











4.3 Panel Results After Splitting the Sample

Table 6 reexamines the findings in Table 4 by using the same lag and lead specifications, but
after splitting the sample. While columns (a), (b), (c¢) and (d) report results using data from
1960 to 1985, results in (e), (f), (g) and (h) correspond to the years 1990 to 2000. The split
addresses any tension between the time dimension of the data and the assumption of time-invariant
unobservables. Accordingly, the results in Table 6 are less sensitive to the possibility of crucial
unobservables varying over time.!® The results further strengthen the findings in Table 4. In both
samples the contemporaneous and cumulative effects of a CU are significantly greater than those of
an FTA. For the years 1960 to 1985, CUs more than double the volume of members’ bilateral trade
across all the specifications except (a), where the increase is by about 85%. The differences in the
FTA and CU coefficients are smaller when only the years 1990 to 2000 are considered. However,
the ranking of the two PTA regimes, in terms of members’ bilateral trade, remains unaltered.'®
For both samples in Table 6, individual and joint tests continue to reject the equality of the
coefficients on the trade agreement dummies, and on their lag and lead terms. This finding for the
1990 to 2000 sample is especially interesting when compared to the cross-section test of equality
results. Although cross-section results from the OLS specification suggest significant differences
in the FTA and CU coefficients after 1970, the Table 3 results suggest the same, but upto 1970.
However, once crucial unobservables are also controlled for, FTA and CU members are found to

engage in significantly different volumes of bilateral trade, in more recent times as well.!”

15This split is also interesting since Bhagwati et al. (1999, p. 10) consider the US-Israel FTA of 1985 (year of entry
into force) as the start of the “Second Regionalism” and “the main driving force for regionalism today.” Hitherto,

the United States abstained from forming FTAs.
16 According to Baier and Bergstrand (2009), the EU was the most effective upto 1970. In fact, the Central

American Common Market (CACM) was also highly successful in promoting trade between 1960 and 1970, after
which it became temporarily ineffective due to political turmoil. Hence, the greater difference between CUs and
FTAs for the 1960 to 1985 period might be attributed to the greater initial success of these CUs. It might also be
the case that more recent CUs which entered into force around 1990, were initially not as successful in promoting

trade and hence reduced the average CU effect.
17"The OLS results in Table 7 also find CUs to promote more bilateral trade than above FTAs.
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4.4 Panel Results After Controlling for EU

According to Krueger (1999, p. 106), upto the late 1970s, the EU “was by far the most successful
customs union.” Hence, whether the EU’s success is primarily responsible for this paper’s findings,
remains a relevant concern. Tables 8 and 9 aim to address this issue by considering a separate
dummy variable for the EU. In other words, the EU variable takes the value one for a pair of EU
countries, and zero otherwise. The CU dummy is assigned a value of one only to country pairs
belonging to CUs other than the EU. However, the FTA variable remains unchanged. Given the
previous findings, only the PPML method using the panel fixed effects method is relied on. Lags
and leads, characteristic of the other panel tables, are also included. While Table 8 utilizes the
entire sample, Table 9 considers a split similar to the one in Table 6.

The results are striking. Across all specifications using the full sample (Table 8), the cumulative
effects are greatest for countries belonging to CUs other than the EU. Individual and joint tests
continue to reject the null of equality, at the 1% level, for each pair of the trade agreement dummies.
Hence, even the CU members, which do not belong to the EU, continue to engage in significantly
greater volumes of bilateral trade than FTA members. The cumulative effects also find bilateral
trade to be significantly greater for EU members relative to the FTA members. Most interestingly,
EU members engage in significantly less bilateral trade than countries belonging to the other CUs.
Thus, the EU does not influence the ranking of FTAs and CUs, previously obtained. Hence, the
full sample results suggest that the other CUs such as the CACM and the Caribbean Community
(CARICOM) were more successful in promoting bilateral trade. In fact, support for this argument
can be found in Baier et al. (2007) who consider the CACM and the CARICOM to have been
successful CUs. Although, the CACM was mostly ineffective between the late 1970s and 1990, the
CARICOM remained continually effective.®

