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Abstract

This paper estimates the trade effects of WAMZ between 2005 and 2010 using the gravity model. In addition, it also
estimates the determinants of bilateral trade flows in WAMYZ countries. The paper finds that WAMZ has been trade
diverting although country specific analysis reveals that individual countries in the RTA do not necessarily exhibit
similar trends as Nigeria and Gambia are export creating while Ghana and Guinea are export diverting. It also finds that
economic size, geographical factors and political stability are significant determinants of WAMZ's bilateral trade.
Therefore, regional policies in WAMZ should be more directed towards promoting initiatives that will enhance extra
and intra-WAMZ trade by the appropriate authorities.
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1.0 Introduction

The proliferation of RTAs around the World has beesociated with myriad reasons but the
most important for developing economies is to prargustainable regional development and
facilitate the attainment of non-economic goal ldonflict prevention and resolution. In West
Africa, different forms of these RTAs have been@dd ranging from a free trade agreement
(FTA) as in the Economic Community for West Afric8&tates (ECOWAS) which includes 15
countries to monetary and custom union like the \Wdscan Economic and Monetary Union
(WAEMU or UEMOA) which comprises eight francophogeuntries. The third and much
younger RTA is the West African Monetary Zone (WAM#hich is an anglophone dominated
monetary union with six countries as members. Titimate plan however is for both monetary
unions to establish a common currenitye ECO) for the ECOWAS region as a whole.

While a number of studies have examined the le¥ehtoa-regional trade in ECOWAS and

WAEMU (Musila, 2005; Agboji, 2008; and CoulibalyQ@9, among others), very little is known

about the trade effects of WAMZ. This trend may Wederscored by the fact that the
development of the RTA is quite recent and it i$ p@sently a well developed monetary and
currency union. In fact, after previous efforts Haitl the rocks, the adoption of a common
currency is not expected to hold until the year 20dainly because of lack of economic
convergence among member countries which includgeidi, Ghana, Guinea, the Gambia,
Liberia and Sierra Leone.

Apart from the major macroeconomic requirementseeterl of members which include but are
not limited to, a threshold of deficit to GDP ratsingle digit inflation rate and a secured leviel o

reserves, another important yardstick necessaryhrsuccess of a monetary union is a high
level of trade among parties to such agreementecedly as this consequently results in

increased employment and output. In fact, the sitgrof trade linkages determines the level of
monetary policy externality (which is a pre-reqgtésfor a successful monetary and currency
union) and a high level of monetary policy exteityatan only be achieved by improved intra-

RTA trade (see Debrun et al., 2005).

Recently, different studies have been carried o@vialuate the effect of the formation of RTAs

on intra-regional trade. While some studies havenemed trade flows, trade potentials and

prospects in other regions of the world (see Kegzaglou et al., 2010 for a comprehensive

review) and in Africa (see Cassim, 2001 and Mug2)5), some have attempted to understand
the determinants and predict the formation of negiotrade agreements (RTAs) (see for

example, Baier and Bergstrand, 2004 and JayathdalieKeembiyahetti, 2009)

Also, apart from studies that have attempted toaade the methodology used in modeling
international bilateral trade like Baier and Bergstl (2004), Carerre (2006), Baier and
Bergstrand (2007), Martinez-Zarzoso et al. (20@nention but a few, in the past decade, a
relatively larger number of studies have focusetheestigating the impact of RTAs on regional
trade and welfare especially in terms of their taxay to divert or create trade (see Ghosh and
Yamarik, 2004; Carrere, 2006; Baier and Bergstra00,/; Jugurnath et al., 2007 and Martinez-
Zarzoso et al., 2009).

However, owing to the paucity of literature on tteterminants of WAMZ bilateral trade and its
trade creation and diversion effects, the presemlysseeks to contribute to the literature in two
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ways. First, it examines the determinants of hidterade flows in WAMZ. Second, it examines

the presence of trade diversion and trade creagftects associated with the formation of

WAMZ in the ECOWAS region. Most studies interestedrade creation or diversion effects in

the literature follow the Vinerian-type specificati (Carrere, 2006; Jugurnath et al., 2007 and
Martinez-Zarzoso et al., 2009; among others formg{a). However, in the present study, we

adopt a more recent specification as in Kelejiaale{2012) because it is more compact and
insightful.

