A Service of

[ ) [ J
(] [ )
J ﬂ Leibniz-Informationszentrum
° Wirtschaft
o Leibniz Information Centre
h for Economics

Make Your Publications Visible.

Hinz, Julian

Article — Published Version

The ties that bind: geopolitical motivations for economic

integration

Review of World Economics

Provided in Cooperation with:
Springer Nature

Suggested Citation: Hinz, Julian (2022) : The ties that bind: geopolitical motivations for economic
integration, Review of World Economics, ISSN 1610-2886, Springer, Berlin, Heidelberg, Vol. 159, Iss.

1, pp. 51-100,
https://doi.org/10.1007/510290-022-00461-6

This Version is available at:
https://hdl.handle.net/10419/305795

Standard-Nutzungsbedingungen:

Die Dokumente auf EconStor durfen zu eigenen wissenschaftlichen
Zwecken und zum Privatgebrauch gespeichert und kopiert werden.

Sie dirfen die Dokumente nicht fiir 6ffentliche oder kommerzielle
Zwecke vervielféltigen, 6ffentlich ausstellen, 6ffentlich zugénglich
machen, vertreiben oder anderweitig nutzen.

Sofern die Verfasser die Dokumente unter Open-Content-Lizenzen
(insbesondere CC-Lizenzen) zur Verfiigung gestellt haben sollten,
gelten abweichend von diesen Nutzungsbedingungen die in der dort
genannten Lizenz gewahrten Nutzungsrechte.

-. https://creativecommons.org/licenses/by/4.0/

WWW.ECONSTOR.EU

Terms of use:

Documents in EconStor may be saved and copied for your personal
and scholarly purposes.

You are not to copy documents for public or commercial purposes, to
exhibit the documents publicly, to make them publicly available on the
internet, or to distribute or otherwise use the documents in public.

If the documents have been made available under an Open Content
Licence (especially Creative Commons Licences), you may exercise
further usage rights as specified in the indicated licence.

Mitglied der

Leibniz-Gemeinschaft ;


https://www.econstor.eu/
https://www.zbw.eu/
http://www.zbw.eu/
https://doi.org/10.1007/s10290-022-00461-6%0A
https://hdl.handle.net/10419/305795
https://creativecommons.org/licenses/by/4.0/
https://www.econstor.eu/
https://www.leibniz-gemeinschaft.de/

Review of World Economics (2023) 159:51-100
https://doi.org/10.1007/510290-022-00461-6

ORIGINAL PAPER

™

Check for
updates

The ties that bind: geopolitical motivations for economic
integration

Julian Hinz'?

Accepted: 26 February 2022 / Published online: 27 June 2022
© The Author(s) 2022

Abstract

Economic determinants of economic integration agreements have received ample
attention in the economic literature. Political motivations for such agreements have
been mostly studied as functions of domestic politics or in the context of conflict.
In this paper the author suggests a different narrative. Economic integration may
be used as an instrument of foreign policy, where political considerations influence
the choice of contracting partners. He sketches a simple model that exhibits the pro-
posed mechanism in which a big country chooses between alternatives for integra-
tion in terms of economic and political welfare gains, while a small country is indif-
ferent between possible partners for integration. In the empirical part the author uses
a novel dataset on political events to test the predictions of the model and finds evi-
dence for the hypothesis that there is more to economic integration than “just trade”.
Geopolitical considerations play a determining role in the choice of the contracting
partner country and the depth of economic integration.
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1 Introduction

This connection between economic power and global influence explains why
the United States is placing economics at the heart of our own foreign policy. [
call it economic statecraft.

— former Secretary of State Hillary Clinton, Nov. 2012

Since the end of the Cold War the geography of economic integration agreements
(EIA) is rapidly evolving. Bilateral and multilateral EIAs' have seen a massive boost
in numbers since the early 1990’s, before the Brexit vote signaled a possible momen-
tum towards disintegration. While part of the reason for regional and supra-regional
trade agreements is grounded in obvious economic benefits, often there appears to
be more than “just trade” as incentive. The connection between bilateral political
relations and economic integration between partnering countries can be profound,
as probably best exemplified by the arguably deepest and most advanced agreement,
the European Union. For some country pairs, political motivations may even domi-
nate trade gains altogether, defying the usual logic for how deep a trade agreement
should be: Why e.g. has the US deeper agreements in the Middle East than with
East Asian countries? Figure 1 underlines the intuition by showing the number of
bilateral relations a country has with an underlying EIA. Aside from the highly inte-
grated European continent, the Middle East in particular appears to be not only a
politically volatile region, but also a hotbed of EIAs. Figures 2a and b display the
changing nature of country pairs that form EIAs. Since the early 1960’s the average
distance and ratio of GDPs between countries in active EIAs is growing and acceler-
ating since the 1990’s.

This paper aims to address the question of how trade policy, in the form of sign-
ing a new or deepening of an existing EIA, is influenced by political considerations,
and more specifically, why countries negotiate and sign agreements with little eco-
nomic benefits. Aside from traditional trade gains, bilateral trade policy in the form
of EIAs appears to follow a pattern in which larger countries form such agreements
with smaller, but potentially geopolitically important countries.’

As such, the paper is related to an extensive literature on the determinants and
effects of economic integration. Limao (2016) provides comprehensive overviews
of the literature on economic and non-economic determinants of preferential trade
agreements—as well as their impact on trade. In Limdo (2007) he provides the
benchmark model on non-traditional determinants of economic integration that
incorporates a generic non-trade issue into bilateral trade negotiations and identifies
the implications on multilateral trade liberalization. I will build on this model to pro-
vide a theoretical intuition for the proposed mechanisms at play.

Baier and Bergstrand (2004) and Baier et al. (2014) provide analyses of economic
determinants of free trade agreements. In Baier and Bergstrand (2007) they quantify

! Here defined as including any customs union, partial or full free trade agreement.
2 Incidentally, the motivation behind Brexit also appears to be grounded in a political rationale, despite
yielding large economic costs (Sampson, 2017).
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Fig.2 The average ratio of the GDP (a) and the average distance (b) between two countries in an active
EIA is increasing over time

the effect of free trade agreements on trade flows, taking into account potential
endogeneity issues of selection into EIAs. Vicard (2009) shows that countries tend
to follow different paths of economic integration that he finds, somewhat surpris-
ingly, to exhibit similar trade impacts. Aichele et al. (2014) contribute to the debate
on the economic and political effects of the Transatlantic Trade and Investment
Partnership (TTIP) between the European Union and the United States. They esti-
mate the impact of economic integration across the North Atlantic on gross trade,
trade in value-added and welfare in a structural gravity framework similar in spirit
to Caliendo and Parro (2015). This current paper deviates from these prior works
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54 J.Hinz

by analyzing the impact of the depth of integration, hence moving away from the
traditional binary coding of bilateral agreements. Maggi (2014) and Freund and
Ornelas (2010) provide comprehensive overviews of the more recent developments
since Baldwin and Venables (1995) and draw the frontiers in this field: According to
Freund and Ornelas “participation in any [trade agreement] is a political decision,”
warranting future research.

Previous work has established links between EIAs and conflict, capturing one
facet of political motivations. Martin et al. (2008), in their aptly named paper “Make
Trade Not War”, show that the onset of war greatly diminishes the value of traded
goods, therefore implying that strong trading relations create higher opportunity
costs for war, in turn minimizing the probability of conflict. In Martin et al. (2012)
they then go on to show that this effect can be institutionalized by forming a trade
agreement within a certain time window after a conflict. Vicard (2012) finds that
deep economic integration between countries significantly reduces their probability
of conflict, while shallow agreements do not. Other papers study the link between
trade and politics in a broader sense. Glick and Taylor (2010) estimate the impact of
the two world wars on trade and other economic indicators, using a gravity model
approach similar to mine. Umana Dajud (2013) studies the impact of political prox-
imity on trade flows, finding that countries ruled by governments that are similar in
terms of their position on the left/right spectrum and degree of authoritarianism/
libertarianism, have a greater exchange of goods. Lederman and Ozden (2007) show
how US geopolitical interests, as expressed through political alliances, are played
out against preferential access to the US market. Berger et al. (2013) reveal another
aspect of the mixing of political and commercial interests by showing how CIA
interventions lead to an increase in US imports by the affected country.

Naturally, the interaction between trade policy and foreign policy has also been
studied from the perspective of political science. Waltz (1999) and Nye (1988, 2011)
portray the thinking in the two most prominent schools of thought in this respect:
the school of realism and that of (neo)liberalism. Others have established the link
between domestic politics and trade agreements: Mansfield et al. (2002) show that
trade agreements generate information that help leaders “show their constituents
their achievements” during their time in power. Liu and Ornelas (2014) find further
evidence for this hypothesis, showing that trade agreements can serve as a commit-
ment device for the purpose of stabilizing a democratic regime (Maggi 2014). This
resonates also with results from Mansfield et al. (2000), who demonstrate common
characteristics of signatories of trade agreements: Democracies set trade barriers
reciprocally at lower levels than autocracies.

This paper contributes to the literature by seeking to demonstrate the impact of
political motivations for EIAs. Building on a modified version of the model intro-
duced by Limao (2007), I show how in a stylized framework a big country may
weigh alternative motivations for integration—of economic or political nature—
while a smaller country may be indifferent between possible partner countries at
the same time. I test these predictions with proxies for economic and political moti-
vations for integration. The economic motivation is proxied by non-realized trade
gains from bilateral economic integration computed using general equilibrium coun-
terfactuals from a gravity framework. In the gravity setup I introduce an index of
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depth of integration that improves upon the customary estimation with a dummy
variable, allowing for heterogeneity of effects. The political motivation is proxied by
two new indices to describe the state of political relations between two countries—
bilateral political importance and mood—harnessing the powers of the GDELT
dataset on political events. I find evidence for the hypothesis that there is more to
economic integration than “just trade”. Specifically, geopolitical considerations play
a determining role in the choice of the contracting partner country and the depth of
economic integration. Traditional trade gains and political considerations are substi-
tutes for the choice of the partner country and depth of integration. This can explain,
e.g., why the United States has formed deeper economic integration agreements
with some geopolitically relevant countries in the Middle East, than with some eco-
nomically relevant countries in East Asia.