For the 1960 to 1985 sample, in Table 9, the volume of bilateral trade is significantly greater
among the EU members, than countries belonging to FTAs or other CUs. Also, the cumulative
effects in columns (a), (b), (c) and (d) fail to unambiguously rank members belonging to FTAs and
other CUs. However, following a revival of the CACM and the continued success of the CARICOM,
CUs are found to promote the most bilateral trade for the period from 1990 to 2000. This is

8The cumulative EU effect is similar to the estimated effects of the EU in Baier et al. (2008) and Baier and
Bergstrand (2009).
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consistent with the claims of Krueger (1999) and Baier and Bergstrand (2009), who consider the
EU effect to diminish after 1970. As a result, other CUs are found to encourage more bilateral trade

in the 1990 to 2000 sample.

5 Conclusion

Analyses pertaining to FTAs and CUs are significant for trade policy decisions. The policy issue
seems to be of even greater relevance today, when Fiorentino et al. (2007) consider CUs to be
characterized by declining popularity. This paper is the first empirical contribution to directly
compare the two PTA regimes while addressing biases due to crucial time-invariant unobservables
and log-linearization of the gravity model. While Baier and Bergstrand (2007) address the former,
the latter, is found to be of significant relevance as well.!? Once both biases are addressed, the results
are striking. Baier and Bergstrand (2007, p. 72) find that “on average, an FTA approximately
doubles two members’ bilateral trade after 10 years.” However, this paper uses the same data in
concluding that it is actually a CU which is responsible for this.

In general, members of a CU are found to engage in significantly greater volumes of bilateral
trade than FTA members. Strikingly, the finding remains unaltered on controlling for a separate
EU effect, or on splitting the sample. Although some of the initial success of CUs can be attributed

to the EU, the latter’s prominence disappears in more recent years.

19Tt is interesting to note that the difference between the OLS and PPML estimates are more stark for the cross-
section data used here. A possible explanation for this is the fact that panel data control for the time-invariant

component of the error term and thereby control a potential source of heteroskedasticity in the PPML specification.
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Table 1. Cross-section estimates of the OLS specification excluding observations with zero trade
1960 (a) 1960 (b) 1960 (c) 1970 (a) 1970 (b) 1970 (c) 1980 (a) 1980 (b) 1980 (c)

In(Distance) -0.741*  -0.739*  -0.739*  -0.898*  -0.897 *  -0.897*  -1269*  -1.278* -1282*
(0.039)  (0.039)  (0.039) (0.038)  (0.038)  (0.038) (0.04) (0.04) (0.04)
Language 0376*  0.375*  0.380* 0.909*  0.909*  0.902* 0773*  0.769*  0.766*
(0.104)  (0.104)  (0.104) (0.107)  (0.107)  (0.107) (0.104)  (0.104)  (0.105)
Adjacency 0251*  0.249*  0.287* 0298*  0.297* 0.278 0455*  0.440*  0.449*
(0.123)  (0.123)  (0.124) (0.151)  (0.151)  (0.153) (0.148)  (0.148)  (0.148)
FTA -0.081 -0.055 0.191 0516*  0.537 * 0.307 -1.374*  -1.398*  -1.145*
(0.118)  (0.117)  (0.136) (0.183)  (0.185)  (0.184) (0.137)  (0.137) (0.14)
cu -0.404 * 0.831 * -1.861 *
(0.182) (0.345) (0.213)
Test FTA=CU [p = 0.007] [p = 0.175] [p < 0.001]
N 3232 3232 3232 4818 4818 4818 5551 5551 5551

1990 (@) 1990 (b) 1090 (c) _ 2000 (a) _ 2000 (b) _ 2000 (c)

In(Distance) -1308*  -1313* -1316*  -1469*  -1472*  -1479*
(0.042)  (0.042)  (0.042) (0.039)  (0.040)  (0.040)
Language 0.961*  0.959*  0.051* 0.957*  0.953*  0.958*
(0.099)  (0.099) (0.099) (0.093)  (0.093)  (0.093)
Adjacency 0.57 * 0562*  0.559* 0589*  0585*  0.613*
(0.146)  (0.146)  (0.145) (0.168)  (0.168)  (0.168)
FTA -1.095*  -1.101*  -0.848 * -0.144 -0.15 * 0.016
(0.117)  (0.118)  (0.131) (0.090)  (0.085)  (0.096)
cu -1.425 * -0.395 *
(0.158) (0.120)
Test FTA =CU [p < 0.001] [p = 0.002]
N 6474 6474 6474 7302 7302 7302

