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Purpose:

The aim of the paper is to evaluate the impact of CEFTA on exports and economic growth
and development of its members. Regionalism is attractive to states and especially to
developing countries, since they enhance their reliability on reforms to foreign investors and
they raise their bargaining power in multilateral level, since they negotiate as a unit and not
individually, especially within the WTO, achieving goals which would not had been
achieved if they had acted individually. The paper is based on the theoretical context of
Regional Trade Agreements. More specifically, Free Trade Agreements widens trade in
goods and services, raises exports and increases distribution of production. Moreover, FTAs
affect state’s reliability for inward investments, since they guarantee the implementation of
domestic reforms. In particular, compared to WTO, within an FTA less countries are
involved therefore, it is easier for them to monitor a state and if this state deviates from its
commitments then it will face direct retaliation from other regional partners. Consequently,
its members are considered more reliable and they experience a boost in economic growth
and volume of trade.

Design/methodology/approach:

Methodologically it is based on analyzing quantitative macroeconomic data and qualitative
data that have been quantified through a comparative analysis among members states. More
specifically, the analytical framework consists of additional variables concerning economic
and political freedom as well as trade volume, growth, development and income, since that
all are correlated with trade liberalization.

Findings:

In the case of CEFTA, intra-regional trade seems to be neglected since all CEFTA members
prefer trading with the EU. This does not mean that CEFTA’s economies could be more
competitive than the EU, however, there are is no increase in intra-regional trade volume
and when there is, this concerns only few of the partners. In addition, indexes show that
economic environment remains protected and state centric. The fact that an FTA such as
CEFTA seems that does not have any impact on GDP growth but at the same time GDP
per capita and HDI are increasing, might show that there are other variables which affect
these indexes. another paradox is that these positive developments happen in highly
corrupted, state-centric and protectionist members of a Free Trade Agreement.

Research limitations/implications:

FDI were not examined due to lack of data.

Originality/value:

Up to now, there are contradictory arguments in the literature regarding the effects of
CEFTA on its members. More particularly, there are scholars who argue that CEFTA'S
impact on exports and economic growth and development of its members is positive while
others claim that this impact is either very limited or no existent at all. The current research
aims to assess CEFTA’s impact on growth and development taking into consideration the
domestic economic and political environment. In addition, it extends recent work assessing
CEFTA’s effectiveness on member-states focusing on trade, economic growth and
development by taking into consideration additional macroeconomic variables as well as the
domestic capabilities of each member.
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1. Introduction

The aim of the study is to assess the impact of CEFTA on exports and economic growth and development of its
members, extending the recent work taking into consideration the domestic economic and political environment. In
1947 advanced economies agreed in trade liberalization and tariff reduction, establishing the General Agreement on
Trade and Tariffs, which was then turned into what we know today as the World Trade Organization. However,
trade liberalization promoted both in global and regional lever. Great trading powers established Regional Trade
Agreements (RTAs) in order to increase prosperity and create new markets for their products.

It is based on the theory of Regionalism, which creates the necessary conditions for deeper integration, bigger
open markets and raises the flows of foreign direct investments. In particular, FTA’s can increase foreign direct
investments because of their impact on the cost of production. That is to say that maybe is more attractive for a
company to take advantage of the labour cost within the regional market than before (Ravenhill, 2017). New
Regionalism, on the other hand, results from competition for new markets. Due to trade diversion, many exporters
push their government into joining an agreement (Baccini and Diir, 2012), therefore trade creation and trade
diversion are important determinants in the formation of a FTA (Baier and Bergstrand, 2004.).

Methodologically it is based on analyzing quantitative macroeconomic data and qualitative data that have been
quantified through a comparative analysis among members states. More specifically, the analytical framework consists
of additional variables concerning economic and political freedom as well as trade volume, growth, development and
income, since that all are correlated with trade liberalization.

2. Review of Literature

2.1 Theoretical Review

The discourse on Regional Trade Agreements and Free Trade Agreements (FTA) in particular, is focused on the
formation of FTAs as well as on their impact and implication on member’s economies and trade liberalization.
According to the theoretical aspects of regionalism, Regional Trade Agreements (RTA) are formed either for political
or economic reasons (Ravenhill, 2017; Cooper and Massell, 1965; Cai, 2010; Gilpin 1981; Mastanduno, 1998; Higgot,
20045 Kelton 2008; Capling, 2008; Wesley, 2008; Hadjiyiannis et. al 2016). Baldwin’s (1993, 1997) approach revealed
that the domino effect caused by the major economic powers, such as the US, the EU and Canada is the main reason
for the spread of regionalism while this was also a way to decrease discrimination effects caused by other FTAs
(Baldwin and Jaimovich, 2012).