The paper is structured as follows. In Sect. 2 I sketch a model that displays the
mechanism through which countries choose their contracting partner for an EIA—
allowing for economic and political motivations. In Sect. 3 I introduce an index of
depth of economic integration, estimate the elasticity of trade to this depth and sub-
sequently calculate the trade gains of existing and hypothetical EIAs between coun-
tries. In Sect. 4 T construct two new indices that quantify bilateral political relations:
the mood and importance. Finally in Sect. 5 I bring both empirical components
together and estimate the effect of political motivations as a determinant of trade
policy. Section 6 concludes.

2 Theoretical model

The stylized model broadly follows Limado (2007). Aside from the initial setup
and notation, it is particularly similar in the way the non-trade motivation for eco-
nomic integration is modeled: A small country produces a public good with a pos-
itive externality for a big country, which may lead the latter to grant preferential
access to its market to the former. The present model diverges from Limao (2007)
in two important aspects, however. It is a one shot game that ignores enforcement
constraints and its purpose is to demonstrate different outcomes contingent on ini-
tial parameters through comparative statics. The game takes place in a situation in
which each country is potentially signing an economic integration agreement with
one other country, weighing the alternatives. Hence, in the present model, there
exists no multilateral trade policy.

Furthermore, the basic setting consists of three traded goods, indexed i, and as
many countries, indexed j, with two big countries, E and P, and one small country,
S. The two big countries—defined by their larger endowment with private goods—
differ in that one, E, has an economically-focused population, while the other, P, a
politically-aware population. Next to a public good G there exist different kinds of
private goods: A non-traded good n, and three traded goods, lowercase e, p, and s.

@ Springer



56 J.Hinz

For simplicity, each of the countries has a population of the size L and the two big
countries are symmetric in economic size.® Each individual in the two big countries
is endowed with one unit of each traded good i € {e, p}, while in the small country
each individual is endowed with only one traded good i € {s}. The non-traded good
is produced with labor and constant returns, with the marginal product normalized
to 1.

2.1 The consumer

Each consumer in j € {E, P, S} has preferences over the consumption of the non-
traded good ¢}, the traded goods cfl and a public good G. Each individual’s utility is
written as

Ul =cl + ) u(c) + ¥ (G, GY)
whereas the subutility function for the public good is
¥ (G, GV) = ¥ (¥(G) + @W(GY)) with 4ol >0,

¥ is the weight placed on the public good G and global spillovers occur if o is
non-zero, both of which are country specific. A high o/ signals a high sensitivity
towards the public good produced abroad. ¥ and u are assumed to meet the Inada
conditions. G can be interpreted as public expenditures to address policy issues with
global spillovers, such as the fight against terrorism, for security against piracy, but
also, like in Lim&o (2007) for environmental or labor standards.

The individual’s income y consists of a wage w, net taxes equal to a per capita
lump-sum transfer of the government’s tariff revenue » minus a tax used to finance
public good g, and her value of endowments with goods i € {e, p, s}, so that

)J=m/+(rf—g7)+2pf

For given prices, taxes, income and level of G, the individual chooses the quantities
of the private goods i € {e, p, s} she consumes to maximize her utility subject to the
budget constraint

&+ Dl <

Given the assumptions on the utility, the budget constraint is satisfied with equality,
thus individual demand is

3 This assumption is not necessary for the results below. As long as E is sufficiently larger than S (in the
sense that it retains most bargaining power), while being sufficiently similar in size compared to P (in the
sense of having similar bargaining power in negotiations) the derived predictions remain the same.
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d(p)) = @)1
for each of the traded goods. The individual’s indirect utility is then
W/L=y +¥(G.GY)+ Y V()

where the last term represents consumer surplus.

As in Limao (2007), I am interested in the case in which there is an underprovi-
sion of the public good G in the small country from the point of view of the politi-
cally-aware country. I follow Limao’s assumptions on consumers in the small coun-
try and take the extreme case where the population in S places no weight (45 = 0)
on the provision of the public good and receives no utility from traded goods. As
Limao (2007) shows, this “trick” circumvents any possible trade diversion effects
and puts the focus on the non-economic motivation. Consumers in S only value the
non-traded good. The indirect utility for individuals in the small country is therefore
equal to income y. Furthermore, I assume that while consumers in E and P place the
same weight on the provision of the domestic public good so that A¥ = AP, while
consumers in E do not care about the provision of the public good in other countries,
so that a” = 0.* Hence, the indirect utility for individuals in E is equal to the value
of the traded and non-traded goods, and the provision of G by the domestic govern-
ment. This is the distinctive difference between the two big countries, which are oth-
erwise indistinguishable.

2.2 The government

The government sets the trade policy and chooses G to maximize domestic aggre-
gate welfare. The public good is produced using ng units of labor in a linear produc-
tion function

G =bi
8

The population L is assumed to be sufficiently large so that the non-traded good is
always produced in equilibrium, fixing the wage at unity. Then the cost of produc-
ing a given level G/ is simply li, The tariff revenue is distributed to consumers as a
lump-sum transfer and hence government revenue comes exclusively from taxes g/,
so that the government budget constraint is

G =bLg

4 This is obviously an extreme case, but it nicely demonstrates the underlying mechanism. The results
hold for any o < a”.
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58 J.Hinz

The government therefore chooses ¢/ to fund the production of /. The government
also decides on the tariffs on imported traded goods, Tl] 3

2.3 Trade pattern and objective functions

As the two big countries E and P have the same endowments of each traded good,
differences in the u’l and therefore in the respective demand determine the trade pat-
tern of i € {e, p}. Similar to Limao (2007), for simplicity and without loss of gener-
ality, I assume that country E has a stronger preference for good e, and country P for
good p. Hence, country E imports good e from P and vice versa. The small country
derives no utility from these goods and therefore exports its endowment of good
i € {5} in its entirety, without importing any of the other two goods. This implies
that the small country does not set any tariff, so that in case of economic integra-
tion it cannot offer any reduction of tariffs.® Thus, all the small country can offer to
a big country is the provision of the public good. In return, lower tariffs from a big
country increase the price that the small country receives for its exports of i € {s}.
Figure 3 illustrates the trade pattern.

Prices p’ are therefore determined through net imports M’ summing to zero, so
that

MEGE) + MEGE — ) =0
E( P _ P P/ Py _
M (p, —7)+M,(p,) =0
MEPEY + MPPY+ M5 =0
Net imports are given by Mf = <df<pi) - 1>L for j € {E,P} and Mf = —L. The

objective functions in terms of the policy variables for the three governments are
then

Wi(gzfe) = Llw =g +7(p{ () =0) + (1 =0(p] (7)) = 7)) ()
for the small country, while for the economically-minded being
WE(gE TE TP TE> =L - (W -gf+ AE‘P(bELgE))
+ Mzl M (P (7)) 7, @

+Ln" +L-pE(E)+n5)+L- (pp(‘r;>+775>

and finally for the politically-aware country

5 Under the above assumptions these are specific to the trade partner, as S is only endowed with i € {s},
so that each country imports a respective good from only one partner country.

% As motivated by Limo (2007), small countries’ tariffs usually are not a central component of EIA’s
with big countries. Following Ethier (1998), trade liberalization by smaller countries usually takes the
form of unilateral trade liberalization.
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WP<gP g8, TE T[I: TP) =L- (w—gP+AP‘~P(bPLgP)

o PP (W LGF) + a" PR (K LgS))
d+Mfrf+MP< ( )) 3)
+ L + L~ (p; ()

+7’]5)+L'(p;<f5>+1’]£)

v is the share of exports from S to £ (and hence 1 — y the share to P) and nf = vi( pi (r{ > )

the consumer surplus from good i in country j. Similar to Limao (2007), for the small
country the objective function, Eq. (1), consists of aggregate wages Lw, the production
cost for the provision of the public good LgS as well as the export revenue by destination
E and P. For the economically-focused country the objective function, Eq. (2), consists
of aggregate wages, productions costs for the public good, and the utility from the
domestic public good AE‘I’(bELgE ) as well as tariff revenue on net imports (second
row) and the aggregate surplus from goods i € {e, p, s} (third row). The objective func-
tion in the politically-aware country, Eq. (3), is analogous to the one in the economically-
focused one, with the addition of the terms a” A"W (&/Lg') Vj € {E, S} that represent the
sensitivity to public goods produced abroad.

2.4 Comparative statics: integrating for economic or political reasons

The situation is the following. Each country can enter an EIA with one of the other
countries. Hence there are three possible scenarios of integration: P with E, P with
S and E with S. Assume that the differences in demand are sufficiently large such
that lower trade barriers are always Pareto improving. Given the asymmetries of the
countries and following Limao (2007), the two big countries possess all the bargain-
ing power in negotiations with the small country, while they have equal bargaining
power in bilateral negotiations.

The non-cooperative Nash outcome is given by a solution {rJ ,g3) ie. all 1mport
tariffs by good and country and the level of provision of the pubhc good in S.” The
solution is found by maximizing Egs. (1), (2) and (3) taking the other countries’ pol-
icies as given. Analogous to the maximization problem in Limao (2007) this yields

= _ jv.=E _ =P _ E _ P. S _
iclen) = arg max { W}; T.=T, =p,=p; & =0.

“)
The respective ?f depend on the utility functions uf and represent the upper bound
tariff. The import tariffs on good s are both equal to the price of s in both countries:
As S does not value the good, both big countries increase their tariff until it equals
the price, thereby fully extracting and sharing the surplus. At the same time, S does
not value the public good and hence provides none of it.

7" As consumers in both big countries value the domestic production of the public good it is always pro-
vided in these countries.
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Fig. 3 Direction of exports of
the non-numeraire goods

In this situation, multiple scenarios would yield welfare improvements for

at least one of the countries. E would benefit from lower tariffs in P, i.e. for

5’ < 7'; P would benefit from lower tariffs in E, i.e. for T "< T ; S would ben-

efit from lower tariffs in P and E, i.e. for r’ < ’l‘] and P Would beneﬁt from higher

production of the public good in S, i.e. gs’ > g% = 0. Setting enforcement issues

aside, all three countries now consider which other country to integrate with. An
agreement only comes to fruition when both parties agree.

