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Abstract: Problem statement: World economy has become increasingly integrafEldere is an
underlying assumption that integration into the lbk@conomy provides more opportunities for trade.
The evidence shows that integration at the regitivadls can help developing countries to prepare fo
the international economic integration. It will i@portant to outline and analyze past efforts at
regional integration (regionalism) to have prospéot future arrangement&pproach: Therefore this
study assessed the impact of Iran membership imdfoir Cooperation Organization (ECO) on
agricultural exports by means of generalized gyawiodel. The econometric method was used to
isolate and eliminate the regional agreement effexcpanel and pooled data techniquResults: Our
estimation results indicated positive and significéntra-trade impact of regionalism on Iranian
agricultural export.Conclusion/recommendation: We had seen that, directly and indirectly, ECO
could have positive effect on Iran agriculturatigalndirectly, because similarity degree betwean |
and the other ECO members in religion, border, iefHanguage and is very high in relation to the
other chosen trade partners of Iran. Also a conside share of the variability in ECO agricultural
trade flows referred to uneconomic factors. Thefit seems that Iran would be able to expand its
agricultural exports by gradually reducing traderieas in ECO region and using of these ECO
members' similarities.
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INTRODUCTION ECO includes Afghanistan, Azerbaijan,
Kazakhstan, Kyrgyzstan, Tajikistan, Turkmenistan,
The world economy after World War Il has Uzbekistan as well as lIran, Pakistan and Turkey.
become much more integrated. The first 20-30 year®riginally initiated by Pakistan, Iran and Turkey i
after World War Il can be seen as a period1985, it aims at the progressive removal of trade
characterized by shallow integration both globahd  barriers; the promotion of intra-regional traded ahe
regionally ("old regionalism”). With the Uruguayued  gradual integration of the economies of its Member
of GATT negotiations, there were strong elements ofStates with the world economy. An ECO Trade
deep integration ("new regionalisif*) Agreement was signed by five members (Afghanistan,
According to the World Trade Organization Iran, Pakistan, Tajikistan and Turkey) in July 2063
(WTO), there are over 250 Regional Trade Agreementtslamabad. Yet in order to become operationaleéds

have been concluded in the past 15 years and mamy n objectives of the ECO is_ expansion of intra-regiona
agreements are under negotiafin trade and trade of the region with the rest ofwioeld,

N . it is very important having a better view on how
. Direction of trade data also show that Asia, s th economig intggration affecgt]s the economic structure
third hub of world trade after Europe and Northg,oia)ly commodities trade of the region's membiers
America, has become increasingly mtegrﬁiﬂd&n as  would show the strong and weak points of region
an Asian developing country has also regionalisih angperation and provide inputs for developing a joint
integration experiences such as ECO membership.  trade strategy. It is possible by studying situatiof
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member countries before and after RTA formation inmodeled iceberg fashion and on the assumption that
the region compared with the rest of the world. distance and transport costs are related. Bergb$ran
In the literature there are numerous studiesstudie§$® develop the Linneman's analysis further.
analyzing the economic impacts of RTAsRTAs Deardorff’! found a relation between Heckscher-Ohlin
might be expected to increase trade between partnetModel and gravity model. Evenett and Kéffet’
since cheaper import within the agreement may oepla investigated. perfect specialization in HeckschelyOh
domestic production (“trade creation”) or crowed ouand Increasing Returns to Scale model and founuh the
imports from the rest of the world ("trade Supportive oglgrawty model. The recent study ofdfa
diversion"{"?3. The gravity model has performed and Kortun® also uses an iceberg framework with
remarkably well as a tool for measuring the impats homogenous goods but embeds gravitational forcas in

RTAS™. Most applications of the gravity model searchRicardian setting. But, of course, much of recorded
for evidence of actual or potential effects by addi trade '215]”‘ d|fferen_t|ated goods. Helpman . anq
dummy variables for common languages, common Iangrugma address this by embedding the equation in

[ a model of monopolistic competition with increasing
borders and for the presence or absence of a'R¥A returns to scale, which also has the virtue ofdjie]

Some researchers distinguish between the 'ncrmser#l)redictions regarding the sectoral pattern of trade

the volume of trade within the bloc and decrease i As stated above the Generalized Gravity Model
equation is of the form:

trade from countries outside the bloc by including
dummies for intra-bloc and extra-bloc tr&éé”.

