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ABSTRACT
THE DETERMINING ROLE OF EU IN TURKEY’'S TRADE FLOWS:

A GRAVITY MODEL APPROACH

Bilici, Ozgul

MA in Financial Economics, Department of Socialeé®wes

Supervisor: Assoc. Prof. Hakan Yetkiner

2009, 77 pages

This thesis aims to determine the role of EU inKeéyts trade flows by using the
gravity model. Turkey’s Customs Union agreemenhuitt becoming a member of
EU provides a laboratory to researchers to testivenehe agreement was significant
enough to cause any deviation in Turkey’s tradev.flm the first part of the study,
we shortly provide some descriptive statisticsteglao Turkey’s trade flows with
EU to see whether EU has gained any weight inltvest In the second part, we first
develop a gravity model that econometrically desiga the determinants of
Turkey's trade flows via panel data approach. Next,use this equation to test the
importance of EU countries in Turkey's trade flomdawhether the flow has been
subject to a deviation after the Customs Union ement. Our findings indicate that
EU countries have always been important in Turkésddge flow and that Customs
Union has not increased EU’s importance marginallgetermining Turkey’s trade

flow.

Keywords: Gravity model, Customs Union, EU, TurkBgnel data approach,



OZET

TURKIYE'NIN DIS TICARET AKIMINDA AB'N IN BELIRLEYICI ROLU:
BIR CEKIM MODELI YAKLA SIMI

Bilici, Ozgl

Finans Ekonomisi Yiksek Lisans Programi

Tees Darymani: Dog. Dri. Hakan Yetkiner

2009, 77 sayfa

Bu tezin amaci ¢cekim modeli yaklenini kullanarak Tarkiye’nin diticaret akiminin
belirleyicilerini ve Gumruk Birlgi Uyeligi sonrasi di ticaret akiminda bir kirllma
olup olmadgini panel veri analizi ile belirlemektir. Tezin ikasminda Turkiye’'nin
dis ticaretindeki gelimeler 1923'den glnimuze incelegmirtrkiye’nin Avrupa
Birli gi ile olan ticaret ilgkilerine ayrintili olarak yer verilngiir. Daha sonra ¢ekim
modeli kullanilarak Tudriye’nin @i ticaret akimlarinin belirleyenleri ve bu
belirleyenler icinde AB’nin dnemi analiz edilgtir. Analizler 1982-2008 dénemine
iliskin toplam ticaret, ihracat ve ithalat akimlarinigyri ayri yapilngtir. AB icin
yapilan analizlerde ise Gumrik Bfifnin ticaret akimlari Gzerindeki etkleri
Uzerinde durulmgtur. Analizlerimiz AB ulkelerinin Turkiye’'nin di ticaretinde her
zaman 6nemli yer tutfiwnu, Gumruk Birlgi sonrasi istatistiksel 6neminin ¢ok fazla
artmadgini ve ticaret akinlarinda ciddi bir kirilmaya yagimadgini gostermektedir.

Anahtar Sozciukler: Cekim Modeli, Gumruk Bgili AB, Turkiye, Panel veri yontemi
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1. INTRODUCTION

Open national economies to free trade has beerpalgrotrend for decades. This
trend is generally called globalization. Howevestional economies have also
shown a contradicting trend to globalization: thegreasingly join (regional) trade
agreements, that is, they regionalize. NAFTA, EFWEERCOSUR and ASEAN are
examples to this regionalization trend. The best (@xtreme) example is European
Union (EU). The European regionalization trend, chhstarted in 1957, has reached

27 members and become comparable to USA in popolaBDP and land size.

In some cases, economic integration supports fi@det and in others it
causes diversion from free trade. Irrespective loéthver the integration causes trade
creation or trade diversion, it suggests that entgis trade flow may subject to a
deviation after an economic integration. In thisedis, after identifying the
determinants of Turkey’s foreign trade flows vigravity model, we aim to test via
panel data analysis whether Turkey's trade flow basn affected by the EU

predominantly.

Turkey is one of the first countries that startecbpen her economy to free
trade in the globalization era. In 1980, Turkey hassed from import substitution to
export promotion as its growth strategy and sirf@nt its trade pattern gradually
changed from exporting primary and agricultural ducts and importing
manufactured goods to exporting manufacturing amdermediate goods.
consequently, Turkey is a good laboratory of tgstive impact of free trade.

Besides, Turkey has become member of Customs U@ah of EU in 31
December 1995 without full membership to EU. Thegidion practically meant the
acceptance of regionalization by Turkey as Turkeas wiving up her trade rules
against third countries and adopting EU’s tradeegulintuition suggests that
Turkey's trade pattern must experience deviationfamor of EU after the CU

membership, minor or major.

This thesis aims to determine the trade flow det@ants of Turkey by using

a gravity model and whether the EU has signifieargact on Turkey's trade flows.



To this end, in the second chapter of the thesigidn trade progress of Turkey has
been analyzed. In this chapter, institutional aistionical relations between Turkey
and the EU have been evaluated after analyses alidkey’'s foreign trade with the
world. The third chapter gives information aboutdtetical background of gravity
model and makes a literature review. Panel datlysesmhave been used on gravity
equation of Turkey’s trade flows in the chapterrfdAnalyses have indicated that the
EU have significant impact on Turkey’s total trdtitevs and export flows. But there
is no evidence about significance of the EU on @yik import flows. The last

chapter gives some concluding remarks.



2. FOREIGN TRADE PROGRESS OF TURKEY IN THE CONTEXT OF EU

This section of the thesis analyzes the progre§audfish foreign trade policy since
the establishment of the Turkish Republic in adristl perspective. To simplify the
analyses, the history of Turkish foreign trade the®n disaggregated into sub

periods.

2.1. Turkish Foreign Trade Policy in a Historical Rerspective

In this part of the study, historical progress ofKish foreign trade policy has been
analyzed beginning from 1923. The period has beddet! into six sub-periods in
accordance with the structural changes during greg. In particular, we divided
the period into the following periods with respexstructural breaks in foreign trade

policies?
» Establishment Period: 1923-1929
* Protectionist Era: 1930-1950
» Partial Liberalization: 1950-1962
* Planned Economy: 1963-1980
» Export Promoted Development: 1980-1995

» Accession to CU and towards integration with EU99 #nwards

2.1.1. Establishment Period: 1923-1929

Foreign trade structure and progress of this peviede under the influence of
economical and social structure taken over fronoi@#n Empire. At the late years,
the Empire was an exporting country for raw matergd agricultural products and
an importing country for manufactured products. &bwer, due to the World War I,
a recession had been observed in Empire’s indumty agriculture. After the

! This classification is a very common and well qted one in the literature (see. Seymen, 2009).



collapse of Ottoman Empire, Republic of Turkey tamler an economic structure
that possessed an agricultural production basedramfitional methods, import

regime supporting importing goods instead of domestanufacturing and some
critical sectors such as rail ways and sea lankemgieg to foreign firms. So, in the
early years of the Republic, Turkey has aimed ahbdshing and developing
domestic industry. The Izmir Congress of Economi@s assembled to this end
(Altintas, 1986: 4-8). Table 1 shows the progress of Turlgkign trade during

1923-1929 period.

Table 1: Turkish Foreign Trade: 1923-1929 Period

Balance| Imports
Volume of of Covered

Years Export Import Foreign Trade XI(X+M) | M/(X+M) Foreign by
Trade | Exports
Value |Change| Value |[Changel Value |Change) % % Value %
million$| % |million$| % |million$ | % ° °  |milions|
1923 50.8 - 86.9 - 137.7 - 36.9 63.1 -36.1 58.5

1924 82.4/ 623 100.5 15.6/ 1829 32.8 45.1 54,9 -18.0 82.1

1925 102.7) 24.6f 129.00 28.4 231.7 26.7 44.3 55.7] -26.3 79.6

1926 96.4 -6.1| 121.4 -5.8| 217.8 -6.0 44.3 55.7/ -25.0 79.4

1927 80.7, -16.3] 107.8 -11.3] 188.5 -13.5 42.8 5720 -27.0 74.9

1928 88.3 9.3 113.7 5.5 202.0 7.2 43.7 56.3] -25.4 77.6

1929 748 -15.2| 123.6 8.7 198.4 -1.8 37.7 62.3] -48.7 60.6

Source: Constituted by using TSI data
Note: X/(X+M) indicates export share in total trailevs; M/(X+M) indicates import share in total
trade flows.

Table 1 indicates that Turkey’s exports and impaatsd therefore total trade, have
increased from 1923 to 1929. But in 1926 and 182 of them have decreased. In
these years, Turkey was suffered from extraordidaoyght. Since the foreign trade
was mostly depending on the agricultural produotshiose years, these decreases
were reasonable (Tezel, 1994: 110). It is knowr iimdhese years, 75% of export
incomes were depended on 5 agricultural produotsaico, cotton, hazelnut, raisin
and dry fig) and there was a decrease in the dgrmali production by nearly 30%.
Considering the importance of agricultural sectoiGDP, there were decreases in

imports as well (Kazgan, 2005: 34, 60). Althougéréhwas an increase in proportion



of imports covered by exports, the trade deficd hbso increased in absolute value.
The share of export in total trade has increasathgluthe period. The share of
import in total trade was higher than the expodrehThere was a slight decrease in

import share as well.

The increasing trend of import in that period whe tesult of Treaty of
Lausanne which suggested low tariff rates and #wadse in trade restrictions due
to the world war. The increasing imports were ttgger of the trade deficit in this
period and the trade deficits were the reasonherdievaluation of the Turkish Lira.
Moreover, the last year of this period was thet fyear of the great depression. All
these reasons has caused structural changes ignfdrade policy (Tezel, 1994:
110).

2.1.2. Protectionist Era: 1930-1950

Republic of Turkey’s intervention to general ecoryoamd foreign trade policies has
started after 1929. Especially after 1929 crisisg® period has started for Turkish
foreign trade. Main features of this period weresdah on accelerating domestic
industries. To this end, customs tariffs and fareéxchanges have been regulated.
Bilateral trade agreements have been come intee far@ direct restrictions have

been applied on import flows (Alpar, 1974: 62).

Table 2: Turkish Foreign Trade: 1930-1950 Period

Balance| Imports
Years Export Import F(;:g:;?'?'rgtje XI(X+M) | M/(X+M) Fo:)efign Co;;;a/red
Trade | Exports
Value |Change| Value |[Changel Value |Change) % % Value %
million$| %  |milion$| % milion$| % million$
1929 74.8 -15.2| 123.6 8.7/ 198.4 -1.8 37.7 62.3] -48.7 60.6
1930 714 -4.6 69.5| -43.7] 140.9 -29.0 50.7 49.3 1.8] 102.6
1931 60.2 -15.6 590.9) -13.8] 120.2] -14.7 50.1 49.8 0.3] 100.5
1932 44 -20.3 40.7] -32.1 88.7] -26.2 54.1 45.9 7.3] 117.8
1933 58.1 21 45.1 10.7] 103.2] 16.3 56.3 43.7 13| 128.8
1934 73 257 68.8) 525 141.8 37.4 51.5 48.5 42| 106.2
1935 76.2 4.4 70.6 2.7 146.9 3.6 51.9 48.1 5.6/ 107.9




1936 93.7 229 73.6 4.2| 167.3 13.9 56.0 44.0 20.1) 127.2

1937 109.2 16.6 90.5 23| 199.8 19.4 54.7 45.3 18.7] 120.6

1938 115 5.3/ 118.9 31.3] 233.9 17.1 49.2 50.8 -3.9 96.7
1939 99.6 -134 92.5 -22.2| 192.1 -17.9 51.8 48.2 7.1 107.7
1940 80.9 -18.8 50, -45.9] 130.9 -31.9 61.8 38.2 30.9] 161.7

1941 91.1 125 55.3 10.6| 146.4 11.8 62.2 37.8 35.7] 164.5

1942 126.1 38.5] 112.9 103.9 239 63.3 52.8 47.2 13.2] 111.7

1943 196.7 56/ 155.3 37.6] 3521 47.3 55.9 44.1 414 126.6
1944 17§ -9.5| 126.2 -18.7] 304.2] -13.6 58.5 41.5 51.7 141
1945 168.3 -5.4 97| -23.2] 265.20 -12.8 63.5 36.6 71.3] 173.5

1946 2146 275 118.9 22.6] 333.5 25.8 64.3 35.7 95.7| 180.5

1947 223.3 4.1 244.60 105.8 467.9 40.3 47.7 52.3] -21.3 91.3

3
1948 196.8 -11.9] 275.1 12.4] 471.9 0.9 41.7 58.3] -78.3 71.5
1949 247.8 259 290.2 5.5 538 14.0 46.1 53.9] -42.4 85.4

1950 263.4 6.3] 285.7 -1.6] 549.1 2.1 48.0 52.00 -22.2 92.2

Source: Constituted by using TSI data
Note: X/(X+M) indicates export share in total trafflewvs; M/(X+M) indicates import share in total
trade flows.

Due to the 1929 crisis and increasing tariffs, eh@ere decreases in both exports and
imports, as indicated in Table 2. These decreasdsdffect until 1932. To minimize
the effects of crisis, currency controls and impestrictions have been applied in
this period. Thus, foreign trade between 1930-1@88 lower than foreign trade
between 1923-1929 (Pekin and Ergun, 1984: 2).

The most important feature of this period was tie trade balance was
positive in almost all years. This was the natueslult of significant increases in
exports. There were two underlying forces of thieseeases. One of them was the
good harvests in agricultural sector. The other weas increasing demand for
agricultural and mining products of Germany duehe expansionary policies of
Nazis in the Balkans and Middle East. Furthermtre,government made bilateral
trade agreements in order to cover increasing itngg@mand and accumulate gold
and foreign exchange reserves for Central Bankigygeriod. In addition to this, the
government has paid back foreign debts to SoviessRuand UK via exports. This
was another reason for the increasing exports. Mery¢he World War 1l caused a
reduction in Turkish foreign trade. Excluding nahky imports, there was trade
surplus during the 1939-1946 period. Accoding tael€1994: 114, 120), there were
trade deficits, when military imports are also adagsed.



In 1946, the government has decided to make detvatuan order to deal
with the difficulties of redemption of foreign debtBut, in spite of devaluation,
imports have sustained its increasing trend an@xperts have decreased. Therefore
in 1948, the trade deficit became 78.3 million ddl The failure of the devaluation
can be explained by the inelastic supply of expgrtjoods and inelastic demand of
importing goods (Pekin and Ergun, 1984:4).

2.1.3. Partial Liberalization: 1950-1962

The 1950 was the milestone in terms of foreigndradlicies. In 1950 European
Payments Union (EPU) has been established and Rk iembers have removed
the import restrictions (based on imports quantityl948). Turkey has decided to
abide “list of free import goods” due to EPU. Aatlime, 60% of imports has been
liberalized (Karluk, 1984: 62).

Nevertheless, these liberalization policies causediecrease in foreign
exchange reserves due to increases in import den&mdsome restrictions have
been applied on this list. In 1955, this list haei entirely abolished. The aim of
these restrictions was to prevent deficits in théatce of payment rather than to
protect domestic industries. The second half of0$9kas the inflationary years due
to increasing budget deficits. Moreover, the resttns on imports caused deficit in
supply of investment and intermediate goods usedddayestic industries. This
increased the inflation and domestic productionab®ex dependent on imports
(Altintas, 1986: 64).

Due to the internal and external instabilities tab#ity program monitoring
by Organization for European Economic CooperatiddEEC), International
Monetary Fund (IMF) and US Government has beeningotaction in 1958. This
program included policies about foreign trade, midtgeficit, money and currency.
By this program, import quotas have been extendeldaaditional quotas have been
created for compulsory importing goods (Alpar, 1:954-65).