The paper finds that WAMZ as a prospective monegany currency union has not only been
trade diverting but is also outward looking in terof trade within the ECOWAS region. This,
perhaps, suggests that member countries of WAMZnatenatural trading partners; therefore,
are not likely to increase their bilateral trademwafter the formation of the union. Nonetheless,
the paper also finds that the traditional graviyiables (that is income and distance), the sharing
of a common border, common language and politicaikty are significant determinants of
bilateral trade flows in WAMZ.

This paper is organised as follows. Section 2 $jgscthe empirical models employed in this
paper while the discussion of the estimation temimiand results are presented in section 3.
Section 4 concludes the paper with policy recomragads.

2.0 Model Specification
In line with the main thrust of this study, two gty models are specified and estimated.
Following the previous literature (see for examplengo and Sekkat, 2004; Carrere, 2006;
Jugurnath et al.,, 2007 and Athukorala, 2012), ih& fmodel is estimated with the aim of
examining the determinants of bilateral trade floamw8VAMZ. The second incorporates the trade
creation and trade diversion effects associatech WtAMZ in West Africa following a
procedure similar to those of Kelejian et al. (20T2e following equations are thus estimated,;

In EXPORT;j; = ay + a;ln GDP;; + a,in GDP;; + asln D;j; + a, BORDER;;; +

as LANGUAGE;j; + agLANDLOCKED;; + a;Iln AREA;; + aglnAREAj; + aqln INFRA;; +
a10 ININFRA;; + @y, INECOPOL;; + ay,ln ECOPOLj; + a3 POLSTAB;; +

@14 POLSTABj; + Vijt wov v o (equation 1)

The dummies for border and language take the vafuene if the trading partners share a
common border or common language and zero othenilse dummy variables in addition to
the bilateral distance represent the country-paaracteristics which have been validated in the
literature as important determinants of bilateradé. The rest of the variables in the model
capture country specific characteristics for thartoes included in the gravity framework. The
infrastructure variable is computed as an averdgeoad length per capita and number of
telephones per capita while the political stabilitglex is obtained from World Governance
Indicators. The economic policy variable used is flow of FDI into the country as this is
believed to reflect, to a large extent, the levaetanfidence of rational investors on the economy.
The variableAREA denotes the country’s total land area, includireaa under inland bodies of
water and some coastal waterways (see Juguehakth 2007)

Theoreticalapriori expectations dictate that economic size of tradmaginers is positively
related to trade between them so thaanda, are expected to be positive. The distance variable

3073



Economics Bulletin, 2012, Vol. 32 No. 4 pp. 3071-3081

is a proxy for transportation cost and thereforghlr distance may imply an increase in
transportation cost and consequently a reductidolateral trade (sa; < 0). Countries with a
common border and language are expected to trade with one another based on this level of
affinity, so we expect that,, as > 0. All the WAMZ countries are open to the séaréfore, we
include the landlocked variable for only the imjmgt countries(i.e. LANDLOCKED;;) in
equation 1 to examine the impact of this on WAMAimwies’ trade with landlocked trading
partners. Countries that are landlocked find it enlaborious and expensive to trade because of
their lack of accessibility to markets, 8@ is expected to be negative. Availability of
infrastructure and a stable economic policy aresetgrl to promote trade and hengea,,, @1
anda;, are anticipated to be positive. Political stapilg expected to foster trade and therefore
we expecitr;; anda,, to be positive. The sign of the coefficient afea is indeterminate as
revealed by Jugurnath et al., (2007).

