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ABSTRACT 

	Internationalization of trade leads the countries and the policy makers to consider, negotiate, conduct and apply Free Trade Agreements with other countries in order to open their trade market. Main motivation is the reduction of costs and barriers and the goods promotion in more markets. Asian neighbor countries make regional trade agreements as they have common cultural elements as the language, borders and short distances. In this paper, we examine if the differences of the economies have also positive impact on the Asian trade, under the umbrella of the BTAs. By using the famous for the international trade, gravity model, we prove empirically how exchange rates volatility risk, differences in WTO membership  and differences of GDP and population affect the exports of the Asian BTAs contractors. We find that exchange rates volatility is insignificantly positive as the policy makers have adopted protection measures and WTO membership for both counterparts promotes and secures the bilateral free trade.
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1. 


2. INTRODUCTION
International trade is one of the economic drivers of the countries and it is a topic of numerous researches. In 1995 and after 11 years of negotiations during Uruguay Round, International trade has an official representative for the secure of the trade’s barrier eliminations and the promotion of the trade agreements. The subsequent of GATT, WTO is formatted and its members very early conduct Free Trade Agreements (FTAs). With the FTAs, also a new wave of Asian regionalism appears and the Asian countries sign multilateral and bilateral agreements. The last two decades, 109 FTAs in the Asian continent have been signed and applied, fact that implies the agreements trend in the region and the determination of the governments to invest in the trade policies.
Many economists interest has been directed to research the effect of the regional trade agreements in world economies. The question that it raised was whether the intra-region trade agreements induce the international trade or the protectionism from the trade risks. With respect to the literature, Krugman (1989) concluded that the consolidation of bilateralism decreases the tariffs as result of the reduction of the trade blocs irrational behavior. Another economist, Bhagwati (1992) supports that regional bilateral trade agreements contribute in multilateralism and consequently the international trade. In the present paper, we examine the impact of the regional bilateral trade agreements in Asian countries trade which are promoted by WTO but the same time face financial risks in an insecure and divert economic environment. This diversity is expressed by the exchange rate volatility that according to many papers can depreciate the policy makers and traders willingness to proceed trade agreements. From the other side, as we examine the bilateral agreements, the establishment and the membership of both counterparts in WTO can moderate the financial differences of the countries and reduce the trade barriers. The contribution of the research is the combined examination of the influence of the exchange rate volatility risk and the WTO membership in the trade between Asian regional bilateral agreements counterparts. The empirical method that we follow to support the results is the gravity model that also contains the explanatory variables of GDP per capita, the population and intercultural variables.

2. TRADE AGREEMENTS- CATEGORIES AND DEFINITIONS

	Preferential Trade agreements are those which refer to the reduction of the tariffs in the trade of specific products between preferred countries and this denotes the exclusion of other countries. In some cases we meet economists who believe that most of free trade agreements are preferential agreements (Leung, 2010). In PTAs the tariffs are not abolished at all as it can happen in FTAs. A PTA in Asia is the agreement between India and Afghanistan that was signed on March 2003 and the conditions were the reduction of the tariffs and each part mentions a list of involved products. It is supposed that PTAs are the weaker type of agreements for the reaching of integration.

	Free Trade Agreements are official trade agreements in which two or more countries are involved and they build between them trade relations that have as main target the elimination of tariffs and the various trade barriers. FTAs are contracts among countries and the signatory parts cooperate to promote the liberalization of trade.  There are three different governance categories of trade agreements which pertain to the number of actors, to their geographical position and to the products of trade that we will analyze below[footnoteRef:1].  [1:  The distinction of the governance categories of the trade agreements is according to Victor Aggarwal (2001)] 


	According to the number of participants, the subcategories are the unilateral, the bilateral, the minilateral and the multilateral trade agreements.  In the unilateral trade agreements, a country decides on its own to impose or to eliminate tariffs and other barriers to all the countries in order to benefit from this, even if the arrangements are harmful for the trade and the economy of the second country. Bilateral free trade agreements are contracts between two countries. By continuing, the minilateral FTA involves more than two trade partners but their number is not large enough as in multilateralism.  It is difficult to define the minilateralism in general by the exact number of members as others include bilateral activities in minilateralism and other use it to differentiate it from the multilateral FTAs. The lasts take place between more partners at the same time and this form supposed to be more effective for liberalization of global trade. Multilateralism is a result of globalization of trade and of WTO efforts.

	By considering the geographical relation between the partners, there are two types of trade agreements which are the geographically concentrated and the geographically dispersed agreements. The first type is also known as regionalism and it characterizes the agreements between neighboring or proximate countries. We should mention that in some researches, the regional trade agreements are divided 
by bilateral trade agreements. In this case, regional trade agreements refer to geographically concentrated minilateral agreements in which the signatory parts are more than two. Few of these regional agreements are EFTA, NAFTA, MERCOSUR, and SAFTA and in Asia are AFTA and APTA. By general acknowledgement, regional trade agreements can be signed between two or more nations that they are in vicinity. Contrarily to regional FTAs, interregional FTAs define the arrangements across distant countries and this governance category converges to the globalism of trade liberalization.  Furthermore, there is another distinction of regionalism, the “old” and the “open” regionalism (Bergsten, 1997). The old regionalism refers to the regional arrangements which intend to the protectionism and the maintenance of preferential cooperation between closed countries. On the other hand, open regionalism is the inception of globalism due to the willingness of trade blocs to enhance their partnership with distant countries.

	From the product scope, there are agreements which negotiate the trade of few products, mostly from the same sector, or of various types of products. The first form of arrangements follow the governance category of “sectoralism” as it furthers the trade of products of the same sector. With sectoralism, there is the probability of restrictions in trade and protectionism but it can be also the precursor of future trade openness.  On the other side, the agreements which refer to many tradable products aim to a general reduction of tariffs or other barriers among the countries and they contribute to market openness.

	The present paper discusses the regional trade agreements and their impact in the trade of the signatory countries. Here, we use the definition of regionalism which actives in a specific area, the Asian continent and the regional trade relations among the nations of Central Asia and East Asia (including Southeast Asian countries). In the empirical part of the thesis we will examine the impact of regionalism in the trade by using past regional bilateral agreements.

3. REGIONALISM OR NOT 

-Regional integration agreements are here to stay-
  McMillan (1993)

	In the effort of countries to follow the route of globalism and to develop open trade system without restrictions, there are a lot of different beliefs on the subject of regional agreements. Some economists criticize the form of the agreements having as standard the liberalization of trade globally. We can say that in a way all the above mentioned types of agreements aim to enhance free trade as all of them are international trade policies. Despite that, regionalism is a trade policy that has repeatedly disunited the economists and it is worthy to examine its role in trade liberalization.

	It is noticeable that there are more regional agreements as there are preferences among the countries with common borders or in small distances. We can say that the governments are those which take the decisions of signing a trade agreement and which evaluate the trade relations with their neighbors in order to adopt a strategy. Examining the policy of trade regionalism, there is the pessimistic perspective which detect that the regionalism can create more close economies if the governments lead their countries to protectionism (Bhagwati, 1992). According to this point of view, if the counterparts decide to commit an RTA, the main issue should not be only the magnitude of trade share between the countries but and the substitution of the tradable commodities. Regionalism may create more trade between proximate countries but if the products are substitutes can cause reduction in the welfare of a signatory part. Furthermore, there is the concern that with regional agreements the counterparts may trade only with few partners around them without being interested in searching for more appropriate and efficient markets to trade with. Nations that have good experience of RTAs may discourage multilateralism. This can cause the economic isolation of some countries from the rest of the world and it will be against the purpose of WTO for free trade. This is the main reason of the incongruity between regionalism and multilateralism. A better scenario is that regional agreements can beget the deceleration of the global trade liberalization and can conserve the high tariffs and the other barriers for decades without remarkable improvements. 