Table 3 below shows the trade progress of Turkeleuthe main futures of

the period that mentioned above. The balance @&idortrade was in deficit in all

these years. The reason was that the growth inrisip@ad surpassed the growth in

exports in this period. Due to the liberal traddigies, import has increased until

1953. But decreases in the foreign exchange resehave required setting

restrictions on imports. The decline in the trefidnaport between 1953-1958 was

the result of these restrictions, as can be seem Trable 3.

Table 3: Turkish Foreign Trade: 1950-1962 Period

Balance| Imports
Years Export Import F(;:g:;?'?'rgtje XI(X+M) | M/(X+M) Fo:)efign Co;;;a/red
Trade | Exports
Value |Change| Value |[Changel Value |Change) % % Value %
million$| %  |milion$| % million$| % million$
1950 263.4 6.3 285.7 -1.6] 549.1 2.1 48.0 52.00 -22.2 92.2
1951 314.1 19.2] 402.1 40.8 716.2] 304 43.9 56.1 -88 78.1
1952 362.9 155 5559 38.3 918.8 28.3 39.5 60.5 -193 65.3
1953 396.1 9.1] 5325 -4.2]  928.6 11 42.7 57.3] -136.5 74.4
1954 334.9 -15.4| 4784 -10.2] 813.3 -124 41.2 58.8] -143.4 70
1955 313.3 -6.4] 497.6 4 811 -0.3 38.6 61.4] -184.3 63
1956 305 -2.7] 407.3] -18.1] 7123 -12.2 42.8 57.2] -102.4 74.9
1957 345.2 13.2] 397.] -2.5| 7423 4.2 46.5 53.5] -51.9 86.9
1958 247.3 -28.4| 315.1] -20.7| 5624 -24.2 44.0 56.00 -67.8 78.5
1959 353.8 43.1 470 49.2] 823.8 46.5 42.9 57.1] -116.2 75.3
1960 320.7 -9.3] 468.2 -0.4| 788.9 -4.2 40.7 59.3] -147.5 68.5
1961 346.7 8.1 507.2 8.3] 853.9 8.2 40.6 59.4] -160.5 68.4
1962 381.2 9.9] 619.4 22.1] 10006 17.2 38.1 61.9] -238.3 61.5

Source: Constituted by using TSI data
Note: X/(X+M) indicates export share in total trailevs; M/(X+M) indicates import share in total
trade flows.

2.1.4. Planned Economy: 1963-1980

After 1960s, there were radical changes in the &yiskmacroeconomic policies in

general and foreign trade policies in specific. 39880 was the planned economy

period. In this period, economy has been contrdedive-year development plans.

All plans came into force in this period were basadmport substitution strategies.

The main futures of these plans concerning foréiggie were as follows:



» First Five-Year Development Plan: The general ®itwf this plan was
protectionism in foreign trade policy. The purposfethe protectionism was to
protect potential industries and to obtain intdoral competitiveness (Alpar, 1974:
73). An important progress in this period was tresdciation Agreement with the

European Economic Community (EEC).

* Second Five-Year Development Plan: The aim of pfés was to protect new
industries. To this end, number of restrictions lengented on imports have been
increased (relative to the first plan). But the penmariness of these restrictions has

been stated in the plan.

The first stage of import substitution strategy ltasered the non-durable
goods. In the middle of the 1960s, domestic pradnadf nondurable goods became
sufficient for domestic demand as expected. Thergkstage of import substitution
strategy suggested protection of domestic prodaaifantermediate and investment
goods. So export of manufactured goods has beenadnBut these industries were
high technology, skilled labor and capital intemsindustries. So the second stage of
the strategy has failed. Failure of this stage edugevelopment of an assembly
industry, which increased foreign exchange demaather than the predicted
industries (Serin, 1981: 389).

e Third Five-Year Development Plan: According to thjgan, Turkey's

industrialization was compulsory in terms of desreg country’s dependence to
foreign resources. However, what was implied hegis mot to create a self-sufficient
autarkic structure. In contrast, it was statechilan that liberal foreign policies are
required to obtain international competitive powEne reason for following liberal

policies was not only the belief that such policeild create an internationally
competitive trade structure but also the effortpooviding convenient trade policies
with EEC. Indeed, the third plan period had ovegrgpwith the transition period of
Turkey-EEC Association Agreement, which had putriegns on protective trade

policies.

* Fourth Five-Year Development Plan: To produce itwmest goods and

intermediate goods through manufacturing industng @0 form a competitive



industrial structure were two main aims of the Hofive-year development plan
(Ozatgler, 1998: 91). Similar to previous planning pedpit was expressed that
young industries would be protected and consumpbibiuxury goods would be

controlled during this planning period. As indualidation and foreign trade policies
had to be run simultaneously and conveniently wdbkh other, bureaucratic delays
were eliminated and exports of industrial prodwetse promoted. Table 4 indicates

the pattern of foreign trade of Turkey during timeet period:

Table 4: Turkish Foreign Trade: 1963-1980 Period

Balance| Imports
Years Export Import Fo\:gil;?.?_rgge XI(X+M) | M/(X+M) Fo:)efign Cogsred

Trade | Exports

Value |Change| Value |[Changel Value |Change) % % Value %
million$| %  |milion$| % million$| % million$

1962 381.2 9.9 619.4 22.1] 10008 17.2 38.1 61.9] -238.3 61.5
1963 368.1 -3.4| 687.6 11| 1055.7 5.5 34.9 65.1 -319.5 53.5
1964 410.8 11.6] 537.2 -21.9 948| -10.2 43.3 56.7| -126.5 76.5
1965 463.7 129 572 6.5| 1035.7 9.3 44.8 55.2] -108.2 81.1
1966 490.% 5.8| 718.3 25.6| 1208.3 16.7 40.6 59.4] -227.8 68.3
1967 522.3 6.5| 684.7 -4.7 1207 -0.1 43.3 56.7] -162.3 76.3
1968 496.4 -5 763.70 11.5] 1260.1 4.4 39.4 60.6] -267.2 65
1969 536.4 8.1 801.2 4.9 1338.1 6.2 40.1 59.9] -264.4 67
1970 588.5% 9.6 9476 18.3 1536.1 14.8 38.3 61.7] -359.1 62.1
1971 676.6 15| 1170.8 23.6| 18474 20.3 36.6 63.4] -494.2 57.8
1972 885 30.8] 1562.5 33.5| 24475 325 36.2 63.8 -677.6 56.6
1973 | 1317.1 48.8] 2086.2 33.5 3403.3 39.1 38.7 61.3] -769.1 63.1
1974 | 1532.2 16.3] 3777.5 81.1] 5309.7 56.0 28.9 71.1] -2245.3 40.6
1975 | 1401.1 -8.6] 4738.4 25.4 6139.6 15.6 22.8 77.2] -3337.5 29.6
1976 | 1960.2 39.9] 5128.6 8.2| 7088.9 15.5 27.7 72.3| -3168.4 38.2
1977 1753 -10.6] 5796.3 13| 7549.3 6.5 23.2 76.8 -4043.3 30.2
1978 | 2288.2 30.5| 4599 -20.7| 6887.2 -8.8 33.2 66.8 -2310.9 49.8
1979 | 22612 -1.2| 5069.4 10.2] 7330.§ 6.4 30.8 69.2| -2808.2 44.6
1980 | 2910.1 28.7] 7909.4 56| 10819.5 47.6 26.9 73.1] -4999.2 36.8

Source: Constituted by using TSI data
Note: X/(X+M) indicates export share in total trafflewvs; M/(X+M) indicates import share in total
trade flows.

According to the table above, the balance of fordrgde yield deficits in all years
because the rate of increase in import was hidiear the rate of increase in export
during the period. In order to invoke investmergguired for the development,

import was inevitable. The total trade volume haseased in all years except 1964,
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1967 and 1978. The increase in total trade wastliheacteristic of the third five-year

plan.

During the first plan period, export was more stablan import. The imports
have been realized at the predicted values duhisggpian. However exports have
been realized 8% more than predicted value. Iner@aasexports was due to
unexpected increases in agricultural products. Qg exports were realized more
than the expectations, there was no structuralgdham exporting goods. The share
of industrial goods exported was lower than theeslod agricultural goods exported
throughout the five years (Seymen, 2009: 20). Dtire first five years, export has
increased 38% from 1962 to 1967.

In the second plan period, import has increased4ldbhad an increasing
trend in all years and has been realized over giestlivalues. The unexpected
increases in remittances provide payment facilityimported goods. Furthermore,
due to the supply deficit in raw materials andanisis in the world, the prices have
increased and this caused an increase in paymemports. Additionally, domestic
economic conditions such as inflation, price poliagd overvalued TL have
increased imports as well (Pekin and Ergun, 1984Didring 1962-1967, export has
increased due to the export incentives and 197@ldatron. But world economic
conditions (oil crisis and supply deficit) and dane economic conditions (fixed
exchange rates, increasing domestic demand anffieiesut production) decreased

the amount of exportable good.

The third five-year plan covers the 1973-1977 perla the beginning of this
period, export has increased due to the ongoingcefif 1970 devaluation. There
were many factors that caused the decrease intexpdt975. These were expansive
domestic demand stem from inflationist policieghgr domestic prices than world
prices and overvalued TL due to the fixed exchaiages. Besides, recession in the
world economy has caused decreases in exportsri€8 during 1970s was another
reason. A considerable amount of export income leen used to import oil.
Furthermore, the embargo imposed on Turkey by U8 wuthe Cyprus Peace
Operation has affected Turkey’s foreign trade rigghtin this period. At the end of
1970s, the deficit in balance of payment has irsgdalack of foreign exchange
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reserves slowed down domestic production. Conselyuezconomic and politic
instability have increased.

The third plan has taken place in 1978-1983. Algiguhere was a decrease
in imports by 20% in 1978, it has again increasé% Jetween 1979 - 1980. This
increase was the result of high prices on impogedds. Due to economic and
political crises in Turkey, exports have decreaisetl979 (Pekin and Ergun, 1984:
12). Despite the third five-year development plawers 1978-1983, the plan was
removed in practice after P4January 1980 Decreees —and Turkish trade policy

shifted to export-promotion strategy.

2.1.5. Export Promoted Development: 1980-1995

1980 was the turning point for Turkish economy ddeign trade policies.
Following the world recession, there has been wddevn in Turkish economy. To
overcome these problems, a stabilization packagevkras January 24 1980 Decrees
has been put into force. These decrees have aintkded to structural changes in
the economy. There were two main purposes in ikage. First, price mechanism
was aimed to replace centralized price determinaitio goods market. Second,
development strategy was changed. Export promagdldpment strategy has been
come into effect instead of import substitution elepment strategy. To achieve
these aims, a new price policy has been adoptadaithsof price control policies.
Changes convenient with liberal policies about ifpmetrade, currency policy and

foreign exchange regime were taken (Krueger, 199245).

Within the framework of January 24 Decrees, a deat&dn has been
implemented. Value of TL has been decreased by d@$dinst US dollar. The aim of
devaluation was to accelerate exports by decreadorgestic demand. Flexible
exchange rate regime has been started to use.uganoentives such as tax refund,
dispensation of income tax and customs duties anckrecy allocations have been

provided to increase exports.
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By liberal trade policies and export incentivegde flows has exhibited a
change in both volume and structure. Table 5 shinsprogress of foreign trade
during 1980-1994.

Table 5: Turkish Foreign Trade: 1980-1994 Period

Balance| Imports
Volume of of |Covered

Years Export Import Foreign Trade XI(X+M) | M/(X+M) Foreign by
Trade | Exports
Value |Change| Value |[Changel Value |Change) % % Value %
million$| %  |milion$| % million$| % million$

1979 | 2261.2 -1.2| 5069.4 10.2| 7330.6 6.4 30.8 69.2| -2808.2 44.6

1980 | 2910.1 28.7] 7909.4 56| 10819.5 47.6 26.9 73.1] -4999.2 36.8

1981 | 4702.9 61.6 89334 12.9/13636.3 26.0 34.5 65.5| -4230.4 52.6

1982 5746  22.2| 8842.7 -1] 14588.6 7.0 39.4 60.6| -3096.7 65

1983 | 57278 -0.3 9235 4.4| 14962.8 2.6 38.3 61.7] -3507.2 62

1984 | 7133.6 245 10757 16.5/17890.4 19.6 39.9 60.1] -3623.4 66.3

1985 7958 11.6) 113434 5.5/ 19301 .4 7.9 41.2 58.8| -3385.4 70.2

1986 | 7456.7 -6.3]11104.8 -2.1] 18561.5 -3.8 40.2 59.8| -3648 67.1
1987 10190 36.7| 14157.§ 27.5/ 243479 31.2 41.9 58.1| -3967.8 72
1988 11662 14.4| 143354 1.3] 25997 .4 6.8 44.9 55.1] -2673.4 81.4
1989 | 11624.y -0.3] 15792.1 10.2| 27416.8 5.5 42.4 57.6| -4167.5 73.6
1990 | 12959.8 11.5/ 22302.1 41.2 352614 28.6 36.8 63.2] -9342.8 58.1
1991 | 13593.b 4.9 21047 -5.6| 34640.5 -1.8 39.2 60.8| -7453.6 64.6
1992 | 14714.6 8.2| 22871.] 8.7| 37585.7 8.5 39.1 60.9| -8156.4 64.3
1993 | 15345.1 4.3] 294284  28.7) 447734 191 34.3 65.7| -14083 52.1
1994 | 18105.9 18| 23270 -20.9 41375.9 -7.6 43.8 56.2| -5164.1 77.8
1995 21637 19.5] 35709 53.5/57346.] 38.6 37.7 62.3] -14072 60.6

Source: Constituted by using TSI data
Note: X/(X+M) indicates export share in total trailevs; M/(X+M) indicates import share in total
trade flows.

At the beginning of this period, the trade defltéis decreased thanks to increasing
exports and devaluation. Consequently, there wideceease in trade deficit by 15%,
although total trade volume increased by 26% inl188oreover, the predicted trade
deficit was 5.5 billion dollars in the 1981 progrdot it was realized as 4.2 billion
dollars (Pekin and Ergun, 1984: 9). Export haseased from 2.9 billion dollars to
21.6 billion dollars from 1980 to 1995. But incrawpstrend of export has decreased
due to the recession in developed countries, empedén Europe. The share of
agricultural goods has decreased. Besides, the sfiamdustrial goods has increased
from 36% to 80% in the 1980-1995 period (Seyme092@7).
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World economic conditions (recession and Gulf sjisand domestic
economic conditions (high inflation rates, budgeti@t and increasing internal and
external debts) at the beginning of 1990s caus&d #8onomic crisis. Thus, April 5
Decrees have come into effect. The most importaptementation of these decrees
was devaluation of TL by nearly 40% against US atollISubsequent to the
devaluation, export has increased 18% and 19.5%994 and 1995, respectively.
The main aim of this period was to increase expditsvever, the export share in
total trade flows was always under the import shartotal trade flows during the

time period.

2.1.6. Accession to CU and towards integration witkEU: 1995 onwards

In Turkey’s foreign trade, one could evaluate tleziqu after year 1995, as the
period during which the dependency of internatiolegjal rules have increased,
applications and legislation regulations have bgemnformed in the light of
international norms. In consequence the globabmatphenomenon has been
increasingly felt in terms of foreign trade. Duritigs period, one of the two aspects
taken into account while determining the foreigrad&# policy was WTO
establishment agreement that entered into forclainuary 1, 1995. And the second
was the decision of Customs Union membership ok@yrwhich entered into force
in January 1, 1996.

