU, implying 

that, this is probably an effect of that enlargement and not the integration of the 

CEECs into the EU. Intra-Core trade has decreased between periods 1 and 2 and at the 

same time the core-EU imports from EU3 have not increased. This, therefore, does not 

seem to be an effect of the 1995 enlargement, but might be due to the integration of the 

CEECs.19 The countries that became members in 1995 trade less with the southern EU 

countries and not significantly more among themselves, but have increased imports 

from the EU-core. The exports of the EU3 countries, on the other hand, increase 

                                                

 

19 The hypothesis of equality between the estimates of intra-core trade in the periods is tested by a 
Wald test and is rejected. The p-value of the test is 0.014. 
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significantly to EU12 (EU2 and EU6), suggesting that their integration into the EU has 

had a positive effect on their trade balance with EU partners. 

Analysing intra-CEEC trade is made difficult by the reorientation of trade flows 

due to the dismantling of the plan economies. The initial trade of CE2 was well below 

normal; hence increased trade with Western countries is a result of both reorientation 

and liberalisation of trade. One would expect trade between the Baltic States to grow 

relatively fast, since the BFTA is more extensive than the CEFTA. On the other hand, 

the CEFTA is a larger economic area with better possibilities of diversifying according 

to comparative advantages. In addition, the Baltic States used to be part of one 

country, presumably trading more than three independent states; hence the potential 

for increasing trade should be smaller. Since Romania and Bulgaria liberalised trade 

with the EU before 1997 and did not participate in the CEFTA, trade displacement 

might occur; that is, they might import relatively more from the EU and less from the 

other CEECs. 

 

Table 9 Trade between groups of CEECs 
1999-2002/1992-1995 1999-2002/1996-1998 Importer_exporter % effect s.e. % effect % effect s.e. % effect 

CE1_CE1 25.10 1.70 13.99 1.37 
CE1_CE2 38.06 3.57 26.41 3.28 
CE1_CE3 31.66 2.50 22.21 3.09 
CE2_CE1 43.36 2.61 14.43 2.54 
CE2_CE2 28.92 3.46 7.97 2.88 
CE2_CE3 41.33 3.62 18.85 4.97 
CE3_CE1 38.00 1.91 29.19 2.27 
CE3_CE2 -25.41 13.31 20.45 6.98 
CE3_CE3 16.88 7.39 31.92 4.78 

Estimates of imports relative to 1999—2002 and trade between two rOECD countries. Estimates 
multiplied by -1 so a positive value indicates higher import growth than between two rOECD 
countries. Robust standard errors. 

 

Intra-CEEC trade has increased significantly and continuously, indicating a 

positive effect on trade resulting from the enlargement process. There is only one 

exception, namely CE3 imports and intra-CE3 trade decreasing significantly between 

periods 1 and 2. That result is reversed when comparing periods 2 and 3, which points 
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to the importance of the CEFTA as a part of the enlargement process. The rules of 

origin applied by the EU before 1997 most likely also contributed to this result. The 

relatively large increase in CE2 imports is a result of the low initial level of trade and 

liberal trade policies stimulating trade. 

 

5. Concluding remarks 

In order to pave the way for the accession of the CEECs into the EU in 2004, trade 

between the EU and the CEECs and among the CEECs was liberalized gradually 

between 1991 and 2004. This process is believed to have affected trade between the 

EU and the CEECs, among the CEECs and within the EU; inducing increased trade 

between the EU and the CEECs (trade creation), decreased trade between the 

EU/CEECs and the rest of the world (trade diversion), and finally decreased intra-EU 

trade (trade displacement). According to the findings in this paper, the EU enlargement 

process has resulted in significant gross trade creation both in trade between the EU 

and the CEECs and among the CEECs. This gross trade creation is made up of trade 

creation, trade diversion and trade displacement. The trade diversion has been limited 

and appears to be mostly a result of the 1995 enlargement. Further, no trade 

displacement has been identified, but this might be due to our inability to control for 

factors increasing intra-EU trade (Single Market Program and EMU). However, we 

interpret this lack of evidence of trade displacement as an indication that the trade 

displacement has not been significant. All this suggests that the enlargement process 

has resulted in significant trade creation. The relative trade balance of the incumbent 

members of the EU vis-à-vis the CEECs has improved, since most of the trade creation 

should be ascribed to EU exports to the CEECs. 

Even though most trade was liberalized before 2004, the actual enlargement is 

expected to affect trade for several reasons. The adhesion to the EU in 2004 forced the 

new members to apply the common external tariff and liberalize trade in agricultural 

products. The adhesion might therefore result in some additional trade diversion in 

product groups where the new members will have to raise their custom duties. Since 
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other duties will be lowered and most of the new members’ average tariffs, in 

manufactured goods, were higher than the EU tariffs, this risk should be considered 

limited. Trade displacement is possible in the agricultural sector since low labour costs 

and increased support of farmers by the EU, in Poland for example, might increase 

foreign investments in the agricultural sectors of the new member countries. 

New Economic Geography models suggest that liberalization of trade might affect 

country groups depending on whether they are in the economic core or in the 

periphery. However, we have found that all groups of EU countries and CEECs show 

evidence of significant gross trade creation in their trade, but the largest impact has 

been on trade flows between the south and west periphery of the EU and the CEECs, 

and between the Baltic States and the EU. Some of this gross trade creation seems to 

be a result of the trade diversion in EU imports from middle-income developing 

countries. The 1995 enlargement might also have contributed to some diversion of 

trade away from OECD partners.  
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Appendix 

Table A1: The Europe Agreements 
Country Signed ITA Came into force 
Hungary December 1991 March 1992 February 1994 
Poland December 1991 March 1992 February 1994 
Romania February 1993 May 1993 February 1995 
Bulgaria March 1993 December 1993 February 1995 
Czech Republic October 1993 March 1992 February 1995 
Slovakia October 1993 March 1992 February 1995 
Estonia June 1995 January 1995 February 1998 
Latvia June 1995 January 1995 February 1998 
Lithuania June 1995 January 1995 February 1998 
Slovenia June 1996 January 1997 February 1999 

Notes: ITA (interim trade agreement).  
 