2.2 Previous studies

The impact of regional trade agreements on economic growth has been examined by scholars and most of them find
insignificant effects (Hur and Park, 2012; Brada and Méndez, 1988; Vamvakidis, 1999; Jalles, 2012; Tumwebaze and
Ijjo, 2015), while others found an increase in productivity and growth (Badinger and Breuss, 2011; Alcala and Ciccone,
20045 Karras, 2003; Liu, 2016). Regarding trade’s openness, there are positive effects on growth (Dollar, 1992;
Frankel and Romer, 1999; Dollar and Kraay, 2004; IFreund and Bolaky, 2008; Atif et al. 2010; Kar et. al, 2008) while
others argue that free trade’s effects on growth are either insignificant or negative (Rodriguez and Rodrik, 2000;
Wacziarg and Welch, 2008; Ramanayake and Lee, 2015). Nevertheless, there are more determinants which have been
examined by scholars in order to assess to what extent regionalism, and FTA’s in particular, can have a positive or
negative impact on other economic components.

Regardless of the causes of FTA’s formation, there are contradictory approaches about their impact on trade,
especially when it comes to trade creation and trade diversion, which depends on the type of the agreement, meaning
that deeper types of integration and the reduction of tariffs against non-member countries can lead to trade creation
(Mattoo et al. 2017; Balassa, 1974; Richardson, 1993). More specifically, FTAs have substantial trade creation effects
(Clausing, 2001; Krueger, 1999; Yang and Martinez-Zarzoso, 2014) however, sometimes cause intraregional trade
diversion, especially in imports (Dai et al. 2014;)

However, trade creation can be fragile due to omitted variables that have not been taken into consideration (Ghosh
and Yamarik, 2004; Baier and Bergstrand, 2007), especially when agricultural products are concerned, where tarifts
remain in high levels and trade diversion is more likely (Sun and Reed, 2010; Ingco, 1995; Gibson et al. 2003; Sarker
and Jayasinghe, 2007). In addition, trade diversion within a FTA is not noticeable due to growth of emerging market
exports (Romalis, 2007) or due to foreign direct investments (Fukao et al. 2003).

Moreover, FTAs also increase bilateral and intra-regional trade volume (Anderson and Yotov, 2016; Baier and
Bergstrand, 2007; Carrere, 2006) however, during the “New Regionalism” intra-trade volume was not significantly
increased (Soloaga and Wintersb, 2001). In addition, regarding trade liberalization on poverty and income inequality,
there are mixed results depending on country and region. More specifically, it is rather unclear whether gains from
trade can alleviate poverty or income distribution since there are more variables that should be taken into account,
such as trade policies or reforms (Borraz et al. 2012; Schejtman et al. 2009; Winters et al. 2004; Winters and
Martuscelli, 2014) however, in some cases it is found that there is a positive effect between trade liberalization and
income as well as reduction of income inequality (Ben-David, 1993; Cherkaoui et al. 2011; Porto, 2010; Nicita, 2009;
Ariyasajjakorn, 2009).
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Mixed results occur as far as the impact of RTAs on foreign direct investments is concerned, depending on
members and non-members as well as developed or developing economies. The correlation between FDI within a
FTA is rather negative or unclear, since not all members within a RTA benefit the same (Jaumotte, 2004). More
specifically, although FTA aim to promote economic activity either they decrease bilateral FDI or do not have
significant impact on them (Jang, 2011; Reed et al. 2016; Kanazawa and Kang, 2019).

However, other scholars have noticed that in some cases, especially when there are liberal admission rules,
regional integration is positively related to attracting FDI since there is a positive relationship between FDI and
exports deriving from trade agreements, making creation effect more likely than diversion effect (Yeyati et al. 2003;
Duong et al. 2019; Thangavelu and Narjoko, 20145 Li et al. 2016; Berger et al. 2013; Baltagi et al. 2008).

Summarizing, the existed literature, examines the impact of regionalism on member and non-member countries
focusing more on economic growth, trade diversion and trade creation as well as FDI. Nevertheless, although there
are mixed results, variables such as the economic freedom, developmental indexes with more macroeconomic
indicators worth to be examined, since they may have an impact on FTA’s effectiveness on economic growth and
development of member-states creating a milestone which can lead to a greater integration and economic cooperation
among regional partners.