Table 6: Turkish Foreign Trade: 1995-2008 Period

Balance | Imports
vears Export Import Vo]ume of X/ M/ of_ Covered
Foreign Trade |(X+M) [(X+M) | Foreign by
Trade Exports
Value |Chan.| Value |Chan| Value |Chan. % o Value %
mi$ | % | mil$ | % | mills | % ° ° mil$ °
1995 21637 19.5| 35709 53.5| 57346.1 38.6/ 37.7| 62.3] -14072 60.6
1996 | 232245 7.3| 43626. 22.2| 66851.1 16.6/ 34.7] 65.3] -20402.2 53.2
1997 | 26261.1 13.1| 48558.7 11.3| 74819.8 11.9] 35.1] 64.9] -22297.6 54.1
1998 26974 2.7| 45921.4 -5.4| 72895.3 -2.6/ 37.00 63.0] -18947.4 58.7
1999 | 26587.2 -1.4| 40671.3 -11.4] 67258.5 -7.7| 39.5 60.5 -14084 65.4
2000 | 277749 45| 54502.8 34| 82277.4 22.3] 33.8) 66.2] -26727.9 51
2001 | 31334.2 12.8| 41399.1 -24| 72733.3 -11.6/ 43.1] 56.9] -10064.9 75.7
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2002 | 36059.1 15.1) 51553.8 24.5| 87612.9 20.5 41.2] 58.8] -15494.7 69.9
2003 | 47252.8 31| 69339.7 34.5116592.5 33.1] 40.5] 59.5 -22086.9 68.1
2004 | 63167.2 33.7] 97539.8 40.7/160706.9 37.8] 39.3] 60.7] -34372.6 64.8
2005 | 73476.4 16.3|116774.2 19.7/190250.6 18.4] 38.6] 61.4] -43297.7 62.9
2006 | 85534.Y 16.4/139576.2 19.5/225110.9 18.3] 38.0] 62.0] -54041.5 61.3
2007 | 107271.y 25.4/170062.7 21.8| 277334.5 23.2] 38.7] 61.3] -62791 63.1
2008 | 132002.6 23.11201960.§ 18.8| 333963.4 20.4] 39.5| 60.5 -69958.2 65.4

Source: Constituted by using TSI data
Note: X/(X+M) indicates export share in total trafflewvs; M/(X+M) indicates import share in total
trade flows.

Table 6 presents trade indicators of Turkey fro@5l®nwards. According to the
table, export of Turkey has increased from 1992005 except 1999, the year in
which a strong earthquake had hit Turkey. Therenas certain effect of CU
agreement on both export and import flows. Howewer1996, rate of import
covered by export was 53%. This rate reached itsnmum value in 2000. But after
2001 crisis, due to the high rate devaluation, ithis reached its maximum as 75.7%.
In this period, trade balance was in deficit. Cdashg 2008, trade deficit has

become 69.9 hillion dollars.

Since the progresses of this period has eventuatddr the effects of CU,
and thus EU, the next section focus on trade oglatbetween Turkey and the EU.
However, a brief analysis about most recent deveéys will be given in the next

section before analyzing the development of tratltions between Turkey and EU.

2.1.7. Recent Developments

Beginning from the establishment of the Turkish &#, there have been several
factors that determine Turkish trade flows. In teeent decades, the most important
ones have been the globalization process and Tuddsession to the CU (without
full EU membership). However, in recent years, ¢hieas been another factor that
has affected Turkey’s trade flow. Turkey found litge the middle of world’s new
energy corridor from Caspian Sea to Europe aftecctilapse of Soviet Union due to
geographical, historical, and political reasonsrk&y itself has also experienced
increasing need for energy and signed significangiterm energy contracts with
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gas-exporting countries such as Iran and Rusglzeitate 1990s. Such developments
have changed the trading partners of Turkey inntegears. Figures 1 and 2 below
present the first 10 countries for the period 2Q008 in Turkey’s export and import
flows?. We took 2008 as the base year, without loss oégity.

Rank of Exporting Partners, 2000-2008
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Figure 1: Country Ranks in Turkish Export, 2000-2008

Figure 1 above plots country ranks of Turkish expbetween the 2000-2008 period
for the 10 countries that have the highest ranR0@8. The illustration shows that
some countries such as United Arab Emirates (UAk) Romania have become
significant exporting partners of Turkey. Althoutte composition of export to UAE

consists of textile products to a large extents ithought that increasing export to

UAE indicates a strategic change in Turkish exfiows (Yetkiner, 2009: 3).

2 We present the same analysis for the 1982-2008cpier Appendices 11 and 12.
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Rank of Importing Partners, 2000-2008
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Figure 2: Country Ranks in Turkish Import, 2000-2008

Figure 2 above plots country ranks of Turkish imipdretween the 2000-2008 period
for the 10 countries that have the highest ranR0@8. The illustration shows that
some countries such as Russia, China, Iran, anz&land have become significant
import sources of Turkey. Increasing import flowgghwChina, Iran and Russia
designate two important strategic changes in Thrkisport flows. The former is
Turkey’s energy dependency due to growing manufexguand service industries.
This fact is the main reason of increasing impathwRussia. On the other hand, the
upward importance of China as a source countrytHerworld and for Turkey as

well, is the reason of second change in Turkishoirfbows (Yetkiner, 2009: 1).

2.2. The Development of Foreign Trade between Turkeand EU

The EU is the main consideration of this thesis.tfis end, in this section, the
relationship between Turkey and the EU has beauslé®d. In the next section, the
relationship is analyzed from a historical perspect Next, the foreign trade

relationship between Turkey and the EU is evaluasdg the trade data.
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2.2.1. History

The relationship between Turkey and the EU hasestdry Turkey’s application for
membership in 1959, just after the establishmenthef EEC. However, Turkey's
application for membership was rejected due toattgeiment that Turkey's level of
development was insufficient to meet the requiraséor the full membership. But,
the EEC proposed Turkey to sign an associationeageat that will regulate the
Turkey-EU relationship, until the time full membleis conditions are met. Then, in
12 September 1963, Ankara Agreement, which gave toaiie possibility for full
membership, was signed in Ankara and this agreeraptdred into force in 1
December 1964 (Seyiglu, 2003, 268). This agreement brought association
membership of Turkey to EEC.

The aim of association membership was to incregseudtural and industrial
export to the EEC market. Ankara Agreement hasséee a gradual completion of
Customs Union. The Agreement defined three stagpseparatory stage",
“transitional stage" and “final stage". At the eafl the transitional stage, the

Customs Union has been aimed for. The detailseoftitee stages are as follows.

Preparatory stagein this stage, the Community has aimed at deveppiurkey’'s
economy for CU membership by giving unilateral fineal assistance. A five-year
period has been foreseen for this stage. By thexaathprotocols to the agreement, it
has been decided to decrease tariffs in certaidgyand to offer financial assistance.
The stage has been completed at the proper timelBONay 1967, Turkey has
applied for transitional stage. (Seymen, 2009: 33)

Transitional stage: Thistage has started by the Additional Protocol wet signed
in 13 November 1970 and entered into force on uaanl1973. A Twelve-year
period (which was subject to change) has been mdeted for this stage. The
Additional Protocol determined the provisions ot tlransitional stage and the
obligations of both parties and aimed transitiac@hpletion of the Customs Union.
The protocol has foreseen a customs union for indlgoods but for agricultural

goods, and a preferential trade regime has beemagah Additionally, the protocol
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undertook the issues such as free movement of,laborices, capital and adaptation

of economy policies, competitiveness and state aids

Both Turkey and the community have undertaken daigdtobligations in this
stage. The community has reduced the customs dutieglustrial goods to zero
within the scope of the Customs Union and Turkeymitted to reduce the customs
duties to zero transitionally within a 12 or 22 geetime frame, starting from 1973.
The industrial goods with high competitive powerrgveonsidered in the 12 years
time frame and others (i.e., low competitive poweere involved in 22 years time
frame. Agricultural goods have been excluded fromttansitional stage, but it has
been foreseen that Turkish agricultural policiesuldobe adapted with the

community’s Common Agricultural Policy (CAP).

Until 1976, the tariff reductions in 12 years lisdve reached 20% and the
tariff reductions in 22 years list have reached 1046wever, due to negative
developments in Turkey and around the world, thditipgl and institutional
relationship between Turkey and the Community tetertbrated. On 25 December
1976, Turkey has frozen her obligations. Due to1880 military intervention, the
relations have been frozen by both parties. In épt&nber 1986, the Association
Council for Turkey and the Community has met, amal relations re-began. During
this stage, the second enlargement of the Commuras/ occurred and Spain,
Portugal and Greece became member of the commu8ityce the economic
structure of Turkey was similar to the Greek ecownoifurkey applied for full
membership in 1987. The European Commission refligttey's full membership
application in 1989. The Commission recommendeti Theékey needed to wait until
the European Community (EC) completes its deepepingess and until the next
enlargement of the Community and the completiothefTurkey-EC Customs Union
during this time (Guran, 2002: 183-185).

In 8 November 1993, a comprehensive program has bpproved in the
Association Council. This program has acceleragtations between Turkey and the
Community. In 1994, the tariff reductions in 12 ggelist have reached 90% and the
tariff reductions in 22 years list has reached 80961992, European Community
gained union identity by Maastricht Agreement, diedame European Union (EU).
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Then a guidance committee has been constitutecceleaate CU process until 1995.
This committee has decided free movement of in@ggipods between the parties,
adaption of Common Agrigultural Policy (CAP), Comm@ustoms Tariffs (CCT)

and Common Trade Policy (CTP), reduction in resitns on service trade and legal
and institutional regulations for the issues sushcampetition, state aids, anti-
dumping laws and intellectual property rights. &mdary 1995, the tariff reductions
in 12 years list have reached 95% and the tardficdons in 22 years list have
reached 90%. Consequently, beginning from 1 Janl@®p, Turkey-EU Customs

Union has entered into force. (Seymen, 2009: 38).

Final stage:The beginning of CU process was also the beginoinipe last stage.
Although CU is evaluated as trade integration, i@ dot only provide clear off
customs duties but also required structural charigbas foreseen free movement of
goods and CCT against third countries. Turkey lasngitted harmonization of its
tariffs and equivalent charges on the importatibidustrial goods from the third
countries in accordance with the EU's Common Exlefrariff and progressively
adapted itself to the EU's commercial policy anefgrential trade arrangements with

specific third countries.

CU was involving industrial and processed agrigaltgood. For agricultural
products, Turkey has implemented a tariff in lineghwCU members and a tariff
different from CCT against the third countries.gkfCU, an increase in both imports
and exports had been expected. But due to theatatieh in the rate of growth in
the Union, the increase in exports realized was tean the increase in imports
(Karluk, 2002: 637, 666).

2.2.2. Foreign Trade between Turkey and EU

The EU is a significant trade partner of Turkeyhaat significant share in total trade
flows. One of the main reasons of trade relatiengeographical closeness. The EU
has been the main trade partner of Turkey befodeadier the CU. The long-term
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process of association relationship has made tharkElthportant partner for exports
and imports.

Importance of EU-15 in Total Trade of Turkey
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Figure 3: Share of EU-15 in Total Trade Volume of Turkey

Figure 3 demonstrates Turkey's total trade actadliwith EU-15 during the 1980-
2008 period. According to the figure, the tradershaf EU-15 in Turkey’s total trade
has always been greater than 40% since 1986.

The next figure indicates the share of EU in Tuikegptal trade flows by
considering enlargement process of the Union. Begghfrom 2007, the EU market
has enlarged with 27 members. In 2008, 41.4% okdys total trade has been with
EU-27. The Union’s income level, free trade agresef the Union with third
countries and protectionist policies for intra Umimdustries has become of great

importance for Turkey’s trade strategies.
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Figure 4: The Share of EU in Total Trade considering Enlarget Process of EU

Following Figure 5, it is clear that trade balamaéh the EU is negative since 1980.
Especially after CU agreement, in consequence ef mbductions in import
restrictions (and lack of any compensating poli¢hire has been increase in trade
deficit, mainly due to unproportional increasesmports. However, during 1994 and
2001 crises, imports decreased and exports inaeand the deficit has decreased in
favor of Turkey. After 2002, there have been insesain trade flows and trade
deficit. Furthermore, it is obvious from the figuitgat import is more dominant on
total trade and trade balance than export. Taotalethas similar pattern with import
where trade balance has opposite pattern with itapor
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In recent years, the rate of increase in imports thecreased due to new trade
partners and cheaper input facilities. Overvaludd dgainst dollar has also
contributed to this trend. Thus, the share of Etiade deficit of Turkey’s total trade

deficit has decreased.

After reviewing the recent trade relations betw&arkey and the EU, Table 7
and Table 8 below present a more detailed anabtydimde relations between Turkey
and the EU since 1969, which can be taken as irafloemd of the preparatory stage of
the CU. As mentioned above the transitional stégeesl in 1970 by subscription of
the Additional Protocol.

Table 7: Trade between Turkey and the EU, 1969-2008, USwdatid %

vears Share Share of Share of
(Considering Export of Import Import Trade Balance¢ Trade Balance
to the EU | Export | fromthe EU| from . .
Enlargement 10 EU EU with the EU |in Total Balance
Process) (%) (%) (%)
1969 (EU-6) 214857005 40.0| 284462117 35.5 -69605112 26.3
1972 (EU-6) 347016639 39.2| 652519220 41.8| -305502581 45.1
1973 (EU-9) 611642495 46.4| 1142339859 54.8| -5306973643 69.0
1980 (EU-9) 1242199614  42.7| 220303259( 27.9| -960832976 19.2
1981 (EU-10) | 1504771094 32.0| 2519337094 28.2| -1014566007 24.0
1985 (EU-10) | 3133498011 39.4| 354667897§ 31.3| -413180963 12.2
1986 (EU12) | 3263148684 43.8| 4564956481 41.1| -1301807797 35.7
1994 (EU-12) | 8269090699 45.7| 10278758913 44.2| -2009668214 38.9
1995 (EU-15) [11078005104  51.2|16860583671 47.2| -5782578567 41.1
2003 (EU-15) |24484137402  51.8| 31695935968 45.7| -7211798564 32.7
2004 (EU-25) |3445104737%  54.5| 45443719572 46.6|-10992672197 32.0
2006(EU-25) |4400419935( 51.4| 55068396166 39.5(-11064196816 20.5
2007 (EU-27) | 60390661097  56.3|6861143760% 40.3| -8220776504 13.1
2008 (EU-27) | 63398551869  48.0| 74767987950 37.0(-11369436081 16.3

Source: Constituted by using TSI data

Table 7 demonstrates a summary presentation of peajress between Turkey and
the EU. A detailed table is given in Appendix 1.cAding to the table, as from
1969, there are increases in both exports and tsipdhe CU, milestone in trade
relations with the EU, has affected trade flowsréase in imports has actualized
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more than increase in exports after CU. On the rottend, since the EU has
decreased the customs duties since 1971, there msgnificant effect of CU on
exports. In 2008, share of export to the EU inltetgorts was 48% while share of

imports from the EU was 37%.