Notes: For all years (a) uses the Baier and Bergstrand (2007) FTA dummy; (b) uses the corrected trade agreement dummy with FTAs and CUs pooled together; (c) uses separate dummies for FTAs and
CUs based on the correction in (b). Standard errors in parentheses are robust. The p-values are reported for the test of equality between the coefficients on FTA and CU. Each regression also includes
country dummies. * denotes statistical significance at the 5% level.



Table 2. Cross-section estimates of the OLS specification including observations with zero trade

1060 (@) 1960 (b) 1960 (C) 1970 (@) 1970 (b) 1970 (0) 1080 (@) 1980 (b) 1980 (0)
In(Distance) -1.091*  -1.092*  -1.093 * -1.455*  -1455*  -1454* -189*  -1913*  -19018*
(0.056) (0.056) (0.056) (0.052) (0.052) (0.052) (0.056) (0.056) (0.056)
Language 1.065 * 1.063 * 1.069 * 1.394 * 1.393 * 1.391 * 1.477 % 1.464 * 1.460 *
(0.15) (0.150) (0.150) (0.135) (0.135) (0.135) (0.137) (0.137) (0.137)
Adjacency 0841*  0837*  0.868* 0.303 0.301 0.296 0.448 0.421 0.432
(0.244) (0.244) (0.245) (0.237) (0.237) (0.239) (0.260) (0.260) (0.259)
FTA 1112% -1.021*  -0.767* -0.941*  -0915*  -0.993 * -3.894*  -4025*  -3554%
(0.318) (0.304) (0.358) (0.315) (0.322) (0.329) (0.229) (0.225) (0.243)
cu -1.493 * -0.813 -4.903 *
(0.514) (0.595) (0.348)
Test FTA=CU [p = 0.234] [p = 0.788] [p < 0.001]
N 7173 7173 7173 7895 7895 7895 7829 7829 7829
1990 (@) 1990 (b) 1990 (c) 2000 (@) 2000 (b) 2000 (c)
In(Distance) -1.794*  -1.802*  -1.806* -1681*  -1679*  -1.698*
(0.051) (0.051) (0.051) (0.051) (0.052) (0.052)
Language 1.637* 1.632* 1.623* 1.680 * 1.672* 1.684 *
(0.127) (0.127) (0.128) (0.119) (0.119) (0.120)
Adjacency 0699*  0679*  0.672* 0660*  0646*  0.734*
(0.215) (0.215) (0.215) (0.219) (0.219) (0.220)
FTA -3.358*  -3.351*  -3.028* -0.348*  -0.298 * 0.215
(0.16) (0.165) (0.195) (0.126) (0.116) (0.134)
cu 3772 % -1.087 *
(0.22) (0.163)
Test FTA=CU [p = 0.003] [p < 0.001]
N 8703 8703 8703 8875 8875 8875

Notes: For all years (a) uses the Baier and Bergstrand (2007) FTA dummy; (b) uses the corrected trade agreement dummy with FTAs and CUs pooled together; (c) uses separate dummies for FTAs and
CUs based on the correction in (b). Standard errors in parentheses are robust. The p-values are reported for the test of equality between the coefficients on FTA and CU. Each regression also includes

country dummies. * denotes statistical significance at the 5% level.



Table 3. Cross-section estimates of the PPML specification (including observations with zero trade)