I first consider the options for the economically-focused country: As described
above, an integration with § offers no welfare improvement to E, as S does not
import anything from E and E only values the domestically produced public good
gE . The country hence offers the exact same deal as before, such that Tf’ = ?f.
On the other hand, integrating with P through reciprocally lower bilateral import
tariffs yields improvements in welfare for E. The government of E will hence only
form an agreement with P, as it is the only option that is welfare improving under
the assumptions given. Tariffs in this situation are defined by

{Tf’(ff),’[;’(f;)} =argmax,5’ff{WE(rf, T;,.) : W‘P(TE,T;:,.) .
s wh(ef =t =20 o

e’p P

The politically-aware country considers two options: Integration with S offers wel-
fare improvements through the production of the public good in S, whereas integra-
tion with E yields welfare improvements through reciprocally lower tariffs. Tariffs in
the latter situation are—analogously to above—given by:

{Tf’(f)ﬂf’(f}f)} =argmax,5qrf{WP<Tf Ty > WE< £ ;,.> ;
s wh(ef =t = et.)) “

The former situation, integration of P with S is similar to the solution described by
Limé&o (2007) in detail:
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{"(2]). 8" (7)) } =argmax . {W"(cF,2),.) © Wo(g%,2),.)

N s N

>Wi (g8 =0,7" =" )} @
Here, P benefits from an increase in g up until the constraint binds, which is at the
point where S is indifferent to the prev10us 31tuat10n of 7_ P and g% = 0. By way of Eq.
(1) the solution is therefore at g% (r )= (r - ‘L'P )/L, where the per caplta revenue
of §’s exports to P is equal to the tax requlred to fund the provision of g5.

The alternatives for the small country are simple: As both big countries have all
bargaining power, they both offer a “take it or leave it” contract to the small country.
From the point of view of a consumer in S, then, the welfare implications of the two
alternatives are exactly the same, as both offer no welfare improvement. Hence the
government of § is indifferent between both potential partners.

In the end, it all comes down to the politically-aware country: P can improve
its welfare by either integrating with E and reaping further utility through the con-
sumption of imported traded goods, i.e. an economic motivation. Alternatively, P
can integrate with S and improve its aggregate welfare by deriving utility from the
provision of g%, i.e. a political motivation, produced by the smaller country although
S itself does not gain any utility from it. Which of the two options prevails can be
deduced from comparing the new welfare achieved by either integrating with P or S.
Let a tilde describe the difference of a variable after P integrating with either S or
E, so e.g. WP = WP'S — WP'E being the difference in the welfare outcome for P after
integrating with either S or E, or the difference of a function evaluated for the two
situations, i.e. ‘P( ) = PP — W (xE).

In case W > 0, integrating with S leads to higher welfare for P than integrating
with E, and vice-versa. Using Egs. (3) and (7) and rearranging yields

W = o2 (BB + P(HPLEE) ) + 17 + Y @®)

where the first terms, a” A" (¥ ( (5LE) + ‘P(bEL§5 )) describe the difference in the

changes in the production of the pubhc good produced abroad, i.e. in S and E after
integration. T” = APP(BPLZ") — ¥ denote the difference in the changes in the
domestic  production of the public good in P itself, and
YP = (]\N/If?f - MPScP 4 A~/1515>/L +PL + P+, +17, +1, the differences in the
changes of the usual economic terms, i.e. tariff revenue and aggregate surplus.® As P
indirectly funds S’s provision of its public good in case of integration, a large param-
eter a’—a high sensitivity towards the public good produced abroad—ceteris pari-
bus may dominate the welfare comparison. To put it in other words, a sufficiently
large a can potentially lead to a larger change in welfare from economically inte-
grating with the small country than the change in welfare from reciprocally lower
trade barriers by integrating with the other big country.

8 Depending on the specification of ¥ and u an integration with either country may lead to changes in
all prices, and hence net imports, tariff revenue, domestic public good provision and aggregate surplus.
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2.5 Reduced form predictions of the model
The reduced form predictions of this stylized model are therefore twofold:

Prediction 1 Countries may pursue economic integration with the aim of the provi-
sion of a public good by the partner country, weighing economic against non-eco-
nomic benefits. Either this geopolitical or economic motivation is a necessary, but
neither is a sufficient condition for integration.

Prediction 2 The degree to which countries pursue economic integration with a geo-
political motivation is constraint by their bargaining power. A “big” country may
do so, while a “small” country—due to its limited bargaining power—is indiffer-
ent between integrating with a selection of comparably big countries. This does
not mean the small country is passive in the negotiations, it is merely indifferent
between alternatives.

I test these predictions in Sect. 5, using proxies for economic and political moti-
vations that I describe in more detail in the following.

3 Depth and trade gains of economic integration

In order to analyze the effect of political motivations for economic integration, I first
estimate the trade gains brought about by the agreement, which are unquestionably
a primary determinant. More specifically, I compute non-realized trade gains as a
proxy for the economic motivation to integrate with a partner country. I do this with
the help of a structural gravity framework.

The existence of a trade agreement, whether in a form of a full-fledged FTA or a
mere bilateral agreement on minor tariff reductions, has traditionally appeared as a
dummy variable in most gravity equations. However, this might leave out important
information about the depth of an agreement and therefore the effect on trade flows
between two countries. I account for this heterogeneity by constructing an index of
depth for 306 unique agreements.’

3.1 Depth of economic integration agreements

The main characteristics of the design of an EIA are its depth, scope and flexibility (Bac-
cini et al., 2015). Deep EIAs, as understood in the economic literature, exhibit far-reach-
ing regulatory provisions that go beyond a mere decrease or abolition of tariffs. The inclu-
sion of further rules, e.g. on government procurement, services and intellectual property
describe a wider scope. Flexibility describes the mechanisms and circumstances under
which countries may break these provisions without voiding the entire agreement.
Breaking down these features of EIAs into one index is obviously a difficult task. The
multidimensionality of the information on each agreement will be lost to a certain degree.

° Not counting an additional 44 accessions to existing agreements.
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Kohl et al. (2016) propose an aggregate “index of trade agreement heterogeneity” by
counting the number of areas covered by the agreement and dividing by all areas that are
available in the data. In order to account for the distinction between depth and scope, 1
refine this index by weighting by legal enforceability of the provisions. Horn et al. (2010)
and Orefice and Rocha (2014), upon whose data the index is primarily built, code agree-
ments by area with 2 for legally enforceable provision, 1 for non-enforceable provision
and O for no provision at all.'’ T follow this notion and give legally enforceable provisions
twice the weight as non-enforceable ones, implicitly forming the assumption that legal
enforceability is increasing the depth of an EIA.!! The index of depth of integration then
reads

Zp 1 p.odt
2 - number of areas

dodt

where I, ,,, is an indicator for whether a provision p is in force between two coun-
tries o and d at time ¢.!> The indicator variable is set to 1 if the agreement includes
provisions in the respective area, to 2 if these provisions are also legally enforceable,
and to O otherwise.

EIAs can be bilateral or multilateral and additionally often allow for accessions of
further countries. I treat agreements between multiple countries as a “web of bilateral”
treaties. Agreements between the EU and a third country are therefore treated exactly
the same as individual agreements of each EU member state with this third country.
Accessions are also treated as bilateral treaties, however only between existing coun-
tries and the newly acceding country. Additionally, new member states “inherit” old
agreements between the trading bloc and non-member trade agreement partners.'® As
some country pairs have signed more than one agreement over time which all remain in
effect while covering different issues, the overall depth of integration d between coun-
tries is therefore at least as big as any one depth of the separate agreements. The index
is based on an updated and extended version of the accompanying database included in
the Word Trade Report 2011'* and the dataset provided alongside Kohl et al. (2016).
I further extend the data to account for entries to and exits from agreements allowing
the introduction of a proper time dimension.'> The index is constructed for all years
between 1950 and 2010.

10" See appendix Table 5 for a description of the areas of provision as defined in Horn et al. (2010).

1" Although the choice of the weight for legal enforceability is of course somewhat arbitrary, the econo-
metric results of the estimation of the gravity equation do not vary significantly with different weighting.
12 Note that deviating from the model in Sect. 2, in the following the origin country of a trade flow or
bilateral agreement is denoted o, while the destination country is d.

13 An example illustrates the differences: The initial EU treaty, the treaty of Rome (1958), is considered
as a multitude of agreements between Belgium, France, (West) Germany, Italy, Luxembourg, and the
Netherlands. The enlargement of 1973 with the accession of the UK and Denmark is considered as bilat-
eral treaties between each of the then EU-members and each of the new member states. A FTA between
the EU and Switzerland also went in effect on 01/01/1973, and this treaty was immediately “inherited”
by the UK and Denmark, and is considered as bilateral agreements between them, although they never
took part in the negotiations beforehand.

14 Originally Horn et al. (2010) and updated by Orefice and Rocha (2014).

15 See the appendix for further information. The full dataset is available on https:/julianhinz.com/resea
rch/eia_dataset/.
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According to the index, the three deepest agreements are the European Union (1),
NAFTA (0.77) and the EU-Turkey customs union and association agreement (0.76).
Figure 4a shows the distribution of depths of EIAs in 2000, capturing a total of 5236
unique bilateral relations with EIA, out of approximately 40.000 bilateral country
pair relations. The mean depth is 0.534.!° Figure 4b shows the evolution of depth
between Germany and France from 1950 to 2006. After the initial step of economic
integration through the European Coal and Steel Community, successive waves of
integration are reflected in the increase of the index of depth of integration. This
variation from the time dimension will be used below to estimate the elasticity of
trade to the depth of integration between two countries.

3.2 Estimating trade gains with gravity

In order to compute the trade gains of an EIA, I turn to a standard structural gravity
framework, similar to the one used by Crozet and Hinz (2016) and Anderson et al.
(2018). The framework allows for a straightforward quantification of trade flows in
the presence (and absence) of trade barriers, reflecting general equilibrium effects
of changes in trade costs. I describe the technical details of the approach in Appen-
dix B and provide a short intuition in the following paragraphs.

