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Examining border effect in regional economic integrations and Central and Eastern Europe
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Many people claim that the deepening globalization of recent decades is leading towards a world where distances die and borders disappear. A number of academic papers, however, have proved that borders still have a determining role in hindering cross country trade interactions even in regional economic integrations. This paper demonstrates in two different ways that countries do trade much more within their borders than they should do in the 21st century’s globalized world. On the one hand, the author gives a comprehensive literature review about border effect studies which have worked with extended gravity trade models and pointed out the excessive preference of domestic trading partners. On the other hand, an own empirical research in connection with Central and Eastern Europe is also conducted. The simple OLS regression which is separately run for each year through 2001–2010 suggests that the CEE countries were integrating continuously into the European Union during the mentioned period. The border effect coefficient which was extremely high in the beginning decreased year by year. The results also show that in the end of the first decade of the new millennium the Baltic countries and Poland still have to face quite large border effects, while Hungary, the Czech Republic and Slovakia seem to be more integrated with the rest of the European Union.



