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Focus

Determinants of IIT of 19 CESEE countries (11 NMS and
8 CCPC) with the EU15

Why IIT?

It accounts for both exports and imports
Prominent feature of European integration
Indicator of real convergence across countries
Indicator of current account balance

Motivation



Research question: What drives IIT?

Chart 1: lIT levels in 2010 Chart 2: Changes from 1998
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Paper’s contribution

New insight into European integration policies: Broad
cross-country focus

New variables (e.qg. related to the quality of political
institutions)

Improvements to technical approach: Structure and
truncation of the dependent variable

Motivation



Dataset
Cross-section time series (panel)

Period: 1998 — 2010 (annual frequency)
Country dimension: 19 CESEE countries

[ TRADE ]

Dependent variable (lIT)

—
One-way tra

Grubel-Lloyd index (trade overlap) (
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Explanatory variables

Unit labour costs (wage shares & price deflator)
Capital endowments (stock of capital, FDI)
Trade agreements with the EU15

Exchange rate regime
Institutional variables (corruption, democracy, corpor. tax)

Regression models
Linear dynamic panel regressions (fixed-effects)

Fractional response models

Method



Regressions (CCPC)

intra-industry trade HIT VIT VIIT (low) VIIT (high)
GMM PoolQMLE  APE  PoolQMLE  APE GMM
1 2 3 8 9 10 11 16 17 18 19

LT(11T) Lag(-1) 0.461%** 0.516*** 0.435*** [2.604***  0.741*** 1.898*** 0.555*** [-0.028  0.247*** 0166  -0.133
ULC, diff EU1S 0.951
FDI*ULC, diff EU15 -0.005
W/GDP, diff EU15 1467 0708 |0.467 0129 |[OIBEOERONGE - 1.630 0539 1.385
FDI*W/GDP, diff EU15 0.046  0.053* |0.007 0002 0002 0000 |-0152 [CIGSNN 0.032

marginal W/GDP
Deflator 0.947%** 0060 0007 0002 [0276  0936** 1811  -0.59
FDI*Deflator 0.362

marginal Deflator

Ln(K.Stk/GDP)diffEU15
FDI*Ln(K.Stk/GDP)
marginal Ln(K.STk/GDP)

B 0524 1183

0.131*** 0.012 0.369***

0.559
-0.058

0.053** 0.023** 0.006

FDI/GDP 0.226%** 0.204%** [0,092**  0.025*** 0.088*** 0.025*** 0.588%** 0.432%*  0.867***
marginal FDI/GDP 0.020  0.017 0.00s | EORGE|

Corp.Tax, diff EU15 0.013** 0.013** 0.023** |0.006*  0.002** 0.015  0.028** 0023 0021

FTA (EU member) -0.083 -0.168 0.222

0.115%** 0.038***  0.011*** 10.019 0.104*** 0.100* 0.058

EOS 0.1+s SR

0.110*** 0.139 0.084
-1.729

XR Regime
Corruption, diff EU15
Democracy, diff EU15
Intercept

Results



Regressions (NMS)

intra-industry trade HIT VIIT  VIIT (low) VIIT (high)
GMM PoolQMLE  APE  PoolQMLE  APE GMM
4 5 6 7 12 13 14 15 20 21 22 23
LT(1IT) Lag(-1) 0.411%* 0.411%* 0.414** 0.494** [1601**  0.475** 1600** 0.481** [-0.134  0519%** 0.441**  0.329***
ULC, diff EU1S -0.114
FDI*ULC, diff EU15 -0.007
W/GDP, diff EU15 -0.339  -0.843 -0.896 [-0216  -0.064 -0341 -0.102 |0.916  -1.061 0.455
FDI*W/GDP, diff EU15 0.017 0003 0009 [-0.008  -0.002 -0.005 [0.062  -0.014 0.040
marginal W/GDP
Deflator B 0252 0084 -0356 -0.107 |IONBEMM 0456 -0.165  -0.359
FDI*Deflator 0109 0071 0087 |0046 0014 0179 0005 |0158 0051  -0.057  0.141
marginal Deflator
Ln(K.Stk/GDP)diffEU15  [0.007  0.169 0042 -0.012 0299 -0.062 -0.179  -0.167
FDI*Ln(K.Stk/GDP) -0.005  -0.024 0.005  0.001 -0.035 0004 0034  -0.007
marginal Ln(K.STk/GDP)
FDI/GDP 0.002 [GISSSM 0072 0084 |-0.054 0016 -0031 -0009 |-0117 -0.065 0019  -0.118
marginal FDI/GDP
Corp.Tax, diff EU15 0.004  0.005* 0.008** 0.009** [0.002*  0.001 0.046*** 0001 0006  -0.001
FTA (EU member) 0.060* BOSTN 0015 [ 0131 0231 0.048
XR Regime 0.015%** 0,015%** 0.012*** 0.004** [0.035*** 0.014*** 0.020**  0.008
Corruption, diff EU15 -0.006  -0.009 0006 0002 |ooss  -0.030 |[EONEECN 0.096*
Democracy, diff EU15 -0.024  -0.024 -0.004  -0.004 -0.057  0.049
Intercept OB 0..22 0352 0375 1011 -0.152 -0.549  -1.979

Results




Main findings

CCPC are lagging behind NMS in terms of IIT
Integration

Common factors: Fiscal policy incentives, exchange
rate regimes

CCPC-specific factors: Quality of political institutions
(corruption) plays an important role

Conclusions



Thank you for your attention.
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Grubel-Lloyd Index

Weighted GLI values : Weights are given by:
25(100|X..; - M., X..r + M.,
— 5000 _ k=1 i’ kt i’ kt _ ikt i’ k,t
GLI;j1e = 2k=1 Wit * GLI1 pp =1 — $5000 y L Wit = $5000y 1 pp
k=1 “ii’ kt i’ kit k=1 2ii’ kt i kt

Structural feature of IIT:

Min(X:.r...M::r
( ikt ,k,t) > 0.1
Max(Xiir keMiir k)

Horizontal IIT:

! U
<t 214015
1+0.15 LW

Note: k = traded product, i = country in question, i’ = partner country, X = exports, M = imports, t =
year, UV = unit values.

Appendix



Panel baseline regression specification

OTi \ T g g g
In (Tntt) = a9 +y? +pin (Tth_l) + BoEc.DISTY + BLULCY + B,FDIS +

BsTA:, + B¢EXR:. + B,INSTS + ;1
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Results (Vertical IIT and Horizontal IIT)
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Abbreviations

CESEE = Central, Eastern and South-Eastern Europe
NMS = New EU Member States

CCPC = EU candidate countries and potential candidates
lIT = intra-industry trade

VIIT = vertical intra-industry trade

HIIT = horizontal intra-industry trade

GLI = Grubel-Lloyd index
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