	It is remarkable that developed Asian countries as Japan, Korea and Singapore insist in entering preferential regional agreements because they are more beneficial for their exports than for the trade of the developing countries. The markets of Japan, South Korea and Singapore are small and they are willing to promote their products to approximate countries with larger markets as China and India. Even thought the regional trade arrangements are profitable for the above mentioned countries of Asia, these profits are likely small. Moreover, many of negotiations among Asian countries failed in the early 90’s because of economic and political interests which alter the intention for trade development of the counterparts. Ravenhill (2002) concludes that regional trade agreements raise the exports but not as much as it would be expected and they are mostly used to serve interests. 

	In the literature of RTAs and their effect in trade flows, we observe diversity of beliefs and results. Soloaga and Winters (2001) using the gravity model, noticed that for EU and EFTA, the imports of the proximate partner slightly reduced few years after the agreement but in the cases of NAFTA, ANCOM, CACM and MERCOSUR, the imports raised. From these regional blocs, members of MERCOSUR met the same increase in their imports and their exports. This is strong evidence that the phenomenon of regionalism enhances the free trade and improves the partners’ trade equally. Consistent with this, McMillan (1993) adduced the theory that whether the regional integration agreements are not harmful for the trade of partners, then they favor the open trade and they foster the economic integration of the region.

	Regionalism has a lot of supporters who consider that this concept leads to trade development. It is shown that the regional trade agreements in East Asia increased the exports from Asian countries to their Asian partners from 70s to 90s (Young, 1993). Simultaneously, U.S. and E.U. had negative general and bilateral trade balance, fact that armed Asia to develop its intra-regional trade relations. East Asia took advantage from the weakness of the two greatest economic powers and it proceeded to the desirable regional integration. On the other hand, Baldwin (1997) explains that it was not the incapability of U.S. that drove the rest of the world in RTAs but it was a domino effect. The non-members in regional agreements realized that if they are out of game , their welfare become lower as they pay much more expensive the imports. Though, even if the economic integration was not the supreme contemplation, the nations signed their membership in an RTA in order to accelerate the exports and import with lower or zero tariffs.  For developing world, it is important to take into account its comparative advantage on the way of a regional agreement as it is the key factor for a dynamic access and an easier establishment in the new market. Most of Asian countries had this opportunity and this is a reason of the positive impact of regionalism in the area. The only concern is the disposal of traditional industrial policy rights that define the comparative advantage and may be used in innovative fields. The last should not be an obstacle in committing regional agreements because the advantages of expanding the trade in other markets are more imperative.


	
4. BILATERALISM AS A FORM OF REGIONALISM

	External trade policies are those which determine the trade liberalization and the openness of the economies. Bilateralism is a trade strategy in which the two partners import commodities among themselves with decreased or zero tariffs. In general, there is the concern that bilateralism could enhance the protectionism because of the number of the countries that is involved and leave out the rest of the world.  Due to the mentioned concern, a coherent question was developed; is bilateralism bad? (Krugman, 1989). Bilateral free trade agreements raise the exports and imports among the counterparts but can have negative effect in the international trade and in the welfare globally. The impact of bilateralism depends on the co operational behavior of the blocs, the number of the blocs and the transportation cost (natural trading blocs). According to Krugman’s model, BTAs can cause trade diversion if the blocs behave irrationally and increase the tariffs for other blocs, also when the number of cooperated blocs is three or more. It is shown that three large blocs diminish the welfare. But bilateralism can be efficient trade policy, if the countries face an enormous transportation cost for trans-regional trade.

	The question of Krugman was a challenge for economists. A direct answer was that bilateralism is good (Collie, 1997). With the formation of the trade bloc, export subsidies of the counterparts decrease as they result inefficiency.  The effect of the diminution of export subsidies in the exporting countries, members of the agreement, is the rise of their welfare. For the non-members, the impact is ambiguous as their welfare depends on the taxation type which finances the export subsidies of the counterparts of bilateral trade agreement. Also, small trade blocs are preferred than large blocs as the first aim to trade creation and the second to improvement of their own external trade.

	There are theories which imply that bilateralism have different results in different conditions. Timely, the impact of BTAs on the trade between the partners can be negative in short-term and positive in long-term (Lloyd, 2002). What drives to the negative short–term result is the fact that a BTA can be the prototype for future regional agreements for the trade of the same products under the same rules. This can cause the exclusion of other tradable products and development of a system of rules that can be harmful for the following trade agreements as every case of negotiation can differ. Contrary, a successful prototype BTA can be an incentive for more bilateral arrangements, less erroneous, and also can be the precedent of multilateral agreements. Bilateral trade agreements can be “region-convergent” when it contributes on the development of trade within the bloc and the economic integration of it. It can be also “region-divergent” when the participants are focused on the trade relations between them without take into account the non-members of their neighborhood. The second case can cause the solidarity of the bloc from the rest proximate countries.

	As bilateralism is a form of regionalism, it divides the economists, the governments and the trade policy makers. There are examples in the real world which depict the arguments of literature and to observe them, we will examine the regionalism in Central and East Asia.

5. REGIONALISM IN CENTRAL AND EAST ASIA

	The last decades Asia is the center of economic interest. Most of the Asia countries have met growth and development in all of the economic sectors especially in trade, in technology, in investments, in tourism, in industrial sector, in financial sector and in labor flows. Some of the countries as China, Japan, Korea, Singapore and India have obtained power and they are countable in the international economic circles. A great role in this rapid growth has played the fact that the Asian countries realized their need to cooperate between them and to develop sustainable regional economic relations. This happened after few but essential circumstances which were the occasion to the regionalism.


ASIAN TRADE UNDER POLITICAL PROTECTIONISM
The economy of the Asian countries was linked with their political conditions and the decisions for the trade and the economic progress was interconnected with the political systems that the governments were willing to follow. Protectionism was very popular in Asia and the countries preferred not to have trade relations with neighbors as they had disputes, for example Japan with Korea or with Philippines until 80’s. Japanese government was willing to promote its exports in Asian countries after its growth and to contribute in the development of the area. To reach that, Japan had to normalize its relation with the proximate countries, something that happened later. In Asia there were not neighboring spirit until late 80s and the regionalism seemed to be difficult in the area. 

AFTA AND ASEAN REDUCED TARIFFS
	The first movements towards the trade regionalism became in early 90s and among partners that already had healthy foreign relations. The establishment of AFTA in 1992 was the first integrated regional trade agreement in the area. AFTA is the result of ASEAN in the sector of trade. The main target of AFTA was to eliminate the tariffs and finally to achieve zero intra-regional tariffs and that was cemented by the CEPT. Firstly, the members of AFTA were 6 (Brunei Darussalam, Indonesia, Malaysia, Philippines, Singapore, Thailand) and from 1996 until 2003, they became gradually 10 (plus Cambodia, Lao PDR, Myanmar and Vietnam). All the members dropped their tariffs and specifically Indonesia reached zero tariffs in 1997 for the 99 percent of products included in CEPT list (see table 5.1). The reduction of the tariffs inside the region of Southeast Asia had as a result the increase of bilateral exports and an example is Indonesia which had doubled its exports to Singapore, Malaysia, Philippines and Thailand in nineties due to the bilateral trade under the adoption of CEPT’s targets (Hapsari and Mangunsong, 2006).