In addition, more attention has been given to FTAs concerning great trade powers, such as NAFTA,
MERCOSUR, or ASEAN, while little has been said for the Central European Free Trade Agreement (CEFTA) foe
which there are also mixed results. More precisely, CEFTA, as a sub-regional integration programme, has benefited
its member-states by expanding bilateral trade, especially exports, and their governments responded positively
regarding trade liberalization policies, due to the EU pre-accession process (Dangerfield, 2004; Gjonbalaj et al. 2011;
Petreski, 2013, 2018; Cejvanovi¢ et al. 2014). However, according to other arguments, trade liberalization did not
develop, due to political tensions among its members and if it wasn’t for the pre-accession process of the EU,
CEFTA'’s role would be eliminated (Begovi¢, 2011; Milo$evi¢ and Hrnjaz, 2018; Dangerfield, 2001).

The current research aims to assess CEFTA’s impact on growth and development taking into consideration the
domestic economic and political environment. In addition, it extends recent work assessing CEFTA’s effectiveness on
member-states focusing on trade, economic growth and development by taking into consideration additional
macroeconomic variables as well as the domestic capabilities of each member.

3. Methodology

Regarding the methodology, in order to achieve the aim of the paper I will apply a quantitative method in a
systematic comparison among member states of CEFTA. In the existed studies, most of the scholars focus on trade
volume, trade liberalization and growth. This study also includes variables some of which have been examined in
other RTA’s but not in CEFTA, enriching the analytical framework for assessing CEFTA’s impact on its members.
More specifically, CEFTA’s effect on income, development, foreign direct investments as well as economic growth
should not be neglected.

3.1 Measurement of Study Variables

3.1.1 Dependent Variable
CEFTA’s impact on exports, economic growth and development.

3.1.2 Independent Variables

The domestic political and economic environment is also taken into account due to correlation with trade
liberalization policies for the following reasons. First, domestic political and economic environment and institutions
are associated with trade negotiations, especially when it has to do with integration process (Milner and Rosendorff,
1996; Lohmann and O'halloran, 1994; Goldstein and Martin, 2000; Solfs, 2010; da Concei¢do-Heldt, 2011; Langhelle,
2013; Langbein 2016; McKibben and Taylor, 2020; Madeira, 2016).

In particular, it is proved that trade liberalization is highly correlated with democracy and good governance since
elections and democratization are negatively correlated with protectionism in trade agreements and reduces the
government’s likelihood to use trade barriers as a strategy and political freedom is correlated with economic freedom
(Milner and Rosendorff, 1997; Milner and Kubota, 2005; Frye and Mansfield, 2004; Doces and Magee, 2015;
Ramanzini Janior and Luciano, 2020; Balding, 2011).

In addition, the correlation between political stability and trade liberalization in developing countries is based on
domestic winners and losers due to redistributive effects of liberalization (Bussmann et al., 2006) and according to the
theory of regionalism, “the opportunity that the negotiation of a free trade area provides companies to regionalize
their production will be likely to worry labour unions in relatively high-wage countries that will fear that labour-
intensive stages of production will be moved to those parts of the region with lower labour costs.” (Ravenhill,
2017:152). Additionally, Free Trade Agreements are more likely to be formed by unstable democracies since they
reduce power from authoritarian groups (Liu and Ornelas, 2014). This is also reflected in international level where,
according to scholars, RTAs reduce insecurity between states in conflict (Vicard, 2012; Martin et al., 2012).

Moreover, the correlation between rule of law and trade liberalization relies upon trust. More specifically, trade is
positively correlated with trust between trade partners and increases when property rights are protected. Also, trust
can be replaced by rule of law, when it operates well (Yu et al. 2015) and the quality of institutions as well as the
institutional conditions are important factors which affect bilateral trade since they are positively correlated (Alvarez

17
DOI: 10.25103/ijbesar.133.02



et al., 2018; Benacek et al., 20145 De Groot et al., 2004; Levchenko, 2007; Nunn and Trefler, 2014). In addition, there
is the argument that Free Trade Agreements, such as CETA, do not protect democratic governance, undermine civil
society and prioritize economic interests (Petersmann, 2015).