The central idea is to proxy the trade gains from a change in depth of bilateral
integration for the origin country o with destination country d at time ¢ from a depth
of d,; to d(’) ., by the relative change in country o’s fotal exports, i.e. its production
and hence income, such that

X, (d
Trade i (8, ) = 2] ®

Zk;ea KXokt (dodt)

where X, is the trade flow between the two countries o and d at time ¢.!” Let this
flow be described by a structural gravity structure as in Head and Mayer (2014), so
that

Yot E dt

odt = Q_m : q)—dt *Todt (10)

where Y,, = Y, X, is the exporter-specific value of production in o at time 7, i.e. all
exports, and E;, = ) X, is the importer-specific value of expenditure in d time ¢,
i.e. all imports.  , and @, are the so-called outward and inward multilateral resist-
ance terms, which are defined as

E Y,
41 ‘t
Q, = Z D “Toer and @y = Z Q “Tedr
ted ¢t teo "7t

16 Further descriptive statistics are presented in Fig. 9 in Appendix C.
17 Note that trade flows between two countries o and k are also affected by a change in depth of integra-
tion between o and d due to general equilibrium effects.
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Fig.4 Histogram of depths of EIAs in 2006 (a) and variation of depth between Germany and France
over time (b)

Trade costs 7, are assumed to be dependent on the depth of integration and other
natural or policy-induced trade barriers, such that

Tadt = exXp (pdodt + rlvodt) . (1 1)

p is the elasticity of trade to the depth of integration d,, between countries o and d
at time ¢, as defined above. The elasticity is assumed to be constant across country
pairs and over time, which allows me to exploit the depth’s variation over time and
country pairs to obtain an estimate for the parameter. v, is a vector of additional
standard trade barriers, such as distance, common language, etc., and # the vector of
respective elasticities.

The structure of this simple yet powerful model allows me to quantify general
equilibrium counterfactual trade flows between all countries conditional on any d!
and hence compute trade gains with respect to any particular depth of any hypo-
thetical agreement between any two countries. All necessary components can be
estimated by relying only on bilateral trade flows as well as the specified trade cost
components.

Specifically, I estimate Eq. (10) with a Pseudo-Poisson Maximum Likelihood
procedure by regressing bilateral flows between country o and d at time ¢ on the
index of depth of integration, and origin X time, destination X time, as well as an
origin X destination fixed effects to capture all time-invariant bilateral trade barriers,
such that:!®

Xodt = eXp (Eot + ®dt + ¢od + pdodt) + €odr (12)

18 Country-pair fixed effects also capture unobserved factors following Baier and Bergstrand (2007),
accounting for possible omitted variables and simultaneity biases.
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The estimated coefficient p, i.e. the elasticity of trade with respect to the depth of
integration, in combination with the estimated fixed effects allow me to back out all
components of Eq. (10).!” Trade data and a number of time-varying standard grav-
ity controls, in this case the incidence of conflict, a hegemony-colony relationship
and common membership in a monetary union, are sourced from the CEPII gravity
dataset (Head et al., 2010).

Table 1 reports the estimated coefficients for the PPML estimator in columns (1)
and (2), and an OLS estimator—without zero flows—in columns (3) and (4). The
models in columns (1) and (3) estimate the elasticity of trade with respect to the
depth index described above, columns (2) and (4) report the elasticity with respect to
the more customary binary indicator for an EIA for the purpose of comparison with
prior works. The preferred specification in column (1) yields a p = 0.321, imply-
ing an increase in bilateral trade between origin and destination country of about
exp(0.321) s 1 — 1 = 37% for a full-depth EIA.? The comparable OLS estimate
in column (3) yields 0.77—significantly higher, as often the case with OLS versus
PPML (Head and Mayer, 2014). The results using a binary indicator yield 0.173 and
0.502, respectively. This translates into average effects of EIAs on trade of between
19 and 65 %, similar to those found in the related literature.?!

Having estimated all necessary components of Eq. (10), I can now compute the
non-realized trade gains for the hypothetical bilateral integration of any country pair,
i.e. the foregone increase in exports by not having signed a full-depth agreement yet.
In line with the model in Sect. 2, where increased exports through lower trade costs
improve welfare through higher income, I will use these non-realized trade gains to
proxy the economic motivation for integration. Specifically, these non-realized trade
gains are computed as

Trade gams = Trade gamsod,<d =d,,, d; = )

_ Zk#o Xﬂkl(d:)dt = 1)

-1
Zk;éo Xokt

where all H(,d, denotes the actual current depth of integration, and )?jk,(d; a= l) are
elements of the counterfactual trade matrix resulting from a depth of integration
between countries o and d being d’ b =L

Table 2a, b and c display the top 10 of bilateral trade relations for the United States in

2006 in terms of currently realized trade gains, i.e. Trade gains,,, <d0d, =0,d,, = dodt ),

hypothetical trade gains for a full-depth integration, or
Trade gainsod,(dodt =0,d,, = 1), and  non-realized trade  gains, ie.

19 For the purpose of comparability to previous studies, I also estimate a log-linearized version, namely
logX,, =E8,+0,+d¢,,+pd,,; + ¢, for the identification of p. The fixed effects estimated with this
linear estimator cannot directly be used for the quantification exercise, however, as Fally (2015) shows
PPML fixed effects to be unique in their interpretation as indices of inward and outward multilateral
resistances.

20 The partial equilibrium impact of a shallower agreement can be computed as exp(p - ad )-1

21 Compare e.g. Martin et al. (2012) (p = 0.311) or Baier and Bergstrand (2007) (p = 0.68).
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Trade gainsod,(dadt = EO,,I, d,,= 1). The ranking and magnitude of realized, full-

depth and non-realized trade gains is very sensible. At the same time, the rankings
display the curious choices of US trade policy. Canada and Mexico rank high in both
rankings of realized and full-depth trade gains (ranked 1st and 2nd in Table 2a as well
as in Table 2b) and can be considered natural partners for EIAs, with clear economic
justification. Other top rankings of realized trade gains are more unusual: Australia,
Singapore, Chile and Israel are comparatively small economies and far away. Neither
of them shows up in the top 10 of full-depth trade gains (Singapore is ranked 11th,
Australia 13th, Israel 27th and Chile 32nd). In fact, in 2006 the United States had EIAs
with only two countries ranked in the top 10 of full-depth trade gains (Mexico and
Canada), while top-ranked economies like Japan, China and Germany did not enjoy
trade at preferential terms.?

In the following I use these non-realized trade gains as a proxy for economic
motivations to form EIAs with the respective partner country. As described above,
were only these economic motivations at play when policymakers decide to pursue
economic integration, the ranking of non-realized trade gains would amount to a list
of “low-hanging fruit”. One after another, countries would sign new or deepen exist-
ing agreements based on the highest expected trade gains. As this appears not to be
the case in the real world, I now explore ways to quantify political motivations.

4 Quantification of political motivation

Having obtained estimates for trade gains as the economic motivation behind form-
ing an EIA, I now proceed to constructing the hypothesized second motivation for
such agreement: a political motivation. Quantifying political motivations behind
the formation of EIAs is a daunting task. Although often an acknowledged aspect
in economic transactions of various kinds, finding a proper proxy is marred by the
qualitative nature of political exchanges.

In the recent literature a popular way to describe bilateral political relations has
been to equate it to an aligned foreign policy, proxied by the similarity of voting pat-
terns in the UN General Assembly with data from Voeten and Merdzanovic (2009).
The idea implicitly invokes the “my enemy’s enemy is my friend” rationale. Rose
(2007) equates political interest to the geopolitical importance of the bilateral part-
ner for a domestic country and finds the number of embassy staff as an interest-
ing proxy. Umana Dajud (2013) measures political proximity of countries along two
axis, the political left/right and authoritarianism/libertarianism, using data from the
Manifesto Project (Volkens et al., 2013) on the agenda of political parties in elec-
tions and from the Polity IV project (Marshall and Jaggers, 2002), respectively.

22 For some time, before the onset of the Presidency of Donald Trump, this appeared to have the poten-
tial to change: the United States was in negotiations to form the so-called “Trans-Pacific Partnership” and
“Transatlantic Trade and Investment Partnership” that would have seen six further countries in the top 10
of full-depth trade gains with EIAs with the United States. These countries are Japan, Germany, United
Kingdom, South Korea, the Netherlands, and France.
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Table 1 Gravity regression Dependent variable:

Exports;;, log(Exports;;,)

Y] 2 3) C)]
Depth index 0.32]%:%* -0 0.770%** -0

(0.083) (0.104)
RTA Dummy - 0.173%* -0 0.5027%:%*

(0.083) (0.065)

Estimator PPML PPML OLS OLS
Observations 1,112,930 1,112,930 709,573 709,573
(Pseudo-) R? 0.98 0.98 0.85 0.85

Notes: All regression include exporter X date, importer X date and
exporter X importer fixed effects. Coefficients for control variables
are suppressed. Robust standard errors in parentheses are clustered
by exporter, importer and year. Significance levels: *: p 0.1; **: p
0.05; #**: p 0.01

I proceed differently in this paper and follow Pollins (1989) and Desbordes and
Vicard (2009) in constructing quantitative measures of bilateral political relations
with event data. For this I rely on data from the “Global Database of Events, Lan-
guage, and Tone” ((Leetaru and Schrodt, 2013), GDELT). Almost all of the proxies
for political relations described above are not directional,? i.e. the measures yield the
same value for a country pair from o to d and d to o. This may not be an issue when
interested in how similar certain policies or points of view from two countries are,
it does matter however when interested in how important the countries are for one
another. The GDELT dataset allows me to compute such a directional measure. The
vast dataset of more than 300 million events since 1979 offers an unsurprisingly very
noisy, but incredibly rich view on political events in virtually all countries. The data,
which is open source and freely available, is collected via software-read and coded
news reports from a variety of international news agencies. Its wealth of data has
excited much of the empirical political science for enabling a true testing of political
theories,”* but to the best of my knowledge has not yet been used in the economic
literature.