Table 5.1. Average annual CEPT by country (ASEAN member), 1993-2003(a). 
	Country
	1993
	1994
	1995
	1996
	1997
	1998
	1999
	2000
	2001
	2002
	2003

	Brunei D.
	3.78
	2.64
	2.54
	2.02
	1.61
	1.37
	1.55
	1.26
	1.17
	0.96
	1.04

	Indonesia
	17.3
	17.3
	15.2
	10.39
	8.53
	7.06
	5.36
	4.76
	4.27
	3.69
	2.17

	Malaysia
	10.8
	10
	9.21
	4.56
	4.12
	3.46
	3.2
	3.32
	2.71
	2.62
	1.95

	Philippine
	12.5
	11.4
	10.5
	9.55
	9.22
	7.22
	7.34
	5.18
	4.48
	4.13
	3.82

	Singapore
	0.01
	0.01
	0.01
	0.01
	0
	0
	0
	0
	0
	0
	0

	Thailand
	19.9
	19.8
	18.2
	14.21
	12.91
	10.2
	9.58
	6.12
	5.67
	4.97
	4.63

	ASEAN 6
	11.4
	11
	10
	7.15
	6.38
	5.22
	4.79
	3.64
	3.22
	2.89
	2.39

	Cambodia
	 
	 
	 
	 
	 
	 
	 
	10.39
	10.4
	8.89
	7.94

	Lao PDR
	 
	 
	 
	 
	 
	5
	7.54
	7.07
	7.08
	6.72
	5.86

	Myanmar
	 
	 
	 
	 
	 
	2.39
	4.45
	4.43
	4.57
	4.72
	4.61

	Vietnam
	 
	 
	 
	0.92
	4.59
	3.95
	7.11
	7.25
	6.75
	6.92
	6.43

	ASEAN10
	 
	 
	 
	7.03
	6.32
	4.91
	5.01
	4.43
	4.11
	3.84
	3.33


(a)Note: Average Annual Common Effective Preferential Tariffs in percentage. CEPT has been agreed within ASEAN for the tariffs reduction to 0-5%.
Source: Hapsari er al. (2006)



ASIAN CRISIS OF 1997 AS REGIONALISM DRIVER
After the establishment of ASEAN and AFTA, an important fact that drove Asian countries towards regionalism was Asian crisis in 1997. Decidedly, crisis was not pleasant for any country but it forced the governments to cooperate for face the same enemy, the crises and its impacts in their economies. Asian crisis of 1997, first hit Thailand because of her weakness to defend baht under the pressure of speculative actions. After Thailand, in the queue were Indonesia, Malaysia, Philippines, Hong Kong, China, Republic of Korea and Taipei, China. The mentioned countries were the most influenced in Asia, but crisis spread to almost all the Asia countries as India, Japan, Singapore and Lao PDR. We can observe that from the decrease of GDP during 1997 and 1998 when the crisis started to recede. Asian countries came closer to face that economical problem and they activated mechanisms to avoid the deep crisis and to raise the liquidity. In that period of time regional connections proved necessary and saving as finally Asian crisis was short and without serious impacts. The opposite happens nowadays in the rest of the world with the deep financial crisis, in which the countries are confronted with great economic problems and they implement inner policies. By continuing, Asian economies came closer and they realized that the regional integration would enhance the development of the area and consequently of the countries separately. Also, they understood that through trade and investment, they could enforce their growth and the economic integration than to their political disputes. 

REGIOLALISM AND BILATERALISM HISTORICAL DEVELOPMENT IN ASIA
	After the recovery from the crisis and due to the financial stability, Asian economies have greater growth and the production of commodities rises. Asian market is the greatest in the world as China and India are the most overpopulated countries of the world and with Indonesia they hold the 40 percent of total world population. The increase of the production in Asian countries, in combination with the large markets, enforced the regional trade and the need for lessening of the tariffs and the other barriers. It is noticeable the fact that most of regional bilateral trade agreements were signed after 2000 and every year more agreements are in force (Figure 5.1). During 90’s many regional bilateral agreements were signing but few of them were in force. Contrarily, after 2000 most of the signed agreements are enforced and this shows that the participants have understood the contribution of the elimination of tariffs, that there is stability in the area and finally that the Asian countries are willing to cooperate between them for strengthening their trade relationships.
Figure 5.1. Development of Asian regional bilateral trade agreements in effect

Source: Asian Development Bank, http://aric.abd.org/FTAbyCountryAll.php
Moreover, one more regional trade agreement was established among Central Asian countries in 2004, the SAFTA. SAFTA is consisted of seven members, India, Nepal, Pakistan, Bangladesh, Bhutan, Maldives and Sri Lanka and in 2007 Afghanistan was added in the trade block. In this case, similarly to AFTA, the purpose was to eliminate the tariffs in 5 to 0 percent in the next two years. India unilaterally reduced tariffs to zero for the rest of SAFTA members earlier in order to promote the trade liberalization in the area and give incentives to the other counterparts to minimize their tariffs too. 

It is not random that Asian countries have exalted their participation in regional trade agreements. The evolution of the number of the regional bilateral agreements (graph 5.1) shows that Asian countries believe more and more in the benefits of the regionalism. They discerned that regionalism is useful for the development of their trade and their welfare and it seems that they trust the trade policy of regionalism. In East Asia the existence of “noodle bowl”, in Central Asia the constitution of SAFTA and the amount of bilateral trade agreements prove the preferences to regionalism. 

GLOBAL FINANCIAL CRISIS OF 2008 REAWAKENS REGIONALISM
Even though until 2008, the Asian countries were eager to develop free trade in the region and eliminate the tariff barriers, the global financial crisis of September 2008 drives them to the opposite path of protectionism. All the developed and emerging economies have to face the lower demand and they see as a solution the protection of their trade, the national companies and locally produced goods. Asian countries, WTO members or not, they are changing trade policy. G20 signs measures to avoid the international trade reduction but due to the national financial problems, 17 out of the 20 implement 47 protection measures with most common measures the subsidies in the local firms, reduction of the imports, anti-dumping investigations etc. Between them is also China with 24 protectionism measures vs. 3 liberalizing measures, India with 46 protectionism measures vs. 5 liberalizing measures, Japan with 10 protectionism measures vs. 0 liberalizing measures and Thailand (Bussiere er al. 2011). Examples of these measures are the subsidies from China to the local companies in order to grow in the Chinese but also international market. From the other side, Japan applies measures like the diversification of suppliers from countries within ASEAN in order to protect its trade from imports from China (Jenny, 2009). In 2009, India initiates anti-dumping investigations targeting mainly China and Japan and prohibits the imports of toys from China. Until today, the trend of protectionism is the main characteristic of the intra-Asian trade with 

After observing the history of Asian regionalism, we have to search which the impact of regionalism in Asian trade will be and which determinants of regionalism can affect trade creation in the area.

WHY CENTRAL AND EAST ASIAN COUNTRIES?
	In the present paper we will examine the impact of the regional bilateral free trade agreements in the trade of the Asian countries which are signed and in effect. Our sample will contain the bilateral trade agreements that are shown in table 3 above. The criterion of the chosen area is geographical. There are bilateral trade agreements that are not included in our paper because of missing data.  The lack of data is mostly result of the unstable political and economic situation in these countries. The South Caucasian countries (Armenia, Azerbaijan and Georgia) still have political instability and they have conflicts with neighbor countries as Turkey and Russia. The independence of the above mentioned countries was recognized by United States only in 1991. For these 3 countries we have data from 1996 and we examined the agreements from 1994. Furthermore, Uzbekistan, Tajikistan, Turkmenistan, Kyrgyzstan and Kazakhstan have available data since 1997. These countries faced many political and economic crises with peak the Tajikistan’s and Kyrgyzstan’s economic collusion because of enormous energy imports relatively to their budget.  The crisis worried the neighbor countries and this had as a result the instability of that area and the absence of trade cooperation. 

 The pairs of countries People’s Republic of China-Singapore, India-Korea and Japan-Vietnam, they will not be included too as the year of their free trade agreements’ validity is after the years that we examine (1994-2008). As the global financial crisis started after 2008, we will not examine the years after due to the protectionism that countries implemented despite the WTO worries.