As agriculture is an important sector for all bét | Xj = Ln A+Ln Yi+Ln Y;+Ln Ny+Ln
ECO Member States playing a key role in employment, Nj+Ln Dj+A, D +U 1)
exports, food security and catalyzing other sectibrs
objective of this study, therefore, is to assesditipact  \Where:
of Iran membership in economic cooperationLn X; = The log of exports from country i to country j
organization on agricultural exports by usingLn Y, = The log of country i(j)’s income (normally

generalized gravity model. GDP)
Ln Nij = The population of country i(j)
MATERIALSAND METHODS LnD; = The log of distance between i (),
o o ) Dy = Dummies (k = 1,...) capturing geographical,
Originally inspired by Newton's gravity equation regional and cultural effects, U error-term
in physics, the gravity model has become common
knowledge in regional science for describing biiatte Also, there can be other explanatory variables in

trade flows and analyzing the effects of regiomatlé  the gravity model that capture positive benefitsnir
agreements on trade flows to stress the role oRTA membership (Trade Creation), potential negative
regionalization. In the standard model, trade betwe penefits from one party a member of a RTA and the
two countries is viewed as being positively affdchyy  other party not a member (trade diversion).

the economic mass of trading partners and negstivel In this study total agricultural exports are
affected by the distance between them. Additionakoncerned and we use a log-linearized gravity éouiat
variables, such as population, common border, commoexpressed as follows:

language, common religion are usually added to

empirical gravity models to elaborate on the ecagom Ln(X%) = ap+ a;Ln(GDPy) + a,Ln(GDRy) +

mass and distance variables that is called geredli asLn(POR) + a Ln(POR) + asLn(DIS;) +
gravity model. It has also included dummy variabtes aL ANG;; + a7;BOR; + agREL; + (2)
order to indicate whether a regional trade agre¢nisen agLANDLOCK; + a1E THNIC; +

effective or not. 011ECO + Uy

The gravity model was first roposed .
independently by Tinberg&Hand PoyhoneP??].But Where: o
these studies were criticized for their lack of usib subscr!pt! B Refe.rs to Iran
theoretical foundations. This shortcoming has beersUPScriptj = The importers
addressed by a series of stufig®o101518 subscript a = The agricultural sector

Linnemaf® was the first researcher who tried to subscriptt = Time

provide theoretical foundations based on partiaX = The export flows

equilibrium model of export supply and import demian GDP = The gross domestic product
Andersoff! uses Armington preferences in a model ofPOP = The population

homogenous goods to derive a role for transportscos DIS = The distance between capital cities
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To control for observable country-pair specific At the second we estimate gravity model with maid a
factors affecting bilateral trade, the model indsd dummy variables to show regionalism effects. In
some dummy variables. LANG, BOR, REL and addition to regionalism dummy variable, we udeecd
ETHNIC are four binary variables set to unity iafr  that mentioned above since the similarity betwaen |
and its trade partners share a common or similaand the other ECO members in religion, border,iethn
language, border, religion or ethnic, respectively.language and is very high in relation to the otinade
LANDLOCK is a binary variable which is unity if partners of Iran. In this case a set of dummy béesm
importer is landlocked. ECO is a dummy variabletset will make it possible to increase robustness of OLS
unity if importer is a member of economic coopenati estimators. Because of high collinearity betweemmiy
organization. variables and random individual effects, REM estona