In order to examine the trade creation or diversiopacts of WAMZ within ECOWAS, RTA
dummies for WAMZ are added to equation 1 above.rdfoee, the resulting gravity equation
can be specified as below;

InEXPORT;j; = THE ABOVE (as in equation 1) + ays WAMZpo, + 016 WAM Zgoyyce +
a7 WAMZpgriner + @1gFORMDUM ... ... ... (equation 2)

According to Marinez-Zarzoso et al. (2009), thevgsamodel represents a good counterfactual
to identify the effects of an RTA, since it suggeat‘normal” level of bilateral trade for a given
sample and dummies are used to capture “abovel@wm®rmal” levels of trade resulting from
an RTA. TheWAMZg, ., takes the value of 1 if both exporting and impgjticountries are
members of the same RTA and 0 otherwise. In othmdsy this dummy captures how intra-
WAMZ export has changed (i.e. how far is it abovdelow the normal level?) as a result of its
formation. Therefore, a positive coefficientWAMZ, .1, (i.€. a;5 > 0) implies that intra-WAMZ
export has increased while a negative coefficiemplies a decrease. Similarly,AMZsyyrce
measures how membersWiAMZexport to non-members have changed overtime. #stake
value of 1 if the exporting country belongsWAMZ while the partner country does not at time t
and 0 otherwise. Therefore, fdlfAMZ to be deemed trade creating in terms of expqy,
should be positive; otherwise, it implies that estgo non-members dVAMZ has reduced as a
result of the formation of WAMZ. A similar interpegion can be given to the coefficient of
WAMZpgriner (1.€.a17) Which examines how export from non-member$/afMZ to members
has changed overtime (i.e. how far is it aboveadow the normal level?).

To capture the actual effect of the formation of MAon trade, there is need to make provision
for the trade that existed between trading parthefsre it was formed in the year 2000/e
include theFORMDUM dummy which takes the value of 1 for periods befibre formation of
WAMZ (i.e. 1995 to 1999) and 0 for periods aftee formation (i.e. 2001 to 2010).

Data used for the empirical analyses were obtdiroed the following sources:

(1) Bilateral Export and ImportJNCTADSTAT (2011): Merchandise trade by partner and
product, 1995-2010. Find data at:
(2) http://unctadstat.unctad.org/ReportFolders/repddiéts.aspx

! See Martinez-Zarzoso et al. (2009) for more detailthe multilateral resistance effect.
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(3) GDP, Infrastructure and Economic Policy and Tatadl areaWWDI (2011): World Bank.

(4) Bilateral distances, Common (official) language,rdtw: CEPI| distance database
(http://www.cepii.fr/anglaisgraph/bdd/distances.itm

(5) Political Stability/ No Violence Indextorld Governance I ndicators (2011).

3.0 Estimation Technique and Results

Table 2 shows the result of the regression estimatcarried out. We employ the Least Square
Dummy Variable (LSDV) approach of fixed effects éstimate models 1 and 2. The LSDV
approach is relevant in this case as it allowgHerinclusion of dummy variables to capture both
the country specific and country pair charactersstignoring these specific effects when in fact
they exist in the trade model may lead to biaseulte and misleading inferences (see for
example, Baltagi, Egger and Pfaffermayr, 2003 aadrée, 2006). In order to espouse the
presence of both import and export trade diversreation effects, we examine two variants of
equation 3. The first uses bilateral export as dependent variable while the second uses
bilateral import as the dependent variable. Wedada for the period 1995 to 2010 covering 11
West African Countries (which includes Benin, Buki Faso, Cote-d’Ivoire, Mali, Niger,
Senegal, Togo, Gambia, Ghana, Ginuea and Nigeith)the WAMZ countries serving as the
source or exporting country in the analysis.

In the second column of Table 2, which depicts tbgult for equation 1, the coefficient of
determination of the estimation is about 60 peregwt a good number of variables are found to
be significant determinants of bilateral trade #oef WAMZ countries. Therefore, we interpret
only these significant coefficients. Our resultfenms of the signs of the traditional determinants
of trade, conforms to those found in the literat(see Longo and Sekkat, 2004; Musila, 2005;
Carrere, 2006; Jugurnath et al., 2007; Agboji, 2@08 Martinez-Zarzoso et al., 2009; among
others) even though they differ in magnitudes. Hhasticity coefficient of GDP for the
exporting country is about 0.9 implying that a Xgeat increase in the GDP of WAMZ countries
will on the average increase bilateral trade of WABbuntries by just about 0.9 percent. Again,
even though this elasticity coefficient is positiee found in the literature, it is less than
proportionate. This result implies that expandihg economic size of WAMZ countries is
required to promote bilateral trade of the regibime result does not differ when the effect of the
economic size of WAMZ trading partners in ECOWASasidered.