In addition, as far as corruption is concerned, it is clarified that it is correlated with democratization and
liberalization process. In particular, corruption affects trade liberalization and trade policies since an open economy
may increase corruption unless the liberalization is rapid, while protectionist measures increase corruption levels with
negative impact on exports (Blackburn and Forgues-Puccio, 2010; Tavares, 2007; Bandyopadhyay and Roy, 2007; Lee
and Azfar, 2008; Narayan and Bui, 2019). In addition, rapid trade liberalization does not eliminate corruption unless
democratization happens simultaneously (Tavares, 2005) while levels of corruption are higher in countries with
protectionist trade (Dutt, 2009).

Trade liberalization affects development, especially in developing countries. More specifically, it is used as a

developmental strategy and it is associated with income and it is negatively associated with poverty, especially in
developing countries, benefiting poor people (Siddiqui, 2015; Clairzier, 2011; Sudsawasd et al. 2020; Hamid and Amin,
2018; Jawaid and Waheed, 2017; Onakoya et al. 2019; Gnangnon, 2019).
Thus, these variables are related to qualitative characteristics, such as democracy, good governance, rule of law,
development, corruption etc. which define state’s capabilities in trade liberalization. Therefore, the analytical
framework develops as follows: first, domestic determinants affected by CEFTA will be assessed and second,
macroeconomic determinants, such as trade, FDI, development and economic growth will also be assessed, before and
after the formation of CEFTA. A comparative analysis among its member-states will follow. The analytical
framework is set out in Figure 1, below.

Domestic
Economic and
Political
Environment
(open
economy,
democracy)

CEFTA -

comparative approach
among members

Macroecono
mic variables
(Trade
Liberalization,
FDI, Growth,
Development)

Figure 1. Analytical Framework
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4. The Central European Free Trade Agreement — CEFTA

According to the theory, RTAs are formed either for political or economic motives. The political motives of the
creation of this FTA rely upon two pillars, that of security and cooperation and that of access to the European
Union. Regarding the first pillar, the fall of the Berlin Wall and the end of the Cold War created rearrangements
within the Balkan region. Since that time, states of the former USSR were in political and economic transition in
order to create market economies and establish democratic governance based on the rule of law. However, this
transition was not an easy process, due to conflicts and the raise of nationalistic aspiration, especially in areas of
Yugoslavia and Croatia, Bosnia, Slovenia and Kosovo proclaimed their independence and sovereignty.

Under this unstable political environment, CEFTA came into force in 1992 in order to promote cooperation
and economic growth among these states which was vital for their accession to the European common market.
Given that some of its members, such as Poland, Check Republic, Romania, Bulgaria etc. joint the EU in the last
two enlargements in 2004 and 2007, CEFTA form 2006 consists of seven states mainly of Western Balkans, such
as Albania, Bosnia and Herzegovina, Moldova, North Macedonia, Montenegro, Serbia and the United Nations
Interim Administration Mission in Kosovo on behalf of Kosovo in accordance with United Nations Security
Council Resolution 1244 (WTO, 2020).

CEFTA'’s priorities reflect the challenges that member states need to address in order to achieve the necessary
goals and respond to the E.U.’s conditionalities for their accession process. Despite the elimination of tariffs, there
are still non-tarift measure among members states, such as “Excessive and redundant trade-related procedures,
overlapping compulsory document and data submission requirements for companies, as well as excessive physical
inspections at the borders are amongst them” making trade more expensive. Therefore, CEFTA’s priorities are
summarized as follows:

Horizontal support and private sector involvement

Harmonization of norms and practices for the elimination of non-tarift barriers
Standardization of document and data submission requirements

Simplification of customs clearance procedures (CEFTA, 2020(a))

B =

In 2009, CEFTA along with the European Union and German Cooperation (GIZ) created the Open Regional
Fund Foreign Trade which focuses on transparency issues in order to help members implement trade reforms and
address market access barriers within the region. Statistics show that trade balance is negative either for extra or
intra CEFTA trade.