1060 (@) 1960 (b) 1960 (C) 1970 (@ 1970 (b) 1970 (0) 1080 (@) 1980 (b) 1980 (C)
In(Distance) -0563*  -0563*  -0.555* -0.761*  -0.761*  -0.759 * -0.868*  -0862*  -0.867 *
(0.075) (0.076) (0.076) (0.047) (0.047) (0.047) (0.042) (0.043) (0.043)
Language 0531*  0531*  0.555* 0554*  0554*  0571* 0371*  0373* 0.35*
(0.126) (0.126) (0.122) (0.088) (0.088) (0.085) (0.072) (0.072) (0.074)
Adjacency 0458*  0.458*  0.510* 0255*  0.255*  0.284* 0267*  0.269*  0.283*
(0.141) (0.141) (0.141) (0.084) (0.084) (0.088) (0.077) (0.077) (0.079)
FTA -0.008 -0.007 0.314 0502*  0503*  0.751* 0.065 0.092 0.225
(0.112) (0.112) (0.175) (0.068) (0.068) (0.106) (0.099) (0.106) (0.12)
cu -0.217 0.345 * 0.021
(0.161) (0.109) (0.117)
Test FTA=CU [p = 0.039] [p = 0.017] [p = 0.051]
N 7173 7173 7173 7895 7895 7895 7829 7829 7829
1990 (@) 1990 (b) 1990 (c) 2000 (@) 2000 (b) 2000 (c)
In(Distance) -0.746*  -0.738*  -0.739 * -0.748*  0.72*  -0.717*
(0.044) (0.043) (0.045) (0.045) (0.045) (0.046)
Language 0446*  0.448*  0.445* 0.33* 0332*  0.338*
(0.084) (0.084) (0.086) (0.075) (0.075) (0.076)
Adjacency 0304*  0312*  0313* 0.32* 0319*  0321*
(0.079) (0.078) (0.078) (0.081) (0.081) (0.082)
FTA 0427*  0451*  0.459* 0518*  0619* 0594 *
(0.089) (0.085) (0.085) (0.083) (0.083) (0.082)
cu 0.439 * 0.648 *
(0.11) (0.108)
Test FTA=CU [p = 0.828] [p = 0.568]
N 8703 8703 8703 8875 8875 8875

Notes: For all years (a) uses the Baier and Bergstrand (2007) FTA dummy; (b) uses the corrected trade agreement dummy with FTAs and CUs pooled together; (c) uses separate dummies for FTAs and

CUs based on the correction in (b). Standard errors in parentheses are robust. The p-values are reported for the test of equality between the coefficients on FTA and CU. Each regression also includes
country dummies. * denotes statistical significance at the 5% level.



Table 4. Panel estimates of the PPML specification (including observations with zero trade)

(@) (b) (© (d)
FTA 0.154 * 0.074 * 0.08 * 0.121 *
(0.0001) (0.0001) (0.0001) (0.0001)
Lag FTA 0.149 * 0.131 * 0.026 *
(0.0001) (0.0001) (0.0001)
Lag2 FTA 0.022 * 0.081 *
(0.0001) (0.0001)
Lead FTA 0.039 *
(0.0001)
Cumulative FTA 0.154 0.223 0.233 0.267
Cu 0.571 * 0.32* 0.342 * 0.357 *
(0.0001) (0.0001) (0.0001) (0.0001)
Lag CU 0.327 * 0.205 * 0.276 *
(0.0001) (0.0001) (0.0001)
Lag2 CU 0.198 * 0.157 *
(0.0001) (0.0001)
Lead CU 0.069 *
(0.0001)
Cumulative CU 0.571 0.647 0.745 0.859
Test FTA=CU [p<0.001] [p<0.001] [p<0.001] [p<0.001]
Test Lag FTA = Lag CU [p<0.001] [p<0.001] [p<0.001]
Test Lag2 FTA = Lag2 CU [p<0.001] [p<0.001]
Test Lead FTA = Lead FTA [p <0.001]
Joint test [p<0.001] [p<0.001] [p<0.001]
N 67058 60531 53707 44014

Notes: Due to the panel fixed effects approach, coefficients on the time-invariant regressors are not reported. (a) does not
include any lags or leads of FTA or CU; (b) includes one lag of FTA and CU; (c) includes two lags of FTA and CU; (d) includes
two lags and one lead of FTA and CU. The cumulative effects are obtained by adding the significant contemporaneous, lag and
lead coefficients. The standard errors are reported in parentheses. The p-values are reported for the test of equality between the
coefficients on - FTA and CU, their corresponding lag and lead terms. The p-values for the joint test of equality between these
coefficients are also reported. Each regression also includes country-by-time dummies. * denotes statistical significance at the
5% level.