The generalized gravity model is applied usingis not efficient. Serial correlation was not fouindthe
panel data for the period 1997-2006 for 29 coustrie models, as indicated by the Durbin Watson value.
(ten members of economic cooperation organizationTable 1 show the GLS, FEM and REM estimates of the
USA, Russia, China, India and Fifteen Members ofbasic gravity model. GLS and FEM results indichie t
European Union). Data on export values for theltotamodel fits the data well and basic variables exglai
agricultural products (aggregation of 24 chaptefs omore than 90 percent of the variation in bilatératie
HS1996 Tariff Classification) are obtained from theacross our sample of trade partners of Iran. Résti
COMTRADE UN data set which includes whole versus unrestricted models test showed FEM restimat
commodities by tariff classifications for all coules is more efficient. On the other hand this test ltssu
expressed in thousands of USD. GDP and populatioshowed that employing data in this study is par¢hd
data are taken from international financial statssand As mentioned above, Chi-sq Statistic in Hausman tes
World integrated trade solution data set. Data atflm1  showed that random effect estimator is more efficie
physical distance between two countries come frioen t compared with fixed effect.
leading internet travel and technology company thase o
Indonesia. Other created variables like commop22etiThe Resu'tsgthe estimation ___

. ependent variable: LnX
language, common border, common religion, landldcke

and ethnic similarities with values 0 and 1 whiekets Variable GLS FEM REM
into account similarities between Iran and chosert 16.72% 637+ 6.30
countries, are taken from the CIA World Factbook. (6.56) (0.45) (8.99)
Ln GDR - 047 -
- (0.09) -
RESULTS Ln GDR 0.06** 0.04** 0.23*
(0.03) (0.02) (0.12)

In this analysis as a starting point we first restie Ln POR é‘ig) " Zi2830)
gravity model with main variables. Agricultural e | pop 0,15+ 0.07** 0.5+
values from Iran to 28 chosen countries as a deggnd (0.02) (0.04) (0.09)
variable is regressed on factor income for expaatet LN Di ig-%;** - _%612;;*
importer  countries (GDP GD_F}), population for R-squared 0.96 098 038
exporter and importer countries (PORPOR) and  purbin-watson 219 210 1.32
distance between two countries;DIn this study the F stat 173.80%* 174.48%* 12,67
unit root test is first processed. FE RE FE RE

Since the data are all panel in this investigationﬁfghzn!_stan f-;‘g 8% ESA, 02-279500 -169817

: H H H Zerpaljan . -0. ussia . .
Leym, Lin and Chu technique is emplpyed for thagla Kazakhstan 015 026  India 0799 -051
unit root test. The result 01_c the stationary temst eﬂl_l Kyrgyzstan ~ -1.02  -0.33  China 0.370 -0.11
variables showed that unit root null hypothesis isPakistan 142 039  Austria -0.720  -0.08
rejected and they are stationary. We used OLJ3ajikistan 009 094  Belgium -0.470 051
estimator, one-way FEM and one-way REM. Making al“'&¥ 1.38 004 Denmark  -1.980  -1.06

. . urkmenistan ~ 1.32 -0.49 Finland -2.480 -1.65
comparison between OLS and FEM estimators the Igspekistan 014 -029  France 0880 156
test of restricted versus unrestricted models ¢esgary  Germany 2.54 2.49 Netherlands -0.550  0.22
to decide the individual country's effects arelioed or :gelland 132623 -11-1903 SF’OFFugal -23602300 -20;5874

; ; + ltaly . . pain . .
not. If they were included, there is a need to deci Luxembourg  -019 011  Sweden 0950  -0.67
whether these effects are as fixed or randomly;k 018 018  Greece 0.970 -0.84

distributed across cross-sectional units. The @®TIS Note: The numbers in the parentheses are standard ,effors
between FEM and REM can be based on Hausman tegtand*: Denote significant at 1, 5 and 10% respesitf
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Table 2: Results of the pooled estimation procedmitt dummy between Iran and Importer j, there would be a 2#9

variables : _ decrease in Iran agricultural exports to importers.