Imports

Exports

= Balance

2013 2014 2015 2016 2017 2018

Source: CEFTA, 2020(b)

Figure 2. Extra-CEFTA trade in goods (in billion €)

More specifically, according to Figure 2, from 2018 to 2019 extra-CEFTA trade in goods had negative balance.
Although exports increased by 80%, imports also increased by 14% approximately. The trade balance tends to have
positive prices only from 2019 onwards. On the other, hand intra-CEFTA trade in goods also had a positive balance,
however, from 2018 there was in decline in exports. In particular, according to Figure 3, from 2015 to 2018 imports
increased by 20% as well as exports by 30%. However, from 2018 to 2019 imports continued raising in addition to
exports which decreased from 5,6 to 3,1 billion €.
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Imports Exports = Balance

Source: CEFTA, 2020(b)
Figure 3. Intra-CEFTA trade in goods (in billion €)

4.1 Macroeconomic variables and Domestic Political and Economic Environment

According to the 2020 Index of Economic Freedom, open markets concern Trade Freedom, Investment Freedom and
Financial Freedom. Trade freedom measures the absence of tariffs and non-tariff barriers in imports and exports in
goods and services. Non-tariff barriers include quantity restrictions, price restrictions, regulatory restrictions,
investment restrictions, customs restrictions as well as direct government intervention. This index takes prices from
0 to 100 and the freedom scale is the following:

40-50: repressed
50-60: mostly unfree
60-70: moderately free
70-80: mostly free
80+: free

Regarding trade freedom, CEFTA’s members adopted trade liberalization policies in order to foster their production

and their economic activity. More specifically, according to Figure 4, from 1995 to 2020 the score CEFTA’s members
raised between 78-88, meaning that their trade was considered “mostly free”.

Albania Serbia Montenegro

North Macedonia Moldova Bosnia-Erzegovina

e e e

Source: Index of Economic Freedom, 2020
Figure 4. CEFTA’s Trade Freedom

On the contrary, from 1995 to 2009, Moldova, Albania and North Macedonia had the lowest prices, from 20 to 60.
Thus, these countries had to overcome challenges caused by protectionist measures and follow policies related to
trade liberalization.

Another significant indicator correlated to an open market economy is Investment Freedom, meaning that both
individuals and firms can move their resources without restrictions. The current index takes prices from 0 to 100
according to restrictions, meaning that an ideal country without restrictions would receive a score of 100. However,
CEFTA’s members impose restrictions even though there are some differences among them.
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Albania Serbia Montenegro

North Macedonia Moldova Bosnia-Erzegovina

Source: Index of Economic Freedom, 2020
Figure 5. CEFTA’s Investment Freedom

More specifically, according to Figure 5, from 1995 to 2020 most of the CEFTA members tried to reduce the
restrictions in investments. Albania, Montenegro, North Macedonia and Serbia have the highest prices, from 70 to 75.
However, other states such as Moldova remains in the lowest levels, that of 55, especially after a long period, from
2004 to 2010 which received a score of 30.

Financial freedom refers to the government intervention in the financial sector. Given that financial freedom
increase competition providing financial services, financial transactions and credits are allocated on market terms
without government intervention. The index takes into consideration the extent of government regulation of financial
services, the degree of state intervention in banks and other financial firms through direct and indirect ownership, the
extent of financial and capital market development, government influence on the allocation of credit, and openness to
foreign competition. It takes prices from 0 to 100 where an ideal country without any government intervention would
receive a score of 100. The scale of government interference is set as follows:

100: negligible

90: Minimal

80: Nominal (small share of all assets)

70: Limited (CB influenced without restrictions)

60: Significant (CB not fully independent)

50: Considerable (CB significantly influenced by the government)
40: Strong (CB subject to government)

30: Extensive (extensively influenced)

20: Heavy

10: Near repressive (control by government)

0: Repressive (private financial institutions are prohibited)

More specifically, as it is set out in Figure 6, CEFTA’s members are below 70 meaning that government
intervention in financial institutions and credit allocation is very high.
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Albania Serbia Montenegro

North Macedonia Moldova Bosnia-Erzegovina

Source: Index of Economic Freedom, 2020
Figure 6. CEFTA’s Financial Freedom

In particular, from 2008 to 2020, banking sector is significantly influenced by government in Moldova, Kosovo*,
Montenegro and Serbia in addition to more liberalized members such as Albania, North Macedonia and Bosnia-
Herzegovina. Regarding the latter, is also noticeable that from 1998 where the score was 10 reached 70 in 2006 and
finally 60 the rest of the years.

Another important element is the human development within CEFTA members. given that GDP per capita
measures prosperity based only on quantitative data, the Human Development Index (HDI) takes into account
qualitative determinants, such as years of schooling, life expectancy at birth as well as Gross National Income per
capita (PPP). HDI aims to assess economic development not only economic growth, which is also affected by trade
liberalization, since free trade, due to trade creation, gives people the opportunity to have access to many products
responding to their needs and further develop their skills through specialization. HDI takes prices from 0 (low) to
1(high).