Table 8: Trade between Turkey and the EU, 1969-2008

Years Growth Rateof Export to EU | Growth Rateof Expat from EU Turkey’s Total Trade
- Comp. Comp.
I(Ei(?:rsg;g(::enn% Change Grontr Aller | change Grontr e lave @i (é;‘;)"(‘)’trrt‘ Rler (‘T:T‘]’[‘)"gn Aler
Process) 1) 3) ' @ ” ' @)
1969 (EU6) - - - - - - - -
1970 11.3 11.3 14.3 14.3 1.2 0.8 9.6 18.3
1971 115 11.4 40.1 26.6 09 13 12.3 20.9
1972 30.2 17.3 43.2 31.9 1.0 13 18.1 24.9
1973 (EU9) 76.3 29.9 75.1 41.6 1.2 15 25.2 27.0
1974 17.3 27.3 49.5 43.1 12 1.2 23.3 36.4
1975 -14.2 19.2 36.9 42.1 11 1.2 17.3 34.5
1976 55.9 23.8 0.2 35.1 1.2 12 20.3 30.4
1977 -9.5 19.1 55 31.0 1.2 11 15.9 28.1
1978 25.6 19.8 -24.2 23.3 1.1 11 17.5 21.4
1979 0.7 17.7 -2.5 20.4 1.1 1.0 15.5 20.3
1980 13.2 17.3 20.7 20.5 1.0 0.9 16.6 23.1
1981 (EU10 21.1 17.6 14.4 19.9 09 09 19.8 22.3
1982 16.7 17.5 -2.1 18.1 09 09 20.0 20.3
1983 145 17.3 53 17.1 09 09 18.4 19.1
1984 35.9 18.5 14.7 16.9 1.0 0.9 18.8 18.9
1985 14.7 18.2 19.1 17.1 1.0 0.9 18.4 18.0
1986 (EU12 4.1 17.4 28.7 17.7 10 11 16.7 16.7
1987 49.2 18.9 24.1 18.1 11 1.0 17.8 17.3
1988 4.7 18.1 4.0 17.3 10 11 17.6 16.4
1989 6.1 17.5 2.7 16.5 1.1 1.0 16.6 16.1
1990 27.5 18.0 54.1 18.1 1.1 11 16.4 17.2
1991 2.2 17.2 -1.1 17.1 1.1 11 15.8 16.0
1992 7.9 16.8 9.0 16.8 11 11 15.5 15.7
1993 -4.1 15.8 28.9 17.2 11 11 15.0 16.2
1994 135 15.7 -20.6 154 10 11 15.1 14.4
1995 (EU15 34.0 16.4 64.0 17.0 11 11 15.3 15.7
1996 4.3 15.9 4.3 37.2 17.7 372 11 11 150 7.3 16.0 22.2
1997 6.0 15.5 5.1 7.5 17.3 215 10 11 149 10.2 15.8 16.6
1998 10.2 15.3 6.8 -3.2 16.5 126 1.1 11 145 7.6 15.0 8.7
1999 6.3 15.0 6.7 -111 155 6.1 1.1 11 13.9 53 14.0 33
2000 11 14.6 55 24.3 15.8 96| 1.1 11 13.6 5.1 146 8.8
2001 111 14.4 6.4 -31.3 13.9 14| 11 11 13.6 6.4 13.1 25
2002 14.5 14.4 7.6 27.6 14.3 47( 1.1 1.1 136 7.6 134 54
2003 32.6 149 104 35.9 14.9 82| 11 11 14.1 10.3 140 8.6
2004 (EU25 40.7 156 134 43.4 15.6 116 1.1 1.1 14.6 12.6 14.7 11.8
2005 114 155 13.2 8.3 154 113 1.1 10 14.6 13.0 14.8 12.6
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2006 14.6 155 134 11.9 15.3 114 11 1.0 14.7 13.3 15.0 13.2
2007 (EU27 37.2 16.0 15.2 24.6 155 124 11 10 15.0 14.3 15.1 13.9
2008 5.0 157 144 9.0 154 121] 1.0 1.0 15.2 14.9 15.2 14.3

Source: Constituted by using TSI data

* Comp. Growth denotes Compound Annual Growth Rate.taildd explanation of this rate has been given in
Appendix 4.

According to Table 8, export to EU has increasethost years since 1969. But the
increases were not smooth through the years. Acaptd data, the largest increases
has happened in 1970s. The two reasons for thgseeagdented increases were
perhaps the tariff reductions of EU to industriabds imported from Turkey and the
first enlargement of the Union. After 1973, the estpshare of EU in total exports
has increased, too. Although the 1974 and 197@r@es had negative impact on
exports to EU, the transitional stage of CU hadldrareation effect on Turkey’s
exports. This result can be followed from Table @dumn 8 above in which EU

export growth to total export growth (“(1)/(2)” eohn) is compared.

On the other hand, import from EU has increaset®ir0s, especially in 1973
because of first enlargement process. Similarlyparhshare of EU in total import
has increased. In this period, import was also utfte influence of 1974 and 1979

oil crises.

January 24 Decrees and accessions of Greece, SpdirPortugal to the
Union are the major changes (developments) of 198@sil third enlargement,
compound growth rate for total export was highemtitompound growth rate for
export to EU. Accession of Greece having a sinutanpetitive structure like Turkey
in exports and the frozen of association relatidums to the military intervention led
to a decrease in export share of EU in the totpbdx. In the second half of 1980s,
on the other hand, there were slight increasesoth EU export growth rate and

export share of EU in the total export.

January 24 Decrees was a turning point for the nngtoructure of Turkey.
According to compound growth rate of import, therere no significant impact of
liberalization process and enlargements. Conversmiyort from EU has decreased

in 1982 and compound growth rate of import from thls lower than compound
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growth rate of total import during the first half the 1980s. In this period, share of
import from EU in total import was between 27% &itP6. In consideration of
whole period, these values were below the averaggeovhole period. Import from
EU has demonstrated increases from year to yeaudhr 1986-1994. But when
compound growth rate is considered, import grovatie has exhibited a decreasing
pattern. However, compound growth rate of impodnfr EU was higher than
compound growth rate of total import. There wasrafoint increase in the share of
import from EU in total import from 1985 to 1986dathis trend has continued until
1990.

From 1990 to 1995, both growth rates have demdadesti@ecreasing pattern.
Especially in 1994, due to the economic crisis unkey, export growth rate became
negative. However, the growth rate of export to \i&k greater than growth rate of
total export during 1986-1994 period. In 1995, ¢havere accessions of three
countries to the Union. Then number of membersem®ed to 15. In that year, there
were certain increases in both EU export growth eatd export share of EU in the
total export. But, this improvement was due to diegaluation after the 1994 crisis,
to some extent. Similarly, a similar increasingt@at has been observed for imports
from EU. When comparing growth rate of import frét with total export growth
rate, it was obvious that growth rate of importnfircU was higher. The share of

import from EU in total import has increased fro894% to 1999.

Beginning from January 1996, a new period hasestam trade relations
between Turkey and the EU, thanks to the CustomsnJ(CU) Agreement. We
calculated compound annual growth rate, taking 189@he base year in order to
reveal the trade creation/diversion effects of @ig¢ agreement. Our calculations
have shown that there was no prominent increasexports to EU due to CU.
Moreover, the export share of EU in total exportrdased between 1995 to 1996,
and EU export growth rate was realized as 4.3% hvhias lower than total export
growth rate. In these years, the growth rate hagmesached to any level that
accrued in 1970s and 1980s. Until 1998, EU expanivth rate was lower than total
trade growth rate. Beginning from 1998, the shdrexport to EU in total export has
increased until 2008 and it has never fell beloW50
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CU Agreement has affected imports as well. The ahguowth rate has
reached 37.2%. However, this rate is below the graate in 1995 (64%). This can
be interpreted as that import increases were dealeogement of EU rather than the
CU Agreement in 1996. According to compound growdie based on CU
Agreement year (1996), EU import growth rate wa2%, which was above the
total import growth rate (22.2%). This pattern ofpiort has continued until 2001.
Beginning from 2001, this pattern has reverse®001, imports from EU decreased

by 31.3% because of demand contraction due todtw@oenic crisis in Turkey.

Considering 2004 and 2007 enlargement processes,aneessions to EU
have caused trade creation effects on export toirmpdrt from EU. These can be
seen from compound growth rate based on 1996. Mwless, the demand
contraction due to the global crisis has slowed rddle positive impacts of these
enlargement process. Furthermore, in 2004, EU itngmwth rate was below the
total import growth rate. Due to the new trade et such as China and Russia and
overvalued TL against US dollar, the share of imfiamm EU in total imports has

decreased since 2004.

It is clear that the EU is very important tradetpar for Turkey. From a
different point of view, it is essential to detemaithe share of Turkey in EU’s trade
flows. Total trade actualized in the EU is gengrafitra-union trade. Intra-union
trade share in EU’s total trade is nearly 70%. Thosee the importance of Turkey

in foreign trade of the EU, Table 9 has been conttd.

Table 9: Importance of Turkey in Foreign Trade of the EU

Exports of EU to Turkey | Imports of EU from Turkey

Billion ECU/EURO | % | Billion ECU/EURO | %
1980-EU9 1.8 0.4 1 0.4
1981-EU10 2.2 0.8 1.3 0.4
1985 5 1.3 3.1 0.8
1986-EU12 4.7 1.4 3.1 0.9
1990 7.7 1.9 5.9 1.3
1991 8.2 1.9 6.2 1.3
1992 8.3 1.9 6.6 1.4
1993 11.8 2.4 6.5 14
1994 8.9 1.7 7.5 1.4
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1995-EU15 13.4 2.3 9.2 1.7
2000 30 3.2 175 1.7
2001 20.3 2.1 20.2 2

2002 24.3 2.4 22.1 2.2
2003 28.2 2.9 24 2.4
2004-EU25 36 3.4 29.1 2.7
2005 41.9 3.9 33.5 3,1
2006 46.6 3.9 38.6 2.8
2007-EU27 52.6 4.2 46.9 3.3

Source: EUROSTAT, External and Intra-European Union TraStistical Year Book, Date 1958-
2005, pp. 25, 27 and EUROSTAT web page (http:/Eppstat.ec.europa.eu/portal)
* Billion ECU/Euro.

According to Table 9, export from EU to Turkey ieased from 1.8 billion $ in 1980
to 52.6 billion $ in 2007 and Turkey's share in Eital export increased from 0.8%
to 4.2% during the time period. Following Tableif@port to EU from Turkey was
increased from 1 billion $ in 1980 to 33.5 billi®rin 2007 and Turkey’s share in EU
total import increased from 0.4% to 3.1%. With theshares, Turkey takes place
among first 10 trade partners of EU in both EU ekpad import in 2007.
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3. THEORETICAL BACKROUND OF GRAVITY MODEL AND
LITERATURE REVIEW

To clarify the determining role of EU in Turkey'stal trade flow, The Gravity
Model has been used in this study. The Gravity rhisdeased on Newton’s Gravity
Law. Main argument of this model is that foreigrade is determined by
demographic and economic factors. The gravity modek first applied to
international trade by Tinbergen (1962) and P6yhdii®63) to explain trade flows
between countries, but it has a long story in thaas sciences. Since the latter half
of the nineteenth century, it has been used toaaxpsocial flows, primarily
migration, in terms of the gravitational forcestloé human interaction (Wall, 1999:
33). The simplest form of the gravity model foremtational trade suggests that trade
flows between two countries are depend on theironak incomes and physical
distance between them. Since countries’ nationabrires are proxies of the
economic size of countries, volume of trade isramdasing function of their national
incomes. On the other hand, volume of trade is @edsing function of physical
distance between the countries. Remoteness betweentries causes more
transportation costs. Thus it has negative impadtade flows. The simplest form of
the gravity model is as follows:

In Equation (1)F; denotes a trade flow such as export, import @& toade fromi

(origin) to j (destination);Y; andY; are economic size of two countries (GDB).

denotes all the other variables that can be indudehis equation an®d; denotes

physical distance between two countries.

Many researchers used different gravity models ahdy obtained
consistently similar results; so it has become ohehe widely used models to

explain trade flows in the literatuteAs mentioned above, Tinbergen (1962) and

% A concise summary of gravity literature is giverdippendix 7.
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Pdyhonen (1963) are the pioneer studies that agplgravity equation to analyze
international trade flows. They improved an emgpairianodel lacking robust
theoretical foundations. According to results afdsts, trade flows have a positive
relationship with economic sizes of countries andemative relationship with
physical distance between countries. After the ftadies of Tinbergen (1962) and
Poyhonen (1963), Linneman added the populationabkbai into the model.
Population variable was employed as a proxy vagidbt consumer preferences in
terms of importer and for capital-labor intensityterms of exporterTheoretical
foundations of the empirical model are firstly fathby Anderson (1979). He made
theoretical contributions to gravity model. Simitgrof preferences, cost structures
and tax regulations between trading partners acéora that affect trade flows
positively. Some other works which contributed tavity models are Bergstrand
(1985; 1989; 1990), Deardorff (1998), Helpman amddfman (1985), and Helpman
(1987).

There are many applications of gravity model conicgyr economic
integrations. For instance, Frankel (1997) usedibdel to explain determinants of
inter and intra integration trade of EC, EU, EFTBUFTA, MERCOSUR and
ASEAN. The purpose of study was to analyze effeétgactors such as common
language, common culture and common border on ftads. Soloaga and Winters
(1999) conducted a similar study for EU, EFTA, NAATMERCOSUR and
ASEAN during the 1980-1996 period. Common languag@nmon culture and
common border variables proxy by dummy variableseited to standard gravity
model. The results are proper to theoretical extiects. But according to analyses,
new regional integration process has no trade ioreaffect. Likewise, Kruger
(1999) used the gravity model for NAFTA. He detered that constitution of
NAFTA in 1994 has a significant positive effect iexico’s trade.

Wall (1999) used gravity model to estimate cospumitections on countries’
welfare. Including 1994-1996 period and 85 tradeneais of US, he used simple
gravity equation by adding a new variable as traolkcy index. This index shows
the customs policy of a country and gives countdegree about her protectionism
on trade flows. Although he found a negative catieh between trade flows and

30



trade policy index, he did not find a significalationship between these two
variables. Brilhart and Kelly (1999) analyzed Inels trading potential with Central
and Eastern European Countries for 1994 by usimyityr model. They added
language and adjacency dummies and per capita ggofircountries to simple form
of gravity model. All coefficients that they estited have the expected signs and
statistically significant at different confidenaavels. Using 1995-1997 period and 46
trade partners of Estonia, Paas (2000) applieditgrawodel to trades flows of
Estonia. He used four dummy variables for EU memsitipr EU candidacy,
Commonwealth of Independent States and countri¢iseimegion of Baltic Sea. He
run the regression for export and import separately found that trade with
Commonwealth of Independent States and countri¢seinmregion of the Baltic Sea
have increasing impacts of Estonia’s trade flomsother study made by Cheng and
Wall (2002) used OECD country pairs and analyzezhemetrical foundations of
gravity model. An augmented model with differentrduy variables was estimated
by heterogeneous panel data approach. Martinemgarand Nowak-Lehmann
(2003) used panel data approach for MERCOSUR-EWhtces during the 1988-
1996 period. They plugged real exchange ratesg-stfiuctures of exporter-importer
and differences in per capita income in standardieholhe results are proper to
theoretical expectations.

Oh (2004) employed gravity model to estimate paaitade of North Korea
with South Korea and US. In order to show effedtsrade barriers, he used trade
policy index in this study. He found significantgagive relationship between trade
flows and trade policy index for trade between Ndfbrea and South Korea. But he
found insignificant negative relationship betwesadée flows and trade policy index
for trade between North Korea and US. Rojid (20@8d gravity model in order to
analyze trade creation and diversion effects of &3 for 147 countries during
1980-2001 period and got results consistent widoititical expectations. A recent
study made by Spies and Marques (2009) developesvaversion of a theory-based
gravity equation to properly account for relativeice indices. Applying the
augmented gravity equation to the process of Ebgnattion during the 1990s, they
found that trade agreements have substantiallgased intra-group trade.
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Gravity model is also used to clarify determinaotsTurkey’s trade flows
and reasons of changes in these ffowsntonucci and Manzocchi (2006) used
gravity model in a panel data set to explain Tuikesade flows during 1967-2001
period. They followed Cheng and Wall's two stepetixeffect model procedure
because of time invariant variables in their modéley first demonstrated that their
gravity model explains Turkey’s trade pattern. NeéRkey used the model to explain
whether EU has a special role concerning the contsnodde between Turkey and
EU. According to their analysis, CU has no sigwifit role in Turkey’'s trade with
EU. The main critique on Antonucci and Manzocclii(@) is that the time coverage
of the study is too broad to determine determinahtsade flow of Turkey and too
narrow to measure the impact of CU (just five yFarsejour and Mooij (2005)
simulated economic effects of Turkey’s full memlibgpsto EU. Lejour and Mooij
(2005) first determined potential trade betweenk&yrand EU for 15 sectors by the
gravity model. Next, they determined custom eq@neé of trade barriers by
comparing numbers of potential trade and actualizade. Then they calibrated
2001 world data in order to simulate computableegainequilibrium model and
analyzed economic effects of Turkey's full membgrsto EU after removal of
foreign trade barriers. Lejour and Mooij (2005) wled that Turkey’s foreign trade
would be positively affected by Turkey’s affiliatido EU. Likewise, they proposed
that foreign trade of EU-15 and EU-25 countries Mdae affected positively by this
affiliation although at marginal level. The maintique on Lejour and Mooij (2005)
Is that the time coverage of the study is againnawow to cover the impact of CU
on Turkey's trade flow. In that respect, this tkeshould be considered as an
extension of previous studies with a newer dataatwhger time interval to capture
the impact of CU on Turkey's trade flows. A receiidy made by Bilici et al.
(2009) used gravity equation to test the importasfdeU countries in Turkey’s total
trade flows and the importance of CU Agreement umk&y’'s trade flows with the

EU. Findings have indicated that EU countries halgays been important in

* A concise summary of gravity literature on Turkisheign trade is given in Appendix 8.