For distance, it met apriori expectation with aateg significant elasticity coefficient of about

1.6. This means that, on the average, a 1 peroergdse in bilateral distance between WAMZ
countries and their trading partners in the ECOWA&on will result into about 1.6 percent
decrease in trade. In other words, efforts at s&irgy the economic size of WAMZ countries
and reducing the cost of transporting goods from M¥Acountries to other countries in

ECOWAS will significantly increase intra-regionahde.

Other variables that were found to significantlfeef bilateral trade in WAMZ countries include
the sharing of a common border and common languagdlockedness of the trading partner,
economic policy and the level of political stalyilin the source or exporting country. Of course,

? Other countries in the ECOWAS region (i.e. Sidreane, Liberia, Guinea Bissau and Cape Verde) eeckided because of lack of sufficient
data as most of them faced problems of social tifses long period. However, we are confident thair exclusion will not significantly affect
the estimation results as these countries havevediasmall contributions to the region.
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sharing a common border and having a common largpegmote trade through the effect they
have on proximity and affinity of trading partnét.is not surprising therefore that they are
usually seen as major determinants of bilateradetran most trade literature including the
findings of this study. The landlocked coefficidat the partner country of about -0.78 implies
that the magnitude of bilateral trade in WAMZ caiet is reduced by about two times (2’9
relative to the absence of such feature. This camgdo expectations as it is more costly to trade
with landlocked countries than those open to tlae se

Like other studies (including Longo and Sekkat, 20@ur result has revealed that favorable
economic policy and political stability play impant roles in facilitating bilateral trade,
especially in Africa. Precisely, our result revethlat the presence of political stability in WAMZ
countries increases their bilateral trade overaale its normal level compared to the presence
of instability.

In the third column of Table 2, we present the ltefeun equation 3 above. The coefficients of all
the RTA dummies are significant. The coefficient infra-WAMZ export is negative. This
suggests that for the period 2005 to 2010, intraM¥Aexport has reduced beyond the normal
level despite the formation of WAMZ. In other wordaembers have reduced their export to
their fellow WAMZ members within the period of tletudy. In a similar fashion, since the
coefficient of extra-WAMZ export is also negativeg can infer that export from WAMZ
members to non-members within the ECOWAS regiondiss reduced over the scope of the
study. This is a case of export diversion. Howewgnce intra-WAMZ export has not also
increased despite this diversion, it suggests WAMZ members have been more outward
looking (i.e. away from fellow ECOWAS members) thiamvard looking in terms of export
trade. Table 1 below further reinforces our findiras it provides statistics on WAMZ member
country’s share of intra-ECOWAS export, import &othl trade for different period averages.
The table reveals that apart from Nigeria whichagtgmainly crude oil, other WAMZ members
contribute relatively little or insignificantly tantra-ECOWAS export. In fact, the shares of
Guinea and Gambia remain below 0.5 percent foettiiee period

To make our analysis holistic and prevent a cadesty generalization, we extend our analysis
to include the extent of import creation or diverseffect of WAMZ. The result as shown in the
fourth column of Table 2 further strengthens ousipon that WAMZ is an outward looking
RTA in the ECOWAS region. Both intra-WAMZ import @WAMZ import from non-WAMZ
are empirically shown to have reduced from 2002@40. In other words, there has been a
decrease in WAMZ members’ import from both fellovemmbers and non-members within the
ECOWAS region. This is a case of trade diversioe. (in terms of import). Again, Table 1
corroborates the estimated results. Summarily,amatysis reveals that WAMZ is both a trade
diverting and an outward looking RTA. This is indée clear evidence of the fact that WAMZ
member countries are not natural trading partners.