Table 5. Panel estimates of the OLS specification excluding observations with zero trade

(@) (b) (© (d)
FTA 0.215* 0.157 * 0.146 * 0.112 *
(0.045) (0.049) (0.05) (0.053)
Lag FTA 0.152 * 0.113 * 0.073
(0.053) (0.055) (0.061)
Lag2 FTA 0.071 0.039
(0.069) (0.08)
Lead FTA -0.024
(0.057)
Cumulative FTA 0.215 0.309 0.259 0.112
Cu 0.544 * 0.299 * 0.313 * 0.355 *
(0.054) (0.054) (0.054) (0.056)
Lag CU 0.362 * 0.314 * 0.168 *
(0.055) (0.059) (0.074)
Lag2 CU 0.076 0.076
(0.072) (0.073)
Lead CU 0.03
(0.06)
Cumulative CU 0.544 0.661 0.627 0.523
Test FTA=CU [p<0.001] [p=0.014] [p=0.003] [p<0.001]
Test Lag FTA = Lag CU [p<0.001] [p<0.001] [p=0.186]
Test Lag2 FTA =Lag2 CU [p=0.943] [p=0.696]
Test Lead FTA = Lead FTA [p = 0.406]
Joint test [p<0.001] [p<0.001] [p<0.001]
N 48235 45262 41656 34354

Notes: See Table 4. Standard errors in parentheses are robust (clustering by country-pairs). The cumulative effects are obtained
by adding the significant contemporaneous, lag and lead coefficients.



Table 6. Panel estimates of the PPML specification (including observations with zero trade), after splitting the sample

1960 - 1985 1990 - 2000
(2) (b) (©) (d) (e) () () (h)
FTA -0.029 * -0.025 * 0.048 * 0.039 * 0.106 * 0.107 * 0.111 * 0.185 *
(0.0001) (0.0001) (0.0002) (0.0002) (0.0001) (0.0001) (0.0001) (0.0002)
Lag FTA 0.099 * 0.093 * 0.097 * 0.113 * 0.094 * 0.096 *
(0.0001) (0.0001) (0.0001) (0.0001) (0.0001) (0.0002)
Lag2 FTA 0.027 * 0.031 * 0.045 * 0.023 *
(0.0001) (0.0001) (0.0001) (0.0004)
Lead FTA 0.123 * -0.15 *
(0.0001) (0.0002)
Cumulative FTA -0.029 0.074 0.168 0.290 0.106 0.220 0.250 0.154
Cu 0.619 * 0.345 * 0.359 * 0.353 * 0.259 * 0.217 * 0.229 * 0.272 *
(0.0001) (0.0002) (0.0002) (0.0002) (0.0002) (0.0002) (0.0002) (0.0003)
Lag CU 0.387 * 0.302 * 0.303 * 0.156 * 0.122 * 0.14 *
(0.0001) (0.0002) (0.0002) (0.0001) (0.0001) (0.0002)
Lag2 CU 0.143 * 0.140 * 0.106 * 0.025 *
(0.0002) (0.0002) (0.0002) (0.001)
Lead CU 0.083 * 0.114 *
(0.0002) (0.001)
Cumulative CU 0.619 0.732 0.804 0.879 0.259 0.373 0.457 0.551
Test FTA=CU [p<0.001] [p<0.001] [p<0.001] [p<0.001] [p<0.001] [p<0.001] [p<0.001] [p<0.001]
Test Lag FTA = Lag CU [p<0.001] [p<0.001] [p<0.001] [p<0.001] [p<0.001] [p<0.001]
Test Lag2 FTA = Lag2 CU [p<0.001] [p<0.001] [p<0.001] [p<0.001]
Test Lead FTA = Lead FTA [p <0.001] [p <0.001]
Joint test [p<0.001] [p<0.001] [p<0.001] [p<0.001] [p<0.001] [p<0.001]
N 37467 31615 25361 25361 23489 23489 23489 14618

Notes: The results pertain to analyses similar to that in Table 4, where the full sample from 1960 to 2000 was considered. Here (a), (b), (c) and (d) correspond to the years 1960 to 1985;
(e), (f), (g) and (h) correspond to the years 1990 to 2000. For the years 1960 to 1985, there are 520 observations with FTA=1 and 322 with CU=1. For the years 1990 to 2000 there are
592 observations with FTA=1 and 624 with CU=1. The cumulative effects are obtained by adding the significant contemporaneous, lag and lead coefficients.