®> As we mentioned at the very beginning, Turkeydwserienced a change in its trade regime after 24
January 1980 in years; therefore, (i) pre-1980qokis completely irrelevant, (ii) 1980-1990 perisd
rather the transition period.
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Turkey’s total trade flows and that Customs Uni@as increased EU’s importance in
Turkey’s total trade flows.

There is one more study which analyzes trade flomBlack Sea Economic
Cooperation (BSEC) in which Turkey is already a rhemThe first one is made by
Sayan (1998). He analyzed BSEC from the perspeofigiobalization efforts in the
Middle East and the Balkans, the regions that &txpansion scenarios are most
likely to cover. To this end, he investigated tleereomic rationale behind the desire
to seek/maintain membership, with special referetwehe trade creation and
diversion effects it could generate. He used iatet intra regional export flows as a
dependent variable. Different versions of the mod&re estimated using a
combination of variables using pooled data overli®@2-1994 period with 48 cross-
section observations for each year. According @yaes, the BSEC has increased
export flows of inter and intra region. The othardy about the BSEC is made by
Geng, Berber and Artan (2007). They applied grawitdel to explain determinants
of trade flows in the BSEC region. For this purpgsagnel data analysis is used for
the 1997-2004 and 1997-2000, 2001-2004 sub-periblds. results are consistent
with theoretical expectations.

33



4. ECONOMETRIC ANALYSIS: PANEL DATA APPROACH

In this section of the thesis, we presented a lagflanation about methodology

which has been used in our estimations. In thisish@anel data approach is used in
order to estimate gravity equation. Reasons ofdha@ce have been stated as well.
Descriptions and sources of data have been given tile methodology. In the last

part of this section we presented our estimatisalts.

4.1. Methodology and Data

Panel data approach allows monitoring unobservdtigual effects of countries

(countries are the cross-section units here) aetflaws. To ignore these individual
effects is an econometric specification probleithése effects have correlations with
independent variables. Ordinary least squares (Qs8jnators become biased by
such a problem. For this reason, panel regressaasrbien used in this study. In the

next section, a brief information about panel datalysis has been given.

4.1.1. Methodology

In this thesis, panel data approach is used inrdodestimate gravity equation. Panel
data analysis endows regression analysis with Aathoss-sectional and a periodic
dimension. Cross-sectional units of observationdccbe countries, states, counties,
firms, commodities, groups of people, or even imdlals. Periodic observations are
the set of variables characterizing these crosesat units over a particular time
span. Panel data involve two dimensions: a crostsesel dimensioN, and a time-
series dimensiom (Greene, 2003: 283).

A panel data regression differs from a regular tiseeies or cross-section
regression in that it has a double subscript onvégables. A basic regression

estimated by panel data can be defined as follows:

Yie = Xi‘tﬁ+zi‘ta+£it (2)
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There areK regressors inX,, not including a constant term. The heterogeneity,

individual effect isZ,a where Z; contains a constant term and a set of individual or

group specific variables. These variables may bsewied variables such as race,
sex, location, and or unobserved variables sucfamdly specific characteristics,
individual heterogeneity in skill or preferenceadaso on, all of which are taken to
be constant over time As it stands, this model is a classical regressiodel. If Z,

is observed for all individuals, then the entired®locan be treated as an ordinary

linear model and fit by least squares (Greene, 2B83). &, is the disturbance term

which includes unobservable effects.
E =M A Y (3)

where 4 denotes unobservable cross-sectional effedtsdenotes unobservable
time effects and/, denotes the remainder disturbance. If a model sobeth cross-

sectional and time effects, it is called two-wagpecomponent model. Alternatively,
a model may include only one type of effect, thénsi called one-way error

component model (Baltagi, 2005: 11):
E¢ =M VO & = A +V, (4)

There are two estimating methods in panel datacagpr Fixed Effects Model
(FEM) and Random Effects Model (REM). FEM assunhes €ach cross-section has
a different effect on the model, but these effeci:iot change during the time period
in question; whereas REM assumes that each croisrsehas different and

changeable effect on model. & is unobserved, but correlated wik, , then the
least squares estimator ¢ is biased and inconsistent as a consequence of an

omitted variable. To estimate such a model, Legst& Dummy Variables (LSDV)
estimators should be used (Hsiao, 2003: 33). lulshbe noted that the term “fixed”
as used here indicates that the term does not sy time, not that it is non-

stochastic, which need not be the case (Green&: 283). If Z, is unobserved, but

uncorrelated withX , to prevent loss of degree of freedom in FEM, R&uld be

it ?
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used. Generalized Least Square (GLS) estimatorsised in REM (Hsiao, 2003:
35).

From theoretical perspective, if the sample reprssevhole population, then
FEM is used; whereas REM is used if the sample dumsexactly represent
population (Baltagi, 2001:12). But, also the tastppsed by Hausman (1978) can be
employed to clarify which model should be used. Hudl hypothesis of the test
suggests that there is no correlation between pafay variables and disturbance

term.
H, E(& | X;) =0 (5)

If H,can be rejected FEM should be usedHifcannot be rejected REM should be
used (Greene, 2003: 301-302).

Panel data involve time-series dimension as wetrass-sectional dimension
involving different individuals. Thanks to paneltaaset, one can follow a given
sample of individuals over time, and thus it pr@adnultiple observations on each
individual in the sample. Panel data allows usadstruct and test more complicated
behavioral models than purely cross-sectional areiseries data. Thus, it is

important to determine benefits and limitationgpahel data.

First of all, panel data usually give the researcndarge number of data
points, increasing the degrees of freedom and meduthe collinearity among
explanatory variables — hence improving the efficie of econometric estimates.
Panel data also provide the possibility of genegatnore accurate predictions for
individual outcomes than time-series data alonecrtvss-sectional data and time
series data, measurement errors can lead to uifidamn. However, the
availability of multiple observations for a givendividual or at a given time may
allow a researcher to identify an otherwise unidiedt model. More importantly,
panel data allow a researcher to analyze a nunfherpmrtant economic questions
that cannot be addressed using cross-sectionaherseries data sets. If panel data
are available, one can utilize the inter-individdéferences in independent variables

values to reduce the problem of collinearity. Ferthore, panel data have also
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become increasingly available in developing coestrin these countries, there may
not have a long tradition of statistical collectidnis of great importance to obtain
original survey data to answer many significant amgortant questions (Hsiao,
2003:1-7).

Besides its advantages, panel data bear some tlonga Data collection
problem is the common problem in the panel data §tpecially in big panels, it is
difficult to reach all observations. Another lintitan is distortions of measurement
errors. Measurement errors may arise because (i feasponses due to unclear
questions, memory errors, deliberate distortion rmsponses, inappropriate
informants, misrecording of responses and intergregffects. Moreover, in macro
panels on countries or regions with long time setiet do not account for cross-

country dependence may lead to misleading inferé@Bakagi: 2001, 7-8) .

In this work, we used FEM because the countriesvieahave chosen have a
high share in Turkey’s total trade. Hausman testdlao been used to support this
choic&. The main problem with the FEM is that we canrstineate directly the time
invariant variables such as dummies and physicthdce. Cheng and Wall (2003)
have suggested a two step procedure. Accordinglggeession for time variant
variables is run by standard FEM.

F

ijt

=a;+ B Xy & 6)

where F;,

denotes trade flows (export, import or export piaport) between Turkey
(i) and her trading partner (j) in time t and;, denotes time variant variable set.

After regressing this model individual cross-settaffects obtained from this model
are used as a dependent variable and time invasgauatbles are used as explanatory

variables in a cross-section analysis.

® Hausman Test results has been given in Appendix 10
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where, IE; denotes individual cross-section effects obtaifredh Standard FEM.

Via the equation (7), one can estimate coefficiehtame invariant variables.

4.1.2. Data

The general form of the gravity equation used ig thesis is as follows:

YﬁlY_ﬁz P_ﬁs P_ﬁ4
F =G 1 1 i

.J o7 ®)

In Equation (8)F; denotes a trade flow such as export, import @l toade from i
(origin) to j (destination)Y, andY; are economic size of two countries (GDP);
and P, are population of home country and trading partrespectively.G denotes
all the other variables that can be included is #guation and; denotes physical

distance between two countries. Through linearizlBguation (8) by natural

logarithm, Equation (9) has been obtained:

Fi =a; + B In(Y) + B, In(Y;) + 5;In(R) + B, In(P)) + S5 In(AY; ) + S5 In(Dy )
+3,DUM _CU + 3,DUM _EU +3,DUM _OECD
+,DUM_OIC+ 3,DUM_BORD* &, 9)

In Equation (9):

F; - Trade flow such as export, import or total trgégport plus import) between

Turkey (i) and her trading partner (j) in time t,

Y;: GDP of Turkey’s trading partner, as a proxy fooeomic size of trading partner,
Yi: GDP of Turkey, as a proxy for economic size ofkgy,

P;: Population of Turkey’s trading partner,

Pi: Population of Turkey,
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AY;j: Development difference between Turkey and helinigpartner,
Djj: Physical distance between Turkey and her trapartner,
DUM_CU: Dummy variable for CU membership,

DUM_EU: Dummy variable for EU membership,

DUM_OECD Dummy variable for Organization for Economic Ceogion and

Development (OECD)membership,

DUM_OIC: Dummy variable for Organization of the Islamic rierence(OIC)?

membership, and

DUM_BORD Dummy variable for common border between Turkeg her trading
partner.

GDP and demographic data are obtained from Worldn&mic Outlook
Database of IMF. Data concerning physical distahet&een countries are obtained
from indo.com as the crow flies in terms of km. DUBRU variable takes 1 for EU
countries and O for other countries among the e@mmin question. DUM_OECD
variable takes 1 for countries which are membe®©BICD and O for others among
the countries in question. DUM_OIC variable takedot countries which are
member of OIC and O for others. DUM_BORD varialakes 1 for countries having
common border with Turkey and O for others. Finadly index proposed by Balassa
and Bauwens (1987) has been used as a proxy \at@Bignify development level
differences between Turkey and her trading patitmgead of absolute difference of

GDP per capita between countties

Theory suggests that (i) import depends on GDP @ndy country’s export
capacity is dependent on its potential productidrerefore, we assume that the sum

of export and import should depend on the countG@P positively. Likewise, a

" We used dummy variable for OECD membership tosisgate Turkey’s trade relations with
developed countries.

8 We used dummy variable for OIC membership as tmredtive to EU by similarities in cultures.

° More details about explanations of variable hanhgiven in Appendix 2.

9 To show difference in development level, relatiliierence of countries’ per capita income (PCI)
has been used. More details about calculationigfriable has been given in Appendix 3.
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positive relationship should be expected betweerP @D partner and the sum of
export and import (the dependent variable), by@mal

Theory does not suggest a clear-cut relationshipdsn population and trade
flows. First starting with export, the relationshiptween export and population is
not clear. According to Bergstrand (1989), the tnasi(negative) sign d¥s; indicates
that export of the trading partner is labor (cdpitatensive and the negative
(positive) sign of34 indicates that export is mostly composed of lux{imgcessities)
goods. Theory suggests that an increase in the stano®untry’s population leads to
an increase in import and an increase in the ptipalaf the trading partner may
affect domestic country’s export positively in alhge terms. In conclusion, with
some ambiguity, it is more likely that populations domestic country and her

trading partner will affect trade flows positively.

A positive sign for difference in country’s devefopnt level implies that
conventional trade theories work (according to Hebler-Ohlin Theorem, an
increase in factor endowment differences increttastrade). Otherwise, new trade
theories work (According to new trade theoriesr-dgample intra-industry trade —
increasing trade is expected between similar cesin terms of development level)
(Helpman, 1981).

Physical distance variable is used as a proxyrésrsportation costs. Theory
suggests a negative sign between distance and fteadeWe expect that affiliation
to an economic union and having a common borden wittrading partner have
positive effects on trade flows. Positive signs émmmy variables are expected
showing that membership to an organization or uri@mave common border with a
country and have similar cultures will affect trafli@vs between Turkey and her

trading partners.

4.2 Estimations

In this part of the study, results of regressiomlgses have been presented. The

analyses for determining role of the EU on Turkeygtal trade flows include 53
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trading partners of Turkey. These countries hawnlmosen as first 53 countries in
first 90% of Turkey'’s total trade flows. The anagdor determining role of the EU
on Turkey’s import and export flows include 43 a&ltrading partners respectively.
The selection of these countries is similar togbkection of trading partners of total
trade. Due to the data unavailability for Iraq &wssian Federation, these countries
have been removed from analyses although they pédee in first 90% of trade

flows.

4.2.1 Gravity Model on Total Trade Flows

In this part of the thesis, the determining roletioé EU has been analyzed for
Turkey's total trade flows. The analyses have haewxe for the 1982-2008 period
for 53 trading partnets All monetary variables are deflated by using Gifator

of US with a base year 2000. Before regressionyaesal panel unit root test
proposed by Im, Pesaran and Shin (2003) has bedredgdor all variables. The
results have been given on Table 10. Accordinghéotést results, all variables are

stationary in the given lagged numbers.

Table 10: Unit Root Test Results for Total Trade Analyses

IPS-Wstat | Prob. | Lag value
LN(TT) -4.137** |0.0000 3

LN(GDP_PRT) -2.391** 10.0084
LN(GDP_TR) -9.726*** | 0.0000

7
3
LN(POP PRT) | -3.559"* 0.0002] 7
3
3

LN(POP_TR) -11.366*** | 0.0000

LN(DPCI) -4.501*** | 0.0000

Note: Selection of lags are based on Akaike InfaioneCriteria.
* denotes significance at the 10% level, ** denatigmificance at the 5% level and
*** denotes significance at the 1% level.

1 A list of countries that used in the empirical lgsas has been given in Appendix 9.
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Since there is no evidence for non-stationarityaniables, all variables have been
used in levels in regressions. As there exists tiaariant variables in the model,
i.e., distance, two-stage procedure has been dpphighe first stage, the model has
been run under fixed effects with time variant &bles. To avoid autocorrelation
problem, EGLS estimators (cross-section weights)jehbeen employed. Then,
individual cross-sectional effects obtained froms timodel have been used as
dependent variable in a cross-sectional model étke effects of time invariant

variables on cross-sections.