Dependent variable: Ln Xij Between dummy variables in our model Common

Main variable Coefficients Dummy variable Coeféints ~ Border, Common Religion and Ethnic Similarities ever

C 17.88%* ECO 2. 147 positive and significant. Common language is exgebct
(2.52) (0.39) to reduce transaction costs as speaking the same

Ln GDR 0.04* REL4 0.48* language helps facilitate trade negotiations. Buthis

Ln POP (8:221** BOR; (29'7272* study Common Language was insignificant, indicating
(0.03) (0.38) that language similarity between a trading paiE{@O

Ln Dj -1.49% ETHNIC; 0.76™ does not play important role. Landlocked is

Resquared .29 (0.27) insignificant, either, showing that the lack of ane

Durbin-watson 215 ports did not reduce agricultural trade.

F stat 159.20%* We found that the dummy variable (ECO) for

Note: The numbers in the parentheses are standard ,etttrs* intra-regional exports was positive and highly

and *: Denote significant at 1, 5 and 10% respegiv significant statistically. The coefficient on therdmy

_ ) _variable for regional trading is 2.14, implying ttthe
Table 1 (REM results) show basic variables eXpIa|rECO regiona| trading arrangements increase

only about 40% of the variation in bilateral agfiatal agricultural trade of Iran with ECO members in
trade across our sample. The model coefficientsthad  comparison with other trading partners

expected signs but the log of Iran's GDP was not
significant. The logs for both Iran and Importer
country's population had the expected $igrand
were both highly significant (significant in 1% of .
probability area). Table 2 shows the GLS estimafes As agricultural products are closely related todo
our generalized gravity model with the dummy Security, poverty eradication and rgral development
variables. The significant variables in this modelthere are special treatment for agricultural prasluc
(inc|udes basic and dummy Variab|es) exp|ain 96ThUS this StUdy addressed the main question of what
percent of the variation in Iran agricultural expor effect regionalism have had on agricultural tra@e.
flows. It is interesting to note that in the cageG®DP, answer this question we have estimated both stedndar
the log of GDP for Iran was insignificant and ftvet and generalized gravity model that shows the effect
importing countries was positive and significant. factors on Iran agricultural exports with a special
Another determinant of agricultural exports is theconcentration on economic cooperation organization.

CONCLUSION

population of the respective trading pair. In owd®l We have seen that, directly and indirectly, ECO
we saw highly significant only in the populatiom the  could have a positive effect on Iran agriculturalde.
importing country (j). Indirectly, because similarity degree between laaad
the other ECO members in religion, border, ethnic,
DISSCUSION language and is very high in relation to the otttersen

trade partners of Iran. Also making a comparison
. e . o X theoetween standard and generalized gravity modeltsesu
variable coefficient value is the elasticity. Acdimg to (Table 1: REM and 2) showed that a considerablessha
, o : , :
Tgbﬁaﬁo(nREr'Y(la r:ees\l/Jvl(t)Sulgj' vt\)/gh 7‘3‘2134/0 I?ﬁ;??;:emigﬁra of the variability in ECO agricultural trade flowsfers
hop £o70 Yo uneconomic factors. This study also showed that

agricultural exports and with a 1% increase in_ ... . - ;
Importer’s population there would be a 0.25% inseca Taj|k|stan,_ Pakistan, Kazakhstan and .Aze.rbauan_ n
ECO region are more interested in importing

in agricultural export flows between Iran and itade ) )
agricultural products from Iran, respectively.

partners. . . .
The log of distance had the expected sign (-) and This study can be extended in several ways. First,

was highly significant. With a 1% increase in dista (0 estimate the regional impact on a more disaggeeg
between Iran and Importer j, there would be a 2.7%evel data or for some specific product groups.o8eg¢
decrease in Iran agricultural exports to importers. to estimate the regional impact on trade of whaOE

The results of the GLS estimation (Table 2) showmembers. Another possible extension is to add other
that the log of distance had the expected sigrarfg  variables to the model for showing trade policy &uis
was highly significant. With a 1% increase in dista of ECO trade agreement (ECOTA).
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