Next to the date and link to source articles from major news agencies, each
event is geo-, actor-, and verb-coded following the CAMEQ taxonomy (Gerner
et al., 2002).> Verb- and actor-coding yields categorical descriptions of actions
and participants by nationality and broad profession/affiliation. As an example, the
event “Sudanese students and police fought in the Egyptian capital” is identified as
“SUDEDU fought COP” and geo-tagged to Cairo, Egypt. This allows the extrac-
tion of information about people (of potentially different countries) involved.
Additionally the geolocation can be exploited to verify the “directionality”. Based

23 The exception is the embassy staff count used by Rose (2007).

24 See Gleditsch et al. (2014) for a discussion.

25 Note that each event is only listed once, irrespective the number of articles about the event. The num-
ber of publications reporting on the event, however, is an indicator about the veracity of the information.

@ Springer



The ties that bind: geopolitical motivations for economic. .. 69

Table2 Top 10 trade gains for USA in 2006 by type

(a) Realized trade gains in percent

Destination Realized Full-depth Non-realized Depth index
1 Canada 6.09 6.68 0.56 0.92
2 Mexico 3.80 4.17 0.36 0.92
3 Australia 0.55 0.63 0.08 0.88
4 Singapore 0.48 0.69 0.21 0.73
5 Chile 0.14 0.17 0.02 0.88
6 Israel 0.14 0.24 0.10 0.62
7 Morocco 0.03 0.03 0.01 0.85
8 Vietnam 0.02 0.04 0.02 0.46
9 Bahrain 0.01 0.02 0.01 0.69
10 Jordan 0.01 0.02 0.02 0.38

(b) Full-depth trade gains in percent

Destination Realized Full-depth Non-realized Depth index
1 Canada 6.09 6.68 0.56 0.92
2 Mexico 3.80 4.17 0.36 0.92
3 Japan 0.00 2.26 2.26 0.00
4 China 0.00 2.01 2.01 0.00
5 Germany 0.00 1.44 1.44 0.00
6 United Kingdom 0.00 1.43 143 0.00
7 South Korea 0.00 1.34 1.34 0.00
8 Netherlands 0.00 0.97 0.97 0.00
9 Taiwan 0.00 0.92 0.92 0.00
10 France 0.00 0.91 0.91 0.00

(c) Non-realized trade gains in percent

Destination Realized Full-depth Non-realized Depth index
1 Japan 0.00 2.26 2.26 0.00
2 China 0.00 2.01 2.01 0.00
3 Germany 0.00 1.44 1.44 0.00
4 United Kingdom 0.00 1.43 1.43 0.00
5 South Korea 0.00 1.34 1.34 0.00
6 Netherlands 0.00 0.97 0.97 0.00
7 Taiwan 0.00 0.92 0.92 0.00
8 France 0.00 0.91 0.91 0.00
9 Belgium 0.00 0.68 0.68 0.00
10 Brazil 0.00 0.60 0.60 0.00
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on the respective verb, each event is classified by the GDELT database into one of
the four categories of “material cooperation”, “verbal cooperation”, “verbal con-
flict” or “material conflict”. Using the information on the date, location, nationali-
ties of actors involved and these four categories, I construct two indices describing
the status of the political relationship between two countries: the “mood” and the
“importance”.

While the dataset offers daily (and daily updated) information, I aggregate by
year, as to reflect to the rather long-term nature of political relationships. While
an aggregation to monthly, weekly or even daily data would be possible, it were to
exhibit a much higher variance and deteriorate in its purpose of portraying general
trends.?® T also restrict the data to international events, where the two actor vari-
ables reflect people or entities from two different countries.?” Furthermore, I exclude
events that fall below a certain threshold of the number of newspaper articles they
are mentioned in.?® In order to ensure the indicators to be representative to a certain
degree, I further exclude all country-pair-year observations that fall below a thresh-
old of 10 events. The final dataset comprises 7107095 events. See Tables 6 and 7
in Appendix Sect. D for more detail on the aggregation technique and descriptive
statistics.

The mood of the political relations between countries o and d (and vice versa) is
defined as

Mood,;, =Mood,,,,

cp cp 1 (y,cp cp 1 of of of f
(Modt + Mdot) + 5 (Vodt + Vdot) - 3 (Vodt + Vdot) - <M0dt + Mdol)

cp p cp cp cf of <f cf
(Madz + Mdot) + (Vodz + Vdot) + (Vodz + Vdoz) + (Modt + Mdot)

where M{C)Zt is the count of events in a year ¢ initiated in country o towards country d
that fall into the category “material cooperation”. V" | VZZZ and M(?; , hence are those
counts of “verbal cooperation”, “verbal conflict” or “material conflict” respectively,
with the analogous definition for events in d towards 0.2’ The latter two terms are
given negative weights, while the former two are given positive weights, and assum-
ing verbal exchanges to be of less consequence with a weight of one third, the index

then describes the mood of political relations on the [—1, 1] interval.® The choice of

26 Other uses of this data greatly benefit from this detail, such as e.g. Yonamine (2013), who forecasts
violence in Afghani districts using GDELT.

27 A similar index and aggregation could also be used to measure internal mood and importance of
countries.

28 Only those events that are mentioned at least as much as the median of any event that took place in the
country in a respective month.

2 An earlier version of the index was directional, in the sense that only events taking place in country
o with respect to country d where counted for Mood,;, and only those in country d with respect to o in
Mood,,,, so that Mood,, # Mood,,,. I thank Vincent Vicard for the comment and discussion on this
issue.

30 Using ratios of the number of category occurrences avoids the “mean” and “sum” pitfalls of event
data. See Yonamine (2011) and Lowe (2012) for a discussion.

odt
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using % as the weight for “verbal” events is chosen for the equal length of intervals
between categories.’!

Figure 5 shows the evolution of the mood index for the country pairs Israel and
Palestine, as well as Israel and USA, with the global median as a benchmark. The
grey-shaded area denotes the interval between the 10th and 90th percentiles. The
level and variation of the bilateral moods appears sensible. For the pair of Israel
and Palestine, vividly shows historical episodes of improving and deteriorating
relations: the first Intifada (1987-1993), the Oslo Peace Process up to Camp David
(1993-2000), and the second Intifada (2000-2005). Almost throughout the entire
observed time period the bilateral mood ranks the country pair in the least friendly
10 percentile of global relations.

However, the mood of political relations is not all that counts: Relations between
countries can be generally positive or negative, but practically irrelevant for one
another anyway. I therefore construct a directional index of importance of country
d to country o

MP +V? + v+ MY

_ odt odt odt odt
Importance,, = S M7V v+ M7
k" ikt ikt ikt ikt

The index reflects the share of events, regardless of the four categories, that took place
in country o in year ¢ that involved country d. Figure 6 reports the evolution of the
importance index again for the country pairs Israel-Palestine and Israel-USA, as well
as the global median and the 10th and 90th percentiles as a benchmark. As expected,
except for USA - Israel relations, all levels of bilateral importance of these “special”
country pairs are in the top 10 percentile of global bilateral relationships throughout
the observed time period. The respective bilateral importances, however, do not nec-
essarily closely follow one another, yet again the data series exhibits a variation and
different levels that reflect historical episodes of political relations: Israel appears to
be more important to Palestine than vice versa, particularly since the end of the second
Intifada, while the indices peak in unison in times of strained political relations.

The two indices offer greater detail into the nature of the bilateral relation between
countries than previous measures. In fact, “mood” and “importance” explain about 94
% of the variation of aforementioned Voeten and Merdzanovic (2009)’s UNGA simi-
larity index, while being (in part) directional and differentiating between two aspects of
relations.*

In the context of this present study the two indices reveal interesting patterns with
respect to the formation of EIAs. Figure 7a shows the evolution of the mean mood
of a country pair that is about to sign an EIA with one another at time ¢ = 0 (solid
line) compared to other countries (dashed line). The mean mood is significantly better
towards the partner country than towards other countries in the time prior to the agree-
ment, but insignificantly different in the time afterwards. When differentiating between
a bigger country and a smaller country—in terms of GDP—at the time the respective

31 Different weighting, as long as the ranking is preserved, does not significantly alter the econometric
results.

32 See Table 7 in Appendix D for the comparison.
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Fig. 5 Evolution of the bilateral Mood between Israel, Palestine and USA

country forms an EIA, the importance figure however shows a particularly interesting
pattern. Here the picture is heterogeneous for the evolution of the mean of the impor-
tance indices for the big towards the small country in Fig. 7b and the small towards the
big country in Fig. 7c. Apart from the different levels of importance of a small country
for a big country and vice versa, the evolution is different. It appears as though small
countries with which a big country is about to form an EIA at a time ¢t = 0 are much
more important than other small countries. This is different for the inverse case: For
small countries there is very little difference between different bigger countries in their
respective importance, whether they will be a partner in a future EIA or not. Overall,
the data suggests a story in which a larger country could be interested to form an agree-
ment with those smaller countries that are politically more important, while for smaller
countries this is not the case. This also gives further plausibility for the assumptions of
the model in Sect. 2, which gave a big country political interests in small countries, yet
not the vice versa.

5 Political and economic motivations for economic integration

With quantitative proxies for both economic and political motivations at hand, I can
proceed to address the main question of this paper: How is trade policy influenced by
foreign policy objectives and why do countries form agreements with little trade gains?
Who do countries sign economic integration agreements with?