Table 11: Gravity Model for Turkey’'s Total Trade Flows

First Stage of Fixed Effect Model

-5.249**
C (-2.064)
1.052%**
LN(GDP_PRT) (5.990)
1.993***
LN(GDP_TR) (8.407)
-0.710
LN(POP_PRT) (-1.396)
-0.446
LN(POP_TR) (-0.692)
R2. 0.98
adj. R2. 0.97
# of obs. 1431
# of countries 53

Second Stage of Fixed Effect Model

Model-1 Model-2 Model-3 Model-4 Model-5| Model-6
NS 20.539"% | -0.533"% | -0.520%* | -0.526" | -0.466™* | -0.327
(DIST) (-3.881)  (-2.724) (-3374)  (-3.772)| (-3.035)| (-2.142)
0.392* 0.489"*|  0.259
DUM_EU (1.989) (2.021)| (0.826)
0.078
DUM_OECD (0.286)
0.110] 02361 0.257
DUM_oIC (0.368) (0.635) (0.723)
1.001%*
DUM_BORD (3,061

Note: White’s heteroskedasticity-consistent covaréa matrix estimator has been used. *** denotes
1% significance level, ** denotes 5% significanegdl, * denotes 10% significance level.
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Table 11 presents the estimation results for to#mle flows. Since DPCI variables
are statistically insignificant, it has been ex@ddrom the model. But estimations
with this variable have been presented in Appeidif&ccording to the table above,
only GDP_PRT and GDP_TR variables are statisticaignificant at 1%
significance level. Both of these variables havsitp@ signs. Following Table 11, 6
different models are estimated for different comaltions of time invariant variables.
In Model-1, the significance of DIST variable haseh tested. According to our test
result, DIST is statistically significant at 1% &hand has negative sign as expected.
In the second, third and fourth models, DUM_EU, DUMECD and DUM_OIC
have been tested one-by-one, respectively. We fahadall but DUM_EU have
insignificant coefficients. This shows that thesenb significant effect of OECD and
OIC membership on Turkey’s total trade flows. Bl BEnembership has positive
impact on Turkey'’s total trade flows. The fifth nreddises DUM_EU and DUM OIC
together. Again only dummy for EU is statisticallygnificant and has positive
effects on Turkey’s total trade flows. But it cam followed from the table that both
coefficients and their significance levels haveréased after adding DUM_OIC. It
can be interpreted that when we exclude total tchge to the cultural similarities,
DUM_EU becomes more significant. The last model bagn run by adding
DUM_BORD to Model-5. We found that DUM_EU and DUMI® are
insignificant. Since the DUM_BORD is significantchhas positive effect on total
trade flows, this can be interpreted as having comborder with the trading partner

Is important for Turkey’s total trade flows.

In the analysis above, the data set covers 53 gesnin order to uncover
whether (regional) economic integration had angafbn Turkey's trade flow, the
same analyses have been repeated for two diffecemitry groups: EU countries and

non-EU countries. Results are shown in Table 12.
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Table 12: Gravity Model for Turkey’s Total Trade: EU and N&tJ Countries

First Stage of Fixed Effect Model
EU Non-EU
c 0247 3.385
(-0.087) (-1.380)
0.743" 1.382%+
LN(GDP_PRT) (3.059) (6.035)
2 244+ 1.689%*
LN(GDP_TR) (14.724) (8.467)
3,691 0.227
LN(POP_PRT) (-3.473) (-0.404)
0.238 1.234*
LN(POP_TR) (0.509) (-1.877)
0.011
DUM_CU (0.309)
R2. 0.98 0.97
adj. R2. 0.98 0.96
# of obs. 540 891
# of countries 20 33
Second Stage of Fixed Effect Model
EU Non-EU
Model-1 | Model-2 | Model-3| Model-1 Model-2 Model-3 Moel-4
NOIST) 0007 | 3596 | -4.032 | 1101 | -1.047%* | -1.O11™* | -1.003"*
(-0.048) | (-1.345) | (1.221) | (7.429) | (5.804) | (-6.019) | (-4.945)
7276 | 7.334 20.546 0.342
DUM_OECD (1.701) | (1.677) (-1.209) (-0.652)
10.965 0.136
DUM_BORD (-0.271) (-0.401)
0.554 0.338
DUM_OIC (1.501) | (0.853)

Note: White’s heteroskedasticity-consistent covaréa matrix estimator has been used. *** denotes
1% significance level, ** denotes 5% significanegdl, * denotes 10% significance level.

First column of Table 12 demonstrates the effettsxplanatory variables on trade
flows realized between Turkey and EU countries. okding to these estimations,
GDP_PRT, GDP_TR and POP_PRT variables are statigtisignificant at 1%

significance level. GDP of trading partners and GidHurkey have positive effects
on total trade flows between Turkey and EU. On dtieer hand, population of
trading partners has negative effect. To see tfeetedf CU on Turkey’s total trade
with EU, DUM_CU has been used. Unexpectedly itsffament is statistically

insignificant meaning that there is no significantpact of CU Agreement on
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Turkey's total trade with EU. In the second stagd-BM three models with time

invariant variables have been run. It has beendadinat there are no significant
relationship between total trade and time invariariables. The second column in
Table 12 displays the estimation results for non-&untries. According to these
estimations, trade flows between Turkey and 33 BOnimember countries is

significantly positively affected by Turkey's GDRd partners’ GDP. In non-EU

analysis, POP_TR variable is significant insteadP@P_PRT. POP_TR has a
negative impact on total trade flows between Turkay non-EU countries. There
are four sub-models for non-EU countries. In alldels, only the distance variable is
statistically significant and has expected signe Hummy variable for economic
integration and common border have no significdfeéces. When we compare the
coefficients of time variant varibles for both cayngroups, GDP_PRT is more
effective on total trade with non-EU countries &I0P_TR is more effective on EU

countries.

4.2.2 Gravity Model on Export Flows

In this part of the thesis, the determining roletioé EU has been analyzed for
Turkey's export flows. The analyses have been niadihe 1982-2008 period for 48
exporting trading partners. All monetary variablese deflated by using GDP
deflator of US with a base year 2000. Before resioesanalyses, panel unit root test
proposed by Im, Pesaran and Shin (2003) has bediedgdor all variables. The
results have been given on Table 13. Accordinghéotést results, all variables are
stationary in the given lagged numbers.
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Table 13: Unit Root Test Results for Export Analyses

IPS-Wstat | Prob. | Lag value
LN(EXP) -3.2436*** | 0.0006 3

LN(GDP_PRT) -2.6908*** | 0.0036
LN(GDP_TR) -9.2559*** | 0.0000

LN(POP_PRT) -2.0332** | 0.0210
LN(POP_TR) -10.8169*** | 0.0000

LN(DPCI) -4.4041** | 0.0000
Note: Selection of lags are based on Akaike InfaioneCriteria.
* denotes significance at the 10% level, ** denatigmificance at the 5% level and
*** denotes significance at the 1% level.

WIN|OT|W| N

Since there is no evidence for non-stationarityaniables, all variables have been
used in level in regressions. Due to the time ilavarvariables, two-stage procedure
has been applied to export analyses as well. Ifittestage, the model has been run
under fixed effects with time variant variables. &eoid autocorrelation problem,
EGLS estimators have been employed. Then, individuass-sectional effects
obtained from this model have been used as deptrdeable in a cross-sectional

model to see the effects of time invariant variatda cross-sections.

Table 14: Gravity Model for Turkey’'s Export Flows

First Stage of Fixed Effect Model
-11.366***
C (-4.968)
1.622%**
LN(GDP_PRT) (6.529)
0.913**
LN(GDP_TR) (6.489)
0.865*
LN(POP_PRT) (1.684)
0.073
LN(POP_TR) (0.148)
R2. 0.98
adj. R2. 0.97
# of obs. 1296
# of countries 48
Second Stage of Fixed Effect Model
Model-1 | Model-2 | Model-3| Model-4| Model-5| Model-6
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LN(DIST) 2.276%* | -2.406™ | -1.913" | -2.001% | -1.743%* | -1.979**
(-4.311)| (-4.698) (-3.538) (-3.790)| (-3.157)| (-3.155)

o I

DUM_OECD 1(-27'21‘7“;)

bum_oic G0 o) (asse

DUM_BORD (_—11.5&‘;3%(;

— —— ——— ———— —— ]
Note: White’'s heteroskedasticity-consistent covaréamatrix estimator has been used. *** denotes
1% significance level, ** denotes 5% significanegdl, * denotes 10% significance level.

Table 14 represents the estimation results for xjmws. Since DPCI variables are
statistically insignificant, it has been excludednfi the model. But estimations with
this variable have been presented in Appendix ToAting to the table above, the
main variables of gravity equation except populatmf Turkey are statistically
significant at different significance level. GDP_PRGDP_TR and POP_PRT
variables have positive signs while DIST variabbes megative sign as expected.
Following Table 14, there are 4 different modelstinested for different
combinations of dummy variables. In the secondidtl@ind fourth models, only
DUM_EU, only DUM_OECD and only DUM_OIC have beenedsrespectively.
Accordingly, DUM_EU has insignificant coefficientsvhile DUM_OIC and
DUM_OECD have significant coefficients and expeceghs. This shows that there
is no significant effect of EU on Turkey's expotbWs. However, as a set of
developed countries, OECD membership has positiyeact on Turkey's export
flows. The fifth model uses DUM_EU and DUM OIC tdiger. Both dummies have
statistically significant and positive effects oarey’s exports. It can be interpreted
that when we exclude exports due to the cultumailarities, DUM_EU becomes
significant. The last model has been run by addiigM BORD to Model-5.
DUM_EU and DUM_OIC are still significant at 10% aridb6 significance level
respectively, and their effects on export have bewmeased. But there is no

significant effect of having common border on exglaws.
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In order to uncover whether (regional) economiegnation had any effect on
Turkey’s export flow, the same analyses has bepeated for two different country

groups: EU countries and non-EU countries. Resuéisshown in Table 15.

Table 15: Gravity Model for Turkey’'s Export Flows: EU and hN&U Countries

First Stage of Fixed Effect Model
EU Non-EU
c -6.553 -8.683***
(-1.726%) (-2.655)
2.206*** 1.458***
LN(GDP_PRT) (6.833) (4.877)
1.384*** 0.418*
LN(GDP_TR) (6.813) (1.792)
-3.028** 1.821%**
LN(POP_PRT) (-2.193) (3.718)
1.141* -1.090
LN(POP_TR) (1.873) (-1.399)
-0.095***
bUM_cU (-4.237)
R2. 0.98 0.96
adj. R2. 0.98 0.96
# of obs. 540 756
# of countries 20 28
Second Stage of Fixed Effect Model
EU Non-EU
Model-1 Model-2 Model-3|| Model-1 | Model-2| Model-3| Moel-4
LN(DIST) -0.942 -1.634 -1.973 || -3.109*** | -2.533* | -2.326* | -2.528**
(-1.203) | (-1.237) | (-1.294) | (-3.628) | (-2.213) | (-2.249) | (-2.101)
1.428 1.474 -1.749 -0.966
DUM_OECD 0.709) | (0.715) (-0.672) (-0.317)
-0.752 4.252%**
DUM_BORD (-0.438) (2.539)
3.399** | 3.683***
DUM_OIC (3.945) | (3.749)

— — — ————— —————— ———— — |
Note: White’s heteroskedasticity-consistent covaréa matrix estimator has been used. *** denotes
1% significance level, ** denotes 5% significanegdl, * denotes 10% significance level.

Exports in both country groups have affected by GBPRT, GDP_TR and
POP_PRT variables significantly. POP_TR is sigaificat 10% significance level
for only EU countries. It effects Turkey’s expant EU countries positively showing

that Turkey exports labor intensive goods to EUntoes as theory suggested.
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Effects of all significant variables for EU coumtsi are higher than effects of all
significant variables for non-EU countries. Howetee sign of POP_PRT variable
is different in the two analyses. Theoreticallystimdicates that, Turkey’s export to
EU countries is composed of luxury goods while égport to non-EU countries is
composed of necessity goods. Moreover POP_TR \arigbsignificant for EU
countries. To see the effect of CU on Turkey's ekpoth EU, DUM_CU has been
used. It has statistically significant. Neverthe|eS8U Agreement has trade diversion
impact on Turkey’'s export with EU. In the secondgst of FEM employed for
Turkey’s export with EU three models with time inzat variables have been run.
We found that there are no significant relationshgiween export and the time
invariant variables. In the second stage of FEM legmul for Turkey’'s export with
non-EU four models with time invariant variablesreveun. The DIST variable —the
main variable of the gravity model- is statistigaflignificant in all models with
different significance levels. The sign of the abie is negative, indicating that there
is negative relationship between Turkey's expooiv and her physical distance
from exporting partners. Model-3 searches for tigaicance of OIC membership
on export flows. According to test results, cowedrivith OIC membership (among
non-EU countries) have positive and significanteetffon export flows between
Turkey and non-EU. DUM_OIC has positive and siguaifit impact on export flows
in Model-4 as well. In this model, having commorrd®y with exporting partner is

also statistically significant. The sign of DUM_BORs positive as expected.

4.2.3 Gravity Model on Import Trade Flows

In this part, the determining role of the EU hasrbanalyzed for Turkey's import
flows. The analyses have been made for the 1988-2@0iod for 43 importing

trading partners. All monetary variables are deflaby using GDP deflator of US
with a base year 2000. Before regression analysesl unit root test proposed by
Im, Pesaran and Shin (2003) has been applied lfmagahbles as well. The results
have been given on Table 16. According to the tesults, all variables are

stationary in the given lagged numbers.
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IPS-Wstat | Prob. | Lag value
LN(IMP) 5.836*** |0.0000 3
LN(GDP_PRT) 1.355* | 0.0877 7
LN(GDP_TR) -8.761** 1 0.0000 3
LN(POP_PRT) -4.6091*** | 0.0000 7
LN(POP_TR) -10.238*** | 0.0000 2
LN(DPCI) 3.520*** |0.0002 3

Table 16: Unit Root Test Results for Import Analyses

Note: Selection of lags are based on Akaike InfaioneCriteria.

* denotes significance at the 10% level, ** denatigmificance at the 5% level and

*** denotes significance at the 1% level.

the regression results is shown on Table 17.

Since there is no evidence for non-stationarityaniables, all variables have been
used in level in regressions. To avoid autocori@iaproblem, EGLS estimators

have been employed. Again, two-step procedure bar bBpplied. The summary of

Table 17: Gravity Model for Turkey’s Import Flows

First Stage of Fixed Effect Model

-0.662
C (-0.281)
0,824***
LN(GDP_PRT) (3.575)
2.654**
LN(GDP_TR) (16.412)
-1.793***
LN(POP_PRT) (-3.039)
-1.040**
LN(POP_TR) (-2.089)
R2. 0.97
adj. R2. 0.96
# of obs. 1161
43

# of countries

Second Stage of Fixed Effect Model

Model-1 | Model-2 | Model-3 | Model-4 | Model-5 | Model-6
LN(DIST) 0.612 0.436 0.636 0.581 0.633 0.782
(1.107)| (0.759)| (1.155)| (1.048)| (1.108)| (1.182)
DUM_EU -0.456 0.138 0.220
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(-0.425) (0.099)[ (0.156)
DUM_OECD (-69559%?
Pumo1e (1127%3%) (11.628%12) (11.62;325
DUM_BORD (09@998761)

|
Note: White’s heteroskedasticity-consistent covaréa matrix estimator has been used. *** denotes
1% significance level, ** denotes 5% significanegdl, * denotes 10% significance level.

Table 17 represents the estimation results for nrfpmws. Since DPCI variables are
statistically insignificant, it has been excludednfi the model. Estimations with this
variable have been presented in Appendix 5. Acogrtlh the table above, all main
variables of gravity equation are statisticallyrsfigant at different significance
level. GDP_PRT and GDP_TR have positive signs wR@P_PRT and POP_TR
variables have negative signs. Following Table thére are 4 different models
estimated for different combinations of dummy vilés. Except Model-4, there is
no significant effect of distance and dummies omon flows. In fourth model,

DIST is statistically insignificant but DUM_OIC wsignificant at 10% significance
level. Results show that gravity model cannot wamkimport flows of Turkey. Also

any significant effect of the EU has not been fotmodh the analyses.

To uncover whether (regional) economic integratived any effect on
Turkey’s import flow, the same analyses have bepeated by dividing 43 countries

into two sub groups: EU and non-EU countries. Resare shown in Table 18.