Also, the coefficient of the FORMDUM dummy in egiat 3 is significant and positive. The
implication of this is that there is a significatifference between trade before and after the
formation of WAMZ. In fact, the positive coefficieof FORDUM implies that bilateral trade
between WAMZ members reduced after the formatiothefRTA. Despite making provision for

% In fact, Nigeria’s main export in ECOWAS is crudi In terms of other export produce to the regitme country’s performance is not
significantly different from other WAMZ countries.
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the multilateral resistance effect, the result emlclusion of the study does not differ from when
such provision is not made. A comparison of Tabéan@ Appendix 1 reveals this evidence.

Table1: Percentage Share of ECOWAS Countriesin Intra-regional trade (1995 - 2010)

Country Periods BEN | BFA | CIV | GHA GMB | GIN | MLI | NER | NGA | SEN | TGO
1995-
2000 1.9 21| 347 4.2 0.( 0.8 61 445 36.2 6.7 B.3
2001-
2005 4.1 35| 30.8 4.3 0.( 0.4 19 2|5 36.9 7.9 7.7
Export 2006-
Share 2010 4.9 1.8] 28.1 6.5 0.( 0.8 1/8 310 39.6 3.5 5.6
1995-
2000 5.2 8.7 23.0 18.5 1.2 3p 12}4 4.5 9.8 8.7 4.5
2001-
2005 5.2 9.7 | 224 18.€ 0.8 2€| 12C 4.1 9.8 | 10. 3.8
Import 2006-
Share 2010 6.1 8.6| 24.4 20.5 0.7 14  13j0 4.0 12.7 7.6 14
1995-
2000 3.5 52| 29.2 11. 0.6 1.0 91 4.5 23.7 V.6 3.8
2001-
2005 4.€ 6.5 | 26.f 11.2 04 1t 6.€ 3.2 23.¢ 9.3 5.8
Sharein | 2006-
Total 2010 5.5 51| 26.3 13.4 0.3 0.J 713 35 26.4 8.1 3.5

Source: Authors’ Computation from UNCTADSTAT, 2011
Note: The ISO Codes have been used to name cauabiieve. Therefore, BEN — Benin, BFA — Burkina Fa8v — Cote D’lvoire, GHA —
Ghana, GMB — Gambia, GIN — Guinea, MLI — Mali, NERliger, NGA — Nigeria, SEN — Senegal, TGO - Togo
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Table 2: Regression Estimation Resultsfor Equation 1 and Equation 2.

Model 2with RTA dummies  Model 2with RTA dummies
Explanatory Equation 1 with basic (wherebilateral export isthe (wherebilateral import is
Variables gravity variablesonly dependent variable) the dependent variable)
GDP Sourc 0.90*** 0.90** 0.61+**
(9.02) (11.89) (7.48)
GDP Partner 0.38*** 0.48*** 0.67***
(3.77) (6.34) (8.29)
Common Language 1.07%* -0.37 -0.47
(3.24) (-0.87) (-0.99)
Bilateral Distance -1.63*** -1.21%** -1.23%*
(-5.29) (-4.28) (-3.89)
Common Border 0.74* 1.09%** 0.87*
(2.63) (2.71) (1.92)
Land Area Source 0.29* - -
1.72) - -
Land Area
Partner 0.60*** - -
(3.18) - -
Landlocked
Partne -0.78* - -
(-1.66) - -
Economic Policy Source 0.10%** 0.07*** 0.02
(0.30) (2.57) (0.64)
Economic Policy Partner 0.02 -0.01 0.08***
(0.82) (-0.19) (2.72)
Political Stability Source 0.13** 0.11 0.05
(1.96) (1.63) (0.73)
Political Stability Partne 0.11* 011 0.12*
.77 (1.61) (1.79)
Infrastructure Source 0.02 0.04 -0.17
(0.12) (0.34) (-1.29)
Infrastructure Partner 0.14 -0.11 0.07
(0.82) (-0.87) (0.54)
WAMZ Both - -2.01%+* --1.11*
(-3.57) (-1.89)
WAMZ Source - -2.77*** -1.27**
(-5.69) (-2.32)
WAMZ Partne - -1.36xx* -1.75%*
(-2.83) (-3.19)
Formation Dumm - 0.21*** 0.25***
R? 0.60 0.65 0.55
No. of observations 176( 176( 176(