The bilateral agreements pertain to countries in Central, East and South East Asia. For simplification, with Asia we will define the area of Central, East and Southeast Asian countries. As we can observe in the table 3 countries of Middle East are not included. The criterion for this distinction is whether a country or a group of countries could extend their trade with multilateral free trade agreements and participate in a potential Asian trade union. We exclude Turkey because it is a Eurasian country and it is also a candidate for its membership in European Union since 1999. The end of negotiations has been limited until 2013. Turkey’s preferential trade agreements are with European countries and specifically with Balkan countries like Albania, Croatia, Bulgaria, Bosnia and Herzegovina and FYROM. Accordingly, Turkey is more disposable to participate in regional free trade agreements with European countries than with Asian countries .Also, Middle East is consist of OPEC countries that have different trade relations with the whole world as they export oil and influence oil prices. Pricing of crude oil that holds the percentage of 80%-90% of their total exports affects the output of the members of bilateral agreement and the exchange rates. OPEC is an organization that limits free trade between its members and other countries as it promotes and ensures the maintenance of cartel in exporting crude oil. Even if some countries of OPEC are members in WTO too, their trade relations are under the supervision of OPEC organization.  OPEC and WTO have different aims and the most important is that the first is to conserve the cartel and control the trade of its members and the second to support the free trade and the fair competition.



Table 5.2. Bilateral Free Trade Agreements In Effect, Signed or Under Negotiation between Asian countries (Central and East Asia).
	  Bilateral Free Trade Agreements In Effect
	Bilateral Free Trade Agreements Signed ut not in Effect
	Bilateral Free Trade Agreements Under Negotiation

	Armenia-Georgia (1998)
	India-Afghanistan  (2003)
	Pakistan-Afghanistan  (2005)

	Armenia-Kazakhstan (2001)
	Tajikistan-Armenia (1993)
	Pakistan-Bangladesh(2003)

	Armenia-Kyrgyz (1995)
	Azerbaijan-Kazakhstan (1996)
	Pakistan-Brunei Darussalam (2007)

	Armenia- Russian Federation (1993)
	Azerbaijan-Turkmenistan(1995)
	People's Republic of China-India (2003)

	Armenia-Turkmenistan (1996)
	Azerbaijan-Uzbekistan(1996)
	India-Indonesia (2005)

	Azerbaijan-Georgia (1996)
	Uzbekistan-Georgia (1995)
	India-Russian Federation (2006)

	Azerbaijan-Russian Federation (1993)
	Uzbekistan-Kazakhstan (1997)
	Philippines-Taipei, China (2012)

	India-Bhutan (2006)
	Tajikistan-Kyrgyz (1995)
	India-Thailand (2003)

	Japan-Brunei Darussalam (2008)
	Tajikistan-Uzbekistan (1995)
	Malaysia-India (2007)

	People's Republic of China-Hong Kong (2004)
	Uzbekistan-Russian Federation (1993)
	Pakistan-Indonesia (2005)

	People's Republic of China-Macao (2004)
	Pakistan-Indonesia (2012)
	Japan-Korea (2003)

	People's Republic  of China- Pakistan (2007)
	India-Thaiand (2004)
	Pakistan-Kazakhstan (2003)

	People's Republic of China-Singapore (2009)
	 
	Korea-Thailand (2003)

	People's Republic of China-Thailand (2003)
	 
	Japan-Mongolia (2012)

	People's Republic of China-Taipei, China (2010)
	 
	Malaysia-Korea (2004)

	Georgia-Russian Federation (1994)
	 
	People's Republic of China-Korea (2006)

	Kazakhstan-Georgia (1999)
	 
	Kyrgyz-Russian Federation (1993)

	Turkmenistan-Georgia (2000)
	 
	Pakistan-Nepal (2009)

	India-Korea (2010)
	 
	Pakistan-Philippines (2004)

	India-Singapore (2005)
	 
	Pakistan-Singapore (2005)

	India-Sri Lanka (2001)
	 
	Pakistan-Tajikistan (2004)

	India-Nepal (2002)
	 
	Korea- Indonesia (2012)

	Japan - India (2011)
	 
	Pakistan-Thailand (2004)

	Japan-Indonesia(2008)
	 
	Korea- Mongolia (2012)

	Japan-Malaysia (2006)
	 
	Korea-Vietnam (2012)

	Japan-Philippines (2008)
	 
	 

	Japan- Singapore (2002)
	 
	 

	Japan-Thailand (2007)
	 
	 

	Japan-Vietnam (2009)
	 
	 

	Kyrgyz-Kazakhstan (1995)
	 
	 

	Korea-Singapore (2006)
	 
	 

	Kyrgyz-Russian Federation (1993)
	 
	 

	Kyrgyz-Uzbekistan (1998)
	 
	 

	Laos-Thailand (1991)
	 
	 

	Malaysia-Pakistan (2008)
	 
	 

	Malaysia-India (2011)
	 
	 

	Pakistan-Sri Lanka (2005)
	 
	 


Source: ADB (Asian Development Bank), Asian Regional Integration Center- Tracking Asian Integration, Free Trade Agreements Database for Asia. http://aric.abd.org/FTAbyCountryAll.php


6. ANALYZING MODEL AND EXPLANATORY VARIABLES

6.1 THE GRAVITY MODEL
 
	In the present paper, we will use the gravity model in order to comprehend the impact of regional trade agreements to the trade of the involved counterparts. Gravity model is one of the most important and useful tools for empirical analysis of trade flow between trade partners. It is offered for the examination of appropriation of the integration schemes or of trade policies. The present model has been provided by famous scientists who used its initial form to estimate the contribution of bilateral trade’s factors to the trade flows. We will quote some of them to emphasize the contribution of the gravity model in our paper. The first who invented and used the gravity model for international trade flows was the economist Tinbergen (1962). Furthermore, Poyhonen (1963) and Linneman (1966) followed Tinbergen to develop the model (Sandberg er al., 2006, p797).  The above scientists are posterior economists who applied the gravity model to examine the effects of free trade as Aitken (1973) did in his analysis of the contribution of EFTA and EEC in the trade among the involved European countries. Also, Deardorff (1995) used gravity model combined with the Heckscher-Ohlin model to prove the importance of the parameters in the constitution of bilateral trade with trade partners.

 More recently, after 2000 when the new regionalism bloomed, we see in the article of Soloaga and Winters (2001) who examined the effect of regionalism in 90’s trade through gravity model and Greenaways and Milner (2002) who proved the usefulness of gravity model in the evaluation of RTAs’ effect on the trade among members or between members and no-members. Finally, Sandberg er al. (2006) had as empirical tool the gravity for to show if the membership in CARICOM leads to the regional integration by promoting trade liberalization within the counterparts and with other countries. Later years and with the formation of multilateral trade agreements and unions like EU, more papers, based on the gravity model, sheds light on the impact of the agreements on the international trade. Regarding the Asian trade, Yu Sheng er al. (2012) by conducting an extended gravity model, they proved the positive influence of ASEAN agreement on the Chinese trade.  Recently, Egger and Pfaffermayr (2013) examined with the gravity model, the impact of the EU integration on the regional and bilateral trade within EU and EFTA. The basic gravity model for most of the studies is:

=()β1 ()β2()β3()β4 						(6.1)

 is the U.S. dollar value of the flow from country i to country j ,
 is the U.S. dollar nominal value of GDP in the country I,
 is the U.S. dollar nominal value of GDP in the country j,
 is the distance between the country i and the country j,
 is the value of any other bilateral variable and
 is a log normally distributed error

	In the present research, we use the gravity model which includes the main variables of the model and additional variables in order to find the impact of the regional trade agreements in the trade between the countries

The depended variable is the U.S. dollar value of the total exports of the one country to its partner.  We use the value of total exports to examine how the regional bilateral free trade agreements influence the intra-trade and which the role of the bilateral determinants is in order to have a positive result. In our model, there are independent variables which are the exchange rates volatility, the GDP per capita and the population of both involved countries and the distance between the countries. Also, in the model are several important dummies which are counted for the successful trade agreements. We will discuss the independed variables and the role that they play in the trade between two counterparts.