I first look at the determinants of the choice of the contracting partner when coun-
tries form a new or deepen an existing EIA. As suggested by Prediction 1 in the stylized
model in Sect. 2, political motivations may be a key driver of economic integration. I
then explore possible heterogeneities between smaller and bigger countries—as sug-
gested by Prediction 2.
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Fig. 6 Evolution of the bilateral Importance between Israel, Palestine and USA

5.1 Benchmarkregression

As developed above, were policymakers only motivated by economic incentives, trade
gains alone should be able to explain the choice of the partner country when forming
EIAs. Armed with proxies for economic motivations and hypothesized political moti-
vations, I estimate the probability of forming an EIA with any given country at time
t + 1by regressing the following equation:

Pr(d,;,,; > 0ld,;, = 0) = a + g, Importance,,;, + f,Mood,,

NR
odt

+ p,Importance,,;, X Trade gains

+ p;Trade gains

NR (13)
odt

i NR
+ fsMood,;, X Trade gains ; + €,

The dependent variable is the probability that at a time ¢ 4+ 1 when o does form an
EIA, it does so with country d, i.e. that in time ¢ + 1 the depth of integration between
o and d, d g, is greater than 0, given that it was 0 before. The independent variables
are the importance of d for country o at time ¢, the mood between o and d at time ¢
and the non-realized trade gains o has by not having full-depth integration with d at
time 7. The interaction terms capture whether the two possible motivations are alter-
natives or complements. Next to Eq. (13), I also estimate a similar equation with the
change in depths of integration, such that
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Fig. 7 Evolution of the mean of Mood (a) and Importance (¢ and d) of bilateral relations of big and
small countries in future agreement with an EIA partner country and non-partner countries around trade
deal at r = 0. Gray-shaded area represent the 95% confidence interval

. NR
d,; 1 —d,y, = « + fyImportance,;, + p,Mood,,;, + f;Trade gains

+ p,Importance,;, X Trade gainsg (14)

+ fsMood,,;, X Trade gainsi}j + €,y
The equation is equivalent to the previous one with the exception that also changes
in depth are taken into account, i.e. the deepening of existing integration agree-

ments. In both regressions, f, and f, capture the effect of bilateral political impor-
tance and mood, which are expected to be positive. f; is also expected to be positive,
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Table 3 Probability of EIA formation and change of depth

Pr(d ;.41 > 0ld,q, = 0) oy —dog,
@ @) 3 (C)) 5 (6)
Importance,,, 0.327%** 3.416%** 0.817%* 0.139%**  0.027** 0.390%**
(0.097) (0.834) (0.331) (0.027) (0.011) (0.065)
Mood,,, 0.0247#* 0.696%** 0.037%** 0.006* 0.005%* 0.010%*
0.011) 0.272) (0.012) (0.003) (0.002) (0.003)
Trade gains’(:’g 0.666%*** 6.797%** 1.417%%% 0.201%**  0.281%%* 0.427%#%*
(0.210) (1.767) (0.481) (0.058) 0.117) (0.121)
Importance,;, —2.278%**  — 17.26%% - 7.348%**  —(.525%*% — (.747** —2.249%%*
X Trade gainsﬁ’{ﬁ (0.619) (7.176) (1.639) (0.003) (0.297) (0.544)
Mood,,;, 0.183 1.293 —0.638 0.106 - 0411 —0.033
X Trade gainsﬁ’d’i (0.642) (5.744) 0.961) (0.129) 0.311) (0.173)
Estimator LPM Probit v OLS OLS v
Sample new EIAs new EIAs  new EIAs new + existing new +
existing existing
Fixed effects ot, dt ot, dt ot, dt ot, dt ot, dt ot, dt
Sample size 15,168 15,168 15,168 39,801 10,539 39,801
R? 0.60 - 0.59 0.45 0.878 0.45

Notes: Robust standard errors in parentheses are clustered by country X year. Estimates in column (2) are
bias-corrected using the analytical correction proposed by Hinz et al. (2020). Significance levels: *: p <
0.1, **: p <0.05, ***: p <0.01

while the signs of the coefficients on the interactions of political motivations and
economic motivations, f, and fis, could go either way. I estimate Eq. (13) in a linear
probability model with an OLS estimator following Wooldridge (2012) and a fixed
effects Probit estimator following Hinz et al. (2020). I include country X year fixed
effects in all specifications. Standard errors are clustered at the country-year level.

Table 3 columns (1) and (2) report the coefficients for the estimation of Eq.
(13). With both estimators, OLS and Probit, the importance and mood variables, as
well as trade gains have the expected positive sign and are highly significant. The
interaction of the importance index with the trade gains measure has a significant
negative coefficient, pointing to the two motivations as substitutes. The coefficient
for the interaction of the mood variable with trade gains is insignificant in both
specifications.®

Table 3 column (4) reports the coefficients for the estimation of Eq. (14) where
the change in depth is the dependent variable. The overall picture is confirmed. A
concern could be that the results are driven by the initial formations of EIAs and less
so by the deepening of existing ones. In column (5) I report the results for only these

33 In terms of effect size, a one standard deviation increase in importance leads to a 1.9% higher likeli-
hood of forming an economic integration agreement, for trade gains the equivalent increase leads to a
3.4% higher likelihood.
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cases of deepened EIAs. While the coefficients for importance drops by an order of
magnitude, it remains positive and significant. All other estimated coefficients are
similar to those in the other specifications and remain statistically significant.

The previous specifications, however, do not address the potential endogeneity of
political relations to (negotiations for) economic integration—the importance meas-
ure in particular comes to mind. I address this concern by following an instrumental
variable strategy that is inspired by the literature on the identification of peer effects
on individuals’ economic outcomes. Bramoullé et al. (2009) show that certain net-
work structures of social networks of individuals can be used for the identification.
As countries’ bilateral political relations can easily be thought of as a social network
among countries, [ adapt to the current setting one of these proposed network struc-
tures: Friends of friends, that are not friends themselves, i.e. a network with intran-
sitive triads (Bramoullé et al., 2009). At the same time, it is highly unlikely that
negotiations between two countries systematically affect bilateral political relations
of the two affected countries with all other countries. I therefore instrument country
d’s importance to a country o by aggregating all other countries’ k\{o,d} impor-
tances towards d, weighted by country o’s importance towards k\{o,d}, such that
Zk\ {od) (Importanceokt . Importancekd,). Given a matrix of importances between all
countries A and a zero diagonal, the bilateral Importance,,,, is instrumented with the
respective odt element in the matrix product AA. Figure 8 shows a strong correla-
tion between the importance measure and the instrument. The results for the first
stage are displayed in Table 8 in Appendix E. The F-statistic on the instruments are
well above the customary threshold of 10 for strong instruments. Columns (3) and
(6) of Table 3 report the coefficients for the IV estimation, confirming the previous
results.

Overall, the results provide evidence for Prediction 1 from the model presented
in Sect. 2. Next to anticipated trade gains, bilateral importance and mood appear to
play a significant role in the choice of the contracting partner country.

5.2 Heterogeneity in motivations

As laid out by Prediction 2, the model predicts a heterogeneity in the motivations
for economic integration, depending on whether a country is a “senior’” or “junior”
partner in the agreement. Figure 7 gave a first hint that these “average” results may
shield important heterogeneity in the motivations. As suggested, bigger countries
might sign EIAs with smaller countries for political purposes. To test this propo-
sition, I dichotomize the sample by size of GDP at the time of the formation of
the agreement, so as to have a big and small country as the two countries pursu-
ing economic integration. I then re-estimate slight modifications of Eqs. 13 and 14
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Instrument for Importance

1e-02

1e-04

0.100

Importance

Fig. 8 Importance measure versus instrument for importance

and include proxies for political and economic motivations from both countries. The
regression for the probability to form a new agreement then yields

NR

+ 73Mood,,;, + 7, Trade gains

+ ysTrade gainsgﬁ

+ y¢Importance,;, X Trade gainsoN;j
+ y;Mood,;, X Trade gainsfj
NR

+ yglmportance,,, X Trade gains

+ y9Mood,,,, X Trade gainsgg + €,

Pr(d,; .41 > 0ld,;, = 0) = a + y,Importance,,, + y,Importance,,,

5)

where the variables and coefficients have the equivalent interpretations as above.
The difference here is that o is a bigger country, d a smaller country, so that now all
variables subscripted dot denote those for the smaller partner country. Again I also
estimate a corresponding equation for a change in depths of integration, so that Eq.

(14) here becomes
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d;,., —d;, = a+yImportance,, + y,Importance,,

ij
+ y3Mood,;, + y,Trade gainsfig
+ ysTrade gainsgolj

NR

+ yeImportance,,;, X Trade gains _, (16)

NR

+ y;Mood,;, X Trade gains_,

+ ygImportance;,, X Trade gainsﬁ

+ yoMood,,, X Trade gainsyﬁ + €,q

The interpretation of the variables and coefficients is equivalent to those of Eq. (15)
above. In the current context, when dichotomizing the sample, the importance of the
small country for the bigger country, i.e. Importance,, is expected to have a posi-
tive effect, while that of the big country for the smaller country, i.e. Importance,,,,
less so. As before, all regressions include fixed effects for origin and destination
country by year to account for unobservables. Standard errors are clustered at the
country year level.

Table 4 shows the results for a number of different samples and specifications
of Egs. (15) and (16). The coefficients for the benchmark estimation in column (1)
show the expected signs: The more important a small country is for the big country
and the greater the trade gains, the greater the probability to form an EIA in the
following year. The importance of the big country for the small country is positive
and significant as well, while much less so in magnitude compared to the inverse
relationship. Bilateral mood is insignificant. In column (2) I re-implement the IV
strategy from the previous section. The results are largely confirmed.** In order to
test whether anticipation effects of an impending agreement could drive the results,
column (3) reports the coefficient when re-estimating Eq. (15) with 10-year lagged
variables.*® While the coefficients for importance and its interaction with trade gains
are markedly smaller, the overall story remains.

Columns (4)—(6) of show Table 4 the analogous results for the estimation of Eq.
(16), i.e. the change in depth as the dependent variable. Overall, while in some cases
different in magnitude, the point estimates are similar to the ones of estimating the
probability of forming a new agreement, so that the overall narrative is confirmed.
The results support the notion put forward by Prediction 2: “Big” countries may
have alternative motivations for economic integration, weighing trade gains and
political motivations. Small countries, on the other hand, appear to be largely indif-
ferent between choices of potential contracting partners.