Source: Authors’ Computation. Note: The z-statisfar the coefficients are in italics and brackelbly them. *, **, *** represent 10%, 5% and
1% levels of statistical significance respectively.
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4.0 Policy Implication and Conclusion

Evidently, a high level of intra-regional trade leen noted to be another important requisite for
a monetary and currency union to ultimately sucadts implementation phase. The reason for
this cannot be unconnected with the fact that swgions, given their peculiar nature, will
require a channel through which they can transfesitpe monetary externalities to their
members in a bid to stabilize their structure & évent of a shock. Consequently therefore, with
the use of a modified gravity model, we have attewhpo examine whether members will
benefit more from the formation of a currency unionWAMZ. We find that members of
WAMZ are not natural trading partners and theretmenot likely to benefit from the formation
of a common currency union.

We find that a number of factors including econofaictors, geographical factors and political
stability have the potentiality of influencing tHevel of bilateral trade in WAMZ. Also,
geographical factors like distance and landlockesnef some countries have been found to
inhibit trade. While this is not surprising congidg the insufficiency and dilapidating level of
infrastructure in the region (like cross borderdaad railway networks) and the presence of
red-tape barriers to trade especially in ports amothers, we are of the opinion that these
problems can be controlled. This can be done byigirmy certain dedicated routes and ports to
landlocked countries through their close neighlibed are opened to the sea and significantly
improving the level of infrastructure in the region

Just like recent events validate, perhaps them isther problem more inhibiting to growth in
ECOWAS and WAMZ in particular than political instéty. This is particularly evident in
WAMZ countries like Liberia and Sierra Leone andrenoecently Nigeria. In fact, there is
hardly any country in the region that has succdlgstvercome problems relating to the different
variants of political instability ranging from etien conflicts to terrorist attacks since
independence. It is not surprising therefore that cesult re-iterates the aforementioned.
Therefore, we recommend that more commitments firatakeholders are required to prevent
and offer prompt resolution of conflict and polgicinstability in the region. For WAMZ in
particular, a stable monetary union cannot be &ekigvithout political stability in the region.

The fact that WAMZ as a whole is not trade creataiges a high level of concern especially for
the viability of the preferential trade agreemértiis concern is further aggravated by the fact
that countries in the RTA appear to be more outwanking than inward. Therefore, we
recommend that caution should be exercised betogefdrmation of WAMZ to prevent a
monetary union crisis in West Africa in the neaufe.

3079



Economics Bulletin, 2012, Vol. 32 No. 4 pp. 3071-3081

References

Athukorala, P. (2012) “Asian Trade Flows: Trendatt€rns and Prospect3ipan and the World
Economy (forthcoming), doi:10.1016/j.japwor.2012.01.003 RIAOR 760.

Agbodji, A. (2008) “The Impact of Sub-regional Igtation on Bilateral Trade: The Case of
UEMOA” AERC Research Paper 186.

Baier, S. and J. Bergstrand (2004) “Economic Deitgants of Free Trade Agreemeniisurnal
of International Economics 64 (1), pp. 29— 63.

Baier, S. and J. Bergstrand (2007) “Do Free Tradee@ments Actually Increase Members’
International Trade?Journal of International Economics 71 (1), pp. 72-95.

Baltagi, D., P. Egger and M. Pfaffermayr (2003) Generalized Design For Bilateral Trade
Flow Models”Economics Letters 80, pp. 391-397.

Carrere, C. (2006) “Revisiting The Effects of RegibTrade Agreements on Trade Flows with
Proper Specification of The Gravity ModdEuropean Economic Review 50, pp. 223—
247.