6.2 WHY THESE EXPANATORY VARIABLES?
EXCHANGE RATE VOLATILITY
EXCHANGE RATE VOLATILITY AND INTERNATIONAL TRADE 

	The determinant of exchange rate volatility plays an interesting role in the trade flows and in the decisions of trade policy makers when they are in the procedure of signing a regional trade agreement. Exchange rate volatility is an indicator of the stability. It is a magnitude that may increase the risk and uncertainty in the trade relations between two countries as the exchange rates cannot be easily estimated and this creates insecurity. For certain economists, the high exchange rate volatility raises the skepticism and discourages countries to attempt into trade agreements and the firms to export their products under uncertainty. The stability is depicted by the most possible low exchange rate volatility and is an incentive for the countries to commit trade arrangements. Some researchers supported the negative hypothesis that the increase exchange rate volatility reduces the trade. A straightforward approach is that of Thorbecke (2008) who investigated the exports of electronic components of East Asian countries to the world. The fluctuation of exchange rate volatility has negative effect on that specific market. This argument refers to a particular industry. But as electronic components are the second most exportable product in East Asia after the final electronics, it is a strong evidence of the opposite relation between exchange rates volatility and exports. Furthermore, both intermediate and final commodities are affected by the raise of exchange rate uncertainty but the firsts are more vulnerable than the final tradable products are. That was shown by Hayakawa and Kimura (2009) who concluded also that the exchange rate volatility discourage the trade between East Asian countries and the rest of the world and also the intra-East Asian trade.  
	From another perspective, the existence of high exchange rate volatility could be an incentive for cross countries trade and encourages them to enforce free trade agreements. The purpose of the regional trade agreements is to eliminate the tariffs and finally to bottom them into zero. The cost of tariffs would not be any more a concern for the firms. The exchange rate volatility causes uncertainty and risk which indicates an additional cost for the export companies. But according to Franke (1991), exchange rates volatility negative impact not only can be avoided but it can also promote the exports as the companies expected cash flows will be greater with an increase in exchange rate volatility as the transaction cost will be less.  Mc Kenzie (1999) argued that the there are various estimation techniques and various data (aggregated or disaggregated) that they can change the degree of the results’ reliability.  Consequently, with the available data, the impact of exchange rate volatility can fluctuate with the market analogously. For that reason there is a debate for the impact of the exchange rate volatility on the international trade. A more recent research of Mukherjee and Pozo (2011) confirms that the high levels of exchange rate volatility can prepare the countries and the traders face the instability. The above statement is valid with the condition of dollarizing during high level exchange rate volatility periods. Mukherjee and Pozo contend that traders implement a protectionism policy against the negative impact of exchange rate by creating a ‘mini dollar economy’. The majority of the researches support the negative relationship between exchange rate volatility and the international trade. According to this, when the bilateral exchange rate volatility is high, trade policy makers do not have strong the motivation to examine and to sign any free trade agreement.

EXCHANGE RATES VOLATILITY CALCULATION

In our paper, exchange rate volatility is the rolling coefficient of variation of the nominal exchange rate. A popular way of variability’s calculation is the coefficient of variation that is useful when the sample is consisted of different units of measurement as the different currencies which are used for the calculation of the exchange rates.
Firstly, for our sample, we are using the nominal exchange rate which is obtained by the OANDA database and specifically by Foreign Exchange Average Converter (FxAverage). Exchange rate volatility is calculated by nominal exchange rate during the year by using quarterly data. We are using the nominal exchange rate as the results of real and nominal exchange rate are similar in the econometric gravity model (Thursby and Thursby, 1987, Lastrapes and Koray, 1990, Benassy-Quere and Lahreche-Revil, 2003).
Moreover, the rolling coefficient of variation V is denoted as the standard deviation S divided by the mean of the observations. In the present paper, we are using the four quarter rolling coefficient of variation as the exchange rate is a moving measurement.
The equation for the CV is:
C 1/2       (6.2)
Here X is the nominal exchange rate and n=4 the quarters.
The rolling CV that is moving in the next quarter is giving the exchange rate volatility that has been observed for every examined year. That means that the next year exchange rate volatility is taking into account the exchange rate change of the last quarter of the previous years that is also affected by the exchange rate of the previous quarters. It is a method that includes the impact of the exchange rate historical data in the exchange rate volatility.

GROSS DOMESTIC PRODUCT
	In the gravity model, GDP is an evitable explanatory variable. We will meet it in many economic papers that are based on the gravity model for explaining the bilateral trade (Winters and Soloaga ,2001; Sandberg er al.,2006; Cortes, 2007) and first Tinbergen (1962) used it. GDP define the economic size of a country and here we use the GDP of the exporter and the importer as we examine the impact of both counterparts economic size in the bilateral trade. To implement any trade policy –free trade agreement- we have to take into account the ability of the countries to produce domestically in order to export commodities and the capability of a country to purchase the importable product according to its labor income. For that reason, some researchers have preferred the total GDP of the countries and others the GDP per capita as it measures the capital labor ratio. The first may cause problems in the model as it does not reflect the capacity of the bilateral trade agreements participants to trade (Sandberg er al., 2006). 
There is the theory which supports that the absolute GDP should be used as the most proper measure because it expresses the counterparts’ international capability to offer products to other countries (Gonciarz, and Gros 1996, Breuss, and Egger 1999). On the other hand, it cannot explain the capacity of the importers to receive those products. On the contrary, the macroeconomic measure of capital labor ratio, expressed by GDP per capita, indicates the production capacity of the exporters and the demand capability of the importers.  In this paper, we are using the GDP per capita for the above reasons.
The impact of the income raise on the exports is expected to be positive and also eagers the imports of a country. Higher income is result of higher production and it increases the size of the country. Additionally, the higher income is leading to greater consumption and consequently to higher necessity of product imports. 

 POPULATION

	The independent variable of both countries’ population plays the same role in the model with the GDP per capita. It is a variable that denotes the exporter’s supply as the population shows the labor force that produces in a country and from the other side denotes the products demand from the importer. This comports with the opinion that the countries with greater population tend to trade more in large variety of goods as the countries produce and trade according to their comparative advantage. The role of population is not as clear as that of the GDP. The larger GDP should have positive impact on the exports but the relationship between the exports/imports and the population may vary. We referred to the positive relationship between these two magnitudes but there is also the consideration that a populous country can be more self-sufficient than a small country. Though, we cannot expect with security the results that population has on trade. 

 DISTANCE BETWEEN THE COUNTRIES

	The explanatory variable of the distance is one more proper ingredient of the gravity model as it is a measurement of transportation cost. We expect that the distance will have a negative effect on the bilateral trade and that it would be a disincentive for the bilateral free trade agreements. Usually, the distance between the countries is measured by the distance between their capitals. Finally, other researchers have argued that nowadays the distance is not an important transaction cost as the transportation costs have eliminated and the phenomenon of globalization has also eliminated the distances especially for rich countries (Brun er al., 2005).
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DUMMIES: COMMON BORDERS, LANGUAGE AND BILATERAL TRADE AGREEMENTS
We can characterize the dummies of common borders and common language as cultural dummies that emphasize the regionalism and the closeness of the trade partners. Countries that have common borders are always most probable to have wider trade between them if other external factors as wars and diplomatic relationships are not obstacles. Also, the common language is a cultural variable which can contribute in the trade negotiation. Moreover, it can lessen the communication cost between the export companies and the importer. As Soloaga and Winters refer to their research, these two variables denote the cultural similarities which can explain the more intensive trade between the countries. In our paper we should expect a highly significant and positive impact of the common borders and language in the exports value. Theoretically, we can say that the result in the empirical part of the present research is more or less known. But we cannot ensure that a regional trade agreement is able to increase the trade between the neighbors-partners more than the “physical” similarities. To examine the contribution of the regional trade agreement, our gravity model contains the control variable of bilateral trade agreement. In this case bilateral trade agreements represent the regional trade agreement and it takes the value 0 the years of non-signed bilateral agreement and the value 1 the years that bilateral trade agreement have been signed and it is in effect.