5.3 Robustness checks

In order to ensure that these results are not spuriously driven by some countries with
“special” relationships, the specificities of the new political indicators of importance

3 See the Table 9 in Appendix E for the first stage regression.
35 No economic integration agreement comes to mind, whose negotiations stretched over a decade.
Shorter lags produce similar results.
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Table 4 Heterogeneity

Pr(d g1 > 0ld,q, = 0) oirsr = doa,
(O] 1-7(2) 3 (C)) (5) (6)
Importance,,, 0.596* 3.101%* 0.198* 0.111 0.917 0.116%**
(0.255) (1.241) (0.109) (0.092) (0.724) (0.043)
Importance,,, 0.130* —0.126 0.018 —0.060%* —-0.029 —0.029%*
(0.059) (0.395) (0.043) (0.032) (0.209) 0.11)
Mood —0.005 0.007 0.007 0.003 0.007 —0.005
0.011) 0.010 (0.007) (0.007) (0.006) (0.005)
Trade gains’X 3.975%*%* 1.799 —0.094 3.531%** 2.645%* 0.013
(1.193) (1.471) (0.369) (1.021) (1.077) (0.096)
Trade gains)< 0.038 0.003 -0.033 0.013 0.012 -0.010
(0.031) 0.041) (0.026) (0.016) (0.025) (0.008)
Importance, —24.32%¥*  —48.68%**  —7.551* — 16.14%%% 2] 88*** 5 859%**
x Trade gains’x  (6.626) (13.476) (4.090) (4.323) (7.787) (2.134)
Importance,,, —0.021 —0.001 0.351* 0.055 —0.089 —0.243
X Trade gainsf};’f (0.145) (0.452) (0.138) (0.079) (0.306) 0.179)
Mood 3.681 5.544%* 9.926%** 0.689 1.379 3.507%%*
X Trade gains"X ~ (2.940) (3.030) (1.883) (2.021) (2.239) (1.243)
Mood 0.070 0.038 0.140%* 0.026 0.010 0.079
X Trade gainsh®  (0.074) 0.074) (0.060) (0.048) (0.053) (0.067)
Estimator LPM v LPM-lag LPM v LPM-lag
Sample New EIAs New EIAs New EIAs  New + New + New +
existing existing existing
Fixed effects ot, dt ot, dt ot, dt ot, dt ot, dt ot, dt
Sample size 8,501 8,501 5,594 8,500 8,500 4,776
R? 0.79 0.77 0.78 0.79 0.91 0.45

Notes: Robust standard errors in parentheses are clustered by country X year. Estimates in columns (3)
and (6) include 10-years lagged variables. Significance levels: *: p <0.1, **: p <0.05, ***: p <0.01

and mood, or that results actually reflect the impact of other geographic and political
variables, I now conduct a number of robustness checks.

It could be that both trade gains and political relations—importance in par-
ticular—are merely reflecting deeper geographic, cultural or historic connections
between countries. In Table 10 in Appendix E I therefore add standard gravity con-
trol variables—contiguity, common language, colonial history, past conflict and
the log of bilateral distances—as additional control variables. Columns (1) and (3)
correspond to the specifications of Table 3 columns (1) and (4), i.e. the benchmark
specifications for the determinants of the formation and deepening of bilateral inte-
gration. Columns (2) and (4) correspond to the extension that explores the hetero-
geneity between small and big countries, i.e. those reported in Table 4 columns (1)
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and (4). All variables of interest retain the expected signs and magnitudes vary only
slightly. The coefficients on the included gravity covariates themselves are in line
with previous results from Martin et al. (2012), who also find that a common colo-
nial history and recent previous conflict tend to decrease the probability for coun-
tries to enter a new agreement.

Of concern could also be that the results are singularly driven by the European
Union, whose declared political goal is an “ever closer union” (EU European
Council 1983). In Table 11 in Appendix E I conduct a number of experiments
with relevant subsamples. Columns (1) and (4) report the benchmark specifica-
tions when removing all connections to and from current EU countries. The coef-
ficients on all variables of interest keep their expected sign, and remain at similar
levels and statistically significant. In columns (2) and (5) I replicate the exercise
with a sample restricted to only intra EU relationships. While overall the results
appear to hold, one possibly interesting point to raise is that instead of a highly
significant importance measure, the bilateral mood appears to be of particular
relevance for EU integration.

A last concern could be that above results are spuriously driven by the new indi-
cators for political relations introduced in this paper. I therefore perform the same
regression with Voeten and Merdzanovic (2009)’s often-used indicator on the simi-
larity of UN General Assembly votes by the two countries. Columns (3) and (6) of
Table 11 report the results. I again find a positive and significant impact of political
relations and a significant negative coefficient on its interaction with trade gains.

The outcomes of these robustness checks underline the overall validity of the
results: As postulated by Prediction 1, political considerations appear to be a major
determinant of economic integration. Complementary to Martin et al. (2012)’s
results, previous conflict is only one of several potential avenues for politics to
shape economic integration. General political considerations, captured by the bilat-
eral importance of countries, is another. On top of that, Prediction 2 asserts that
there may be substantial heterogeneity between countries in terms of their ability
to pursue economic integration for political purposes. The empirical results support
this notion: Bigger countries, as measured by GDP, appear to weigh the alternatives
of political and economic motivations, while for smaller countries political impor-
tance and mood with regard to the bigger country is less determining.

6 Conclusion

Economic determinants of economic integration agreements have received ample
attention in the economic literature, while political motivations for such agreements
have not received as much focus. However, observing the evolution of the geography
of EIAs over the past decades, it becomes apparent that there is more to trade policy
than “just trade”. While recent research establishes a connection between trade pol-
icy and a reduction of conflict, this paper suggests a different narrative: trade policy,
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in the form of EIAs, is used as an instrument of foreign policy. Smaller, but politi-
cally important countries are likelier to integrate economically with a bigger country
than their economic attractiveness warrants.

Building on previous work by Limao (2007) on non-traditional determinants for
preferential trade agreements, I sketch a model that exhibits the mechanism in which
political considerations are alternatives to economic benefits from economic inte-
gration. The model puts forward two testable reduced form predictions: (1) political
motivations may matter in the choice of the contracting partner country; and (2),
under the given assumptions, “big” countries may weigh economic gains against
political motivations from integration, while smaller countries remain indifferent to
the partner country’s motivations.

I test these propositions on the choices of partners in EIAs by estimating trade
gains of hypothetical EIAs as a function of their depth and introducing two new
indicators for political relations between countries. I construct an index of depth of
integration that allows for heterogeneity of different stages of economic integration
and estimate the elasticity of trade to this depth of integration in a gravity frame-
work. I then compute non-realized trade gains of hypothetical deeper integration
between any given country pair as a proxy for the economic motivations to integrate
further.

Aside from the theoretical and empirical results, the developed proxies for bilat-
eral political relations, “importance” and “mood”, are the main contributions of
this paper. As the qualitative nature of political relations is notoriously difficult to
quantify, I turn to the vast political event dataset provided by GDELT (Leetaru and
Schrodt, 2013) that has so far not been used in the literature in empirical econom-
ics. From the dataset I extract political events with participants of different countries
and derive directional indicators for the “importance” of and “mood” between coun-
tries. These two indices are then used to proxy political motivations for economic
integration.

Finally I estimate the impact of the two hypothesized determinants on the prob-
ability of forming a new agreement and on changes to the depth of integration. As
suggested by the model, political considerations are an important predictor for the
choice of partnering countries for economic integration. This effect is not homoge-
neous though: The political importance of a smaller country—as measured in terms
of GDP—for a bigger country is more decisive than vice versa. Furthermore, eco-
nomic and political motivations for economic integration are shown to be alterna-
tives rather than complements.

Appendix A
Data on economic integration agreements

See Table 5.
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Table 5 Description of provisions as in World Trade Organization (2011)

FTA Industrial Tariff liberalization on industrial goods; elimination of non tariff measures

FTA Agriculture Tariff liberalization on agriculture goods; elimination of non-tariff measures

Customs Provision of information; publication on the Internet of new laws and regulations;
training

Export Taxes Elimination of export taxes

SPS Affirmation of rights and obligations under the WTO Agreement on SPS; harmoni-

zation of SPS measures

TBT Affirmation of rights and obligations under WTO Agreement on TBT; provision of
information; harmonization of regulations; mutual recognition agreements

STE Establishment or maintenance of an independent competition authority; nondis-

crimination regarding production and marketing condition; provision of informa-
tion; affirmation of Art XVII GATT provision

AD Retention of Antidumping rights and obligations under the WTO Agreement (Art.
VI GATT).

CVM Retention of Countervailing measures rights and obligations under the WTO
Agreement (Art VI GATT)

State Aid Assessment of anticompetitive behaviour; annual reporting on the value and distri-

bution of state aid given; provision of information

Public Procurement Progressive liberalisation; national treatment and/or non-discrimination princi-
ple; publication of laws and regulations on the Internet; specification of public
procurement regime

TRIMs Provisions concerning requirements for local content and export performance of
FDI

GATS Liberalisation of trade in services

TRIPs Harmonisation of standards; enforcement; national treatment, most-favoured nation
treatment

Appendix B

General equilibrium trade flow counterfactuals

General equilibrium counterfactual trade flows for any setting of d; 4, can be com-
puted as

. v (a ) E,d,)
X (dl )= AOI odt - odt ‘L/; (d/ ) (17)
MG, () dy(dy,)

where all terms of the structural gravity equation from Eq. (10) are updated to
reflect the new trade cost matrix. The computation of the separate terms takes sepa-
rate steps that are iteratively repeated until convergence, similar to the procedure
described by Anderson et al. (2018). Following Crozet and Hinz (2016), current
pseudo-production and expenditure figures can be retrieved from the estimated fixed
effects as
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?acturrenl — Z exp <‘éat + élt + d;()l + ﬁdalt> and analogously
Ied
EGe = Z exp <Ezz +0,+ ¢+ ﬁdldz>

leo

while current outward and inward multilateral resistance terms can be constructed as

Geurrent = Z exp ((:)l, + ¢+ ﬁdolt) and
led
(ADlejrrem - Z exp (Eh +dy+ pdygy).
leo
Assume now an Armington-type microfoundation to the structural gravity equation
as in Anderson et al. (2018) (and originally from (Anderson, 1979)), such that Eq.
(17) becomes
Yﬂl(dlodt) Edl(d,odt) Po(d l-o
A , \l-0 , \1-o odt( odt) :
HO[ (dodt) Pdf (dadt)
Dropping (d; dt) for clarity of the exposition, the respective multilateral resistance

terms under the new global trade cost matrix t, can be determined via a contraction
mapping algorithm, i.e. iteratively solving the following system of matrix equations

}A(adt (dz/adt) =

ql-o _ ¢ (F po—1

- =i (& o)

pl-c _ ;{T( X fjo—1

Pl =i (Y, @),

where flt"“ and f’t““ are vectors of outward and inward multilateral resistances.
144 —Tand pP? —1are vectors of their elementwise inverses, ® denotes the elementwise
product, and E, and Y, are the vectors of expenditures and sales in all destinations
and origins, respectively.® Changes in the sales and expenditures of exporters and

importers due to the new trade costs are computed using a first-order factory-gate
price adjustment

4 1
I-o 1’—‘1 I-o
A A ()t A A dt
Yo[ — Ycurrent . _ and Ed[ — E;urrent . _
ot [current 1 [current
ot dt

where o is the elasticity of substitution, which in accordance with the related litera-
ture is set to o = 5 (Head and Mayer, 2014).