Cassim, R. (2001) “The Determinants of Intra-Regldfrade in Southern Africa with Specific
References to South African and the Rest of theidRégDPRU Working Paper.
Development Policy Research Unit, University of Egmwn.

Coulibaly, S. (2009) “Evaluating the Trade Effedt @eveloping RTAs: A Semi-parametric
Approach”Journal of Economic Integration, 24(4), pp 709-743.

Debrun, X., P. Masson and C. Pattilo (2005) “Monetanion in West Africa: Who Might Gain,
Who Might Lose, and WhyThe Canadian Journal of Economics, 38(2), pp 454-481.
Ghosh, S. and S. Yamarik (2004) “Are Regional TmgdArrangements Trade Creating? An
Application of Extreme Bounds Analysigournal of International Economics 63, pp.

369 — 395.

Jayathilaka, R. and N. Keembiyahetti (2009) “AdeerSelection Effect for South Asian
Countries in FTA Formation: An Empirical Study dretDeterminants of FTA among the
Bilateral Trading PartnersSouth Asia Economic Journal 10 1, p. 1-30.

Jugurnath, B., M. Stewart and R. Brooks (2007) &ARacific Regional Trade Agreements: An

Empirical Study”Journal of Asian Economics 18, pp. 974-987.

Kepaptsoglou, K., M. Karlaftis and D. Tsamboula81@) “The Gravity Model Specification for
Modeling International Trade Flows and Free Tradgrekment Effects: A 10-Year
Review of Empirical StudiesThe Open Economics Journal 3, 1-13.

Longo, R. and K. Sekkat (2004) “Economic ObstatteExpanding Intra-African TradéNorld
Development 32 (8), pp. 1309-1321.

Magee, C. (2008) “New Measures of Trade Creatiod dmade Diversion”Journal of
International Economics 75, pp. 349 —362.

Martinez-Zarzoso, I., N. Felicitas and N. Horsew@2d09) “Are Regional Trading Agreements
Beneficial? Static and Dynamic Panel Gravity Motledorth American Journal of
Economics and Finance 20, pp. 46-65.

Musila J. (2005) “The Intensity of Trade Creatiamdalrade Diversion in COMESA, ECCAS
and ECOWAS: A Comparative Analysiddurnal of African Economics, 14(1): 117-41.

3080



Economics Bulletin, 2012, Vol. 32 No. 4 pp. 3071-3081

Appendix 1: Regression Estimation Resultsfor Equation 2 without Formation dummy.

Model 2 with RTA dummies Mode 2 with RTA dummies
Explanatory (wherebilateral export isthe (wherebilateral import isthe
Variables dependent variable) dependent variable)
GDP Sourc 0.92%** 0.64%*
(12.32) (7.92)
GDP Partner 0.50%** 0.71%**
(6.72) (8.78)
Common Language -0.35 -0.44
(0.83) (-0.94)
Bilateral Distance -1.22%* -1.25%*
(-4.36) (-3.98)
Common Border 1.07%+* 0.84*
(2.66) (1.86)
Land Area Sourc - -
Land Area
Partner - -
Landlocked
Partner - -
Economic Policy Source 0.09*** 0.01
(3.17) (0.62)
Economic Policy Partner 0.01 0.10%**
(0.37) (3.41)
Political Stability Sourc 0.0¢ 0.0z
(1.27) (0.32)
Political Stability Partner 0.08 0.09
(1.26) (1.36)
Infrastructure Sour« 0.04 -0.17
(0.34) (-1.28)
Infrastructure Partn -0.11 0.07
(-0.89) (0.54)
WAMZ Both -2.08%* --1.19*
(-3.70) (-1.89)
WAMZ Source -2.80*** -1.29**
(-5.76) (-2.36)
WAMZ Partner -1.40%** -1.78%**
(-2.88) (-3.26)
R? 0.6€ 0.5¢
No. of observations 1760 1760

Source: Authors’ Computation.
Note: The z-statistics for the coefficients aréatics and bracket below them. *, **, *** reprasel0%, 5% and 1% levels of statistical
significance respectively.
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