According to Figure 7, HDI in CEFTA’s members corresponds to that of developing countries. In particular,
Montenegro, Serbia and Bosnia-Herzegovina are among the countries with the highest HDI, where Moldova has the
lowest from 1990 to 2020. In addition, all members managed to increase their level during that period, especially
Albania, which in 1990 its HDI was 0,64 and in 2020 is 0,79.

Albania Serbia Montenegro

North Macedonia Moldova Bosnia-Erzegovina

—
———

Source: HDI, 2020
Figure 7: CEFTA’s Human Development Index
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Moreover, according to the literature, it is unclear whether trade is positively correlated with income inequality
and alleviation of poverty. The below index, GINI coefficient, is implemented in CEFTA members and measures
income inequality and takes prices from 0 (absolute equality) to 100 (absolute inequality). More specifically, according
to Figure 8, the period between 2010 and 2017, income inequality was not so intense among CEFTA’s members.
North Macedonia has the highest price, that is 85,6 and Moldova the lowest, that is 25,9. This means that there are
not any big imbalances regarding income distribution and inequalities among these members.

Albania []Serbia O Montenegro [1North Macedonia [0Kosovo* [OMoldova O Bosnia-Erzegovina

Source: UNDP, 2020
Figure 8: GINI Coefficient (2010-2017)

It is also interesting to assess the previous index (GINI) with GDP per capita among CEFTA’s members. As it is
set out in Figure 9, GDP per capita has an upward trend for all members. In particular, the increase in the prosperity
of Montenegro is remarkable, since it has the highest GDP per capita in 2018, which is 21000usd approximately.
Serbia is in second place with 17000 USD and Moldova in last place with 12500 USD the same year.

Albania Serbia Montenegro

North Macedonia Moldova Bosnia-Erzegovina

Source: World bank, 2020(b)
Figure 9: GDP per capita (PPP), USD

Trade is also positively correlated with GDP growth. According to Figure 10, CEFTA’s economies before and
after the formation of the FTA did not had significant changes. In particular, from 1990 to 1999 there were the lowest
rates for Albania, North Macedonia, Serbia and Moldova, while during the same period, Bosnia and Herzegovina had

23
DOI: 10.25103/ijbesar.133.02



the highest growth rate, 89% approximately. In 2009, due to financial crisis, there was also a slight decrease with
negative rates apart from Albania and North Macedonia.

Albania Serbia Montenegro

North Macedonia Moldova Bosnia-Erzegovina

Source: World Bank, 2020(a)
Figure 10: GDP Growth (%)

In addition, according to the literature, FTAs increase intra-reginal trade volume, therefore, it is important to
focus on intra-regional trade. The absence of trading partners deriving from CEFTA in the case of Moldova is also
noticeable, while North Macedonia and Albania, due to the to the opening of the accession negotiations, are more
committed to the EU. As it is set out in Figure 11, the most significant export partner is the EU however, intra-
regional exports are very low as percentage of total exports. In particular, Albania’s exports to Kosovo are only 8% of
total exports while Bosnia-Herzegovina's exports to Serbia are only 9% of its total exports.

EU [ North Macedonia 0 Montenegro [1Kosovo [ Serbia OO0 Moldova O Bosnia-Herzagovina  Albania

Source: CEFTA, 2020(b)
Figure 11: Export Partners (average, % of total exports, 2013-2019)

With regard to import partners, there are similar results. According to Figure 12, the EU continue to be the most
important import partner for CEFTA members while intra-regional imports correspond to very low rates of total
imports. For example, Moldova’s imports do not derive from CEFTA members while Serbia and Bosnia-Herzegovina
import goods from two intra-regional partners, with these transactions corresponding to 8% and 10% of the total
imports, respectively.
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EU [ North Macedonia 0 Montenegro [1Kosovo [ Serbia OO0 Moldova O Bosnia-Herzagovina  Albania

Source: CEFTA, 2020(b)
Figure 12: Import Partners (average, % of total imports, 2013-2019)

Regarding the domestic political environment, according to the literature, it is critical to be stable and open in
order to support an open market economy. Figure 13 shows to political stability and absence of violence for CEFTA
members. This index takes prices from 0 to 100, an ideal state would receive the score of 100. However, CEFTA
members, are characterized by political instability and violence which also affects the economic aspect. In particular,
Serbia, due to war in Kosovo, had the lowest score at 0 in 1998, however, from 2002 onwards managed to overcome
the security challenges achieving one of the highest scores within CEFTA’s region, that of 92. In addition, other
members, such as Moldova, North Macedonia and Albania also had the lowest scores from 2004 to 2014, remaining at
the same level of instability, which is not attractive for investments and further economic activity.