Table 7. Panel estimates of the OLS specification excluding observations with zero trade, after splitting the sample

1960 - 1985 1990 - 2000
(2) (b) (©) (d) (e) () (9) (h)
FTA 0.131 * 0.048 0.008 0.018 0.154 * 0.156 * 0.155 * 0.123
(0.066) (0.074) (0.071) (0.069) (0.057) (0.057) (0.057) (0.097)
Lag FTA 0.100 0.052 0.045 0.139 * 0.139 * 0.066
(0.079) (0.081) (0.081) (0.064) (0.065) (0.093)
Lag2 FTA 0.039 0.028 -0.018 0.018
(0.092) (0.094) (0.078) (0.116)
Lead FTA -0.091 -0.035
(0.080) (0.090)
Cumulative FTA 0.131 0.154 0.295 0.294
Cu 0.379 * 0.093 0.205 * 0.212 * 0.414 * 0.312 * 0.316 * 0.355 *
(0.085) (0.082) (0.079) (0.076) (0.071) (0.067) (0.068) (0.096)
Lag CU 0.46 * 0.414 * 0.413 * 0.292 * 0.288 * 0.024
(0.091) (0.106) (0.106) (0.064) (0.067) (0.088)
Lag2 CU -0.132 -0.138 0.048 0.113
(0.087) (0.088) (0.079) (0.142)
Lead CU -0.024 -0.043
(0.089) (0.130)
Cumulative CU 0.379 0.460 0.619 0.625 0.414 0.604 0.604 0.355
Test FTA=CU [p=0.009] [p=0.641] [p=0.027] [p=0.032] [p<0.001] [p=0.016] [p=0.014] [p=0.002]
Test Lag FTA = Lag CU [p<0.001] [p=0.002] [p=0.002] [p=0.015] [p=0.02] [p=0.619]
Test Lag2 FTA = Lag2 CU [p=0.128] [p=0.146] [p=0.371] [p=0.471]
Test Lead FTA = Lead FTA [p=0.461] [p=0.961]
Joint test [p<0.001] [p<0.001] [p<0.001] [p=0.004] [p=0.012] [p=0.016]
N 27529 24556 20950 20950 20706 20706 20706 13404

Notes: See Table 6. Standard errors in parentheses are robust (clustering by country-pairs). The cumulative effects are obtained by adding the significant contemporaneous, lag and lead

coefficients.



Table 8. Panel estimates of the PPML specification (including observations with zero trade

(a) (b) (c) (d)
FTA 0.150 * 0.064 * 0.069 * 0.117*
(0.0001) (0.0001) (0.0001) (0.0001)
Lag FTA 0.154 * 0.129 * 0.033 *
(0.0001) (0.0001) (0.0001)
Lag2 FTA 0.029 * 0.087 *
(0.0001) (0.0001)
Lead FTA 0.019 *
(0.0001)
Cumulative FTA 0.150 0.218 0.227 0.256
CuU 0.777 * 0.592 * 0.597 * 0.652 *
(0.0002) (0.0002) (0.0002) (0.0004)
Lag CU 0.400 * 0.367 * -0.191 *
(0.0003) (0.0003) (0.001)
Lag2 CU 0.337* 0.722 *
(0.001) (0.001)
Lead CU 0.355*
(0.0003)
Cumulative CU 0.777 0.992 1.301 1.538
EU 0.546 * 0.267 * 0.287 * 0.347 *
(0.0001) (0.0001) (0.0001) (0.0001)
Lag EU 0.347 * 0.209 * 0.295 *
(0.0001) (0.0001) (0.0001)
Lag2 EU 0.207 * 0.142 *
(0.0001) (0.0001)
Lead EU -0.008 *
(0.0001)
Cumulative EU 0.546 0.614 0.703 0.776
Test FTA=CU [p<0.001] [p<0.001] [p<0.001] [p<0.001]
Test Lag FTA=Lag CU [p<0.001] [p<0.001] [p<0.001]
Test Lag2 FTA =Lag2 CU [p<0.001] [p<0.001]
Test Lead FTA = Lead CU [p <0.001]
Joint test [p<0.001] [p<0.001] [p<0.001]
Test FTA=EU [p<0.001] [p<0.001] [p<0.001] [p<0.001]
Test Lag FTA = Lag EU [p<0.001] [p<0.001] [p<0.001]
Test Lag2 FTA = Lag2 EU [p<0.001] [p<0.001]
Test Lead FTA = Lead EU [p <0.001]
Joint test [p<0.001] [p<0.001] [p<0.001]
Test CU=EU [p<0.001] [p<0.001] [p<0.001] [p<0.001]
Test Lag CU = Lag EU [p<0.001] [p<0.001] [p<0.001]
Test Lag2 CU = Lag2 EU [p<0.001] [p<0.001]
Test Lead CU = Lead EU [p <0.001]
Joint test [p<0.001] [p<0.001] [p<0.001]
N 67058 60531 53707 44014