Table 18: Gravity Model for Turkey’s Import Flows: EU and Nd&EU Countries

First Stage of Fixed Effect Model

EU Non-EU

c 3.178 20.241
(0.943) (-0.070)

0.306 1,039+

LN(GDP_PRT) (0.953) (3.649)
2 784w 2 523

LN(GDP_TR) (13.699) (6.437)
3507 2445w

LN(POP_PRT) (-2.893) (-2.628)
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-0.936 -0.547
LN(POP_TR) (-1.525) (-0.563)
0.054
DUM_CU (1.017)
R2. 0.98 0.96
adj. Rz, 0.97 0.96
# of obs. 540 621
# of countries 20 23
Second Stage of Fixed Effect Model
EU Non-EU
Model-1 | Model-2 | Model-3| Model-1 | Model-2 | Model-3| Model-4
LN(DIST) 0.865 -2.829 | -3.768 0.760 1.189 1.129 1.477
(0.322) | (-0.909) | (-0.976)| (0.888) | (1.264) | (1.319) | (1.481)
7.629* | 7.756* -1.843 -1.329
DUM_OECD (1.979) | (1.959) (-0.995) (-0.652)
-2.079 3.398***
DUM_BORD (-0.432) (3.142)
1.859 0.564
DUM_OIC (1.253) | (0.504)

Note: White’s heteroskedasticity-consistent covaréa matrix estimator has been used. *** denotes
1% significance level, ** denotes 5% significanegdl, * denotes 10% significance level.

First column of Table 18 demonstrates the effetexplanatory variables on import
flows between Turkey and EU countries. Accordinghese estimations, GDP_TR
and POP_PRT variables are statistically signifian1% significance level. These
variables have positive and negative effects rasmdg. GDP_PRT and POP_TR
variables are statistically insignificant. To ske effect of CU on Turkey’s import
with EU, DUM_CU has been used. Unexpectedly itsffament is statistically
insignificant meaning that there is no significanipact of CU Agreement on
Turkey’'s import with EU. In the second stage of FEMee models with time
invariant variables were run. It has been found ¢mdy DUM_OECD is statistically
significant at 10% significance level. The secowtumn in Table 18 displays the
estimation results for non-EU countries. Accordittg these estimations, import
flows between Turkey and 23 non-EU member countriere significantly affected
by all time variant variables except POP_TR. GDPT RRd GDP_TR have positive
effect while POP_PRT has negative effect on imflowws between Turkey and her
non-EU importing partners. Although GDP_TR and PBRT are significant
variables in both country groups, coefficients lnéde two variables are higher for
EU countries meaning that the impact of these bt is more effective on

Turkey’s import with EU countries. There are foubanodels for non-EU countries.
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In all models, no significant impact of distancerigble on import has been
determined, showing that the gravity equation dugsoperate on Turkey’'s import
flows in both country groups. There is only onengfigant time invariant variable
among the four models. Having common border hagip®snd significant effect on

import flows between Turkey and her non-EU tradiaginers.
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5. CONCLUSION

This thesis aims to determine the trade equatiohuokey and to pinpoint whether
the recent EU has significant impact on Turkey&lé flows. While on the one hand
the globalization trend has been welcomed by mampn@mies, regional economic
integration agreements seem to be also popularingathese two trends into
account, this study analyzes the determinants efTibrkish trade flow, which is

under the influence of both globalization and regi@ation.

In the econometric analyses, panel data approachden employed by using
the 1982-2008 trade data of Turkey to determineifsognt effect of EU on Turkey’s
trade flows. The analyses have been repeated tiirttade flows, export flows and
import flows. The preliminary results indicate thatU was always important in

Turkish trade flows.

More econometric results of panel data analysisiatutal trade flows show
that the gravity equation used for trade data viiwbd effects yield that while the
economic size of Turkey and its trading partners positive and significant in
determining Turkey’s trade flows, population vatesbare insignificant. According
to the second stage of fixed effects shows thasiphl/distance between countries is
significant and has negative impact on trade flawgravity model suggests and that
dummy variable for EU is positive and significaAnalyses for comparison of EU
countries with non-EU countries indicate that pbgkidistance is insignificant for
EU countries and CU Agreement has no significargaich on Turkey’s total trade
with EU countries. We believe that our results rhayinterpreted as reinforcing the
importance of EU in Turkey’s trade flow, but hag naused any significant change.

Econometric results obtained from export analydesws that there are no
significant effect of EU and OIC membership on Tay'k export flows. But as a set
of developed countries, OECD membership has pesitiyact on Turkey's trade
export flows. In one of the models in the regressamalyses, by adding OIC
membership dummy to the model, dummy for EU becorsignificant. Both
dummies have statistically significant and posigfects on Turkey’'s exports. It can

be interpreted that when we exclude exports duedccultural similarities, dummy
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for EU membership becomes significant. Accordingat@alyses which decompose
the countries into two groups as EU and non-EU t@s) physical distance is
significant for non-EU countries and OIC countraee significant exporting partners
among non-EU countries. In export to EU analydiatisically significant effect of
CU dummy is obtained. However its sign is negasliewing that CU Agreement
has trade diversion impact on Turkey’'s export todéuntries.

In import analyses, there are no significant effeaft distance and dummies
on import flows. Results show that gravity modehmat work on import flows of
Turkey. Also any significant effect of the EU hast been found from the analyses.
According to analyses which decompose the counintestwo groups as EU and
non-EU countries, physical distance is insignificdar both EU and non-EU
countries showing that Turkey's dependency on impofr intermediate and
investment goods. Estimation that searchs the faignce of CU dummy indicate
that CU Agreement has no significant impact on &yi& import from EU countries.
To explain insignificance of distance variable nmport models, the analyses have to

be repeated on disaggregate industrial trade data.
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APPENDICES

Appendix 1: Trade between Turkey and the EU, 1969-2008, U%datid %

Share Share
Years of Share of
(Considering Export of Import Import Tra_lde Balance Trade Balance
to the EU | Export | from the EU with the EU | .
Enlargement t0 EU from (billion dollars) in Total Balance
Process) (%) EU (%)
(%)

1969 (EU6) 214857008 40.0| 284462117 35.5 -69.6 26.3
1970 239081409 40.6| 325238509 34.3 -86.2 24.0
1971 266560260 39.4| 455660424 38.9 -189.1 38.3
1972 347016639 39.2| 652519220 41.8 -305.5 45.1
1973 (EU9) 611642495 46.4| 1142339858 54.8 -530.7 69.0
1974 717275550 46.8| 1708072669 45.2 -990.8 44.1
1975 615142426 43.9| 2338254249 49.3 -1723.1 51.6
1976 958929096 48.9| 2342031592 45.7 -1383.1 43.7
1977 868032946 49.5| 2470084308 42.6 -1602.1 39.6
1978 1090081992 47.6| 1872672021 40.7 -782.6 33.9
1979 1097548087 48.5| 1825409933 36.0 -727.9 25.9
1980 1242199614 42.7| 2203032590 27.9 -960.8 19.2
1981 (EU10)| 1504771093 32.0] 2519337095 28.2 -1014.6 24.0
1982 1755468975 30.6| 2466232702 27.9 -710.8 23.0
1983 2010025296 35.1| 2595991546 28.1 -586.0 16.7
1984 2732087129 38.3| 2976694423 27.7 -244.6 6.8
1985 3133498015 39.4| 3546678978 31.3 -413.2 12.2
1986 (EU12)| 3263148689 43.8] 4564956481 41.1 -1301.8 35.7
1987 4867731027 47.8| 5665874181 40.0 -798.1 20.1
1988 5098352437 43.8| 5895124598 41.1 -796.8 29.8
1989 5407791295 46.5| 6055272396 38.3 -647.5 15.5
1990 6892863288 53.2| 9328282708 41.8 -2435.4 26.1
1991 7041937611 51.8| 9221627497 43.8 -2179.7 29.2
1992 7600458917 51.7|10048960957 43.9 -2448.5 30.0
1993 7287404419 47.5|12948873018 44.0 -5661.5 40.2
1994 8269090698 45.7| 10278758913 44.2 -2009.7 38.9
1995 (EU15)| 11078005104 51.2| 16860583671 47.2 -5782.6 41.1
1996 11549426327 49.7|23138060734 53.0 -11588.6 56.8
1997 12247788408 46.6| 24869690730 51.2 -12621.9 56.6
1998 13498026701 50.0| 24074702605 52.4 -10576.7 55.8
1999 14348348404 54.0|21400776992 52.6 -7052.4 50.1
2000 1451038359% 52.2| 26610306931 48.8 -12099.9 45.3
2001 16118231737 51.4|18280398659 44.2 -2162.2 215
2002 18458533096 51.2| 23321035440 45.2 -4862.5 31.4
2003 24484137402 51.8| 31695935968 45.7 -7211.8 32.7
2004 (EU25)|3445104737% 54.5|45443719572 46.6 -10992.7 32.0
2005 38394518482 52.3| 49220092611 42.1 -10825.6 25.0
2006 44004199350 51.4|/55068396166 39.5 -11064.2 20.5
2007 (EU27)| 60390661097 56.3|6861143760% 40.3 -8220.8 13.1
2008 63398551869 48.0| 74767987950 37.0 -11369.4 16.3
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Appendix 2: Detailed Explanation of Variables Used in the Model

Variable

Explanations

Definitions

Sources

Fijt

Turkey’s total trade with her jth trading
partner in time t

TOTAL_TRADE

TSI

Turkey’s export to her jth trading partner ip
time t

EXPORT

TSI

Turkey’s import from her jth trading partne
in time t

=

IMPORT

TSI

Turkey’s GDP as a proxy for economic size

GDP_TR

MF |

GDP of Turkey’s trading partner as a proxy
for economic size

GDP_PRT

IMF

Turkey’s population as a proxy for market
size and labor force

POP_TR

IMF

Population of Turkey’s trading partner as
proxy for market size and labor force

js)

POP_PRT

IMF

Difference in per capita GDPs of countries
as a proxy for development difference
between Turkey and her trading partner

DPCI

Physical distance between Turkey and he
trading partner as a proxy for transportation
costs

=

DIST

indo.com

DUM_CU

Dummy variable for CU membership; takes
value 1 after 1996 and takes value O for
others

DUM_CU

DUM_EU

Dummy variable for EU membership; takes
value 1 for members and takes value O for
others

DUM_EU

DUM_OECD

Dummy variable for OECD membership;

takes value 1 for members and takes valye MUM_OECD

for others

DUM_OIC

Dummy variable for OIC membership; takes
value 1 for members and takes value O for
others

DUM_OIC

DUM_BORD

Dummy variable for common border; takes

value 1 if there is a common border betweenDUM_BORD

Turkey and her trading partner; 0 otherwise.
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Appendix 3: Calculation of Relative Difference in Developmentf&ences between

Countries.

WmNM+aﬂMWMfM}

DPChL{
In@

DPCI denotes relative difference in per capita incomeaintries by using a weight

coefficient w. Calculation of this coefficient is as follows:

I:)ClTUrkey
+ PCI

w=
PCI

Turkey partner

Where PCl,,,,.,is GDP per capita of Turkey anBCl ... is GDP per capita of

Turkey’s trading partner.
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Appendix 4: Calculation of Compound Annual Growth Rate.

Compound Annual Growth Rate (CGR) of trade for gate year is calculated as

follows. Here, X,, and X,, are beginning and ending trade data for a ceperiod

respectively.n is the number of years in the period being comsuleThis rate gives
the compound growth rate of a year depending aasa pear. Iin is equal to 1, then
CGR will show the simple growth rate year to y€#orld Bank, 2009:2).
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Appendix 5a: Gravity Model for Turkey’s Total Trade Flows with ®ariables

First Stage of Fixed Effect Model

-5.213**
C (-2.029)
1.047%**
LN(GDP_PRT) (5.906)
2.002%**
LN(GDP_TR) (8.307)
-0.706
LN(POP_PRT) (-1.403)
-0.455
LN(POP_TR) (-0.703)
0.007
LN(DPCI) (0.553)
R2, 0.98
adj. R2. 0.97
# of obs. 1431

Second Stage of Fixed Effect Model

Model-1 | Model-2 | Model-3| Model-4| Model-5| Model-6

NOIST) 20.539* | -0.532%" | 0.520%* | -0.526"* | -0.466" | -0.326"

(-3.801)| (-3.476)| (3.749) (-3.779)| (-3.044) (-2.142)

0.388* 0.423*|  0.260

DUM_EU (1.871) (2.002)| (0.832)
DUM_OECD (_6Oé%%(;

0.100| 0236 0257

DUM_OIC (0.366)] (0.635) (0.724)

*kk

DUM_BORD 1'?3?892)

Note: White's heteroskedasticity-consistent covar&amatrix estimator has been used.
*** denotes 1% significance level, ** denotes 5%mificance level,
* denotes 10% significance level.
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Appendix 5b: Gravity Model for Turkey’s Export Flows with all Viables

First Stage of Fixed Effect Model
-11.3376***
C (-2.567)
1.621%**
LN(GDP_PRT) (4.803)
0.917***
LN(GDP_TR) (2.653)
0.866
LN(POP_PRT) (1.579)
0.065
LN(POP_TR) (0.056)
0.004
LN(DPCI) (0.362)
R2. 0.98
adj. R2. 0.97
# of obs. 1296
Second Stage of Fixed Effect Model
Model-1 | Model-2 | Model-3| Model-4| Model-5| Model-6
LN(DIST) -2.279%* [ -2.409% | -1.916*** | -2.004*** | -1,746%** | -1.982%**
(-4.314)| (-4.700)| (-3.540)| (-3.793)| (-3.161)| (-3.159)
-0.603 1.694* 1.567*
DUM_EU (-0.835) (1.982)  (1.931)
DUM_OECD 1(27 2132)
1.424*| 2.,982** | 2.906***
DUM_OIC (1.913)| (4572)| (4.554)
DUM_BORD (_'11;;97?