Sources: European Commission (undated a). Note: Interim agreements were implemented before the 
EAs came into force European commission (undated b). 
 

Table A2: Free trade agreements between CEECs before the end of 2001 
Agreement Date of entry 

into force Type of agreement 

Czech Republic – Slovak Republic 1-jan-93 Customs union 
CEFTA 1-mar-93 Free trade agreement 
BAFTA 1-apr-94 Free trade agreement 
CEFTA accession of Slovenia 1-jan-96 Accession to free trade agreement 
Slovenia – Latvia 1-aug-96 Free trade agreement 
Poland – Lithuania 1-jan-97 Free trade agreement 
Slovenia – Estonia 1-jan-97 Free trade agreement 
Slovenia – Lithuania  1-mar-97 Free trade agreement 
CEFTA accession of Romania 1-jul-97 Accession to free trade agreement 
Slovak Republic – Latvia 1-jul-97 Free trade agreement 
Slovak Republic – Lithuania 1-jul-97 Free trade agreement 
Czech Republic – Latvia 1-jul-97 Free trade agreement 
Czech Republic – Lithuania 1-sep-97 Free trade agreement 
Slovenia – Croatia 1-jan-98 Free trade agreement 
Czech Republic – Estonia 12-feb-98 Free trade agreement 
Slovak Republic – Estonia 12-feb-98 Free trade agreement 
CEFTA accession of Bulgaria 1-jan-99 Accession to free trade agreement 
Poland – Latvia 1-jun-99 Free trade agreement 
Hungary – Latvia 1-jan-00 Free trade agreement 
Hungary – Lithuania 1-mar-00 Free trade agreement 
Hungary –  Estonia  1-mar-01 Free trade agreement 

Source: WTO (2004) 
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Table A3: Countries in the Sample 
COUNTRY GROUP COUNTRY GROUP 
Albania DEV Korea OECD 
Argentina DEV Kyrgyzstan CIS 
Armenia CIS Latvia CE2 
Australia OECD Lebanon DEV 
Austria EU3 Lithuania CE2 
Azerbaijan CIS Macedonia F.Y.R. DEV 
Bahrain DEV Maldives DEV 
Barbados DEV Malta CM 
Belarus CIS Mauritius DEV 
Belgium and Luxembourg EU12 Mexico DEV 
Belize DEV Moldova, Republic of CIS 
Bolivia DEV Morocco DEV 
Bosnia and Herzegovina DEV Netherlands EU12 
Brazil DEV New Zealand OECD 
Bulgaria CE3 Norway OECD 
Canada OECD Panama DEV 
Cape Verde DEV Papua New Guinea DEV 
Chile DEV Paraguay DEV 
China DEV Peru DEV 
Colombia DEV Philippines DEV 
Costa Rica DEV Poland CE1 
Croatia DEV Portugal EU12 
Cyprus CM Romania CE3 
Czech Republic CE1 Russian Federation CIS 
Denmark EU12 Saint Kitts and Nevis DEV 
Dominica DEV Saint Lucia DEV 
Dominican Republic DEV St. Vincent & the Grenadines DEV 
Ecuador DEV Samoa DEV 
Egypt DEV Seychelles DEV 
El Salvador DEV Slovakia CE1 
Estonia CE2 Slovenia CE1 
Fiji DEV South Africa DEV 
Finland EU3 Spain EU12 
France EU12 Suriname DEV 
Gabon DEV Sweden EU3 
Georgia CIS Switzerland OECD 
Germany EU12 Tajikistan CIS 
Greece EU12 Thailand DEV 
Grenada DEV Tonga DEV 
Guatemala DEV Trinidad and Tobago DEV 
Hong Kong OECD Tunisia DEV 
Hungary CE1 Turkey DEV  
Iceland OECD Turkmenistan CIS 
India DEV Ukraine CIS 
Ireland EU12 United Kingdom EU12 
Italy EU12 United States of America OECD 
Jamaica DEV Uruguay DEV 
Japan OECD Uzbekistan CIS 
Jordan DEV Vanuatu DEV 
Kazakhstan CIS Venezuela DEV 
Kiribati DEV   
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Data and sources 

Trade data is nominal imports in millions of USD as reported in IMF (2003a), which 

has been converted to real imports in constant 1995 USD using the import unit value 

index for the world from IMF (2003b). Belgium and Luxembourg have been 

aggregated in respect of all included variables. Imports to SACCA, including South 

Africa, have been used as a proxy for imports to South-Africa for the period 1992–

1997. Real 1995 GDP in USD and population data comes from the World Bank 

(2003).  

Note that country pairs not reporting trade or reporting zero trade for a given time 

period are excluded from the dataset, since the model is estimated in logarithms, in 

that given time period. Other nonlinear estimation techniques have been suggested in 

models with a single cross section, for example Silva and Tenreyro (2003). The 

exclusion of zero observations and the unbalanced structure of the dataset might, as 

indicated by Carrère (2002), result in sample selection problems biasing the results. 

However, investigating the properties of estimation techniques is not within the scope 

of this paper. Country pairs with one single observation cannot be used. The 

estimation is done on an unbalanced panel with 74,286 observations and 8,057 

country-pairs for the period 1992–2002. 
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