WTO MEMBERSHIP
World Trade Organization is the descendant of the General Agreement for Tariffs and Trade and it started its operations in January of 1995 after the Marrakesh Agreement that the 128 members of GATT singed. Today the members of WTO are 153. GATT is the first agreement, signed in 1947, that raised the subject of the reduction of the trade barriers and its establishment was crucial for the future of the international trade. Countries-members took the advantage of GATT and they contributed in the improvement of the free trade. In the first Rounds of GATT few members co decided measures tariff concessions and anti-dumping.  The success of GATT came with Uruguay Round. The essential purpose of WTO is the accomplishment of the free and fair trade between the exporters and the importers within the regulatory system that all the members have signed. The rules of WTO provide the elimination of the trade obstacles, the non-discrimination of the trade partners and the negotiations between the governments which are in the procedure of an FTA. 
	 It is fact that WTO is involved in the most of the FTA’s and actually, it is the “third eye” of the negotiations for the bilateral trade agreements that we examine between the Asian countries. WTO does not take part directly in the negotiations but the governments of the signatory parts notify (notification under GATT Art. XXIV and GATS V) the Regional Trade Agreement to WTO and they affirm their commitments to WTO signed rules. An example is the BTA between Japan and Philippines in 2008 that was notified in WTO the same year. In the signed legal text of the FTA, the WTO is referred 18 times in 11 different articles with subject the rights and the obligations that WTO Agreement defines. WTO examines the text of RTA and it is responsible for its recognition to the rest of the WTO members and the transparency of the mechanism. Most of the BTAs of our interest have been notified in WTO. From the 17 BTAs only 2 were not notified and these are India- Nepal in 2002 as Nepal became a WTO member in 2004 and China P.R. - Thailand of 2003.
	Despite the offer of GATT/ WTO in the international trade that we mentioned above, there are disagreements about the general contribution of WTO in the promotion of free trade. There are theories which indicate that WTO membership does not affect bilateral trade agreements (Rose, 2003). The standard gravity model variables (GDP, population, distance etc.) influence more the free trade and they do not leave room for WTO to influence the agreement actually. Subramanian disagrees with Rose but not entirely. Subramanian and Wei (2007) concluded that WTO accelerates the trade as the exports from developing countries to developed countries have increased because of WTO membership. It is not the same for the trade between the developing countries which remains unaffected from the WTO membership. Specifically for developing countries, the role of WTO membership is controversial. It can help, as long as developing countries have trade relationships with developed world, it can be indifferent or it can be harmful for the trade of smaller developing countries. The contribution of the WTO membership can be measured with institutional dummies. Helpman er al. (2008) introduced two binary dummies from which the one indicates if both are members of WTO and the second is one when none of the countries are members in WTO. In both cases the result that was that WTO membership has significantly high contribution in the trade between the two parties.
In the real world, the membership of China in 2001 was desired by developed countries which had benefits from the trade openness of a big market and by China which was in the process of trade decentralization. We cannot say that Asian developing countries felt the same for China’s membership as they had the fear of their products marginalization from the international trade, especially if the products were substitutes. In the opposite case of complementary products, regional trade agreements can be enhanced and the signatory parts to promote their international trade. India took advantage of China’s WTO accession. By exporting computer software and useful technology services to the Chinese production, India achieved to multiply the exports in China. Consequently, India and China negotiate a Regional Trading Arrangement which is under consultation.

7. DATA AND ESTIMATION

7.1. DATA
The data of our empirical analysis are annual bilateral data from 1996 until 2008 and this is the period when we had the most bilateral agreements in East and Central Asia. The countries that are contained our sample are 17 and each country is trading with the rest 16 Asian countries. Also, the examined BTAs are 17. The sample is consisted of 272 country pairs.  As a matter of fact, the number of observations in our empirical research is 3.356. The resources of our data vary according to the variable. 
The exports data between the countries are collected by United Nations Commodity Trade Statistics Database (UNcomtrade) and they represent all the exportable commodities in the country. The amount of exports from Asian country to Asian country is reported in U.S. dollars. 
As we have mentioned, the exchange rate volatility has been measured by the exchange rate extracted by OANDA database and Foreign Exchange Average Converter (FxAverage). 
The data for the nominal GDP and population are collected by World Development Indicators database which is provided by The World Bank. The independent variable, that our gravity model contains, is the GDP per capital and we calculated it simply by dividing GDP with by the population of the country each year. The current nominal GDP is reported in U.S. dollars and the population in absolute number.
Distance between the countries is given in the bilateral dataset of Andrew Rose which has used in several papers relevant to bilateral trade and the gravity model. The distance between the countries is the kilometers between the capitals of the countries which have bilateral trade agreement. From the same dataset we obtained the dummies of the common borders and the common language.
Also, the information for the year of bilateral trade agreement in force is taken from the Asian Regional Integration Centre which is provided by Asian Development Bank. For every FTA in Asia, ARIC refers the relevant dates which are the date of proposition, the starting date of negotiations, the date of the sign of the BTA and finally the date when BTA is in force. The dummy BTA starts being unit from the in force year. Finally, the dummy of the starting year of WTO membership is taken by WTO database after Uruguay’s Round.
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7.2 ECONOMETRIC METHOD 

 After the addition of the discussed determinants in the standard gravity model of regional trade agreements, our regression is taking the following form:


= +++++     (7.1)
	+++++

= +++++     (7.2)
	+++++

= +++++     (7.3)
	++++++

where 

 is the U.S. dollar value of exports from country i to country j (i.e. imports of country j from country i),
 is the volatility of annual bilateral exchange rate of country i and country j,
 is the nominal Gross Domestic Product per capita of country i,
 is the nominal Gross Domestic Product per capita of country j,
 is the population of country i,
 is the population of country j,
 is the kilometric distance between the capital of the country i and the capital of the country j,
 is a dummy that takes value 1 if the countries i and j have common border and 0 otherwise,
 is a dummy that takes value 1 if the countries i and j have common language and 0 otherwise,
 is a dummy that takes value 1 the years when the bilateral trade agreement is in force and 0 otherwise,
 is a dummy that takes value 1 if countries are both members of WTO and 0 otherwise,
 is a dummy that takes value 1 if none of the countries is member of WTO and 0 otherwise and
 is a log normally distributed error term of the regression

The econometric method that we are using for the estimation of the gravity model, equation (7.3), is the panel ordinary least squares (OLS). Panel data analysis is necessary for time series and cross sectional estimation when the section is the bilateral trade between various countries. According to recent paper of Baier er.al (2013), the gravity model suffers from endogeneity and they suggest the application of fixed effects to capture the country-pair selection and the time variants. In our research, It is more appropriate to use the random effects type of panel analysis than the fixed effects model in order to avoid the correlation between the error term and the individual BTA effects. Instead of the fixed effects for BTAs years, the BTA period is expressed by the BTA dummy which captures all the 13 sampled years.