Notes: See Table 4. The EU variables correspond to the European Union. CU refers to all other customs unions. The cumulative
effects are obtained by adding the significant contemporaneous, lag and lead coefficients.



Table 9. Panel estimates of the PPML specification (including observations with zero trade), after splitting the samplt

1960 - 1985 1990 - 2000
(@ (b) (©) (d) (e) ()
FTA -0.030 * -0.026 * 0.046 * 0.038 * 0.073 * 0.071
(0.0001)  (0.0001)  (0.0002)  (0.0002) (0.0001)  (0.0001)
Lag FTA 0.099 * 0.093 * 0.097 * 0.111 *
(0.0001)  (0.0001)  (0.0001) (0.0001)
Lag2 FTA 0.027 * 0.031 *
(0.0001)  (0.0001)
Lead FTA 0.123 *
(0.0001)
Cumulative FTA -0.030 0.073 0.166 0.289 0.073 0.182
cu -0.223 * -0.373 * -0.244 * -0.383 * 0.389 * 0.360 *
(0.0001) (0.001) (0.001) (0.001) (0.0003)  (0.0003)
Lag CU 0.446 * 0.273 * 0.272* 0.151 *
(0.001) (0.002) (0.002) (0.0004)
Lag2 CU -0.057 * 0.255 *
(0.002) (0.002)
Lead CU 0.515 *
(0.002)
Cumulative CU -0.223 0.073 -0.028 0.659 0.389 0.511
EU 0.630 * 0.360 * 0.373 * 0.367 * 0.176 * 0.121 *
(0.0001)  (0.0002)  (0.0002)  (0.0002) (0.0002)  (0.0002)
Lag EU 0.381 * 0.300 * 0.302 * 0.167 *
(0.0001)  (0.0002)  (0.0002) (0.0001)
Lag2 EU 0.140 * 0.137 *
(0.0002)  (0.0002)
Lead EU 0.083 *
(0.0002)
Cumulative EU 0.630 0.741 0.813 0.889 0.176 0.288
N 37467 31615 25361 25361 23489 23489

Notes: See Table 8. Tests of equality for each pair of trade agreement dummies, as in Table 8, were conducted for both splits of the sample. In each case, the null of equality for each

individual and joint test is rejected at the 1% level. For the years 1960 to 1985, there are 520 observations with FTA=1, 244 with EU=1 and 78 with (other) CU=1. For the years 1990 to 2000
there are 592 observations with FTA=1, 474 with EU=1 and 150 with (other) CU=1. For the 1990 - 2000 case, additional lags or lead resulted in some of the variables of interest being dropped.
The cumulative effects are obtained by adding the significant contemporaneous, lag and lead coefficients.



Table Al. List of Trade Agreements

Customs Unions

European Union, or EU (1958): Belgium-Luxembourg, France, Italy, Germany, Netherlands, Denmark (1973),
Ireland (1973), United Kingdom (1973), Greece (1981), Portugal (1986), Spain (1986), Austria (1995),
Finland (1995), Sweden (1995).

Central American Common Market (1959 * - 1975, 1993): El Salvador, Guatemala, Honduras,

Nicaragua, Costa Rica (1965).

Economic and Customs Union of the Central African States (1991 **): Cameroon, Congo, Gabon.