— —— ———— — ——— — ]
Note: White’'s heteroskedasticity-consistent covar&éamatrix estimator has been used.
*** denotes 1% significance level, ** denotes 5%ificance level,
* denotes 10% significance level.
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Appendix 5c: Gravity Model for Turkey’s Import Flows with all Vables

First Stage of Fixed Effect Model

-0.647
C (-0.166)
0,823***
LN(GDP_PRT) (3.181)
2.656***
LN(GDP_TR) (6.251)
-1.794%*
LN(POP_PRT) (-2.974)
-1.043
LN(POP_TR) (-0.858)
0.001
LN(DPCI) (0.119)
R2, 0.97
adj. R2. 0.96
# of obs. 1161

Second Stage of Fixed Effect Model

Model-1 | Model-2 | Model-3 | Model-4 | Model-5 | Model-6

NOIST) 0.613] 0437] 0637 0582 0633 0783

(1.259)] (0.759) (1.356)| (1.189) (1.108) (1.183)

20.457 0.138]  0.221

DUM_EU (-0.425) (0.099)| (0.156)
DUM_OECD (_60559162)

1.214% 1284 1.226

DUM_OIC (1.895)| (1.085) (1.057)

DUM_BORD (00998753

Note: White's heteroskedasticity-consistent covar&amatrix estimator has been used.
*** denotes 1% significance level, ** denotes 5%mificance level,
* denotes 10% significance level.
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Appendix 6a: Gravity Model for Turkey's Total Trade Flows: EU dartNon-EU

Countries
First Stage of Fixed Effect Model
EU Non-EU
c 20.289 3.348
(-0.101) (-1.359)
0.732%% 13817+
LN(GDP_PRT) (3.075) (5.972)
2 251w 1,695
LN(GDP_TR) (14.736) (8.526)
3,652+ -0.226
LN(POP_PRT) (-3.424) (-0.401)
0.2276 -1.239*
LN(POP_TR) (0.482) (-1.883)
0.011
DUM_CU hptr
0.004 0.009
LN(DPCI) (0.191) (0.791)
R2. 0.98 0.97
adj. R2. 0.98 0.96
# of obs. 540 891
Second Stage of Fixed Effect Model
EU Non-EU
Model-1 | Model-2 | Model-3| Model-1 | Model-2 | Model-3 | Model-4
NOIST) 0081 | 3578 | -4.008 | -1.190"* | -1.045"* | -1.008** | -0.999"
(-0.034) | (-1.090) | (-1.172)| (-7.472) | (-5.789) | (-6.015) | (-4.437)
7221 | 7.279* 20.553 20.345
DUM_OECD (2.124) | (2.075) (-1.224) (-0.657)
-0.953 0.127
DUM_BORD (-0.223) (-0.382)
0562 | 0.343
DUM_OIC (1517) | (0.859)

Note: White’s heteroskedasticity-consistent covaréa matrix estimator has been used. *** denotes
1% significance level, ** denotes 5% significanegdl, * denotes 10% significance level.
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Appendix 6b: Gravity Model for Turkey's Export Flows: EU and N&U Countries

First Stage of Fixed Effect Model

EU Non-EU
c -6.644% 8.636"
(-1.756) (-2.634)
2 213% 1.462%
LN(GDP_PRT) (6.784) (4.882)
1.374% 0.421*
LN(GDP_TR) (6.571) (1.807)
3.013 1.815%
LN(POP_PRT) (-2.187) (3.701)
1.150% -1.097
LN(POP_TR) (1.887) (-1.406)
20.095%
DUM_CU (a221)
20.759 0.004
LN(DPCI) (-0.211) (0.333)
R2. 0.98 0.96
adj. R2. 0.98 0.96
# of obs. 540 756
Second Stage of Fixed Effect Model
EU Non-EU
Model-1 | Model-2 | Model-3| Model-1 | Model-2 | Model-3| Model-4
NOIST) 0938 | -1.613 | -1.946 | 31101 | 2.534" | 2.327" | -2.528"
(-1.212) | (-1.240) | (-1.294)] (-3.633) | (-2.215) | (-2.251) | (-2.103)
1396 | L1441 1.751 20.967
DUM_OECD (0.703) | (0.709) (-0.674) (-0.318)
-0.738 4.245%
DUM_BORD (-0.437) (2.541)
3.005% | 3.687%
DUM_OIC (3.949) | (3.752)

————————— —— —— —— ——— — — ]
Note: White’'s heteroskedasticity-consistent covaréamatrix estimator has been used. *** denotes

1% significance level, ** denotes 5% significanegdl, * denotes 10% significance level.
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Appendix 6c¢: Gravity Model for Turkey’s Import Flows: EU and N&U Countries

First Stage of Fixed Effect Model

EU Non-EU
c 3.079 0222
(0.894) (-0.063)
0.291 1048
LN(GDP_PRT) (0.924) (3.946)
2,783 2 523w
LN(GDP_TR) (13.485) (9.414)
3,498+ 24047
LN(POP_PRT) (-2.845) (-2.970)
20.928 -0.587
LN(POP_TR) (-1.505) (-0.696)
0.055
DUM_CU 103
-0.002 0.005
LN(DPCI) (-0.048) (0.302)
R2. 0.98 0.96
adj. R2. 0.97 0.96
# of obs. 540 756
Second Stage of Fixed Effect Model
EU Non-EU
Model-1 | Model-2 | Model-3| Model-1 | Model-2 | Model-3| Model-4
NOIST) 0874 | 2.810 | 3745 | 0.722 | 1.148 | 1.089 | 1.431
(0.515) | (-0.848) | (-1.010)| (0.861) | (1.247) | (1.302) | (1.467)
7609 | 7.735 1.828 1312
DUM_OECD (1.469) | (1.464) (-1.008) (-0.658)
2.070 33207
DUM_BORD (-0.479) (3.151)
1850 | 0576
DUM_OIC (1.276) | (0.530)

————————————  —— —— ——— — |
Note: White’'s heteroskedasticity-consistent covaréamatrix estimator has been used. *** denotes

1% significance level, ** denotes 5% significanegdl, * denotes 10% significance level.

70




Appendix 7: A Concise Literature Survey on Gravity Model Applien Trade

Paper Explanations

This study is the first study that applying gravétyuation to analyze
Tinbergen(1962) | international trade flows. They improved an empirimodel lacking
and robust theoretical foundations. According to resoltstudies, trade
Poyhtnen(1963) | flows have a positive relationship with economizesiof countries and

a negative relationship with physical distance leefmvcountries.

A population variable was inserted to standard igraquation
Linnemann improved by Timbergen and Péyhénen. Populatioratdeiwas
(1966) employed as a proxy variable for consumer prefergintterms of

importer and for capital-labor intensity in ternisgporter.

Anderson (1979)

He made theoretical contributions to gravity mo&ahilarity of
preferences, cost structures and tax regulatiotvgcles trading partner
are factors that affect trade flows positively.

Frankel (1997)

He used the model to explain determinants of iater intra integration
trade of EC, EU, EFTA, CUFTA, MERCOSUR and ASEAMeT
purpose of study was to analyze effects of factach as common
language, common culture and common border on frags.

Soloaga and
Winters (1999)

They conducted gravity model for EU, EFTA, NAFTABRCOSUR
and ASEAN during 1980-1996 period. Common languagemmon
culture and common border variables proxy by dumanables
inserted to standard gravity model. The resultpaoper to theoretical
expectations. But according to analyses, new regjiotegration
process has no trade creation effect.

[72)

Krueger (1999)

He used gravity model for NAFTA. He determined tbastitution of
NAFTA in 1994 has a significant positive effect ldiexico’s trade.

Wall (1999)

He used gravity model to estimate cost of prot@stion countries’
welfare. Including 1994-1996 period and 85 tradenams of US, he
used simple gravity equation by adding a new vigiab trade policy
index (degree about her protectionism on traded)owe did not find &
significant relationship between these two variable

Brilhart and
Kelly (1999)

They analyzed Ireland’s trading potential with Cah&nd Eastern
European Countries for 1994 by using gravity modbey added
language and adjacency dummies and per capita exofircountries td
simple form of gravity model. All coefficients thiitey estimated have
the expected signs and statistically significardifierent confidence
levels.

Paas (2000)

Using 1995-1997 period and 46 trade partners afrist he applied

gravity model to trades flows of Estonia. He usaal fdummy variables

for EU membership, EU candidacy, Commonwealth dépendent
States (CIS) and countries in the region of B&&a. He run the
regression for export and import separately. Hadothat trade with
CIS and countries in the region of the Baltic Saaehincreasing
impacts of Estonia’s trade flows.

D

Cheng and Wall
(2002)

They used OECD country pairs and analyzed econaraktr
foundations of gravity model. An augmented modéhwiifferent
dummy variables was estimated by heterogeneoud gataeapproach.

Martinez-Zarzoso
and Nowak-
Lehmann (2003)

This study was used panel data approach for MERGOEU
countries during 1988-1996 period. They pluggedierahange rates,

infra-structures of exporter-importer and differesén per capita
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income in standard model. The results are proptreoretical
expectations.

Oh (2004)

employed gravity model to estimate potential traflidorth Korea with
South Korea and US by adding trade policy indefe@$ of trade
barriers). He found significant negative relatiapgtetween trade
flows and trade policy index for trade between Ndtbrea and South
Korea. But he found insignificant negative relagbip between trade
flows and trade policy index for trade between Rafbrea and US.

Rojid (2006)

He used model in order to analyze trade creatiohdarersification
effects of COMESA for 147 countries during 1980-2@@riod and got
results consistent with theoretical expectations.

Spies and
Marques (2009)

They developed a new version of a theory-basedtgraguation to
properly account for relative price indices. Applyithe augmented
gravity equation to the process of EU integratianiny the 1990s, they
found that trade agreements have substantiallgéased intra-group
trade.
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Appendix 8: A Literature on Gravity Model Studying Turkish Tead

Paper

Explanations

Lejour and Mooij
(2005)

They determined potential trade between TurkeyEddor 15 sectors
by the gravity model. Then, they determined custguivalence of
trade barriers by comparing numbers of potentsldrand actualized
trade. According to analyses, CU increased Turkbyaeral trade with
EU by 34%.

Antonucci and
Manzocchi
(2006)

This study used gravity model to explain Turkeyaie flows during

1967-2001 period. Firstly, they demonstrated thatmodel explains
Turkey’s trade pattern statistically. Then, thegdithe model to explain
whether EU has a special role concerning the contgntbdde between
Turkey and EU. According to analyses, CU has noifsggint effect on

Turkey’s bilateral trade with EU.

Sayan (1998)

He analyzed BSEC to investigatedd¢beamic rationale behind the
desire to seek/maintain membership, with specfafeace to the trade
creation and diversion effects it could generaiukled inter and intra
regional export flows as a dependent variable dpéfifit versions of the
model were estimated using a combination of vaesmbiking pooled
data over the 1992-1994 period with 48 cross-sedfiservations for
each year. According to analyses, the BSEC hasased export flows
of inter and intra region.

Geng, Berber anc
Artan (2007)

| They applied gravity model to explain determinasftrade flows in

Black Sea Economic Cooperation (BSEC) region. Risrpiurpose,
panel data analysis is used for the 1997-2004 a8d-2000, 2001-2004
sub-periods. The results are consistent with thieateexpectations.
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Appendix 9: Countries used in the Empirical Analyses

Total Trade Export Import
1 |Algeria 1 |Algeria 1 |Algeria
2 | Australia 2 | Australia 2 | Australia
3 | Austria 3 | Austria 3 | Austria
4 | Belgium-Luxembourg 4 | Belgium-Luxembourg 4 | Belgium-Luxembourg
5 | Brazil 5 |Bulgaria 5 | Brazil
6 | Bulgaria 6 |Canada 6 | Bulgaria
7 |Canada 7 |China 7 |Canada
8 |China 8 | Czech Republic 8 | China
9 | Czeck Rep. 9 | Denmark 9 | Czech Republic
10 | Egypt 10 | Egypt 10 | Denmark
11 | Denmark 11 | Finland 11 | Finland
12 | Finland 12 | France 12 | France
13 | France 13 | Germany 13 | Germany
14 | Germany 14 | Greece 14 | Greece
15 | Greece 15 | Hungary 15 | Hungary
16 | Hungary 16 | Iceland 16 | Iceland
17 |Iceland 17 | India 17 | India
18 | India 18 | Iran 18 | Indonesia
19 | Indonezia 19 | Ireland 19 |Iran
20 |Iran 20 | Israel 20 | Ireland
21 | Ireland 21 | ltaly 21 | Israel
22 | lIsrael 22 | Japan 22 | ltaly
23 | Italy 23 | Jordan 23 | Japan
24 | Japan 24 | Korea 24 | Korea
25 | Jordan 25 | Kuwait 25 | Libya
26 | South Korea 26 | Lebanon 26 | Malaysia
27 | Kuwait 27 | Libya 27 | Malta
28 | Lebanon 28 | Malta 28 | Mexico
29 | Libya 29 | Mexico 29 | Netherlands
30 | Malaysia 30 | Morocco 30 | New Zealand
31 | Malta 31 | Netherlands 31 | Norway
32 | Mexico 32 | New Zealand 32 | Poland
33 | Morocco 33 | Norway 33 | Portugal
34 | Netherland 34 | Poland 34 | Romania
35 | New Zealand 35 | Portugal 35 | Saudi Arabia
36 | Norway 36 | Qatar 36 | South Africa
37 | Poland 37 | Romania 37 | Spain
38 | Portugal 38 | Saudi Arabia 38 | Sweden
39 | Qatar 39 | Singapore 39 | Switzerland
40 | Romania 40 | South Africa 40 | Taiwan Province of China
41 | Saudi Arabia 41 | Spain 41 | Thailand
42 | Singapore 42 | Sweden 42 | United Kingdom
43 | South Africa 43 | Switzerland 43 | United States
44 | Spain 44 | Syrian Arab Republic
45 | Sweden 45 | Tunisia
46 | Switzerland 46 | United Arab Emirates
47 | Syrian 47 | United Kingdom
48 | Taiwan 48 | United States
49 | Thailand
50 | Tunisia
51 | UAE
52 |UK
53 |USA
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Appendix 10: Hausman Test Results

With DPCI

Test Summary Chi-Sq. Statisfic Chi-Sqg. d.f. Prpb.
Total Trade 53.178 5| 0.000(
Export Cross-section random 40.871 5| 0.000(
Import 31.780 5| 0.000(

Without DPCI

Test Summary Chi-Sq. Statisfic Chi-Sqg.d.f. Prpb.
Total Trade 53.346 4| 0.000(
Export Cross-section randomm 39.286 4| 0.000(
Import 32.019 4| 0.000(

H, :E(g, | X;) =0, random effects are uncorrelated with the exptayatariables.

Since the p-values for the tests are less thaniddigating that the random effects

model is not appropriate and that the fixed effepiscification is to be preferred.
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Appendix 11: Rank of first 10 Countries in Turkish Export, 193208

Germany UK | UAE Italy France Russia USA Spain Romania Irag
1982 2 10 | 30 5 9 14 7 29 22 3
1983 2 7 29 3 10 17 8 24 21 5
1984 1 8 29 4 9 14 6 27 23 2
1985 1 4 15 6 8 10 5 24 26 3
1986 1 7 31 2 8 15 5 25 29 4
1987 1 5 31 3 6 15 4 23 29 2
1988 1 5 34 3 7 10 4 25 29 2
1989 1 5 27 2 6 4 3 20 33 8
1990 1 4 30 2 5 6 3 16 27 14
1991 1 5 30 2 4 6 3 14 25 24
1992 1 5 30 2 4 9 3 10 21 17
1993 1 3 25 5 4 9 2 19 24 21
1994 1 4 20 3 5 6 2 17 25 28
1995 1 5 24 3 6 4 2 10 11 35
1996 1 5 26 4 6 3 2 10 12 28
1997 1 4 23 5 6 2 3 10 13
1998 1 3 24 4 6 5 2 9 14
1999 1 3 14 4 5 9 2 7 18
2000 1 3 16 4 5 10 2 7 15
2001 1 4 16 3 5 7 2 6 15
2002 1 3 15 4 5 6 2 7 12
2003 1 3 15 4 5 8 2 6 12 13
2004 1 2 14 4 5 8 3 6 11 9
2005 1 2 11 3 5 9 4 6 10 7
2006 1 2 11 3 5 7 4 6 10 8
2007 1 2 9 3 4 5 7 6 8 11
2008 1 2 3 4 5 6 U 8 9 10
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Appendix 12: Rank of first 10 Countries in Turkish Import, 198Q08

Russia | Germany China | USA | lItaly France | Iran Ukraine Switzerland UK
1982 15 2 47 4 8 11 5 65 10 7
1983 11 2 44 5 6 12 1 65 10 7
1984 10 2 44 3 6 11 1 65 12 7
1985 13 1 26 3 5 7 2 65 15 9
1986 8 1 25 2 3 6 13 65 11 7
1987 12 1 19 2 4 8 5 65 11 7
1988 10 1 22 2 4 5 7 65 12 6
1989 7 1 33 2 4 5 17 65 12 6
1990 5 1 20 2 3 4 13 56 11 8
1991 7 1 22 2 3 5 32 65 11 6
1992 8 1 24 2 3 5 14 74 10 6
1993 7 1 21 2 3 4 11 14 12 6
1994 7 1 19 2 3 4 10 11 13 6
1995 4 1 16 2 3 5 13 11 12 6
1996 6 1 18 3 2 4 13 14 12 5
1997 6 1 16 3 2 4 18 14 11 5
1998 6 1 15 3 2 4 20 14 12 5
1999 5 1 12 4 2 3 17 14 15 6
2000 4 1 12 3 2 5 18 15 17 6
2001 3 1 13 4 2 5 15 17 8 6
2002 3 1 10 4 2 5 15 14 7 6
2003 3 1 8 6 2 4 12 14 7 5
2004 2 1 6 5 3 4 14 13 8 7
2005 2 1 4 6 3 5 11 13 8 7
2006 1 2 3 6 4 5 7 13 9 8
2007 1 2 3 5 4 6 7 10 9 8
2008 1 2 3 4 5 6 U 8 9 10
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