8. RESULTS
Table 8.1. Empirical Results with one WTO dummy 
	Variables
	Dependent Variable  ln Xij (in U.S. dollars)(a)

	Independent Variables
	 
	 

	 
	Panel OLS

	
	Coef.(b)
	t-statistic

	ln EXVij
	0.08***
	2.22

	ln GDPi
	1.26***
	51.51

	ln GDPj
	0.88***
	36.37

	ln POPi
	1.32***
	68.39

	ln POPj
	0.96***
	50.09

	ln DISTij
	-0.91***
	-12.51

	BORDij
	0.55***
	6.5

	LANGij
	0.55***
	9.01

	BTAij
	1.01***
	8.82

	WTOij
	0.77***
	12.97

	Cons
	-36.11
	-46.85

	
	
	

	Number of obs. (N)
	3.525
	

	Number of bilateral 
	272
	

	R2
	0.79
	

	F-test statistic
	1193.6
	



Notes: (a) No fixed effects	
(b)***, ** and * denote significance level of 1%, 5% and 10% respectively




Table 8.2. Empirical Results with two WTO dummies, country pair clustered errors and/or year dummy
	Regression output: dependent variable = ln(x)(e)(f)

	

	 
	(a) 
OLS - no        adjustment
	 (b)
OLS with clustered std. Errors
	(c)
OLS with year dummies
	(d) 
OLS with years dummies + clustering

	ln EXVij  
	0.0932**
	0.0932
	0.0691
	0.0691

	
	(2.44)
	(1.58)
	(1.60)
	(0.91)

	ln GDPi  
	1.254***
	1.254***
	1.306***
	1.306***

	
	(50.49)
	(18.80)
	(53.32)
	(19.04)

	ln GDPj  
	0.872***
	0.872***
	0.923***
	0.923***

	
	(35.33)
	(12.44)
	(37.95)
	(12.84)

	ln POPi  
	1.317***
	1.317***
	1.334***
	1.334***

	
	(67.84)
	(20.65)
	(70.40)
	(20.91)

	ln POPj  
	0.949***
	0.949***
	0.966***
	0.966***

	
	(49.39)
	(16.39)
	(51.48)
	(16.71)

	ln DISTij  
	-0.946***
	-0.946***
	-0.944***
	-0.944***

	
	(-12.93)
	(-3.96)
	(-13.23)
	(-3.92)   

	BORDij 
	0.603***
	0.603*
	0.597***
	0.597*  

	
	(7.04)
	(1.95)
	(7.13)
	(1.96)

	LANGij  
	0.556***
	0.556***
	0.472***
	0.472***

	
	(9.12)
	(3.13)
	(7.90)
	(2.65)

	BTAij  
	0.989***
	0.989***
	1.297***
	1.297***

	
	(8.64)
	(2.96)
	(11.44)
	(4.04)

	WTOij  
	0.756***
	0.756***
	0.802***
	0.802***

	
	(12.73)
	(4.56)
	(13.78)
	(4.93)

	WTOji
	-0.705***
	-0.705
	-0.713***
	-0.713

	
	(-4.44)
	(-1.51)
	(-4.61)
	(-1.58)   

	_cons
	-34.56***
	-34.56***
	-35.84***
	-35.84***

	 
	(-40.84)
	(-14.95)
	(-41.94)
	(-15.02)   

	 
	 
	 
	 
	 

	Year dummies
	No
	No
	Yes
	Yes

	
	 
	 
	 
	 

	N
	3525
	3525
	3525
	3525

	R2
	0.789
	0.789
	0.801
	0.801

	F-test statistic
	1193.579
	153.472
	1269.506
	141.199

	Wooldridge test
	23.109
	-
	-
	-


Notes: (e) No fixed effects
          (f)***, ** and * denote significance level of 1%, 5% and 10% respectively


H1: The exchange rate volatility reduces the intension for trade and it is an obstacle for the interpretation of bilateral trade agreements.

Our main hypothesis sentence above mentioned is not repetitive according to the results of our model as the exchange rate volatility has a positive but not significant effect (b) in the trade between Asian countries which have agreed the lower import-export tariffs. The coefficient of the exchange rate volatility is positive and highly significant in the case of OLS without adjustments (a) which denotes that the volatility eagers the trade. The result above is in contrast with the most of the researches as they conclude that exchange rate volatility discourage trade due to the price risk that the firms need to manage. 
 But exchange rate volatility observations for the same country pair are not independent by the exchange rate volatility definition (rolling coefficient of variation). The impact of the exchange rate volatility within the year will be partly transferred in the next period which denotes that the observations are correlated over time for the given country pair. For that reason, we will analyze the OLS with clustered by country pair errors that exchange rate volatility is positive and non-significant (b).
 The regional and multinational companies in big Asian countries have developed their ability to follow the exchange rate variability and to apply risk management strategies. One of these strategies that have been researched by Viaene and de Vries (1992) is the future contracts in the forward markets. When the mean of the exchange rate volatiles, the existence of the forward market can alter the result of the volatility’s risk and can stimulates the trade. A crucial role plays the sign of the net foreign currency which can justify the positive impact of the exchange rate volatility in our paper. The exporter countries and firms take over the risk within the security of the forward market when the country’s aggregate net foreign currency asset is positive over time. The estimation of the net foreign currency asset is the variable that the traders follow to avoid the exchange rate volatility risk. In our research, during the examined period and with respect to the signed BTA agreements, most of the Asian countries like China and India have positive net foreign currency asset, except Philippines. The last argument confirms the theory of Viane and de Vries (1992) and explains the positive impact of the exchange rate volatility on the bilateral trade during the agreements validation.
As our independed variable is the export value, with the support of the signed bilateral agreements, the exporters enter in the market of the counterparty when the domestic currency depreciates and the exchange rate is higher and they raise the trade.  This is a mechanism that the firms adapt to protect their profits from the exchange rates volatility risk. The protectionism against the impacts of the exchange rate volatility implies it less risky and it does not affect the export value. Additionally, because of the systematic transfer of exchange rate’s volatility (rolling coefficient of variation) influence within the next periods, the uncertainty attenuates with the result not to depress or accelerate the exports. This is also shown in the table 8.2 column d where we introduce the OLS with clustering and with the year dummy where we take into account the observations correlation for a given country paid and over time.
This is also aligned with the needs of imports of the countries of the demand. It is fact that 5 countries out of the 16 countries of our sample (China, Japan, Hong Kong, India and Indonesia) are included in the 20 countries with the higher GDP. The demand of commodities is high and the trade is continual. If the exchange rate is volatile, the firms will have the opportunity to export the moment that exchange rate will raise (wait-and-see policy) and to satisfy the needs of the country without taking tight measures for volume and price control. With the exchange rate wait-and-see policy and the lower tariffs implied by the BTA, the exporter diminish the risk and the trade flow remains in the demand levels.
 Another strategy that traders use in their effort to moderate the exchange rates volatility risk is the de facto dollarization which allows the operations and transactions to take place in a parallel economy under a more stable currency. Instead of the dollarization policy, due to the today situation of global crisis, the exchange rate volatility risk has forced China and other East Asian countries in exchange rates pegging. The countries are more conservative and they avoid the exchange rate volatility risk as they face high inflations, internal financial and growth problems. Below we will see the impact of GDP per capita to the exports within BTAs.

H2: The income and the population of the countries that participate in the bilateral trade agreement has positive impact on the value of the country’s i exports.	

Our gravity model confirms the above hypothesis as the coefficient of the GDP per capita is 1.265 and 0.872 for the exporters and the importers accordingly. The relation between trade and GDP per capita is positive and highly significant as it was expected. Most of the past papers confirm this causality of income and trade flow. The income of the exporter indicates the higher productivity which is an export driver and from the other side, the income of the importer indicates the purchasing power which also increases the import goods demand. 
The variable of population of the importer and exporter has also positive and highly significant impact on the exports of the counterpart. Population variables are also highly correlated with the GDP per capita that we are using as a control variable. Population of the exporter eagers the trade flow to the counterparty as the production is higher and consequently supply is higher. In our sample, two of our examined countries are the most overpopulated countries in the world China and India and they are high volumes exporters as the production is high. From the other side, the Asian countries high population creates higher demand for goods and the exports of the BTA counterparty is benefited from both countries population.



H3: The higher geographic distance between the countries that participate in the bilateral trade agreement has negative impact on the exports of the country i.
	
As it was expected, the coefficient of distance variable is negative and highly significant. This shows that higher distance between countries depresses the trade. Distance indicates higher transportation costs which do not depend on the trade agreements lower or zero tariffs. As far as two countries are as more difficult to trade. Distance in our paper is a barrier of exports. The last statement is not consistent with the argument that distance does not have any impact on the trade as we examined in the literature of countries Brun er al. (2005).