Albania Serbia Montenegro

North Macedonia Moldova Bosnia-Erzegovina

1996 1998 2000 2002 2003 2004 2005 2006 2007 2008 2009 20102011 2012 2013 2014 2015 2016 2017 2018

Source: WGI, 2020

Figure 13: Political Stability and absence of violence

Open political systems, such as Democracies, are also determined by the rule of law. According to this index, “Rule
of law captures perceptions of the extent to which agents have confidence in and abide by the rules of society, and in
particular the quality of contract enforcement, property rights, the police, and the courts, as well as the likelihood of
crime and violence.” (WGI, 2020). In particular, according to Figure 14, from 2002 to 2018 most of CEFTA’s
members raised their rates however they did not manage to score over 80. Albania has the lowest level, approximately
50 followed by Moldova and Kosovo* with 55. On the contrary, Montenegro and Serbia are in first and second place
with 68 and 60 respectively.
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Albania Serbia Montenegro

North Macedonia Moldova Bosnia-Erzegovina

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Source: WGI, 2020
Figure 14: Rule of Law

Last but not least, corruption plays also a significant role in domestic political environment since, among others, it
weakens democracy and harms economic development by increasing inequality and poverty. According to Figure 15,
corruption index takes prices from 0 to 100. Highly corrupted are close to 0 while very clean are close to 100.

Albania Serbia Montenegro

North Macedonia Moldova Bosnia-Erzegovina

2012 2013 2014 2015 2016 2017 2018 2019

Source: Corruption Perception Index, 2020
Figure 15: Corruption

Regarding corruption among CEFTA’s members, they are all below 50, meaning that they have high levels of
corruption. In particular, Montenegro and Serbia are less corrupted than the others while Moldova, North
Macedonia, Kosovo and Bosnia-Herzegovina seem to be the most corrupted from 2003 onwards.

5. Conclusion

The aim of the paper was to evaluate the impact of CEFTA on exports and economic growth and development of its
members. Based on the theoretical context of Regional Trade Agreements, the assessment concerned quantitative
analysis of intra-regional macroeconomic variables and development indexes along with domestic economic and
political variables. The contradictory arguments in the literature regarding the effects of CEFTA on its members
concerned those who argued that CEFTA'S impact on exports and economic growth and development of its members
is positive and those who claimed that this impact is either very limited or no existent at all. This study, attempted to
make an initial assessment about CEFTA’s impact on its members’ economic growth and development taking into
consideration the wider economic and political environment.
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First, according to the literature, most of the scholars found that RTA’s are positively correlated with economic
growth and income. Since CEFTA’s formation, there was not a significant change on growth rates however, GDP per
capita increased. In addition, as far as trade is concerned, FTA’s have substantial trade creation effects and increase
bilateral and intra-regional volume. In the case of CEFTA, intra-regional trade seems to be neglected since all
CEFTA members prefer trading with the EU. This does not mean that CEFTA’s economies could be more
competitive than the EU, however, there are is no increase in intra-regional trade volume and when there is, this
concerns only few of the partners. In addition, FDI were not examined due to lack of data.

Moreover, trade liberalization reduces income inequality. In the case of CEFTA, further to trade liberalization,
indexes show that economic environment remains protected and state centric. Political instability, corruption and rule
of low remain in low levels affecting at the same time negatively economic liberalization, as the theory predicts. On
the other hand, income inequality is low despite the low levels of trade and economic liberalization while HDI is
positively increasing.

Last but not least, there are mixed results that should further be examined. The fact that an FTA such as CEFTA
seems that does not have any impact on GDP growth but at the same time GDP per capita and HDI are increasing,
might show that there are other variables which affect these indexes. On the other hand, another paradox is that these
positive developments happen in highly corrupted, state-centric and protectionist members of a Free Trade
Agreement. Also, more attention should be given to the nature of a FTA, if its formation derives from political rather
than economic motives, as well as the similarity of the domestic political and economic structures of its members. The
latter might be a determinant on further integration within a RTA, if we consider EU’s accession prerequisites.
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