Caribbean Community, or Caricom (1973 ***): Jamaica, Trinidad and Tobago, Guyana (1995).

Mercosur (1991): Argentina, Brazil, Paraguay, Uruguay.

Andean Community (1993): Bolivia, Colombia, Ecuador, Venezuela, Peru (1997).

EU-Turkey (1996 7)

Free Trade Agreements

Customs Union of West African States (1959-1966 1+1): Burkina Faso, Mali, Mauritania, Niger, Senegal, C te d 'Ivorie.
European Free Trade Association, or EFTA (1960): Austria (until 1994), Denmark (until 1973),

Finland (1986 - 1994), Norway, Portugal (until 1986), Sweden (until 1994), Switzerland,

United Kingdom (until 1973).

Economic and Customs Union of the Central African States (1966-1990 **): Cameroon, Congo, Gabon.
Caribbean Community, or Caricom (1968 - 1973 ***): Jamaica, Trinidad and Tobago.

EU-EFTA / European Economic Area (1973 / 1994)

Australia-New Zealand Closer Economic Relations (1983)

US-Israel (1985)

US-Canada (1989)

EFTA-Turkey (1992) §

EFTA-Israel (1993)

Central Europe Free Trade Agreement, or CEFTA (1993): Hungary, Poland, Romania (1997), Bulgaria (1998).
EFTA-Bulgaria (1993)

EFTA-Hungary (1993)

EFTA-Poland (1993)

EFTA-Romania (1993)

North American Free Trade Agreement, or NAFTA (1994): Canada, Mexico, United States.
Bolivia-Mexico (1995)

Costa Rica-Mexico (1995)

Group of Three (1995): Colombia, Mexico, Venezuela.

Mercosur-Chile (1996)

Mercosur-Bolivia (1996)

Canada-Chile (1997)

Canada-Israel (1997)

Association of South East Asian Nations, or ASEAN (1998): Indonesia, Philippines, Singapore, Thailand.
Caricom-Dominican Republic (1998)

Hungary-Turkey (1998)

Israel-Turkey (1998)

India-Sri Lanka (1998)

Hungary-Israel (1998)

Notes: The parentheses contain an agreement's year of entry, except where noted otherwise.

* Frankel (1997, p. 262) considers the formation year to be 1959.

** Frankel (1997, p. 274) considers the union to have been functioning as little more than an FTA upto 1991.

*** According to Frankel (1997, p. 261), initially an FTA (Carifta) was formed in 1968 followed by a CU in 1973.
+ http://www.wto.org/english/tratop_e/region_e/summary_e.xls

+1 Frankel (1997, p. 275) suggests the existence of an FTA till 1966 followed by little success.



Table Al (cont.). List of Trade Agreements

Free Trade Agreements (cont.)

Mexico-Nicaragua (1998)
Poland-Israel (1998)

Romania-Turkey (1998)

EU-Tunisia (1998) *

EFTA-Morocco (1999) £
Mexico-Chile (1999)

Common Market for Eastern and Southern Africa, or Comesa (2000 1): Egypt, Kenya, Madagascar, Malawi,
Mauritius, Sudan, Zimbabwe, Zambia.
EU-Israel (2000)

EU-Mexico (2000)

Poland-Turkey (2000)
Mexico-Guatemala (2000)
Mexico-Honduras (2000)
Mexico-Israel (2000)

Mexico-El Salvador (2000)

New Zealand-Singapore (2000)
EU-Morocco (2000) #

Notes: ¥ http://www.wto.org/english/tratop_e/region_e/summary_e.xIs

Although EU-Hungary, EU-Bulgaria, EU-Poland, EU-Romania are listed in Baier and Bergstrand (2007), they aren't considered to be total
agreements in their data. Jeffrey Bergstrand verifies this, and they aren't listed in http://www.wto.org/english/tratop_e/region_e/summary_e.xls
as well.

Frankel (1997, p. 259) suggests that the Latin American Free Trade Association (LAFTA) met with little success. Also, its succesor, the

Latin American Integration Association (LAIA) is considered to be partial scope. Hence they have not been listed here.

Owing to its very limited success, the African Common Market is also not coded as an FTA or a CU.