H4: The common borders, language and BTA agreement between the countries has positive impact on the exports of the country i.

The dummies of common borders and language eagers the trade as they are positive and significant. The common borders have lower significance in 10% which means that it does not affect the trade as much as common language, cultural variable does. The common language contributes in the communication between the counterparties and makes negotiation easier and less costly. From geographical perspective distance is more important for the trade preference than the common borders. 
Our second important variable is the dummy that indicated the existence of the bilateral agreement between two countries within the Asian region. Bilateral trade agreement dummy has a positive impact on the exports of the country that participates. In the Krugman question if bilateral agreements are bad, our paper proves empirically that the bilateralism benefits the trade and has a significant influence on the exports. Based on Baier er al. (2013), measuring the marginal effect of the BTA, we explore the effect of the free trade policy in the exports of the counterparts. The margin effect (e0.989-e0) x 100 of the Asian bilateral trade agreements on the regional exports is 168.8% which emphasizes the importance of the bilateral trade agreement in the area. Similar result we see in other recent papers as this of Sheng er.al (2012) where the same impact is 172%. In the case of Asia, bilateral regional agreements strengthen the regional trade and it can also lead in more BTAs. From the fact that after 2001 more and more BTAs are in force, we observe there is a tendency to establish BTAs in the Asian region. This tendency spreads in Asia across the years of our sample, until 2008.

H5: WTO membership of the Bilateral Trade Agreements counterparties has a positive impact on the exports of the country i.

To examine the third important variable that is the membership of the countries in WTO, we are using two dummies for both counterparties membership or none of the countries membership. If only one country is member of WTO the dummy is 0 and it is not taken into account. The dummy that designates the membership of both BTA’s counterparties has positive and highly significant impact on the exports. If both countries are WTO members they have signed in favor of the free trade policies of WTO and they cooperate for the lower tariffs that a BTA introduces. The main purpose of the global organization is to secure the free trade and to maintain it also in period of crisis as today. The membership in WTO also forces the countries to be disciplined in the common decisions of the WTO members and to promote the fair free trade. The impact of the WTO membership of both contracting countries, (e0.756-e0) x 100, is also high by 112.9%.  In the literature review, we saw that the members of WTO sign free trade measurements but according to the situation, they imply other policies which can reduce the openness to the international or regional trade. For example the multiple suppliers’ policy of Japan against imports from China. From our regression, it is obvious that the last statement is not applicable but we do not also include the crisis years in which such initiatives have been taken from the countries members. In more recent literature, we see that WTO has also extensive impact on the trade with the significant coefficient of 0.751 (Gil – Pareja er al., 2013). In this case, the model has been estimated with fixed effects, time varying country dummies, which does not capture the heterogeneity as the bilateral trade flows are affected by the examined country pairs. In our model, the bilateral heterogeneity has not been taken into account and the result is also very close to Gil-Pareja (0.756). It is not given that the fixed effect eliminates the correlation between the explanatory variables and unobservable variables. On the other side, as we have seen earlier, Baier er.al (2013), by taking into account the endogeneity in the gravity model and applying fixed effects, they eliminate the correlation and the marginal impact is lower.
The second dummy that we use indicates the impact of the non WTO membership of both countries WTOji. In this case the dummy is having similar coefficient as the both countries WTO membership dummy WTOij but now the variable is not significant and it is negative. The negativity of the coefficient, in case of significance of a normal regression where we assume that the independent variables are not correlated (column a), would mean that the non-membership in WTO could have the opposite results in the trade. Even if there is a bilateral agreement between the countries, some policies that decelerate the free trade are not secured by BTAs but only by the WTO agreements. In the clustered errors OLS, we see that WTOij is insignificant dummy. Most of the countries are members of WTO with the exception of Bhutan which remains an observer, Laos that became a member in 2013 (not in our sample), China that signed its membership in 2001 and Nepal in 2004. The remaining countries are members since 1995, one year before the first examined year. As our sample countries are members of WTO the WTO membership dummy WTOij is stronger and the significant result verifies it.

9. CONCLUSION

In the present research, we examined the impact of the regional agreements in the trade within the Asian region. To confirm and evaluate the impact of the trade agreements, we have as main driver the bilateral agreements under the assumption that the BTAs are a form of Regional Trade Agreements. We conclude that BTAs promote the exports and the trade between the counterparties and especially when these bilateral agreements are signed under the umbrella of the WTO/GATT. The last explain also the correlation between these variables. WTO membership protects the countries from non-discriminatory policies that can be harmful for the free trade as anti-dumping, embargos and local subsidies. Some of the Asian countries realized early that BTAs and WTO encourages trade, like Japan and India, and they influenced other countries, like China, to recognize the trend to enlarge the regional trade without barriers. The phenomenon of the BTAs played an important role for extensive cooperation with the formation of the ASEAN.
 As the tariffs and the trade policies are secured by conducting the above mentioned agreements, the exchange rate volatility is another risk that is taken under consideration by the counterparties and the firms. As we observed, the countries and the companies have retroactively developed several mechanisms to avoid the costs that exchange rate volatility could create.  The lack of significance of exchange rates volatility is also partly based on the rolled coefficient definition of the variable over the years. The last definition weakens the impact of the exchange rate volatility in the trade.
The policies of BTA, WTO agreements and the protection against the exchange rate volatility in combination with the lower distances between the Asian countries and the cultural similarities, common language and borders, enforces the regionalism in the trade. A step further is to examine if the regional trade agreements influence the implementation of the international trade agreements.
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11. APPENDICES

ACRONYMS
AFTA			ASEAN Free Trade Area
ANCOM 		Andean Common Market
APTA			Asia-Pacific Trade Agreement
ASEAN			Association of Southeast Asian Nations
BTA			Bilateral Trade Agreement
CACM			Central American Common Market
CEPT			Common Effective Preferential Tariffs 
EFTA			European Free Trade Association
EU			European Union
FTA			Free Trade Agreement
MERCOSUR		Mercado Comun del Cono Sur (Southern Cone Common 				Market)
NAFTA			North American Free Trade Agreement
OPEC			Organization of the Petroleum Exporting Countries
PTA 			Preferential Trade Agreement
RTA			Regional Trade Agreement
SAFTA 			South Asian Free Trade Area	
WTO			World Trade Organization







	BTA
	DATE OF NOTIFICATION
	IN FORCE

	Laos-Thailand (1991)
	26 Nov 1991
	20 Jun 1991

	India-Sri Lanka (2001)
	17 Jun 2002
	15 Dec 2001

	India-Nepal (2002)
	Not Notified
	Not Notified

	Japan- Singapore (2002)
	08 Nov 2002
	30 Nov 2002

	China P.R.-Thailand (2003)
	Not Notified
	Not Notified

	China P.R.-Hong Kong (2004)
	27 Dec 2003
	01 Jan 2004

	China P.R.-Macao (2004)
	27 Dec 2003
	01 Jan 2004

	India-Singapore (2005)
	03 May 2007
	01 Aug 2005

	Pakistan-Sri Lanka (2005)
	11 Jun 2008
	12 Jun 2008

	India-Bhutan (2006)
	30 Jun 2008
	01 Jul 2006

	Japan-Malaysia (2006)
	12 Jul 2006
	13 Jul 2006


	Korea-Singapore (2006)
	21 Feb 2006
	02 Mar 2006

	China P.R.- Pakistan (2007)
	18 Jan 2008
	01 Jul 2007

	Japan-Brunei Darussalam (2008)
	31 Jul 2008
	31 Jul 2008

	Japan-Indonesia(2008)
	27 Jun 2008
	01 Jul 2008

	Japan-Philippines (2008)
	11 Dec 2008
	11 Dec 2008

	Malaysia-Pakistan (2008)
	19 Feb 2008
	01 Jan 2008
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