Iterating over the last two sets of equations yields the new general equilibrium
trade flows for t,.

3 Alternatively, Anderson et al. (2018) show that the PPML estimator yields correct multilateral resist-
ance terms with observed trade flows and counterfactual trade costs.
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Appendix C
Descriptive statistics for economic data
See Fig. 9.
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Fig. 9 Evolution over time of a the total number of bilateral EIA connections, b the mean depth of inte-
gration in bilateral EIA connections, ¢ the number of countries with at least one EIA connection, d the
mean number of country pairs covered by an EIA for a country that has at least one such agreement,
except for connections with current EU member countries
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Appendix D
Descriptive statistics for political sata

As Ulfelder (2013) and Masad (2013) illustrate, machine-coded event data is very
rich, but prone to noise, numerous biases, e.g. “media fatigue” (Gerner and Schrodt,
1998), and errors due to imperfect algorithms. Yonamine (2011) provides a good
overview on how to overcome these issues and gives advice on aggregation meth-
ods. For the present paper, I use the so-called GDELT backfiles, as opposed to the
much smaller and ready-made GDELT subset available. See Leetaru and Schrodt
(2013) for a detailed description of the data. I exclude all intra-state events and use
only those that are “root events”. Further, I use the median number of articles per
event for by month and country pair as a threshold and only include those events
with higher or equal number of articles (Tables 6, 7).
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Tabl.e 7 Comparis.on of mood Dependent variable:
and importance with voeten and
Merdzanovic (2009)’s UNGA agree2un agree3un
voting similarity index
()] (@)
Mean ( Importance,,, Importance,; ) 0.088%*** 0.276%**
(0.014) (0.013)
Mood,;, /2 + 0.5 € [0,1] 1.361%%* 1.274%%%
(0.001) (0.001)
Observations 165,106 165,152
R? 0.936 0.940

Note: *: p < 0.1; #*: p < 0.05; ***: p < 0.01

Appendix E

Additional estimation results

See Tables 8, 9, 10, and 11.

Table 8 First stage regressions
for IV estimations: decision

First stage regressions:

Importance,;,  Importance!™"

i NR
x Trade gains

Instr

Importance,

Mood,;,

i NR
Trade gains,

NR
odt

Instr

Importance, ),

X Trade gains
Y
Mood,;, x Trade gains_,

Country X Year FE
Observations

R2

Adjusted R?
Partial R?

F-Statistic on Instrument

1.358%**% — 3.259%
(0.058) (1.602)
— 0.009%** 0.033
(0.001) (0.029)
0.003*%#%* 0.109%#%%*
(0.001) (0.017)
— 0.012%** 0.723%%%
(0.002) (0.109)

— 0.003%* —0.093*
(0.001) (0.041)
Yes Yes
39,840 39,840
0.516 0.751
0.459 0.722
0.12 0.04
32.15 15.33

Notes: Robust standard errors in parentheses are clustered by coun-
try X year. Significance levels: *: p < 0.1, **: p < 0.05, ***: p <

0.01
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96 J.Hinz

Table 9 First stage regressions for IV estimations: heterogeneity

First stage regressions:

Importance,;,,  Importance,, Importance,,, Importance,,,

NR

i NR
o X Trade gains,

X Trade gains

Importancef)‘;“ 1.3787%** 0.3491%* - 0.2977* —0.266
(0.0848) (0.111) (0.1418) (1.9591)
Importance};{‘i” 0.0134 1.1795%%*%* —0.08%%* — 1.2842
(0.0199) 0.1112) (0.0281) (2.6018)
Mood,,;, —0.0029%**  —0.0069%* —0.0031* 0.124
(0.0008) (0.002) (0.0018) (0.0818)
Trade gainsf}vlﬁ 0.007 1% 0.0138%** 0.0201%*** 0.0089
(0.001) (0.002) (0.0040) (0.0205)
Trade gainsg’g 0.0002%** 0.0015%** —0.0001 0.0730%**
(0.001) (0.0003) (0.0000) (0.0192)
Importance!™'" X Trade gains)k ~ 0.1084** —0.0694* 2.1662%%* 0.1373
(0.0342) (0.0405) (0.2346) (0.4663)
Importancei;:;“ X Trade gainsgg —0.0013***  —0.0039* 0.0005 0.8472%**
(0.0003) (0.0024) (0.0004) (0.1799)
Mood,;, x Trade gainsﬁ’g —0.0102%**  —0.0175%* —0.0081 0.0005
(0.0028) (0.006) (0.0112) (0.0565)
Mood,,, x Trade gains)* —0.0001 —0.0011* 0.0000 — 0.0699%*
(0.0001) (0.0007) (0.0001) (0.0352)
Country X Year FE Yes Yes Yes Yes
Observations 23,996 23,996 23,996 23,996
R? 0.603 0.598 0.769 0.77
Adjusted R? 0.5293 0.523 0.726 0.727
Partial R? 0.13 0.087 0.146 0.06
F-Statistic on Instrument 14.93 10.23 14.24 13.31

Notes: Robust standard errors in parentheses are clustered by country X year. Significance levels: *: p <
0.1, ***: p < 0.05, ***: p < 0.01
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The ties that bind: geopolitical motivations for economic. .. 97
Table 10 Robustness checks: Gravity controls
Pr(dyg 1 > 01,4, = 0) o1 = dog,
()] (@) 3 “
Importance,;, 0.245%* 0.578** 0.136%* 0.115
(0.100) (0.250) (0.065) (0.103)
Importance,, — 0.132%* —0.044
(0.058) (0.032)
Mood 0.024%* —0.005 0.019%** 0.003
(0.011) 0.011) (0.007) (0.006)
Trade gainsoNd’i 0.643%** 3.810%** 0.503*** 3.557%*%*
(0.214) (1.246) (0.146) (0.927)
Trade gains)< 0.033 0.016
(0.031) (0.015)
Importance, — 2.132%** — 24.279%** — 1.571%** — 16.437%*%*
X Trade gainsﬁfz (0.628) (6.504) 0.313) (4.704)
Importance,, —0.148 -0.013
X Trade gains} (0.148) (0.093)
Mood 0.139 3.355 —0.040 0.531
X Trade gainsf:’lﬁ (0.639) (2.884) (0.379) (2.306)
Mood 0.065 0.022
x Trade gains)® (0.073) (0.052)
Contiguous — 0.033%** — 0.027%* — 0.020%** —-0.010
(0.011) 0.011) (0.007) (0.007)
Common language 0.006 0.001 —0.003 —0.005
(0.008) (0.010) (0.005) (0.004)
Colonial history —0.030 —0.009 —0.019* —0.002
(0.021) (0.028) (0.011) (0.014)
Conflict —0.027** —0.018%* —-0.014 —0.007*
(0.013) (0.008) (0.009) (0.004)
log(Distance) — 0.030%** —0.023%* — 0.014%** — 0.006*
(0.005) (0.009) (0.003) (0.004)
Estimator LPM LPM OLS OLS
Sample new EIAs new EIAs new + new +
existing existing
Fixed effects ot, dt ot, dt ot, dt ot, dt
Sample size 15,168 15,164 8,501 8,500
R? 0.603 0.594 0.790 0.800
Notes: Robust standard errors in parentheses are clustered by country X year. Significance levels: *: p <

0.1, **: p < 0.05, ***: p < 0.01
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98 J. Hinz
Table 11 Robustness checks: EU integration and UN GA Votes
Pr(dyg 1 > 0ld,g, = 0) ogivr = doay
()] @) 3) (C)) (5 (6)
Importance, 0.840%** —-0.164 0.440***  —0.111
(0.143) (0.440) (0.091) (0.332)
Importance, —1.967%**  —69.67%** —1.156%%% 5] ]1#**
x Trade gains’x  (0.575) (21.594) 0.217) (15.727)
Mood 0.047%* 0.099%%* 0.027%%* 0.079%*
(0.022) (0.044) (0.013) (0.034)
Mood 0.118 —10.048%** 0.085 —0.54 8wk
x Trade gains’~  (0.542) (2.114) (0.254) (2.688)
Trade gaiﬂSﬁ'ﬁ 0.335* 8.426%** 0.248** 0.146* 7.237%**  0.146%*
(0.175) (1.415) (0.112) (0.080) (1.609) (0.072)
UN Voting 0.110%** 0.018
(0.042) 0.024)
UN Voting —1. 121 %% —0.693%:#:*
X Trade gains"X (0.242) (0.153)
Estimator LPM LPM LPM OLS OLS OLS
Sample new EIAs  new EIAs new EIAs  new + new + new +
w/o EU intra EU existing existing existing
w/o EU intra EU
Fixed effects ot, dt ot, dt ot, dt ot, dt ot, dt ot, dt
Sample size 5,667 1,197 14,582 5,663 1,197 14,578
R? 0.666 0.758 0.602 0.586 0.791 0.599

Notes: Robust standard errors in parentheses are clustered by country X year. Significance levels:
*:p<0.1, *¥*: p<0.05, ***: p<0.01
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